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1.1 QBE UK Limited (“QBEUK”) and East West Insurance Company Limited (“EWICL”) have jointly 
nominated Simon Sheaf ("I", "me") of Grant Thornton UK LLP ("Grant Thornton", "we", "us") to act as 
the Independent Expert for the proposed insurance business transfer ("the Scheme") of part of the 
insurance business of QBEUK to EWICL. The Scheme is intended to be effected on 4 December 2019 
("the Effective Date"). 

Scope of this report 
1.2 I prepared a report addressed to the High Court of Justice, England and Wales (“the Court”) dated 

9 August 2019 and entitled “Report by Simon Sheaf FIA FSAI, Independent Expert, on the Proposed 
Transfer of a Portfolio of Policies from QBE UK Limited to East West Insurance Company Limited” (“the 
Report”). The Report set out my conclusions as to the likely effects of the proposed Scheme on the 
policyholders of QBEUK and EWICL. This included my assessment as to whether the Scheme will result 
in material detriment to any policyholders affected by the Scheme relative to their current situation. 

1.3 The conclusions within the Report were based on financial information as at 31 December 2018 and 
other information available to me when I prepared the Report. Since submitting the Report to the Court, 
I have been provided with more recent information. A list of the additional information that I have been 
provided with is contained within Appendix A. 

1.4 This report (“the Supplementary Report”) provides an update to the conclusions I set out in the Report in 
light of this additional information. It also considers any other changes that have occurred since the 
Report was submitted and provides an update to the conclusions set out in the Report. In addition, this 
report also provides my opinion on the communications received in respect of the Scheme from 
policyholders and other interested parties of QBEUK and EWICL. 

1.5 I am not aware of any further matters not discussed in this report that have the potential to change the 
conclusions in the Report. 

Layout of this report 
1.6 This report is structured as follows: 

 This section sets out an introduction to the Scheme and to this report. 

 Section 2 is an executive summary, which summarises the Scheme and the various analyses 
conducted and describes my conclusion 

 Section 3 sets out significant changes to each of QBEUK and EWICL since the Report, along with 
any relevant developments external to QBEUK and EWICL 

 Section 4 describes the work that I have carried out to review my conclusions in respect of the 
claims reserves for QBEUK and EWICL 

 Section 5 describes the work that I have carried out to review my conclusions in respect of the 
capital requirements of QBEUK and EWICL 

 Section 6 describes the work that I have carried out to review my conclusions in respect of 
policyholder security, including under insolvency 

 Section 7 describes the work that I have carried out to review my conclusions in respect of my 
assessment of other financial considerations 

 Section 8 describes the work that I have carried out to review my conclusions in respect of my 
assessment of other non-financial considerations 

 Section 9 describes the work I have undertaken to consider the communications process 

1 Introduction 
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 Section 10 sets out my conclusions on the Scheme 

Independence 
1.7 I have no financial interest in, nor have I previously advised, QBEUK or any company in the group of 

companies to which QBEUK belongs. 

1.8 I have previously acted as the Independent Actuary for the transfer of a portfolio of insurance liabilities 
from Zurich Insurance plc to EWICL. I do not believe this previous assignment impairs my 
independence to act as the Independent Expert in relation to the Scheme. This previous assignment 
was disclosed to the PRA and the FCA, prior to my approval as the Independent Expert in relation to the 
Scheme. 

Use of this report 
1.9 This Supplementary Report should be read in conjunction with the Report as reading this report in 

isolation may be misleading. In particular, this report has an analogous scope and is subject to the same 
reliances and limitations and restrictions on distribution and use as the Report. All abbreviations and 
technical terms used in this Supplementary Report have the same meaning as in the Report. 

1.10 This report is provided for the use of the Court, the QBEUK Board, the EWICL Board, QBEUK’s 
policyholders, EWICL's policyholders, the PRA, the FCA and any other relevant regulator for the sole 
purpose of considering the impact of the Scheme on the affected policyholders.  

1.11 Copies of the final version of this report will be made available for inspection by policyholders and 
copies may be provided to any person requesting the same in accordance with legal requirements. The 
final version of this report may also be made available on websites hosted by or on behalf of each of 
QBEUK and EWICL in connection with the Scheme.  

1.12 However, notwithstanding the above, Grant Thornton does not accept any liability to any party other 
than QBEUK, EWICL and the Court who chooses to act on the basis of any of the reports we have 
issued in connection with the Scheme. 

1.13 Judgements about the conclusions drawn in this report should only be made after considering the report 
in its entirety as any part or parts read in isolation may be misleading. 

1.14 The underlying figures in this report are calculated to many decimal places. In the presentation of the 
figures in the various tables, there may be reconciliation differences due to the effect of rounding. 

1.15 Unless otherwise stated, the figures used throughout this report are shown in Sterling. All of the 
information provided to me by QBEUK has been presented in Sterling. Some of the information provided 
to me by EWICL has been provided to me in US Dollars and converted to Sterling using the following 
exchange rate as at 30 June 2019, which was provided by EWICL: 

 £1 = $1.27 
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Professional Guidance 
1.16 As an Independent Expert reporting to the Court, I am required to act in accordance with Part 35 of the 

Civil Procedure Rules, Practice Direction 35 and the Guidance for the Instruction of Experts in Civil 
Claims. Accordingly, this report is prepared for the assistance of the Court and I confirm that I 
understand my duty to the Court and have complied with that duty. 

1.17 This report has been prepared under the terms of the Statement of Policy produced by the PRA in April 
2015, namely "The Prudential Regulation Authority's approach to insurance business transfers" and the 
guidance set out in Chapter 18 of the Supervision Manual ("SUP18") contained in the FCA Handbook of 
Rules and Guidance to cover scheme reports on the transfer of insurance business. In addition, this 
report has been prepared in accordance with the FCA’s guidance paper, entitled “The FCA’s approach 
to the review of Part VII insurance business transfers”.   

1.18 In my opinion, this report has been produced in line with the requirements of the Technical Actuarial 
Standards (“TASs”) issued by the Financial Reporting Council (“FRC”). In particular, this report has 
been prepared in accordance with TAS 100: Principles of Technical Actuarial Work and TAS 200: 
Insurance.  

1.19 This report has also been produced in line with the requirements of APS X3: The Actuary as an Expert 
in Legal Proceedings produced by the IFoA.  

1.20 In addition, this report has been internally peer reviewed in line with the requirements of APS X2: 
Review of Actuarial Work, issued by the IFoA. 

Statement of truth 
1.21 I confirm that I have made clear which facts and matters referred to in this report are within my own 

knowledge and which are not. Those that are within my own knowledge I confirm to be true. The 
opinions that I have expressed and conclusions that I have drawn represent my true and complete 
professional opinions on the matters to which they refer. 
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My approach 
2.1 In preparing this report, I have considered relevant events and experience since completing the Report 

and their impact on the conclusions set out in the Report. In particular, I have sought to: 

 Understand changes to QBEUK and EWICL since the Report, both financial and non-financial 

 Understand the impact of changes in the external environment on QBEUK and EWICL 

 Consider the implications of these changes on the level of security provided to the affected 
policyholders 

 Consider the potential impact of changes since the Report on levels of customer service 

 Consider the changes in other factors that might affect policyholders since the Report 

 Consider the implication of changes since the Report on reinsurers. 

2.2 Since the Report was issued, I have been provided with balance sheet information based on figures as 
at 30 June 2019 for each of QBEUK and EWICL. In addition, I have held discussions and been provided 
with confirmation from QBEUK and EWICL of the changes in respect of financial and non-financial 
factors relating to QBEUK and EWICL. 

2.3 I have also considered the correspondence with policyholders of QBEUK and EWICL that has taken 
place in connection with the Scheme and the responses received up to 15 November 2019. 

Findings 
2.4 The findings set out in this report are summarised in this section. The detailed explanation behind these 

conclusions follows in the body of this report and within the Report. 

2.5 With respect to the transferring policyholders I do not expect any material adverse impact on 
policyholder security, including under insolvency, as a result of the Scheme. These policyholders would 
be moving to a company that I believe has a sufficient level of capital in order to meet policyholder 
obligations. Note that this conclusion is predicated on the fact that ILS Property & Casualty Master Fund 
Ltd, ILS and Armour will provide support to EWICL, should additional funds be required, as discussed in 
paragraphs 8.100 to 8.103 of the Report. However, even if EWICL was not able to receive additional 
funds from ILS Property & Casualty Master Fund Ltd, ILS or Armour, my view is that the likelihood of 
EWICL being unable to pay claims as they fall due is remote. 

2.6 With respect to the policyholders remaining in QBEUK, I do not expect any material adverse impact on 
policyholder security, including under insolvency, as a result of the Scheme as the Transferring Portfolio 
is immaterial in the context of QBEUK’s overall business. 

2.7 With respect to the existing policyholders of EWICL, I do not expect any material adverse impact on 
policyholder security, including under insolvency, as a result of the Scheme as I believe that EWICL has 
a sufficient level of capital in order to meet policyholder obligations following the Scheme. 

2.8 I do not anticipate any material adverse changes to the level of service provided to any of the groups of 
policyholders following the Scheme.  

  

2 Executive Summary 
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2.9 I do not expect any material adverse impact to any group of policyholders following the Scheme as a 
result of the other financial and non-financial factors considered. The other financial factors that I have 
considered are: 

 Investment strategy implications 

 Implications of the Scheme on ongoing expense levels 

 Pension arrangements 

 Tax implications 

 Liquidity 

 New business strategy 

 Other transfers. 

2.10 The other non-financial factors that I have considered are: 

 Regulatory regime 

 Complaints 

 Brexit 

 Management and governance framework 

 Snowden J. judgement. 

 
2.11 I expect no material adverse impact on the reinsurers of the Transferring Portfolio as a result of the 

Scheme. 

2.12 I expect no material adverse impact on the reinsurers of QBEUK or EWICL as a result of the Scheme. 

Conclusion 
2.13 I conclude that the risk of any group of policyholders or reinsurers being materially adversely affected by 

the Scheme is sufficiently remote that there is no reason why the Scheme should not proceed. 
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QBEUK 
3.1 I understand from QBEUK that there have been no material changes in its business since the Report 

was issued. 

EWICL 
3.2 I understand from EWICL that there have been no material changes in its business since the Report 

was issued.  

Regulatory developments 

Brexit 

3.3 As at the time of writing this report, nothing has been decided on the future relationship of the UK with 
the EU following Brexit. The date of the UK’s departure from the EU has been postponed to the 
31 January 2020 (or 1 December 2019 or 1 January 2020 if the Withdrawal Agreement is approved by 
both the UK and the EU in time). 

3.4 There have not been any changes in relation to Brexit that give me reason to change the conclusions in 
the Report. 

Other developments 

3.5 On 16 August 2019, Mr Justice Snowden delivered a decision to not sanction a Part VII transfer 
between The Prudential Assurance Company Limited and Rothesay Life plc. I discuss this further in 
Section 8. 

3.6 I am not aware of any other market or financial developments since the date of the Report that would 
have an impact on my conclusions. 

 

 

 

3 Business developments  
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Process for setting reserves 
4.1 I understand from QBEUK that there have been no changes to the governance process surrounding the 

calculation and setting of reserves for QBEUK since the Report. 

4.2 I understand from QBEUK that it is currently going through a process to improve and simplify its 
reserving tools. However, I further understand from QBEUK that these changes are not expected to 
change the reserves. 

4.3 I understand from EWICL that there have been no changes to the governance process surrounding the 
calculation and setting of reserves for EWICL since the Report.  

Reserve strength of the Transferring Portfolio 
4.4 Neither QBEUK nor ARML has undertaken an actuarial reserve review in respect of the Transferring 

Portfolio since those that I was provided with for the Report. As a result, both QBEUK and ARML have 
maintained their estimates of the ultimate cost of claims in respect of the Transferring Portfolio in line 
with those I set out in the Report.  

4.5 The claims reserves as estimated by ARML displayed in Table 7.3 of the Report have been reduced by 
the paid claims between 31 December 2018 and 30 June 2019.  

4.6 I understand from QBEUK that, for Table 7.3 of the Report, claims paid had been processed to 
31 October 2018 for the Autumn Portfolio and to 31 August 2018 for the Chestnut Portfolio due to 
processing timings. In order to adjust the claims reserves booked by QBEUK from 31 December 2018 to 
30 June 2019, it has reduced the claims reserves booked at 31 December 2018 by the paid claims 
between 1 November 2018 and 31 March 2019 for the Autumn Portfolio and between 1 September 
2018 and 28 February 2019 for the Chestnut Portfolio. 

4.7 I understand from ARML that it is expected to undertake a full actuarial review in respect of the 
Transferring Portfolio as at 30 September 2019, a year after the previous review. I understand from 
QBEUK, that as the Transferring Portfolio is fully reinsured and is expected to transfer in the next few 
months and prior to year-end, it does not expect to undertake another actuarial review in respect of the 
Transferring Portfolio. 

4.8 The table below sets out the reserves of the Transferring Portfolio as estimated by each of QBEUK and 
ARML as at 30 June 2019.  

Table 4.1: Reserves of the Transferring Portfolio 

 QBEUK estimate  ARML estimate  

£m 
31 December 

2018 

30 June 2019 Difference 31 December 

2018 

30 June 2019 Difference 

Autumn 78.6 74.6 (4.0) 64.6 59.9 (4.6) 

Chestnut 9.5 7.9 (1.6) 8.5 7.7 (0.8) 

Total 88.1 82.5 (5.6) 73.1 67.6 (5.4) 

 

4.9 As can be seen from the table above, the total reserves of the Transferring Portfolio have reduced since 
the Report as a result of claims paid in the period. 

  

4 Claims reserves 
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4.10 In addition, as can be seen above, the total reserves for the Transferring Portfolio have reduced by 
different amounts for QBEUK and ARML. This is because, as discussed in paragraph 4.6, ARML and 
QBEUK have allowed for payments between different dates. If QBEUK subtracts the paid claims to 30 
June 2019, its estimate of the claims reserves as at 30 June 2019 would reduce to approximately 
£79.5m. 

4.11 As mentioned in paragraph 4.4, the approach adopted by both QBEUK and ARML to updating the 
reserves in respect of the Transferring Portfolio as at 30 June 2019 is a roll forward. In order to satisfy 
myself that it is appropriate to maintain the ultimate claims from the most recent reserve review, I have 
performed a number of analyses. In particular, I have considered:  

 For the Autumn Portfolio: 

 A comparison of the aggregated incurred claims as at 30 September 2018 (the date of the latest 
reserving exercise undertaken by ARML) and 30 June 2019 in respect of the 2017 and prior 
notification years. 

 The number of claims reported since between 30 September 2018 and 30 June 2019 

 The assumptions I selected in my estimate of the reserves as at 30 September 2018 for 
mesothelioma claims arising on the Autumn Portfolio in light of updated information as at 
30 June 2019 

 ARML’s selected assumptions as at 30 September 2018 for non-mesothelioma claims on the 
Autumn Portfolio in light of updated claims information as at 30 June 2019 

 For the Chestnut Portfolio, a high level comparison of the claim movements between 
30 September 2018 and 30 June 2019 

Autumn Portfolio 

2017 and prior notification years 

4.12 I have reviewed the movements in incurred claims for the 2017 and prior notification years, provided by 
ARML, between 30 September 2018 and 30 June 2019. As this analysis is based on notification year, 
any large movements over this time period could indicate that the ultimate claims estimated by ARML as 
at 30 September 2018 were not appropriate.   

4.13 The table below shows the movement in the aggregated incurred claim amounts in respect of the 2017 
and prior notification years between 30 September 2018 and 30 June 2019. As Mesothelioma claims 
contribute to over 60% of the total reserves in respect of the Autumn Portfolio, I have shown these 
separately in the table below. 

Table 4.2: Analysis of movement in the incurred claims for 2017 and prior notification years (£m) 

 30 September 2018 30 June 2019 Difference (%) 

Mesothelioma 18.5 18.2 (1.9)% 

All other disease types 110.4 109.6 (0.7)% 

Total 128.9 127.7 (0.9)% 

 

4.14 As can be seen from the table above there has been a small reduction in the incurred claim amounts. 
This is to be expected since ARML was expecting a negative IBNER on claims that had already been 
reported by 30 September 2018. I have not identified any movements in the incurred claims on the 2017 
and prior notification years that gives me reason to suggest that ARML’s estimate should be updated. 
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Number of claims reported since between 30 September 2018 and 30 June 2019 

4.15 The table below shows the number of claims reported between 30 September 2018 and 30 June 2019 
compared to what had been projected by ARML in its analysis at 30 September 2018. 

Table 4.3: Analysis of numbers of reported claims 

 Number of claims reported Expected number of claims 

Mesothelioma 45 42 

Asbestos (Non Meso) 42 32 

Cancer 10 7 

Deafness 517 646 

HAVS 36 38 

Respiratory Disease 18 12 

Total 668 777 

 

4.16 As can be seen from the table above there have been fewer claims reported in the nine months to 
30 June 2019 than had been expected. The decrease is primarily driven by the Deafness claim type 
partially offset by the other claim types. 

4.17 Assuming that ARML’s assumptions remain the same in all other aspects, the differences in the 
numbers of claims would lead to an increase in the estimated ultimate cost of approximately £25k, 
which is not material in the context of the portfolio. The reason this would lead to an increase is because 
the assumptions underlying those claim types that have seen fewer claims than expected lead to a 
difference that would not fully offset the difference seen on the claim types that have experienced more 
claims than expected. 

My selected assumptions for mesothelioma claims 

4.18 For the Report, I undertook an analysis of the reserves where I focussed on the mesothelioma claims 
arising on the Autumn Portfolio since this was the area where the main difference between QBEUK and 
ARML’s estimates arose. I did not consider the other elements of the reserves since, in aggregate, the 
estimates of QBEUK and ARML were broadly in line for those and, as discussed in the Report, I believe 
the approaches adopted to be reasonable. 

4.19 As described in the Report, I estimated the following three key assumptions as at 31 December 2018, 
with respect to mesothelioma claims arising on the Autumn Portfolio: 

 Claims inflation 

 Nil settlement rate 

 ACPC for non-nil claims 

4.20 I have updated my analysis on these key assumptions using data provided by ARML as at 
30 June 2019 to determine whether my original estimates remain appropriate. I have set out below the 
analysis for each assumption.  
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Claims inflation 

4.21 There is no additional information with which to undertake further analysis for this assumption. As a 
result, I have selected claims inflation of 3% which is the same assumption I made in the Report.  

Nil settlement rate 

4.22 Whilst there is some evidence of lower nil settlement rates in the two most recent reporting years, a 
longer-term average would suggest that a 40% nil settlement rate would be more appropriate. As a 
result, I have selected 40% as my assumption. This is the same assumption as I selected in the Report. 

ACPC for non-nil claims 

4.23 In respect of the 2019 year, the updated data would support a selected average cost per claim of 
£52,500, using the same approach I used in at the time of the Report. In the Report, I selected £53,500. 
Consequently, my updated average cost would lead to a reduction in my selected estimate for 
mesothelioma claims of approximately £600k. 

Review of ARML’s assumptions for non-mesothelioma claim types 

4.24 I have undertaken a review of the appropriateness of ARML’s assumptions by class for the Autumn 
Portfolio in light of the additional claims information as at 30 June 2019. In particular, I have reviewed 
the following the assumptions for the non-mesothelioma claim types: 

 Nil rate 

 Nil ACPC 

 Non nil ACPC 

4.25 There is nothing in the updated information that would suggest that the assumptions that ARML 
selected as at 30 September 2018 for the non-mesothelioma claim types of the Autumn Portfolio are 
inappropriate. Therefore, I am of the opinion that the ultimate claims selected by ARML in respect of the 
non-mesothelioma claims types of the Autumn Portfolio remain appropriate. In reaching this conclusion, 
I have considered whether using the approach that ARML used as at 30 September would lead to 
broadly similar assumptions using data as at 30 June 2019. 

Chestnut Portfolio 

4.26 I have undertaken a high-level review of the claims movements on the Chestnut Portfolio between 
30 September 2018 and 30 June 2019. The ultimate claims have been maintained since 
30 September 2018 despite an increase in the incurred claims to 30 June 2019. As a result, the IBNR to 
outstanding ratio has reduced substantially between 30 September 2018 and 30 June 2019. If the same 
IBNR to outstanding ratio were to be used at 30 June 2019, this would support an increase in the 
ultimate claims of approximately £500k.  
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My opinion of the reserve strength of the Transferring Portfolio 

4.27 In the above paragraphs, my analysis indicates the following: 

 On the Autumn Portfolio, there are no movements in incurred claims on the 2017 and prior 
notification years that gives me reason to suggest that ARML’s estimate should be updated. 

 On the Autumn Portfolio, there have been fewer claims reported in the nine months between 
30 September 2018 and 30 June 2019 than expected. However, for the reason discussed in 
paragraph 4.17 above, this would lead to an increase in the estimated ultimate claims of 
approximately £25k. 

 For the mesothelioma claim type in the Autumn Portfolio, my selection of ACPC has reduced in light 
of the additional information, which would lead to a reduction in reserves as at 30 September 2018 
of approximately £600k. 

 For the non-mesothelioma claim types in the Autumn Portfolio, there is nothing in the updated 
information that would suggest the reserves estimated by ARML as at 30 September 2018 are 
inappropriate. 

 For the Chestnut Portfolio, the movements in claims suggest the ultimate claims should be increased 
by approximately £500k. 

4.28 As a result of the above, I have concluded that there is no evidence to suggest my estimate of the 
reserves of the Transferring Portfolio as described in the Report is no longer appropriate since the 
increases and decreases largely offset each other. 

4.29 QBEUK and EWICL have used the same approach to calculate Solvency II technical provisions as 
described in the Report, and as a result I consider the Solvency II technical provisions for the 
Transferring Portfolio as at 30 June 2019 to be reasonable. 

Reserve strength of the Remaining Portfolio 
4.30 QBUEK produces a reserving report on an annual basis and as such the latest reserving report in 

respect of the Remaining Portfolio is as at 30 September 2018, which I was provided with for the 
Report. I have been provided with the latest reserves for the Remaining Portfolio as at 30 June 2019. 
The booked reserves have increased slightly from £2,091.0m as at 31 December 2018 to £2,103.5m as 
at 30 June 2019. 

4.31 I have received confirmation that the process for setting reserves within QBEUK has not changed 
materially since the Report. Given this, I have not sought to undertake any further analysis in respect of 
the reserve strength of the Remaining Portfolio.  

4.32 As a result, I have no reason to change the conclusions contained within the Report with respect to the 
reserve strength of QBUEK. 

4.33 Additionally, QBEUK has used the same approach to calculate Solvency II technical provisions as 
described in the Report, and as a result I consider the Solvency II technical provisions for the Remaining 
Portfolio as at 30 June 2019 to be reasonable. 
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Reserve strength of the Existing EWICL Portfolio 
4.34 The table below sets out the outstanding claims reserves for the Existing EWICL Portfolio as at 31 

December 2018 and 30 June 2019.  

Table 4.4: Outstanding claims reserves of the Existing Portfolio 

 31 December 2018 30 June 2019 

£m 

The Legacy 

Portfolio 

The UKBG 

Portfolio 

The Legacy 

Portfolio 

The UKBG 

Portfolio 

Outstanding claims 
reserve 

0.1 26.8 0.1 16.3 

 

4.35 EWICL has not performed an additional analysis of the claims reserves since 31 December 2018. The 
claims reserves as at 31 December 2018 have been reduced by the claims paid between 31 December 
2018 and 30 June 2019. 

4.36 The majority of the claims paid have been driven by a small number of large losses which have been 
settled in recent months. I have been provided with the movements in claims between 
31 December 2018.  

Large claims with specific IBNER as at 31 December 2018 

4.37 The table below shows the movement in claim amounts between 31 December 2018 and 30 June 2019 
for the large losses with specific IBNER as at 31 December 2018.  

Table 4.5: Most uncertain large claim movements for the UKBG Portfolio 

£m 
Paid Outstanding Specific IBNER Ultimate 

31 December 2018 13.9 5.0 4.5 23.5 

30 June 2019 22.1 2.0 -0.2 24.0 

Difference 8.2 -3.0 -4.7 0.5 

 

4.38 As can be seen from the table above, EWICL held a significant specific IBNER as at 31 December 2018 
in respect of these large losses. I understand from EWICL that this IBNER has been incorporated into 
the incurred claims for these losses. In addition, the majority of the expected ultimate claims on these 
losses has now been paid. The table above demonstrates that ultimate losses in respect of these claims 
have increased by £0.5m.  
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All other claims 

4.39 The table below shows the movement in claims between 31 December 2018 and 30 June 2019 for the 
other claims as at 31 December 2018.  

Table 4.6: Other claim movements for the UKBG Portfolio 

£m 
Paid Outstanding IBNR Ultimate 

31 December 2018 251.9 8.5 6.5 266.9 

30 June 2019 254.2 6.1 6.2 266.4 

Difference 2.3 -2.4 -0.4 -0.5 

 
4.40 Based on the above movements in claims, I am of the opinion that reducing the ultimate in respect of all 

other claims by £0.5m is appropriate. In reaching this opinion, I have considered the following: 

 The outstanding claims have reduced by more than has been paid during the period 

 The general IBNER for SIP claims has been increased slightly over the period from £1.0m to £1.1m 

 EWICL continues to hold £1.1m IBNR in respect of claims not yet reported 

 The IBNR to outstanding ratio for these claims has increased from 77% to 101% 

Overall reserves at 30 June 2019 

4.41 As shown in paragraphs 4.34 to 4.40, the increase in ultimate claims on the specific large losses offsets 
the decrease in ultimate claims on other losses. Therefore, I am satisfied that it is appropriate to 
maintain the same ultimate in respect of the Existing EWICL Portfolio as at 30 June 2019. 

4.42 I have received confirmation that the process for setting reserves within EWICL has not changed 
materially since the Report and will not change following the Scheme.  

4.43 As a result, I have no reason to change the conclusions contained within the Report with respect to the 
reserve strength of EWICL. 

4.44 Additionally, EWICL has used the same approach to calculate Solvency II technical provisions as 
described in the Report, and as a result I consider the Solvency II technical provisions for the Existing 
EWICL Portfolio as at 30 June 2019 to be reasonable. 
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Claim movements since 30 June 2019 

4.45 In line with its annual reserving timetable, EWICL is in the process of undertaking a detailed actuarial 
reserve review as at 30 September 2019. It has informed me that there have been some developments 
on the UKBG portfolio since 30 June 2019 and that further developments are anticipated during the 
fourth quarter. I understand from EWICL that all of these developments are being considered as part of 
the current reserve review. 

4.46 EWICL has informed me that, amongst the further developments, it expects to receive court rulings in 
respect of UKBG claims during the next couple of quarters. EWICL has further informed me that in 
relation to these expected court rulings and other claims on the UKBG portfolio it has reserved for its 
expected outcome based on its knowledge at the time of the estimate; nevertheless, due to uncertainty 
over the outcome of the rulings a range of outcomes exists and the impact upon the ultimate cost of 
claims could be positive or negative.  

4.47 I note from the information provided to me that there remains substantial uncertainty surrounding the 
final value of the claims referred to in the paragraphs above. 

Conclusions in respect of Existing EWICL Portfolio 

4.48 As discussed in paragraph 4.43, I have no reason to change my conclusion from the Report in respect 
of the reserve strength of the Existing EWICL Portfolio as at 30 June 2019. 

4.49 As discussed in paragraph 4.45, I understand from EWICL that is in the process of undertaking its 
annual reserving exercise in relation to this portfolio. I expect that as a result of this process, EWICL will 
reassess the appropriate reserves to hold as at 31 December 2019, whether this be an increase or 
decrease in the estimate of ultimate claims. 

4.50 I therefore remain satisfied that EWICL will continue to book claims reserves which lie within a 
reasonable range of estimates. 

4.51 However, given the uncertainty surrounding the final value of claim estimates at this point, I review the 
impact of adverse scenarios with respect to the claims described above on the capital position of EWICL 
in Section 5. 

Conclusions 
4.52 As a result of the above, I have no reason to change my conclusions in respect of the reserve strength 

of QBEUK and EWICL prior to the Scheme or after the Scheme as set out in paragraphs 7.5 to 7.10 of 
the Report. 



 

Supplementary Independent Expert Report on the Proposed Part VII Transfer from QBEUK to EWICL 16 

 

QBEUK 

Capital strategy 

5.1 I understand from QBEUK that there has been no change in its capital strategy as set out in paragraphs 
8.6 to 8.7 of the Report. 

Solvency II balance sheet 

5.2 I have repeated below Table 8.1 of the Report, which showed the simplified indicative Solvency II 
balance sheet for QBEUK before and after the Scheme, as at 31 December 2018 on the basis that the 
Scheme had become effective, all as at 31 December 2018. As discussed in the Report, the below table 
was prepared on an indicative basis following the QBEUK Brexit Transfer. 

Table 5.1: QBEUK Solvency II balance sheets as at 31 December 2018 (£m) 

 
Before the 

Scheme 

After the 

Scheme 

Assets:    

Cash 187.9 187.9 

Investments 2,757.9 2,757.9 

Ceded Technical Provisions 762.9 674.8 

Other assets 409.7 409.7 

Total Assets: 4,118.4 4,030.3 

Liabilities:   

Gross Technical Provisions (excl risk margin) 2,585.4 2,497.3 

Risk margin 280.6 280.6 

Other liabilities 288.0 288.0 

Total Liabilities: 3,153.9 3,065.8 

Excess of assets over liabilities 964.5 964.5 

Adjustments 0.0 0.0 

Eligible Own Funds 964.5 964.5 

 

5.3 As discussed in paragraph 8.9 of the Report, QBEUK does not estimate the Solvency II technical 
provisions solely in respect of the Transferring Portfolio and therefore, the difference between the Gross 
Technical Provisions figures between the two columns in the table above is equal to the outstanding 
claims reserves for the Transferring Portfolio. In addition, as discussed in paragraph 8.9 of the Report, 
QBEUK has not estimated a risk margin solely for the Transferring Portfolio which is why the figures in 
the two columns in the table above are identical. 

  

5 Capital requirements 
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5.4 The table below is a repeat of Table 8.2 of the Report. It shows the Solvency II balance sheet for 
QBEUK as at 31 March 2019, the first date at which QBEUK, in its current form, submitted a Solvency II 
balance sheet to the PRA. 

Table 5.2: QBEUK Solvency II balance sheet as at 31 March 2019 (£m) 

 
Before the 

Scheme 

Assets:   

Cash 124.8 

Investments 2,864.9 

Ceded Technical Provisions 710.7 

Other assets 321.7 

Total Assets: 4,021.5 

Liabilities:  

Gross Technical Provisions (excl risk margin) 2,378.9 

Risk margin 274.7 

Other liabilities 329.9 

Total Liabilities: 2,983.1 

Excess of assets over liabilities 1,038.4 

Adjustments 0.0 

Eligible Own Funds 1,038.4 
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5.5 The table below shows the simplified Solvency II balance sheet for QBEUK before the Scheme as at 30 
June 2019. 

Table 5.3: QBEUK Solvency II balance sheets as at 30 June 2019 (£m) 

 
Before the 

Scheme 

Assets:   

Cash 96.8 

Investments 2,824.0 

Ceded Technical Provisions 737.0 

Other assets 292.2 

Total Assets: 3,950.0 

Liabilities:  

Gross Technical Provisions (excl risk margin) 2,492.2 

Risk margin 284.3 

Other liabilities 244.1 

Total Liabilities: 3,020.6 

Excess of assets over liabilities 929.4 

Adjustments 0 

Eligible Own Funds 929.4 

 

 

5.6 The difference between tables 5.1 and 5.2 were discussed in paragraph 8.12 of the Report. 

5.7 As can be seen from tables 5.2 and 5.3 above, the Solvency II Own Funds for QBEUK has reduced 
between 31 March 2019 and 30 June 2019. I understand from QBEUK that this is principally because of 
a dividend payment of £80m and a post-tax loss for the period of £20m. 
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Accounting balance sheet 

5.8 I have repeated below Table 8.3 of the Report, which showed the IFRS balance sheets for QBEUK 
before the Scheme and after the Scheme on the basis that the Scheme had become effective, all as at 
31 December 2018. As discussed in the Report, the below table was prepared on an indicative basis 
following the QBEUK Brexit Transfer. 

 

Table 5.4: UK GAAP balance sheets as at 31 December 2018 (£m) 

 
Before the 

Scheme 

After the 

Scheme 

Assets   

Cash 141.1 141.1 

Investments 3,406.8 3,406.8 

Reinsurers’ share 770.2 682.1 

Other assets 73.9 73.9 

Total Assets 4,392.0 4,303.9 

Liabilities   

Outstanding claims reserves 2,322.1 2,234.0 

Unearned premium reserve 539.1 539.1 

Other liabilities 420.0 420.0 

Total Liabilities 3,281.2 3,193.1 

Capital and reserves 1,110.8 1,110.8 
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5.9 The table below shows the IFRS balance sheets for QBEUK before the Scheme and after the Scheme 
on the basis that the Scheme had become effective, as at 30 June 2019. 

Table 5.5: UK GAAP balance sheets as at 30 June 2019 (£m) 

 
Before the 

Scheme 

After the 

Scheme 

Assets   

Cash 94.4 94.4 

Investments 2,746.2 2,746.2 

Reinsurers’ share 764.3 681.8 

Other assets 632.2 632.2 

Total Assets 4,237.1 4,154.6 

Liabilities   

Outstanding claims reserves 2,359.8 2,277.3 

Unearned premium reserve 508.0 508.0 

Other liabilities 310.9 310.9 

Total Liabilities 3,178.8 3,096.3 

Capital and reserves 1,058.4 1,058.4 

 

5.10 It can be seen from the tables above that the capital and reserves on an IFRS basis have slightly 
reduced between 31 December 2018 and 30 June 2019. The movement in capital and reserves 
between 31 December 2018 and 30 June 2019  arises from of profits generated in the first half of 2019 
offset by the dividend discussed in paragraph 5.7. 

Regulatory capital requirements 

5.11 I have repeated below Table 8.4 of the Report which showed the coverage ratio of QBEUK, on the 
following bases at 31 December 2018: 

1 Indicative coverage ratio following the QBE Brexit Transfer 

2 Hypothetical, on the basis that the Scheme had become effective at 31 December 2018 

Table 5.6: Coverage ratios for QBEUK as at the 31 December 2018 (£m) 

 1 2 

SCR 692.1 689.9 

Eligible Own Funds to meet the SCR  964.5 964.5 

SCR coverage ratio 139% 140% 

  

5.12 As discussed in paragraph 8.12 of the Report, QBEUK calculates its SCR annually, and the latest 
available SCR is at 31 December 2018. I understand from QBEUK that it does not expect its coverage 
ratio to change materially between 31 December 2018 and 30 June 2019. This is because the SCR 
remains the same throughout the year and Own Funds has reduced by approximately £30m between 31 
December 2018 and 30 June 2019. I am therefore comfortable to rely on the above figures. 
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5.13 As discussed in paragraph 8.25 of the Report, QBEUK was in the process of making an application to 
get approval from the PRA to change some of the methodologies in its Internal Model. I understand from 
QBEUK that It has now made this application to the PRA and is awaiting approval. 

5.14 I have a been provided with a paper that has been presented to QBEUK’s Board setting out details of 
the proposed Internal Model changes. This demonstrates that the changes are not expected to have a 
material impact on QBEUK’s SCR – the aggregate impact of these changes is an increase to the SCR 
of £3m. The main changes are methodology changes to the way the Internal Model calculates reserve 
risk, both for claims that have already occurred at the valuation date and for claims that are still to occur 
at the valuation date. 

Conclusions 

5.15 There are no changes described in paragraphs 5.2 to 5.12 that gives me reason to change my 
conclusion contained in paragraph 8.46 of the Report regarding the strength of the capital base of 
QBEUK. 

ORSA 

5.16 I have been provided with a copy of the report outlining QBE EO's most recent ORSA. The ORSA 
covers all the operating subsidiaries of QBE EO, including QBEUK. The document is dated 15 March 
2019 and has been approved by QBE EO's Board and QBEUK’s Board. This represents a forward-
looking assessment of the risk profile and capital requirements. 

Stress tests within the ORSA report 

5.17 The ORSA projects that the coverage of QBEUK’s SCR will be maintained above its target set out in the 
Capital Appetite Framework for the period considered in the ORSA. I have reviewed the process by 
which QBEUK has projected the coverage of its SCR and believe it to be reasonable. It follows that I 
consider the projected coverage of the SCR to be reasonable. 

5.18 QBEUK has conducted various stress and scenario tests within its ORSA to test the robustness of its 
capital base. The stress and scenario testing cover a wide range of risks that QBEUK is exposed to. 
The stress and scenario testing that QBEUK has undertaken demonstrates that only in extreme 
scenarios does it fail to have sufficient capital to meet its SCR. Furthermore, there were no stresses 
considered that reduce the level of assets below the level of liabilities. I consider the range of stresses 
and scenarios that QBEUK has considered to be reasonable, based on the fact that the analysis covers 
a wide range of risks that QBEUK is exposed to and on my experience of the stresses that other 
insurers consider. 

Access to capital 

5.19 I understand from QBEUK that there has been no change in QBUEK’s access to capital as described in 
paragraphs 8.50 to 8.51 of the Report. 
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EWICL  

Capital strategy 

5.20 I understand from EWICL that there has been no change in its capital strategy as set out in paragraphs 
8.52 to 8.53 of the Report. 

Solvency II balance sheet 

I have repeated below Table 8.5 of the Report, which showed the simplified Solvency II balance sheet 
for EWICL before and after the Scheme, as at 31 December 2018 on the basis that the Scheme had 
become effective, all as at 31 December 2018. 

 

Table 5.7: EWICL Solvency II balance sheets as at 31 December 2018 (£m) 

Reserve 
Before the 

Scheme 

After the 

Scheme 

Assets:    

Cash 0.6 0.6 

Investments 62.9 177.6 

Ceded Technical Provisions 0.0 0.0 

Other assets 0.1 0.3 

Total Assets: 63.6 178.6 

Liabilities:   

Gross Technical Provisions (excl risk margin) 27.5 98.2 

Risk margin 2.8 14.2 

Other liabilities 0.2 0.3 

Total Liabilities: 30.5 112.7 

Excess of assets over liabilities 33.2 65.8 

Adjustments 0.0 0..0 

Eligible Own Funds 33.2 65.8 
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5.21 The table below shows the simplified Solvency II balance sheet for EWICL before the Scheme and after 
the Scheme as at 30 June 2019 on the basis that the Scheme had become effective, all as at 30 June 
2019. 

 

Table 5.8: EWICL Solvency II balance sheets as at 30 June 2019 (£m) 

 
Before the 

Scheme 

After the 

Scheme 

Assets:    

Cash 1.1 1.1 

Investments 52.1 151.4 

Ceded Technical Provisions 0.0 0.0 

Other assets 0.0 0.2 

Total Assets: 53.3 152.7 

Liabilities:   

Gross Technical Provisions (excl risk margin) 16.8 84.3 

Risk margin 1.7 13.4 

Other liabilities 0.1 0.3 

Total Liabilities: 18.6 98.0 

Excess of assets over liabilities 34.7 54.7 

Adjustments 0.0 0.0 

Eligible Own Funds 34.7 54.7 

 

5.22 As can be seen from the tables above, the Eligible Own Funds for EWICL has increased slightly 
between 31 December 2018 and 30 June 2019 prior to the Scheme. This is principally because claims 
have been paid which has reduced the Risk Margin.  

5.23 Had the Scheme become effective at 30 June 2019, the Own Funds following the Scheme would have 
reduced substantially by comparison to if it had become effective at 31 December 2018. This is because 
of the claims that have been paid on both the Existing EWICL Portfolio and the Transferring Portfolio 
between 31 December 2018 and 30 June 2019. The result of claims being paid is that it reduces the 
SCR and therefore the amount that ILS is required to transfer to EWICL upon the Scheme becoming 
effective is also reduced. 
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Accounting balance sheet 

5.24 I have repeated below Table 8.6 of the Report, which showed the UK GAAP balance sheets for EWICL 
before the Scheme and after the Scheme on the basis that the Scheme had become effective, all as at 
31 December 2018. 

 

Table 5.9: EWICL UK GAAP balance sheets as at 31 December 2018 (£m) 

 
Before the 

Scheme 

After the 

Scheme 

Assets   

Cash 0.6 0.6 

Investments 62.9 177.6 

Reinsurers’ share 0.0 0.0 

Other assets 0.1 0.3 

Total Assets 63.6 178.6 

Liabilities   

Outstanding claims reserves 27.9 102.4 

Unearned premium reserve 0.0 0.0 

Other liabilities 0.2 0.3 

Total Liabilities 28.1 102.7 

Capital and reserves 35.5 75.9 
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5.25 The table below shows the IFRS balance sheets for EWICL before the Scheme and after the Scheme 
on the basis that the Scheme had become effective, all as at 30 June 2019. 

Table 5.10: UK GAAP balance sheets as at 30 June 2019 (£m) 

 
Before the 

Scheme 

After the 

Scheme 

Assets   

Cash 1.1 1.1 

Investments 52.1 151.4 

Reinsurers’ share 0.0 0.0 

Other assets 0.0 0.2 

Total Assets 53.3 152.7 

Liabilities   

Outstanding claims reserves 17.6 86.5 

Unearned premium reserve 0.0 0.0 

Other liabilities 0.1 0.3 

Total Liabilities 17.7 86.8 

Capital and reserves 35.6 65.9 

 

5.26 It can be seen from the tables above that, prior to the Scheme, the capital and reserves on a UKGAAP 
basis are broadly unchanged between 31 December 2018 and 30 June 2019, with claims being paid 
using cash redeemed from investments. 

5.27 Following the Scheme, the movement in capital and reserves between 31 December 2018 and 30 June 
2019 is consistent with the movement in Solvency II Own Funds described in paragraph 5.23. 

Regulatory capital requirements 

5.28 I have repeated below Table 8.8 of the Report which showed the coverage ratio of EWICL projected to 
the Effective Date, on the following bases: 

1 On the basis the Scheme has not become effective on that date 

2 On the basis the Scheme becomes effective on that date 

Table 5.11: Coverage ratios for EWICL as at the Effective Date (£m) 

 1 2 

SCR 13.0 32.0 

Eligible Own Funds to meet the SCR  34.4 55.2 

SCR coverage ratio 264% 173% 
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5.29 As discussed in paragraphs 4.45 to 4.47, there is substantial uncertainty surrounding claim movements 
in the second half of 2019 for the Existing EWICL Portfolio. As a result of this, ARML has confirmed to 
me that EWICL will receive additional funds in conjunction with the Scheme to ensure it is better 
protected against the downside risks. ARML has therefore recalculated EWICL’s capital figures 
projected to the Effective Date based on the increase in additional funds. These updated capital figures 
are shown in the table below, on the following bases: 

1 On the basis the Scheme has not become effective on the Effective Date 

2 On the basis the Scheme becomes effective on the Effective Date 

Table 5.12: Coverage ratios for EWICL as at the Effective Date (£m) 

 1 2 

SCR 9.4 29.5 

Eligible Own Funds to meet the SCR  35.2 60.1 

SCR coverage ratio 372% 204% 

  

5.30 It can be seen from the tables above that, prior to the Scheme, the SCR has reduced. This is because 
more claims have been paid than were expected between 31 December 2018 and 30 June 2019, 
leading to a lower projection of reserves at the Effective Date. However, if the outcome of the reserving 
exercise discussed in paragraphs 4.45 to 4.47 leads to EWICL increasing its reserves as at 31 
December 2019, then the SCR would increase at that point.  

5.31 Own Funds prior to the Scheme are broadly similar between tables 5.11 and 5.12, since as claims are 
paid, capital is released as discussed in paragraph 5.23. 

5.32 It can be seen from the tables above that, following the Scheme, the SCR coverage ratio at the Effective 
Date has increased since that shown in the Report and repeated in table 5.11 of this report. This is 
principally because it has been agreed that EWICL will receive additional funds in conjunction with the 
Scheme to ensure it is better protected against the downside risks in respect of potential claims 
movements in the UKBG Portfolio. 

5.33 The following table shows the equivalent results after the Scheme using my estimate of the reserves in 
respect of the Transferring Portfolio: 

Table 5.13: Coverage ratio for EWICL as at the Effective Date using my estimate of reserves (£m) 

 After the Scheme 

SCR 31.6 

Eligible Own Funds to meet the SCR  52.6 

SCR coverage ratio 166% 

 
5.34 This has increased from 143% since the Report for the same reason discussed in paragraph 5.32. 

Stress testing  

5.35 Given the uncertainty discussed in paragraphs 4.45 to 4.47, I have revisited the stress testing which I 
undertook in the Report and which I have not disclosed for confidentiality reasons. However, the testing 
that I have undertaken leads me to the same conclusions that I reached in the Report, namely that I 
remain of the opinion that, should the Scheme become effective, the likelihood of the assets of EWICL 
falling beneath its liabilities over the course of the run-off of the liabilities, and of EWICL therefore being 
unable to pay claims as they fall due, is remote. 
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5.36 In addition, given the uncertainty discussed in paragraphs 4.45 to 4.47, I have sought to understand the 
impact on EWICL’s coverage ratio of an extreme situation whereby shortly following the Effective Date, 
EWICL suffers a substantial deterioration in the region of 130% of its reserves as at 30 June 2019. 
EWICL has provided me with information setting out the types of scenarios that might lead to such a 
deterioration. One such scenario would be the loss of all of the anticipated court rulings together with an 
additional deterioration on the UKBG large losses. Based on the information provided to me I consider 
the likelihood of such a scenario to be remote.  

5.37 In this situation, EWICL’s SCR would increase and its Own Funds reduce. EWICL would not have 
sufficient Own Funds to meet the SCR. However, it would still have assets in excess of liabilities and 
therefore be expected to be able to meet its liabilities over the course of the run-off of those liabilities. In 
addition, assuming the claims perform as expected from that point, EWICL’s coverage ratio would be 
expected to improve over time. If this situation arises, however, I understand from EWICL that it would 
consider its options in relation to improving its solvency position in line with its capital management 
strategy. 

5.38 This demonstrates that, even in this scenario, EWICL has assets in excess of liabilities and is expected 
to be able to meet liabilities over the course of the run-off of those liabilities. 

Conclusions 

5.39 There are no changes described in paragraphs 5.20 to 5.37 that give me reason to change my 
conclusion contained in paragraph 8.95 of the Report regarding the strength of the capital base of 
EWICL. Therefore, I remain of the opinion that, should the Scheme become effective, the likelihood of 
the assets of EWICL falling beneath its liabilities over the course of the run-off of the liabilities, and of 
EWICL therefore being unable to pay claims as they fall due, is remote. 

ORSA 

5.40 I have been provided with a copy of the report outlining EWICL's most recent ORSA. The document is 
dated 30 June 2019 and has been approved by EWICL's Board. This represents EWICL’s forward 
looking assessment of its risk profile.  

Stress tests within the ORSA report 

5.41 EWICL has conducted various stress and scenario tests within its ORSA to test the robustness of its 
capital base. The stress and scenario testing covers a number of risks that EWICL is exposed to. I 
consider the range of stresses and scenarios that EWICL has considered to be reasonable. I have 
reviewed EWICL’s approach to these stresses and consider the approach and key assumptions to be 
reasonable in respect of the situation prior to the Scheme. 

5.42 None of the stress tests undertaken reduced EWICL’s coverage of its SCR to below 100%. 

5.43 EWICL also analysed what it might take for Own Funds to reduce below both the SCR and the MCR. 
Whilst those scenarios are possible, I consider them to be remote. For instance, EWICL has estimated 
that it would require a 105% increase in the Technical Provisions for the Own Funds to be beneath the 
SCR, or a 186% increase in Technical Provisions for the Own Funds to be beneath the MCR. 

5.44 However, I note that the stress testing undertaken as part of the ORSA has been undertaken based on 
the situation before the Scheme becomes effective. Given that the details of the Scheme are known I 
would expect the ORSA to also consider stress testing the situation once the Scheme becomes 
effective. Having said that, I would not expect such an analysis to change my conclusions, since I have 
considered my own stress tests on the basis that the Scheme becomes effective in paragraphs 8.80 to 
8.92 of the Report. As discussed in paragraph 5.35, I do not expect the conclusions in relation to the 
stress testing to change in light of the updated information. 
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Access to capital 

5.45 I understand from EWICL that there has been no change in EWICL’s access to capital as described in 
paragraphs 8.100 to 8.103 of the Report. 
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Impact of the Scheme on the security of the 
transferring policyholders 

6.1 Based on the information I have seen since the Report was issued, I have no reason to change the 
conclusions set out in paragraphs 9.10 to 9.15 of the Report in respect of the security of the transferring 
policyholders. In reaching this conclusion, I have considered the following: 

 The SCR coverage ratio of EWICL following the Scheme is expected to remain the same as 
projected in the Report as shown in tables 5.11 and 5.12 

 There has been no change in EWICL’s access to capital since the Report as set out in paragraph 
5.45 

 The additional stress testing I have conducted as discussed in in paragraphs 5.35 to 5.38 
demonstrates that only in remote scenarios does EWICL not expect to be able to meet its liabilities 

 EWICL will continue to be regulated by the PRA and any capital extractions would need to be 
approved by the PRA. 

Impact of the Scheme on the security of the 
policyholders remaining in QBEUK 

6.2 Based on the information I have seen since the Report was issued, I have no reason to change the 
conclusions set out in paragraphs 9.16 to 9.18 of the Report in respect of the security of the 
policyholders remaining in QBEUK. 

6.3 This is because, as discussed in paragraphs 5.11 to 5.14, QBEUK’s coverage of its SCR is materially 
unchanged by the Scheme becoming effective. 

Impact of the Scheme on the security of the existing 
policyholders in EWICL 

6.4 Based on the information I have seen since the Report was issued, I have no reason to change the 
conclusions set out in paragraphs 9.19 to 9.22 of the Report in respect of the security of the existing 
policyholders in EWICL. In reaching this conclusion, I have considered the following: 

 The SCR coverage ratio of EWICL following the Scheme is expected to remain the same as 
projected in the Report as shown in tables 5.11 and 5.12 

 There has been no change in EWICL’s access to capital since the Report as set out in paragraph 
5.45 

 The additional stress testing I have conducted in paragraphs 5.35 to 5.38 demonstrates that only in 
remote scenarios does EWICL not expect to be able to meet its liabilities 

 EWICL will continue to be regulated by the PRA and any capital extractions would need to be 
approved by the PRA. 

6 Policyholder security 
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7 Other financial 
considerations 

7.1 I considered the following financial aspects in Section 10 of the Report 

 Investment strategy implications 

 Implications of the Scheme on ongoing expense levels 

 Pension arrangements 

 Tax implications 

 Liquidity position 

 Impact on transferring reinsurers 

 Impact of new business strategy 

 Impact of other transfers 

7.2 I discuss the impact of other transfers in paragraphs 7.4 and 7.5 below. 

7.3 Based on my discussions with QBEUK and EWICL, I understand that there have been no changes 
since the Report with respect to any of the other financial aspects listed above that would give me 
reason to change the conclusions contained in the Report. 

Impact of other transfers 

7.4 In paragraph 10.23 of the Report I discussed a transfer of policies from QBEUK to another entity within 
the QBE Group. This proposed transfer is to transfer QBEUK’s obligations in relation to the business it 
has underwritten from the UK which include exposure to EEA risks (written on a Freedom of Services 
basis) to its European insurance carrier. This transfer is expected to become effective on 30 June 2020. 
Since the Report, QBEUK has undertaken further planning with respect to this transfer and has formally 
commenced the process.  

7.5 The policyholders that are expected to transfer as a result of this additional transfer represent 
approximately 6% of the number of policyholders or 11% by gross reserves before the Scheme. QBEUK 
is not at the stage in the process where it has estimated the impact on the capital requirements of this 
additional transfer. However, as it is an intra-group transfer, I understand from QBEUK that its 
expectation is that its SCR coverage ratio will remain broadly as it currently stands. Based on my 
understanding of QBEUK’s capital strategy, I agree with QBEUK’s expectation. On this basis, and given 
the materiality of the Scheme to QBEUK, this additional transfer gives me no reason to change my 
conclusions in the Report. 
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8 Other non-financial 
considerations 

8.1 I considered the following non-financial aspects in Section 11 of the Report: 

 Changes in regulatory regime 

 Claims handling 

 Policy servicing  

 Complaints 

 ‘Brexit’ 

 Governance and management framework  

 Should the Scheme not become effective 

8.2 I discuss changes in respect of Brexit in paragraphs 8.4 to 8.15. 

8.3 Based on my discussions with QBEUK and EWICL, I understand that there have been no changes with 
respect to any of the other non-financial aspects since the Report that would give me reason to change 
the conclusions contained in the Report with respect to these aspects. 

Brexit 

8.4 I discussed EWICL’s approach to preparing for Brexit in paragraphs 11.19 to 11.31 of the Report. There, 
I concluded that it was my opinion that EWICL had appropriately considered the options available to it 
given the uncertainty that still remained around Brexit. In addition, it was my opinion that the options 
considered were appropriate given the low materiality of the non-UK EEA business. I have considered 
below any updates in relation to EWICL’s approach to preparing for Brexit and whether those updates 
give me any reason to change the conclusions in the Report. 

8.5 The Scheme is now expected to become effective prior to the UK’s withdrawal from the EU. EWICL has 
informed me that, since the Report, it has sought legal advice with respect to the Republic of Ireland, the 
Netherlands and Italy as to the requirements for servicing policies in those countries post Brexit. 

Netherlands 

8.6 I understand from EWICL that it has applied to register with the Dutch Central Bank as a third country 
insurer. I further understand from EWICL that the Dutch Central Bank has responded to the application 
but is not able to register EWICL onto its public register until the UK has formally left the EU. The Dutch 
Regulator has committed to engaging constructively with UK insurance undertakings as set out in its 
response to recommendations made by EIOPA. I therefore expect that EWICL will be able to service 
business in the Netherlands in the event of either a hard Brexit or after a soft Brexit’s transition period. 

Republic of Ireland 

8.7 In respect of the Republic of Ireland, in the event of a soft Brexit, EWICL has informed me that it intends 
to apply to the Central Bank of Ireland to incorporate either a Third Country Branch or a subsidiary 
company. It has developed a timetable with the aim of having this application approved in the third 
quarter of 2020. I understand from EWICL that a decision regarding whether to pursue a Subsidiary or a 
Third Country Branch will be made in the first quarter of 2020. 
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8.8 As discussed in the Report, there is three-year period in which to service claims in the Republic of 
Ireland in the event of a hard Brexit. During this three-year period, I understand from EWICL that it 
intends to establish either a Third Country Branch or a subsidiary company. 

8.9 Therefore, I expect that EWICL will be able to service business in the Republic of Ireland in the event of 
a hard Brexit or after a soft Brexit’s transition period. 

Italy 

8.10 Italian law allows for a transition period of 18 months in respect of a hard Brexit.  

8.11 In respect of a soft Brexit, should the transition period end on 31 December 2020 and claims remain 
outstanding, I understand from EWICL that it will either enter a commercial settlement with the insured, 
utilise a subsidiary set up in the Republic of Ireland (if it takes this option) or seek to establish a Third 
Country Branch in Italy which will be in place by 31 December 2020. However, EWICL has informed me 
that it expects the one outstanding claim to be settled in advance of this. As a result, it has not yet 
commenced the process of establishing a Third Country Branch. 

Conclusion - known EEA territories 

8.12 Given my understanding of the time taken to establish branches or subsidiaries, I am of the opinion that 
EWICL has allowed adequate time in its plans to ensure these contingency plans are in place to 
continue to service these risks.  

8.13 However, with regards to the territories described above, there remains the small risk that EWICL’s 
plans are not approved or take longer than expected to execute and the establishment of any branches 
or subsidiaries are not in place following the expiry of transition periods (either in the case of a hard 
Brexit or soft Brexit). In this instance, this may lead to delays in the processing of some claims or, in the 
worst case, claims that cannot be serviced for a period of time. However, I understand from EWICL that 
it is committed to paying valid claims and would work with the relevant regulator to ensure that claims 
are handled and settled promptly. I believe that to be an appropriate and proportionate approach should 
this situation arise.  

Other non-UK EEA territories 

8.14 I understand from EWICL that no claims have been reported since the Report in respect of any other 
non-UK EEA territories. However, should EWICL proceed with a subsidiary in the Republic of Ireland, 
this would enable EWICL to service any claims that arise in any other non-UK EEA territories following 
the Scheme. 

8.15 It is possible that new claims could arise from non-UK EEA territories other than the Republic of Ireland, 
the Netherlands or Italy, albeit extremely unlikely. I consider it extremely unlikely that claims will arise 
from other non-UK EEA territories for the following reasons: 

 I understand from QBEUK and EWICL that the claims records show that no claim has been reported 
from a non-UK territory that is not the Republic of Ireland, the Netherlands or Italy. These claim 
records date back to 2000 

 QBEUK provided me with an analysis that it undertook on a sample of the Employers’ Liability policy 
records within Transferring Portfolio. This analysis showed two records outside of the UK and the 
Republic of Ireland, one in Italy and one in the Netherlands.  
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8.16 In the unlikely circumstances that such claims arise and in the event that EWICL does not proceed with 
a subsidiary in the Republic of Ireland, it may not immediately be able to deal with such claims whilst it 
undertakes the operational procedures in order to do so. However, I understand from EWICL that it is 
committed to paying valid claims and would work with the relevant regulator to ensure that claims are 
handled and settled promptly. As a result, my opinion is that, should this situation occur and the relevant 
regulator does not permit payment, there may be some delays (which would be considered an adverse 
impact) for a minimal number of policyholders whilst EWICL takes the necessary steps to ensure claims 
are handled and settled promptly but that this does not create a material adverse impact for the 
following reasons: 

 It is considered extremely unlikely that such claims will arise for the reasons discussed above.  

 If it does happen it would be in respect of a minimal number of policyholders rather than the entire 
Transferring Portfolio  

 EWICL will seek to take the necessary steps in order the handle the claims promptly, including the 
possibility of setting up a Third Country Branch or if necessary commuting the relevant policies 

 As a result, I expect the claims to be handled and settled appropriately 

Overall conclusion 

8.17 Having reviewed the details of EWICL’s contingent Brexit planning, it remains my opinion that EWICL 
has appropriately considered the options available to it given the uncertainty that still remains around 
Brexit. In addition, it is my opinion that the options considered are appropriate given the low materiality 
of the non-UK EEA business. 

Recent ruling of Mr Justice Snowden 

8.18 On 16 August 2019, Mr Justice Snowden declined to exercise his discretion to sanction the proposed 
insurance Part VII transfer of a £12.9 billion book of in-payment annuities from The Prudential 
Assurance Company Limited (“Prudential”) to Rothesay Life Limited (“Rothesay”). I understand that 
Prudential and Rothesay have appealed this judgement. 

8.19 I have considered the extent to which this ruling is relevant to the Scheme. 

8.20 There are clearly some similarities between the two proposals in that they are both Part VII transfers 
and have both been preceded by LPTAs. In particular, as a result of the LPTAs being in place, the 
economic risk related to the Transferring Portfolio has already transferred away from QBEUK which was 
the same in the case of Prudential. As discussed in paragraphs 11.47 to 11.58 of the Report, the LPTAs 
are expected in remain in place should the Scheme not become effective. This is similar to the 
Prudential/Rothesay transfer in the sense that the reinsurance agreement that was in place was 
expected to remain in place should that scheme not become effective. I have, however, concluded in 
paragraphs 11.47 to 11.58 of the Report that I do not consider that any group of policyholders will be 
materially better off if the Scheme does not become effective. 

  



 

Supplementary Independent Expert Report on the Proposed Part VII Transfer from QBEUK to EWICL 34 

 

8.21 I believe that there are the following significant differences from the Prudential/Rothesay transfer that 
could reasonably lead the court to come to a different conclusion in respect of the Scheme: 

 The transferring policyholders in the Prudential/Rothesay transfer were individuals whereas those 
transferring from QBEUK to EWICL under the Scheme are companies 

 Mr Justice Snowden considered that the particular nature of an annuity policy represents an 
important factor in the exercise of the court’s discretion. He noted that the purchase of an annuity 
was for many people one of the most important decisions that they would ever make, the annuity 
providing the only, or main, source of regular income for their retirement. Furthermore, once an 
annuity has been purchased, the policyholder cannot switch providers. The consequence, in his 
view, was that policyholders will be particularly concerned to select a company with a good 
reputation and financial standing whom they trust. This is clearly not the same situation for 
companies buying commercial insurance such as that in the Transferring Portfolio where the 
policyholder can cancel or not renew their policy each year and seek an alternative insurer. Given 
this, I believe that the policyholders in the Transferring Portfolio are likely to have been less 
concerned about the reputation, history and financial standing of the insurer at the time they 
purchased the policy than the Prudential policyholders will have been.  

 While the business in the Transferring Portfolio is long tailed, the remaining mean term of the 
remaining liabilities at the valuation date is unlikely to be as long as the mean term of a book of 
annuities such as those in the Prudential/Rothesay transfer. 

 Prudential’s solvency buffer was higher in percentage terms than Rothesay’s. By contrast, EWICL’s 
solvency buffer is higher in percentage terms than QBEUK’s, as set out in paragraph 8.52 of the 
Report 

 I have considered the financial support available to both EWICL and QBEUK in the Report and have 
discussed EWICL’s access to capital in paragraphs 8.100 to 8.103 of the Report. I have concluded 
in paragraph 9.12 of the Report that EWICL has the ability to request capital from its shareholders 
should it get into financial difficulties and require it.  

 Both EWICL and QBEUK have the ability to request capital from their shareholders. This is different 
to the Prudential/Rothesay transfer in the sense that Prudential had a legally binding commitment 
from its parent to provide support if its coverage ratio fell beneath a defined level, whereas Rothesay 
would need to request capital from its shareholders. 

 In paragraph 8.103 of the Report, I have discussed the potential reputational impact of Armour 
allowing EWICL to encounter significant financial difficulties and that it would lose credibility in the 
market. 

 More than a thousand objections were received to the Prudential/Rothesay transfer. As discussed in 
Section 9, at the time of writing, there has only been one notification of an intention to object to the 
Scheme. 
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9 Considerations of the 
communication process 
and objections and 
representations 
received 

Policyholder and third-party communications 
9.1 I understand from QBEUK and EWICL that the approach to policyholder notifications set out in the 

Report proceeded as planned. The advertisements were placed in accordance with the Directions Order 
and the policyholder communications were undertaken as planned, subject to some minor amendments 
for practical reasons. As a result, I am satisfied that that the communications exercise was appropriate. 

Transferring Portfolio 

9.2 In respect of the Transferring Portfolio, I understand from QBEUK that, as of 15 November 2019, there 
had been approximately 33% of communications to policyholders and third parties that had been 
returned to QBEUK. I understand from QBEUK that it sought to trace contact details for these 
policyholders and third parties. 

9.3 In respect of that tracing exercise, I understand the following from QBEUK: 

 Approximately two thirds of the returned mail related to corporates that had been dissolved. As a 
result, there was nothing further QBEUK could reasonably do to trace those policyholders 

 For the remaining third, QBEUK was able to find an alternative address and resend the mail.  

Existing EWICL Portfolio 

9.4 In respect of the Existing EWICL Portfolio, I understand from EWICL that, as of 15 November 2019, 
there had been approximately 4% of communications to policyholders that had been returned. I 
understand from EWICL that it sought to trace contact details for these policyholders. 

9.5 In respect of this tracing exercise, I understand from EWICL that it has been able to identify alternative 
postal information for approximately 40% these policyholders. For approximately 20% of the remaining 
60%, it has confirmed that the communications were sent to addressees which were not actually EWICL 
policyholders. For the remainder, it has been unable to obtain new postal information. 
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Policyholder correspondence 
9.6 At 15 November 2019, I understand from QBEUK and EWICL that there was: 

 one notification of an intention to object to the Scheme from a policyholder 

 65 enquiries from policyholders which QBEUK and EWICL have acted upon or are in the process of 
acting upon  

Objections 

9.7 There has been one policyholder that has indicated that they will raise an objection to the Scheme. I 
have been provided with email correspondence with this policyholder. There have been no further 
details provided by the policyholder at present as to why the objection will be raised. As a result, I am 
unable to comment on any concerns the policyholder may have. 

9.8 In the absence of any explanation from this policyholder, I have no reason to change my conclusions as 
set out in the Report, as a result of the objection. 

Reinsurer communication 
9.9 Paragraphs 12.50 to 12.53 of the Report describe the communications that were intended to be made to 

transferring reinsurers. I understand from QBEUK that these communications proceeded as planned. 
Further to this, I understand from QBEUK that, as at 15 November 2019, no communications have been 
received from transferring reinsurers. 
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10 Conclusions 
10.1 I have further considered the effect of the proposed Scheme on the transferring policyholders, the 

policyholders remaining in QBEUK and the existing policyholders of EWICL. I confirm that my overall 
opinion and conclusions as set out in paragraphs 14.3 to14.7 of the Report are unchanged. For ease of 
reference, I repeat them in the following paragraphs. 

10.2 I have concluded that there will be no material adverse impact to the service provided to the transferring 
policyholders and no material adverse impact on the security provided to them. Note that the latter 
conclusion is predicated on the fact that ILS Property & Casualty Master Fund Ltd, ILS and Armour will 
provide support to EWICL, should additional funds be required, as discussed in paragraphs 8.100 to 
8.103 of the Report. However, even if EWICL was not able to receive additional funds from ILS Property 
& Casualty Master Fund Ltd, ILS or Armour, my view is that the likelihood of EWICL being unable to pay 
claims as they fall due is remote. 

10.3 Therefore, I do not expect that the transferring policyholders would be materially adversely affected by 
the Scheme. 

10.4 I have also concluded that there will be no material adverse impact to the service provided to the 
policyholders remaining in QBEUK and no material adverse impact on the security provided to them. 
Therefore, I do not expect that the policyholders remaining in QBEUK would be materially adversely 
affected by the Scheme. 

10.5 In addition, I have concluded that there will be no material adverse impact to the service provided to the 
existing policyholders of EWICL and no material adverse impact on the security provided to them. 
Therefore, I do not expect that the existing policyholders of EWICL would be materially adversely 
affected by the Scheme. 

10.6 In addition, I identify no reinsurers that will be materially adversely affected by the Scheme. 

10.7 Given the above, I conclude that the risk of any group of policyholders or reinsurers being materially 
adversely affected by the Scheme is sufficiently remote that there is no reason why the Scheme should 
not proceed. 

 

 

 

 

 

Simon Sheaf FIA, FSAI 

Partner and Head of General Insurance Actuarial & Risk 

Grant Thornton UK LLP 

 

 



 Appendix A 

Supplementary Independent Expert Report on the Proposed Part VII Transfer from QBEUK to EWICL 38 

 

Information provided by or on behalf of EWICL 

 Summarised claims data for the Autumn Portfolio as at 30 June 2019 

 Paid and incurred claim movements at a summarised level for the Chestnut Portfolio between 
30 September 2018 and 30 June 2019 

 SCR and MCR capital projections for EWICL 

 Solvency II balance sheet projections for EWICL 

 UK GAAP balance sheet projections for EWICL 

 2019 ORSA report 

 Information on the movements in claims for the Existing EWICL Portfolio 

 Information on claims developments since 30 June 2019 and potential claims developments in the 
fourth quarter of 2019 for the Existing EWICL Portfolio 

 Information on communications received from policyholders 

 Information regarding EWICL’s preparations for Brexit 

Information provided by or on behalf of QBEUK 

 Extract from 2019 Actuarial Function Report 

 IFRS balance sheet as at 30 June 2019 

 Solvency II balance sheet as at 30 June 2019 

 Information regarding QBEUK’s Internal Model Change 

 ORSA report, dated March 2019 

 Information on communications received from policyholders, third parties and reinsurers 

Information provided by legal advisers 

 Draft second witness statement for Gavin Bridges, European Claims Manager and Head of Legacy 
at QBEUK 

 Draft second witness statement for John Caldicott Williams, Director at EWICL 

Other 

I also relied on information arising from correspondence and discussions with QBEUK, EWICL, ARML 
and their legal advisers. 

I have checked that all of the above information has been supplied by persons appropriately qualified to 
provide such information and I am satisfied that it is reasonable for me to rely on this information. 

A number of the items received are of a commercially sensitive or confidential nature. All relevant 
information received has been used to inform the conclusions given in this report, whilst taking care to 
respect the confidentiality of the entities involved. It should be noted that there are no instances where I 
have omitted implications of this documentation from this report for the sake of respecting 
confidentiality. Therefore, in my opinion it is not necessary to produce a separate document exclusively 
for the Court providing further details of these data items although these items can be made available to 
the Court if required. 

 

A Additional information 
received 
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