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Understanding tax risk and
Insurance issues

Uncertainty of tax liabilities

Tax issues impact on commercial negotlatlgns and |nvestmepts. When a position Who we work with:
needs to be taken on complex and uncertain tax matters which could result
in the assessment of significant taxes, interest and penalties if successfully Corporate Clients, Funds &
challenged by a tax authority, it can create a balance sheet and reporting issue Institutional Investors, Law
for the taxpayer. Firms, Corporate Finance and
members of the International

Complex tax issues can arise from: deal advisory community
= Merger & Acquisition (M&A) transactions, both historical and prospective tax

risks which cannot be commercially resolved between buyer and seller What do you get:
= Corporate restructuring = |nsight, experience and

engagement from a global

= Winding up of fund structures and the repatriation of profits oG
team of tax specialists who

" Balance sheet engineering will work with you to create
a commercial solution to
The tax insurance solution your tax issue

Tax risks can be a roadblock to completing M&A transactions and maximising
value from an investment.

Shifting the potential financial impact of a tax risk from the business to the
insurer can help close a transaction and tactically improve the position of the
buyer or seller by providing commercial certainty on the balance sheet.

Tax risks can be insured in two ways — under a Warranty and Indemnity (W&l)
policy, generally for unknown risks as part of an M&A transaction, or through
Specific Tax insurance for known risks.
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What tax risks are insurable?

For a tax risk to be insurable, the following criteria usually needs to
be satisfied:

1. The taxrisk relates to a single issue

2. There is a legal/tax opinion or tax Due Diligence (DD) available
that supports the position taken

3. The tax risk has not already been finally determined by a tax
authority

Insurance policies typically cover:

= Tax due to tax authorities

= Defence or contest costs

= Payments of advanced tax

= |nterest, fines and penalties (to the extent insurable by law

Examples of insurable tax risks include:

Interest, fines and penalties
(to the extent insurable by law)

2021 Tax insurance market
features

= 10+ insurers creating a competitive
environment

= Up to $180m capacity from a single
insurer and $600m syndicated

= Pricing typically between 1% and 5.5% of
the limits of tax cover purchased

= Policy period can be up to 10 years
= One off premium payment

= Covers tax risks arising in countries with
stable legal systems throughout the world

Availability of carried
forward losses

’

Tax residency/
withholding tax issues

Trf':lr?sfer » A Ta>f. A ‘,. .Gr.oup
pricing « IS1 authorities |5 | :—i—.u reorganisations

Real estate - trading vs
investment, transactions

in land

Defence or
contest costs

Secondary tax liabilities
(including VAT groups)

Payments of
advanced tax

Case study - carried forwards tax losses

Client challenge: Our client was looking to acquire a company with significant
carried forward ring fenced corporation tax losses (c.$400m). The client wanted to
ensure the risk that the carried forward losses in the company could not be utilised

= post acquisition. The losses represented a significant amount of the value being
attributed to the target group and the certainty of its utilisation was key to obtaining
investment approval.
\ ! ¢ Our solution: We adopted a global insurance placement strategy, due to the size

- - Of the liability, approaching insurers in London, Europe, Asia and the US. Detailed
discussions and negotiations were held with each insurer to create a bespoke
= insurance solution via a tower of insurers covering the specific tax liability.
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WTW Tax Liability team

Our Tax team are an intrinsic part of WTW Transactional Risks (TR) who advised on over 1,600
(W&I, Tax and Contingent risks) policies Globally in 2020.

We bring commercial risk expertise and an in-depth understanding of tax law and accounting
principles to help our clients achieve their Corporate investment and tax planning objectives. Our
bespoke advice can help you mitigate the “risk” from your tax exposures on M&A transactions,
investment structures and overall tax planning globally.

Tax risks insurance is more than a placement process, our experienced advisory team assimilate the
relevant data, anticipate insurers’ requests on key areas, creating the best available solutions and
working closely with the client’s other advisers through the deal process.

The WTW TR team are specialists in cross border deals where we provide W&I, Tax and Contingent
insurance solutions globally; providing local knowledge on each transaction.

WTW global M&A practice

A market leading team of 150+ M&A practitioners, many of whom are qualified in either
Corporate Law, Tax and Accountancy principles or insurance, working together to help our
clients navigate M&A transactions safely. We draw on the full resources of WTW to bring
Sector expertise, analytics, risk evaluation and insurance placement (where required) to each
transaction, in other words delivering the firm and focusing on our client’s strategic objectives
on a deal-by-deal basis.

We help solve complex risk issues, regularly working to tight deal timeframes. Our transaction
related advice and insurance knowledge is valued by our clients, who often use this tactically
buy-side and sell-side to enable a successful outcome to an acquisition or divestment.
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Contacts

For more Information regarding our M&A services please contact one of the representatives listed below.

Alexander Keville
Practice Leader
Mergers and Acquisitions, Global FINEX

‘A D: +44 20 3124 8187 D: +44 207 170 2953

M: +44 7768 099 840 M: +44 7990 566 706
Alexander.Keville@WillisTowersWatson.com Luolan.Dong@WillisTowersWatson.com

Luolan Dong
Head of Tax
Mergers and Acquisitions, FINEX

Andrew Collins
Executive Director
Mergers and Acquisitions, FINEX

D: +44 20 3124 7302
M: +44 7810 296 753
Andrew.J.Collins@WillisTowersWatson.com

Disclaimer

Willis Limited is a Lloyd’s broker and is authorised and regulated by the Financial Conduct Authority, Jersey Financial Services Commission,
Guernsey Financial Services Commission and Dubai Financial Services Authority. The registered office is 51 Lime Street, London, EC3M
7DQ and Willis Limited is registered in England and Wales under company number 181116.

Willis Towers Watson SA/NV, Quai des Vennes, 4020, Liege, Belgium (0415.981.986 RPM Liége) (registered as a branch in the UK at 51 Lime
Street, London, EC3M 7DQ UK Branch Number BR021056) in relation to all EEA-regulated business. Authorised by the Financial Services
and Markets Authority (FSMA) Belgium, and authorised and subject to limited regulation by the Financial Conduct Authority. Details about
the extent of our authorisation and regulation by the Financial Conduct Authority are available from us on request.

The information given in this publication is believed to be accurate at the date of publication shown at the top of this document. This
information may have subsequently changed or have been superseded and should not be relied upon to be accurate or suitable after this
date. This publication webinar offers a general overview of its subject matter. It does not necessarily address every aspect of its subject
or every product available in the market. It is not intended to be, and should not be, used to replace specific advice relating to individual
situations and we do not offer, and this should not be seen as, legal, accounting or tax advice. If you intend to take any action or make any
decision on the basis of the content of this publication you should first seek specific advice from an appropriate professional. Some of the
information in this publication may be compiled from third party sources we consider to be reliable, however we do not guarantee and are
not responsible for the accuracy of such. The views expressed are not necessarily those of Willis Towers Watson. Copyright Willis Limited
2022. All rights reserved.
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About WTW

At WTW (NASDAQ: WTW), we provide data-driven, insight-led solutions in the areas of people, risk and capital. Leveraging the global
view and local expertise of our colleagues serving 140 countries and markets, we help you sharpen your strategy, enhance organizational
resilience, motivate your workforce and maximize performance. Working shoulder to shoulder with you, we uncover opportunities for
sustainable success — and provide perspective that moves you. Learn more at witwco.com.
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