
 
 OAC Consultation Response 

Mutual Deferred Shares 

 

27 September 2016 | Copyright © OAC PLC All rights reserved 1 

 

Response to the Treasury Consultation  
on Mutual Deferred Shares 

 

Introduction 

OAC welcomes the opportunity to comment on this Consultation Paper.  OAC is a provider of actuarial and 
other consultancy services and has a significant number of Friendly Societies as its clients. 

Comments  

OAC welcomes the publication of the consultation paper and draft regulations and looks forward to the 
opportunities that Mutual Deferred Shares (“MDS”) will create to raise capital to support the expansion of 
mutual insurers’ businesses.  

We believe that the proposals in the paper are a useful starting point however we also consider that there are 
a number of issues which need to be resolved before mutual firms are able to take advantage of the ability to 
raise capital under the new legal framework. 

We believe that the most significant issues which need resolution are the potential tax treatment of mutuals 
which have raised capital in this way and the requirement for a mutual to formally undertake a segregation of 
funds before making an issue of Mutual Deferred Shares.  We are also very concerned about the potential costs 
which we believe have been underestimated. 

Consultation Questions 

 Our responses to the specific questions are: 

1. Do you agree with the definitions and limitations on the two types of mutual deferred share?  

We understand the proposal that MDS should either have the features of restricted or unrestricted Tier 1 own 
funds.  However, this is not a requirement of the Act and potentially limits the purposes for which MDS can be 
used as not all issuers will need MDS to meet Solvency II capital requirements.  To impose the Solvency II 
restrictions on shares which are not issued to raise tier 1 own funds will make them less attractive to potential 
investors and more expensive for the mutual to issue. 

We are also concerned at the limitation imposed on an issuer by only being able to issue one type of share.  
Once MDS are issued, they will be permanent and therefore an issuer that has decided to issue either restricted 
or unrestricted MDS will be bound by that choice for all time even if its circumstances.  We appreciate the 
Government’s concern about the risk of misleading less sophisticated potential investors but note that it is 
commonplace for quoted companies to issue multiple classes of shares and other securities, which may also 
be bought by less sophisticated investors and do not have the safeguards proposed by the FCA for MDS in its 
recent quarterly consultation.  
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2. Do you agree with the conditions for issuance of mutual deferred shares?  

As we said in our opening remarks we are concerned about the impact of Regulation 4(2)(a)-(c) which deals 
with the segregation of members’ and policyholders’ funds, the “Project Chrysalis” issue. 

Project Chrysalis is relevant only to with-profits mutuals.  Not all issuers of MDS will necessarily be with-profits 
mutuals and it does not seem appropriate to impose a condition of this nature upon them. 

Even for firms which are with-profits a segregation of funds, as provided for in COBS20 is not the only approach.  
To require firms to go through this process imposes a further layer of difficulty and cost on the process of 
issuing MDS.  

3. Do you agree with the approach to defining distributable items? 

We note that the definition of “distributable items” refers to a distribution of profits available for the purpose 
as defined in s830 of the Companies Act 2006 (as modified by s843 in the case of an insurance company 
carrying on long term business).   

However we do not believe there is any corresponding definition applicable to Friendly Societies, and it may 
be appropriate to modify the 1992 Act to allow for such a definition.  

4. Do you agree with the proposed features of ordinary mutual deferred shares? 

Please see our response to question 1.  We have no comments on the proposed features of ordinary MDS 
which are intended to qualify as unrestricted tier 1 own funds but reiterate our view that not all issuers will 
wish to raise tier 1 regulatory capital. 

5. Do you agree with the proposed features of preference mutual deferred shares?  

Please see our response to question 1.  We have no comments on the proposed features of preference MDS 
which are intended to qualify as restricted tier 1 own funds but reiterate our view that not all issuers will wish 
to raise tier 1 regulatory capital. 

6. Do you agree with the criteria and process for the regulators’ consent? 

We agree with the criteria for regulatory consent however we feel the need to point out that our recent 
experience has been that the FCA can take months to consider even a relatively simple transaction and it may 
be that there should be a limit on the amount of time the regulator should have to consider the proposal. 

7. Do you agree with the voting restrictions on mutual deferred shareholders?  

We note that the reference to one-member-one-vote does not take account of the delegate voting system 
retained by a number of friendly societies.  This implies that unless shareholder members are able to vote on 
a one-member-one-vote basis, the society would be unable to issue MDS.  Therefore a society with a delegate 
based voting system would need to ask its members to accept significant constitutional change in order to 
issue MDS. 
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8. Do you have any comments on other provisions of the draft regulations?  

The references to the “constitution, memorandum or rules” of the issuer might usefully also include articles of 
association.  The constitutional documents of an incorporated friendly society are its memorandum and rules 
and those of a company limited by guarantee are its articles of association. 

No amendments are proposed to the Friendly Societies Act 1992 under regulation 11 and the schedule to the 
draft regulations.  As noted in our response to question 3, we believe that the Friendly Societies Act requires 
amendment to introduce the concept of distributable items for friendly societies.  Other amendments to the 
Friendly Societies Act would include: 

• an amendment to section 5 to make clear that shareholder members are members notwithstanding that 
they do not receive insurance or other benefits from the society; and 

• an amendment to paragraph 4(1) of schedule 3 to add the issue of MDS to the list of the matters that a 
friendly society’s memorandum should contain (which is necessary to enable societies to comply with 
regulation 4(4) of the draft regulations). 

9. What up-front and ongoing costs would an individual mutual face to issue mutual deferred shares, 
and which of these arise directly from the draft regulations? 

We believe that the costs of issue could be very significant.  If a with-profits mutual is required to go through 
a segregation of funds exercise prior to an application to issue MDS, the cost of that exercise alone could be 
£1.0m.  Once that process has been accomplished then a mutual must go through all the process of consulting 
its members and changing its constitution.  It should be realized that every mailing is likely to cost £1 per 
member.  The costs of legal and actuarial support for the proposal are likely to be high, apart from the cost of 
internal management time spent on the process. 

This is before the actual costs of issuing the shares which, as they are to be traded on a regulated market, could 
also be in excess of £1m.  We would suggest that the total cost of the process is likely to be several million 
pounds which will be a huge disincentive to all but the largest firms.   

For with-profits firms a particular difficulty arises with COBS 20.2.39 which requires that “A firm must not enter 
into a material transaction relating to a with-profits fund unless, in the reasonable opinion of the firm's 
governing body, the transaction is unlikely to have a material adverse effect on the interests of that fund's 
existing with-profits policyholders.”  Demonstrating that expenditure of this magnitude will not adversely affect 
with-profits policyholders will be a very high hurdle for firms to jump. 

13. Do you have any views on the potential tax implications of the issuance of mutual deferred shares?  

We believe that the proper analysis is that the purpose of the MDS is to raise capital to support the mutual’s 
insurance business and that that business remains to provide insurance for the benefit of its policyholder 
members.  Therefore, the generation of profits to service the MDS should be regarded as subordinate to the 
mutual insurance business and the profits distributed to MDS holders would be an expense of that business, 
not a business objective in their own right.   If that analysis is accepted, then the mutual ought not to be subject 
to corporation tax. 

https://www.handbook.fca.org.uk/handbook/glossary/G430.html
https://www.handbook.fca.org.uk/handbook/glossary/G1260.html
https://www.handbook.fca.org.uk/handbook/glossary/G430.html
https://www.handbook.fca.org.uk/handbook/glossary/G480.html
https://www.handbook.fca.org.uk/handbook/glossary/G1262.html
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An issuer will need certainty that a proposed issue of MDS will not trigger the loss of its exemption from 
corporation tax; otherwise no mutual board will risk proceeding with an issue.  Certainty can be provided by 
legislating to provide a clear cut-off point below which mutuals will know with certainty that the issue of MDS 
will not jeopardise their tax status.  For friendly societies further clarity can be providing by modifying Part II of 
the Friendly Societies Act to make clear that the issue of MDS is one of the powers of an incorporated society 
and not one of its purposes.  

 

We hope this response is helpful. 

Yours faithfully 

 

David Lechmere FIA 
Head of Actuarial 


	Response to the Treasury Consultation  on Mutual Deferred Shares
	Introduction
	Comments
	Consultation Questions



<<
  /ASCII85EncodePages false
  /AllowPSXObjects false
  /AllowTransparency false
  /AlwaysEmbed [
    true
  ]
  /AntiAliasColorImages false
  /AntiAliasGrayImages false
  /AntiAliasMonoImages false
  /AutoFilterColorImages true
  /AutoFilterGrayImages true
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalCMYKProfile (Coated FOGRA27 \050ISO 12647-2:2004\051)
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (Adobe RGB \0501998\051)
  /CannotEmbedFontPolicy /Warning
  /CheckCompliance [
    /None
  ]
  /ColorACSImageDict <<
    /HSamples [
      1
      1
      1
      1
    ]
    /QFactor 0.40000
    /VSamples [
      1
      1
      1
      1
    ]
  >>
  /ColorConversionStrategy /LeaveColorUnchanged
  /ColorImageAutoFilterStrategy /JPEG
  /ColorImageDepth -1
  /ColorImageDict <<
    /HSamples [
      1
      1
      1
      1
    ]
    /QFactor 0.15000
    /VSamples [
      1
      1
      1
      1
    ]
  >>
  /ColorImageDownsampleThreshold 1.50000
  /ColorImageDownsampleType /Bicubic
  /ColorImageFilter /DCTEncode
  /ColorImageMinDownsampleDepth 1
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /ColorImageResolution 300
  /ColorSettingsFile ()
  /CompatibilityLevel 1.5
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /CreateJDFFile false
  /CreateJobTicket false
  /CropColorImages false
  /CropGrayImages false
  /CropMonoImages false
  /DSCReportingLevel 0
  /DefaultRenderingIntent /Default
  /Description <<
    /ENU ([Based on 'OAC Print Version'] Use these settings to create Adobe PDF documents for quality printing on desktop printers.  Created PDF documents can be opened with Acrobat and Adobe Reader 6.0 and later.)
  >>
  /DetectBlends true
  /DetectCurves 0
  /DoThumbnails false
  /DownsampleColorImages true
  /DownsampleGrayImages true
  /DownsampleMonoImages true
  /EmbedAllFonts true
  /EmbedJobOptions true
  /EmbedOpenType false
  /EmitDSCWarnings false
  /EncodeColorImages true
  /EncodeGrayImages true
  /EncodeMonoImages true
  /EndPage -1
  /GrayACSImageDict <<
    /HSamples [
      1
      1
      1
      1
    ]
    /QFactor 0.40000
    /VSamples [
      1
      1
      1
      1
    ]
  >>
  /GrayImageAutoFilterStrategy /JPEG
  /GrayImageDepth -1
  /GrayImageDict <<
    /HSamples [
      1
      1
      1
      1
    ]
    /QFactor 0.15000
    /VSamples [
      1
      1
      1
      1
    ]
  >>
  /GrayImageDownsampleThreshold 1.50000
  /GrayImageDownsampleType /Bicubic
  /GrayImageFilter /DCTEncode
  /GrayImageMinDownsampleDepth 2
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /GrayImageResolution 300
  /ImageMemory 1048576
  /JPEG2000ColorACSImageDict <<
    /Quality 30
    /TileHeight 256
    /TileWidth 256
  >>
  /JPEG2000ColorImageDict <<
    /Quality 30
    /TileHeight 256
    /TileWidth 256
  >>
  /JPEG2000GrayACSImageDict <<
    /Quality 30
    /TileHeight 256
    /TileWidth 256
  >>
  /JPEG2000GrayImageDict <<
    /Quality 30
    /TileHeight 256
    /TileWidth 256
  >>
  /LockDistillerParams false
  /MaxSubsetPct 100
  /MonoImageDepth -1
  /MonoImageDict <<
    /K -1
  >>
  /MonoImageDownsampleThreshold 1.50000
  /MonoImageDownsampleType /Bicubic
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /MonoImageResolution 1200
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /NeverEmbed [
    true
  ]
  /OPM 1
  /Optimize true
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /BleedOffset [
        0
        0
        0
        0
      ]
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks true
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MarksOffset 6
      /MarksWeight 0.25000
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PageMarksFile /RomanDefault
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
    <<
      /AllowImageBreaks true
      /AllowTableBreaks true
      /ExpandPage false
      /HonorBaseURL true
      /HonorRolloverEffect false
      /IgnoreHTMLPageBreaks false
      /IncludeHeaderFooter false
      /MarginOffset [
        0
        0
        0
        0
      ]
      /MetadataAuthor ()
      /MetadataKeywords ()
      /MetadataSubject ()
      /MetadataTitle ()
      /MetricPageSize [
        0
        0
      ]
      /MetricUnit /inch
      /MobileCompatible 0
      /Namespace [
        (Adobe)
        (GoLive)
        (8.0)
      ]
      /OpenZoomToHTMLFontSize false
      /PageOrientation /Portrait
      /RemoveBackground false
      /ShrinkContent true
      /TreatColorsAs /MainMonitorColors
      /UseEmbeddedProfiles false
      /UseHTMLTitleAsMetadata true
    >>
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXBleedBoxToTrimBoxOffset [
    0
    0
    0
    0
  ]
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXOutputCondition ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputIntentProfile ()
  /PDFXRegistryName ()
  /PDFXSetBleedBoxToMediaBox true
  /PDFXTrapped /False
  /PDFXTrimBoxToMediaBoxOffset [
    0
    0
    0
    0
  ]
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /ParseICCProfilesInComments true
  /PassThroughJPEGImages true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness false
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /sRGBProfile (sRGB IEC61966-2.1)
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


