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 Introduction 

1.1. BACKGROUND 

 When an application is made to the High Court of the Special Administrative Region of Hong 

Kong, Court of First Instance (the “Hong Kong Court”) for an order to sanction the transfer of 

long term insurance from one insurer to another, it must be accompanied by a report on the 

terms of the scheme by an independent actuary in conformance to Section 24 of the 

Insurance Ordinance, Chapter 41 of the Laws of Hong Kong (CAP 41) (the “Ordinance” or 

“HKIO”). 

 I, Paul Sinnott, have been appointed as the Independent Actuary pursuant to Section 24 of 

the Ordinance to provide an independent opinion on the terms and likely effects of the 

proposed scheme (the “Scheme”) for the transfer of the long term reinsurance business 

(also hereinafter referred as “Transferring Business”) of the Hong Kong Branch (the 

“SRZHK branch”) of Swiss Reinsurance Company Ltd (“SRZ”) to the Hong Kong Branch 

(the “SRALHK branch”) of Swiss Re Asia Pte. Ltd. (“SRAL”), as a part of the regional 

restructuring of SRZ and its subsidiaries.  The general reinsurance business (also 

hereinafter referred as “property and casualty business”) of the SRZHK branch will also be 

transferred to the SRALHK branch through another statutory mechanism sanctioned under 

Section 25D of the Ordinance (the “Section 25D Transfer”), subject to the approval of the 

Insurance Authority (“IA”), and through the use of novation clauses included under these 

general reinsurance contracts.   

 My appointment as the Independent Actuary for the Scheme has been noted by the IA. 

 I have prepared a report to the Hong Kong Court entitled “Report of the Independent 

Actuary on the Transfer of Business from the Hong Kong Branch of Swiss Reinsurance 

Company Ltd to the Hong Kong Branch of Swiss Re Asia Pte. Ltd.” dated 24 June 2019 (the 

“Main Report”).  The Main Report has been restated on 18 September 2019, with no 

changes made to any of my conclusions. 

 

1.2. THE SUPPLEMENTARY REPORT  

 The purpose of this report (the “Supplementary Report”) is to provide an updated 

assessment of the likely effects of the Scheme on the financial security and benefit 

expectation of policyholders and to address any areas for which information was not 

available at the time I prepared the Main Report.  I also consider whether the conclusions 

reached in the Main Report remain valid in the light of updated financial information as at 30 

June 2019, any other relevant significant events subsequent to the date of finalisation of the 

Main Report, and any policyholder objections to the Scheme notified to me prior to the date 

of this Supplementary Report.   

 Any defined terms used in the Main Report have the same meaning in this Supplementary 

Report.  In particular, SRZ and SRAL are collectively referred to as the “Parties”, and their 

policyholders include: 

 the reinsurance cedants transferring to the SRALHK branch in respect of the SRZHK 

branch’s Transferring Business (the “Transferring Policyholders”), who hold 

“Transferring Policies”;  

 the reinsurance cedants remaining in SRZ after the Scheme (the “Non-Transferring 

SRZ Policyholders”), who hold “Non-Transferring SRZ Policies”; and  

 the existing reinsurance cedants of SRAL before the Scheme (the “Existing SRAL 

Policyholders”), who hold “Existing SRAL Policies”. 

 I have also considered input from my colleague, Cathy Hwang, when forming my opinion 

with regard to the impact on the Transferring Business from the different general 

reinsurance portfolios within SRZ and SRAL.   
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 I am aware that the SRZHK branch will continue to write new reinsurance business after the 

release of this Supplementary Report up to the point that the Scheme is implemented.  The 

opinions set out in this Supplementary Report also apply to Transferring Policyholders that 

enter into reinsurance contracts subsequent to the release of this Supplementary Report, 

provided that there are no unusual clauses within these contracts that could give rise to 

different benefit expectations and there have been no catastrophic events that harm the 

financial strength of SRAL during that period of time.  I will confirm all of these with the 

Parties prior to Scheme implementation, and report my findings to the Hong Kong Court 

and/or the IA if required. 

 This Supplementary Report should be read in conjunction with my Main Report, and both 

should be considered in their entirety as individual sections.   

 Details of the scope of my work, qualifications and disclosures, considerations of the 

Scheme, reliances and limitations and the terms of reference applying to my work are 

provided in the Main Report.   

 

1.3. RELIANCES  

 The reliances and limitations listed in Section 1 of my Main Report also apply equally to this 

Supplementary Report.   

 In preparing this Supplementary Report, I have had access to documentary evidence 

provided by the Parties, the key elements of which are listed in Appendix A.  I have also had 

access to, and discussions with, staff and management of the Parties.   

 In coming to my conclusions, I have relied upon the accuracy of the information which has 

been provided to me in written or oral form, without independent verification.  I have 

considered, and am satisfied with, the reasonableness of this information based on my own 

experience of the Hong Kong insurance industry. 

 I have presented solvency positions of SRZ and SRAL under SST basis in Section 3.  The 

results have been produced by the Parties.  While certain estimates of post- and pre-

Scheme solvency positions (assuming the completion of the regional restructuring of SRZ 

and its subsidiaries) have not been subject to external audit, they have been subject to 

internal review.  

 The Parties have estimated the solvency positions of SRZ and SRAL under HKIO bases.  

The results have been subject to internal review.  In the context of my Independent Actuary 

opinion on the transfer of the Hong Kong portfolio of SRZHK branch to the SRALHK branch, 

I believe the Parties have taken a reasonable approach to estimating the HKIO life portfolio 

results in order to compare the solvency ratios of SRZ and SRAL.  My opinion is formed by 

also considering the pro-forma SST solvency results which have been provided for my 

analysis.   

 I have not independently reviewed the calculations provided to me and I explicitly rely on the 

Parties and their respective Accountable Actuary, Certifying Actuary, Appointed Actuary or 

the Key Person of the Actuarial Function that all the calculations used in relation to the 

Scheme are appropriate and accurate as presented.  I have, however, reviewed the 

methodology and assumptions used in some of the calculations.  

 

1.4. LIMITATIONS 

 This Supplementary Report has been prepared on the basis as set out in the 

Supplementary Report and its appendices. It has been written on the basis that it will be 

utilised by persons technically competent in the areas addressed and with knowledge of the 

business activities of the Parties and the nature of the risks and rewards inherent in the 

reinsurance sector in which they operate.  
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 This Supplementary Report must be considered in its entirety as individual sections, if 

considered in isolation, may be misleading.  Draft versions of this Supplementary Report 

should not be relied upon for any purpose.  No summary of this Supplementary Report may 

be made without my express consent. 

 This Supplementary Report has been prepared on an agreed basis for the Parties in the 

context of the Scheme and must not be relied upon for any other purpose.  No liability will 

be accepted by Milliman, or me, for any application of this Supplementary Report for a 

purpose for which it was not intended nor for the results of any misunderstanding by any 

user of any aspect of the Supplementary Report.   

 The estimated financial positions of the Parties under different solvency bases and as at 

different valuation dates presented in this Supplementary Report are meant to be best 

estimates based on current information.  The actual solvency level reported by the Parties 

on these valuation dates could vary from the estimates shown in this Supplementary Report 

due to various reasons, but I do not expect the deviations from the estimates shown would 

be material enough to affect my conclusions in the Main Report and this Supplementary 

Report.   

 When forming my conclusions in the Main Report and this Supplementary Report 

concerning the effect of the Scheme on the Transferring Policyholders and other 

policyholders of the Parties, especially on the protection provided to the policyholders and 

safeguards in place under the Scheme, I have considered the Scheme in isolation while 

there is a chance where the situation could be changed by the Parties or by the Hong Kong 

branch itself as part of the normal management of the business according to the internal 

governance framework.  

 When forming my conclusions in the Main Report and this Supplementary Report 

concerning the effects of the Scheme on the Non-Transferring SRZ Policyholders and the 

Existing SRAL Policyholders, that are outside the legal jurisdiction of the Hong Kong SAR, I 

have explicitly relied upon the professional opinions of the Accountable Actuary of SRZ and 

the Certifying Actuary of SRAL on the effects of the Scheme on the respective 

policyholders.  While I have relied on these opinions in forming my opinion of the effects of 

the Scheme on the respective policyholders, based on my knowledge of SRZ and SRAL, I 

confirm that I have reviewed the approaches taken by the respective Actuaries in forming 

their opinions and consider them reasonable. 

 Other than as set out below, the Supplementary Report is not meant for use by any third 

party to do or omit to do anything and no third party should place any reliance on the 

Supplementary Report for that reason.  This Supplementary Report and the opinions and 

conclusions contained herein are for the internal use of the management of the Parties, their 

professional advisors, their shareholders, their reinsurance cedants, regulators, and in court.  

With the exception of the limited distribution and disclosure of the Supplementary Report 

specified in paragraph below, the Supplementary Report and any written or oral information 

or advice provided by me or Milliman must not be reproduced, distributed or communicated 

in whole or in part to any other person, or be relied upon by any other person except with 

the written consent of me and Milliman. 

 If the Parties wish to release a copy of the Supplementary Report to third parties or 

advisors, except as provided in the engagement letter dated 17 June 2019 (the 

“Engagement Letter”) and noted in paragraph 1.4.9, these parties must sign a disclaimer 

and release letter in the form approved by Milliman setting out the terms under which the 

information is provided and acknowledging that neither Milliman nor I assume any 

responsibility, liability or duty of care to them.  If the Parties wish to disclose extracts from 

the Supplementary Report in documents, Milliman and I need to give prior written consent to 

the proposed wording. 

 In accordance with Section 24 of the Ordinance, in respect of a sanction for the transfer of 

Transferring Business, the exceptions referred to above include: 

 a copy of the Supplementary Report will be provided to the IA; and 
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 a copy of the Supplementary Report will be made available to any person asking for 

one, provided that the request is made prior to an order for sanctioning the Scheme. 

 I have been informed that copies of this Supplementary Report will be made available on 

Swiss Re’s webpage (at www.swissre.com/about-us/our-global-presence/hongkong-

scheme.html) prior to the final court hearing (the “Sanctions Hearing”).  The Financial 

Conduct Authority (“FCA”), the regulator in the United Kingdom, states in “FG18/4: The 

FCA’s approach to the review of Part VII insurance business transfers”, dated May 2018, 

that policyholders should be given a minimum of two weeks to review the Supplementary 

Report, but that they expect a longer period to be provided if the Supplementary Report 

contains substantive new material or changes to anything previously communicated.  This 

Supplementary Report will be made available on Swiss Re’s webpage in early November, 

2019, providing more than two weeks to review its material in advance of the Sanctions 

Hearing.  

 The use of Milliman’s name, trademarks or service marks, or reference to Milliman directly 

or indirectly in any media release, public announcement or public disclosure, including in 

any promotional or marketing materials, websites or business presentations is not 

authorised without Milliman’s prior written consent for each such use or release, which 

consent shall be given in Milliman’s sole discretion.  

 This Supplementary Report was based on data available to me and Milliman at, or prior to 

30 October 2019, and takes no account of developments after that date.  Neither I nor 

Milliman is under any obligation to update or correct inaccuracies which may become 

apparent in this Supplementary Report. 

 This Supplementary Report does not provide financial or other advice to individual 

policyholders. 

 

1.5. LIMITS OF LIABILITY AND LEGAL JURISDICTION 

 This Supplementary Report is subject to the terms and limitations, including limitation of 

liability and legal jurisdiction, set out in the Engagement Letter.  

 

 

 

 

 
  

http://www.swissre.com/about-us/our-global-presence/hongkong-scheme.html
http://www.swissre.com/about-us/our-global-presence/hongkong-scheme.html
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 Relevant Developments 

2.1. INTRODUCTION 

 In this section I consider a number of developments relevant to the Scheme since the 

finalisation of the Main Report dated 24 June 2019.  The Main Report has been restated on 

18 September 2019 with no changes made to any of the conclusions. 

 

2.2. SANCTION HEARING DATE 

 According to the court order dated 18 July 2019 issued by the Hong Kong Court, the 

substantive hearing of the petition for the Scheme is scheduled to be held on 21 November 

2019.   

 

2.3. AUTHORISATION AND VALUATION RELAXATION / ACCOUNTING CONCESSION 

APPLICATION  

 As noted under paragraph 2.7.3 of my Main Report, SRAL has applied to the IA for an 

authorisation to carry out Classes A and D of long term reinsurance business and all 

classes of general reinsurance business in Hong Kong through the SRALHK branch. 

 The IA has approved the application and granted an insurance license by issuing a 

certificate for authorisation through a letter dated 26 June 2019.  I have been informed by 

the Parties that SRAL is subject to an intervention requirement not to commence business 

through the SRALHK Branch until the IA uplifts this intervention requirement, which is 

targeted to happen in December 2019. 

 The Parties have informed me that, given SRZ was previously granted accounting 

concession and valuation relaxations, under Section 17(2) of the Ordinance and relaxations 

of both Insurance (General Business) (Valuation) Rules (CAP 41G) and Insurance 

(Determination of Long Term Liabilities) Rules (CAP 41E) pursuant to Section 130(1) of the 

Ordinance, in a letter to the IA dated 22 August 2019 SRAL applied for accounting 

concession and valuation relaxations under the same sections of the Ordinance.  The 

Parties have informed me that the IA is reviewing the application and is targeted to respond 

during Q4 2019.  I will confirm the final progress with the Parties prior to Scheme 

implementation, and report my findings to the Hong Kong Court and/or the IA if required. 

 

2.4. INTERNAL APPROVAL OF INTRA-GROUP RETROCESSION (“IGR”) COVERING THE 

HONG KONG BRANCH 

 As noted under paragraph 6.4.3 of my Main Report, SRAL intends to implement the roll-over 

of the life and health reinsurance retrocession agreement from the SRZHK branch to the 

SRALHK branch, with the retrocessionaire of the agreement changed from SRAL to SRZ.  I 

have been informed that the SRAL board of directors provided an in-principle approval for 

this proposed novation in its annual IGR review conducted on 29 August 2019.   

 The SRAL board has also approved in-principle a new 75% quota share (“QS”) IGR 

arrangement covering the SRALHK branch critical illness business, with SRZ as the 

retrocessionaire.  This is expected to be in effect starting from 1 January 2020, offering 

additional protection to the financial security of the Transferring Policyholders.  

 The Parties have informed me that the final approval of the two IGR arrangements above is 

expected to be granted by the SRAL Board by the end of November.  I will continue to 

monitor the situation, confirm the final approval with the Parties prior to Scheme 

implementation, and report my findings to the Hong Kong Court and/or the IA if required. 
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 The IGR arrangements set out above result in no change to any of the conclusions set out 

in my Main Report. 

 

2.5. TAXATION BASIS OF THE SRALHK BRANCH 

 As mentioned under paragraph 2.7.5 of my Main Report, SRALHK branch will elect the 

same taxation basis as the SRZHK Branch.  For SRZHK Branch, the election of the 8.25% 

concessionary profit tax rate starting from Financial Year (“FY”) 2018 was made upon 

submission of the FY2018 tax return on 15 August 2019.  SRALHK branch is entitled to the 

same tax concession as any “Professional Reinsurer” and will elect to apply the 

concessionary profit tax rate of 8.25% from the commencement of business.  

 Given the taxation basis to be adopted by SRALHK branch is expected to be the same as 

the current basis adopted by the SRZHK branch, it does not change any of my conclusions 

under the Main Report. 

 

2.6. TRANSFERRING BUSINESS 

 The following table shows updated volumes of Transferring Business, determined using 

gross annualised premium, actuarial liabilities and accounting liabilities as at 30 June 2019, 

and a comparison to the total volumes as at 31 December 2018 (as included in Table 3.1 of 

my Main Report). 

TABLE 2.1:  SUMMARY OF TRANSFERRING BUSINESS AS AT 30 JUNE 2019 AND 31 

DECEMBER 2018 

Class 

Total gross 
annualised premium  
(inforce premium)  
(HKD million) 

Actuarial liabilities  
(HKD million) 

Accounting liabilities  
(HKD million) 

Class A – Life and annuity 901  195  986  

Class D – Permanent health 2,168  32  1,418  

Total (as at 30 June 2019) 3,070  227  2,404  

Total (as at 31 December 2018) 2,510  245  2,064  

 

 As at 30 June 2019, approximately 73% of the sum of actuarial liabilities and accounting 

liabilities were denominated in HKD, 19% were denominated in USD, 4% were denominated 

in TWD and 4% were denominated in other currencies (mostly CNY and GBP).   

 Transferring Policies of the SRZHK branch are denominated in either HKD, USD, TWD or 

other currencies, mostly GBP, MOP and NZD.  As at 30 June 2019, the split of in-force 

premiums denominated in HKD, USD, TWD and other currencies was approximately 66%, 

27%, 6% and 1% respectively. 

 In terms of both in-force premiums and liabilities, the proportion of HKD business has 

increased slightly from 31 December 2018, while the proportion of USD business has 

reduced accordingly.  However, I have no reason to believe this will bring materially adverse 

impact to the Transferring Policyholders. 

 The Parties have also provided me with a summary of new contracts signed by the SRZHK 

Branch effective from 1 January 2019.  I have been informed by the Parties that two of the 

new contracts signed are new treaties while the remaining are addenda to existing 

reinsurance arrangements, and there are no unusual clauses within these treaties that could 

give rise to different benefit expectations. 
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2.7. KEY RISKS OF THE SRZHK BRANCH  

 The SRZHK branch conducts Dynamic Solvency Testing (“DST”) calculations at the end of 

every financial year as prescribed under AGN7 issued by the Actuarial Society of Hong 

Kong and required by the IA, with the aim to project the likely solvency of the company 

under a range of adverse scenarios over a three-year projection period. 

 As noted in paragraph 6.8.9 of my Main Report, I made reference to the DST results of the 

SRZHK branch as at 31 December 2017 when I formed my opinion in the Main Report as 

the 31 December 2018 DST results were not available. 

 After finalising the Main Report, I have been provided with the DST results of the SRZHK 

branch as at 31 December 2018 and have the following observations: 

 When calculating the solvency margin, given the relaxation of using 30% of total net 

premium for long term business has been removed, the calculation as at 31 

December 2018 has been performed in accordance to the requirements set out under 

Insurance (Margin of Solvency) Rules (CAP 41F) and resulting solvency margin is 

proportional to the actuarial reserve and capital at risk of the reinsurance business.  

This has led to an increase in solvency margin and reduction in solvency ratio in the 

base scenario.  At the same time, the sensitivity of the solvency position under 

different stress scenarios may differ from the DST exercise conducted based on the 

position as at 31 December 2017 and mentioned in the Main Report.   

 Under the base scenario, the solvency ratios of the SRZHK branch remain much 

higher than the target capital requirement of 150% as prescribed in the SRZHK 

branch Capitalisation Guideline throughout the projection period. 

 Under all the prescribed and plausible adverse scenarios, the SRZHK branch remains 

financially strong with assets exceeding liabilities throughout the projection period. 

 The prescribed scenario which results in the largest reduction in calculated solvency 

ratio at the third projection year is still the high new business growth scenario 

because of the high initial expense and commissions not deferred under this 

scenario.  However, as at 31 December 2018, the prescribed scenario leading to the 

largest reduction in calculated solvency ratio in the first and second projection year is 

the adverse persistency scenario.  This is because of a significant treaty signed in 

mid-2017 covering a participating whole life critical illness product which has led to a 

significant amount of deficiency reserve under an adverse persistency scenario. 

 The plausible adverse scenario which results in the largest reduction in calculated 

solvency ratio remains as the medium term inflationary scenario (i.e. combination of 

increase in both interest rate and inflation and reduction in new business sales).   

 The same reverse stress testing scenarios have been applied based on the position 

as at 31 December 2018 to identify the critical scenarios that would cause the free 

surplus to be equal to zero at the third projection year. 

 On top of the scenarios that are identical to those tested in 2017, there are three 

additional scenarios considered in 2018, namely: 

(1) Setting up an additional IGR in 2020, retroceding 50% critical illness business from 

SRZHK branch to SRZ (Note that subsequently a 75% quota share IGR was set 

up in practice to cover the critical illness business, see paragraph 2.8.2 for further 

details);  

(2) Assuming the valuation relaxation as mentioned under paragraph 2.3.3 is not 

granted to SRAL by the IA starting from 2020; 

(3) Combination of (1) and (2). 

The projected solvency position would drop to below zero in 2020 if the valuation 

relaxation is not granted to SRAL, resulting from actuarial reserves of the branch 

determined in accordance to Insurance (Determination of Long Term Liabilities) Rules 
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(CAP 41E) rather than the approach set out under paragraph 3.1.12 in my Main Report.  

The Key Person of the Actuarial Function of the SRZHK branch informed me that if the 

valuation relaxation is not granted to SRAL, Swiss Re will put in place a specific IGR on 

certain structured treaties with lapse protection to reduce these treaty reserves. 

 On top of the DST results, I am informed by the Key Person of the Actuarial Function of the 

SRZHK branch that the risk profile of the branch as at the end of 2018 has not changed 

significantly compared to 2017.  Management should closely monitor and plan for the 

situation where the valuation relaxation is not granted to SRAL.  I have been informed that 

the IA is targeted to make a decision on SRAL’s application of this valuation relaxation 

during Q4 2019.  

 My conclusions stated in the Main Report are not affected by the abovementioned updated 

DST analysis. 

 

2.8. UPDATED IGR PROTECTION COVERING SRAL 

 As noted under Section 6.4 of my Main Report, IGR programs allow SRAL to secure 

reimbursements from SRZ in the event of certain adverse insurance events and reduce the 

level of risks retained within SRAL.  A summary of SRAL’s business and the corresponding 

IGR programs has been summarised under Table 6.2 of my Main Report.  The Parties have 

informed me that there have been updates on the IGR programs, the updates are marked 

using bolded italic fonts in the table below: 

TABLE 2.2:  SRZ IGR PROTECTION OFFERED TO SRAL AS AT THE TRANSFER DATE  

Business written from Type of business covered 
IGR protection by SRZ  
(mentioned under Main 
Report) 

IGR protection by SRZ  
(based on available 
information up to 
Supplementary 
Report) 

SRZ Asia branches for 
risks incurred on or prior 
to 31 December 2017 

Life and health ("L&H"), 
inward IGR 

Nil Nil 

Property and casualty 
(“P&C”), inward IGR 

Economic finality 
(economically equivalent 
to a 100% QS on in-force 
book) 

Economic finality 
(economically 
equivalent to a 100% 
QS on in-force book) 

SRAL home (excluding 
SRAL branches) 

P&C, inward IGR Natural catastrophe stop 
loss1 

Natural catastrophe stop 
loss1 

External business written 
directly out of SRAL home: 

  

 L&H, onshore and 
offshore funds 

75% QS 75% QS 

 Property, onshore and 
offshore funds 

25% QS 25% QS 

 Casualty, onshore and 
offshore funds 

75% QS 75% QS 

SRAL Korea branch L&H Nil Nil 

P&C 50% QS 50% QS 

SRAL Malaysia branch General and family 
retakaful 

50% QS 50% QS2 

P&C 75% QS 75% QS2 

SRAL Australia branch P&C Excess of loss in excess 
of USD20 million 

Excess of loss in excess 
of USD20 million2 
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Business written from Type of business covered 
IGR protection by SRZ  
(mentioned under Main 
Report) 

IGR protection by SRZ  
(based on available 
information up to 
Supplementary 
Report) 

SRALHK branch L&H Surplus share for sum 
reassured above USD5 
million 

Surplus share for sum 
reassured above USD5 
million2; and 
75% QS (on critical 
illness business) 

P&C Nil Nil 

SRAL Japan branch L&H Nil 100% QS (on large 
transactions) 

P&C QS and excess of loss in 
excess of JPY5 billion 

QS and excess of loss 
in excess of JPY5 
billion2 

SRZ Beijing branch L&H, 90% inward IGR 50% QS 75% QS 

Property, 90% inward IGR Nil Nil 

Casualty, 90% inward IGR 75% QS 75% QS 

SRZ India branch L&H, 50% inward IGR Nil Nil 

Property, 50% inward IGR Nil Nil 

Casualty, 50% inward IGR 75% QS 75% QS 

Note 1:  The natural catastrophe stop loss IGR covers natural catastrophes arising from business retroceded from China 

and India and those which were written directly out of SRAL home.  

Note 2:   The IGRs are planned as of the date of this report and mirrors the existing IGR arrangements from the current SRZ 

branches.  

 

 According to the updated information from the Parties, the new or enhanced IGR 

arrangements include: 

 75% QS IGR covering critical illness business underwritten in Hong Kong; 

 100% QS IGR covering large life and health transactions underwritten in Japan; and  

 75% QS (replaced the previous 50% QS) IGR covering life and health business 

underwritten in China. 

 As these new or enhanced IGR arrangements support their financial security post-Scheme, 

I am more comfortable that the conclusion on the financial security of the Transferring 

Policyholders made under my Main Report will not change. 

 

2.9. CAPITALISATION POLICY 

 The capitalisation framework within Swiss Re Group, as governed by the capitalisation 

policies outlined under Section 6.3 of my Main Report, is very important to the financial 

security of the Transferring Policyholders as it sets out how different entities within Swiss Re 

Group are capitalised and how capital can be transferred within the group. 

 The four capitalisation policies mentioned under my Main Report include: 

 Swiss Re Legal Entity Capitalisation Policy; 

 Reinsurance Legal Entity Capitalisation Guideline (“Reinsurance Capitalisation 

Guideline”); 

 Swiss Re Asia Pte. Ltd. Capitalisation Guideline; and 
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 Swiss Reinsurance Company Ltd, Hong Kong Branch Capitalisation Guideline. 

 Out of these four policies, the Reinsurance Capitalisation Guideline has been updated since 

my Main Report was finalised. 

 I have been informed by the Parties that the updates made under the Reinsurance 

Capitalisation Guideline will not lead to any change in the capitalisation of the entities within 

Swiss Re Group.  This is within my expectations given the small changes involved and my 

understanding of the overall Swiss Re Group capitalisation framework.  Therefore, the 

conclusions set out in my Main Report are not affected by the updated Reinsurance 

Capitalisation Guideline. 

 

2.10. UPDATED RESERVING POLICY 

 As SRAL has redomiciled from Zurich to Singapore on 31 December 2017, SRAL also 

needs to calculate reserves in compliance with the Singapore statutory valuation rules.  The 

Parties have set out SRAL’s reserving practices in the following two documents: 

 L&H Statutory Reserving for Q2 2019: covering the Singapore statutory reserving 

methodology for life and health business.  The assumptions and any approximations 

adopted are also included in this document. 

 Setting PADs for Singapore Statutory Reserve Calculations:  covering guidelines 

to determine the provisions for the risk of adverse deviation (“PAD”) which are 

required under the Singapore statutory reserving basis.  

 I have been informed by the Parties that the above new documents are not expected to 

have any materially adverse impact on the reserving basis adopted to determine the 

actuarial reserve for the Transferring Business.  This is because currently, under the 

valuation relaxations granted to SRZ by the IA, the actuarial reserves for the Transferring 

Business are calculated in accordance with the approach summarised under paragraph 

3.1.12 of my Main Report.  SRAL, as mentioned under paragraph 2.3.3 in this 

Supplementary Report, has applied for valuation relaxation.  Under this valuation relaxation, 

the SRALHK branch will adopt the Singapore statutory reserving basis; with the reserving 

approach being broadly comparable with the Swiss statutory basis, with some differences in 

PADs.  The Parties have informed me that the pre-Scheme reserves held by SRAL as at the 

end of the first half of 2019 are larger under Singapore statutory reserving basis than those 

calculated on the Swiss statutory reserving basis, which implies higher policyholder 

protection.  In the event where the valuation relaxation is not granted to SRAL, the SRALHK 

branch will need to set up the actuarial reserve based on Hong Kong statutory basis, with 

the reserve calculated under this basis expected to be higher, as demonstrated under the 

additional DST scenario conducted as at 31 December 2018.   

 Therefore, the conclusions set out in my Main Report are not affected by the updated 

reserving policy. 

 

2.11. LATEST PROGRESS ON PORTFOLIO TRANSFER TIMELINE OF SRZ BRANCHES 

 As described under my Main Report, the target portfolio transfer timeline of other SRZ 

branches as part of the regional restructuring process is summarised as below: 

TABLE 2.3:  TARGET PORTFOLIO TRANSFER TIMELINE OF SRZ BRANCHES 

SRZ branch Expected date of business transfer 

Korea 1 Jan 2019 (completed) 

Malaysia 1 Jan 2020 

Hong Kong 1 Jan 2020 

Japan 1 Jan 2020 
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SRZ branch Expected date of business transfer 

Australia (property and casualty) 1 Jan 2020 

China To be decided 

India To be decided 

 

 The Parties have confirmed that, as at the date of this Supplementary Report, the target 

portfolio transfer timeline remains the same.  Therefore, the business under SRZ Malaysia 

branch, SRZ Japan branch and SRZ Australia (property and casualty) are expected to be 

transferred in conjunction with the Scheme.  This also confirms the basis where the pre-

Scheme and post-Scheme solvency positions are compared under Section 3 to include 

these three branches under the post-Scheme solvency position of SRAL. 

 

2.12. RISK PROFILE OF SRZ AND SRAL  

 The Accountable Actuary of SRZ has confirmed there is no material change in risk profile of 

SRZ, and the Certifying Actuary of SRAL has also confirmed there is no material change in 

risk profile of SRAL. 

 The Key Person of the Actuarial Function of the SRZHK branch has informed me that the 

risk profile of SRAL has not changed materially enough since 31 December 2018 to affect 

his assessment on the financial security of the Transferring Policyholders. 

 The Parties have shown me that, due to the IGR protection and capital support provided by 

the Swiss Re Group, the natural catastrophic events that have occurred in 2019 will not 

cause materially adverse impact on the financial strength of SRAL. 

 I will confirm if such a situation occurs with the Parties prior to Scheme implementation, and 

report my findings to the Hong Kong Court and/or the IA if required.  

 

2.13. GENERAL BUSINESS DEVELOPMENT 

 Cathy Hwang and I have reviewed the general reinsurance portfolio as at 30 June 2019 for 

SRZ and SRAL, as well as that of SRZ branches in Malaysia, Japan and Australia.  The mix 

of business are broadly consistent with that during the 31 December 2018 review. 

 With regards to the construction employees’ compensation portfolio acquired from QBE in 

2018 (“Project Apex”), Cathy Hwang and I have reviewed the retrospective reserve 

estimates (covering expired risks as of March 2018) provided by the Valuation Actuary for 

general business of SRZHK branch as at 30 June 2019, while an actuarial review of the 

prospective component is not performed due to unavailability of data. The reserving 

approach adopted has been consistent and based on information available, the latest 

assumption selections do not seem unreasonable given the nature of the underlying risks.  

In this aspect Cathy Hwang and I do not foresee any major issues pertaining to the Scheme 

implementation. 

 The Valuation Actuary for general business of SRZHK branch has also confirmed that the 

portfolio development over the 6-month period ending 30 June 2019 is not expected to have 

any material adverse impact on the Transferring Policyholders. 

 

2.14. PROFESSIONAL OPINION OF THE ACCOUNTABLE ACTUARY OF SRZ 

 When forming my opinion on the effects of the Scheme on the Non-Transferring SRZ 

Policyholders on their reasonable expectations with regard to benefits and levels of service, 

as well as their financial security, as concluded under Section 8.5 of the Main Report, I have 

relied upon the professional opinion of the Accountable Actuary of SRZ. 
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 The Accountable Actuary of SRZ has confirmed that his opinion has not changed since my 

Main Report. 

 

2.15. PROFESSIONAL OPINION OF THE CERTIFYING ACTUARY OF SRAL 

 When forming my opinion on the effects of the Scheme on the Existing SRAL Policyholders 

on their reasonable expectations with regard to benefits and levels of service, as well as 

their financial security, as concluded under Section 9.5 of the Main Report, I have relied 

upon the professional opinion of the Certifying Actuary of SRAL. 

 The Certifying Actuary of SRAL has confirmed that his opinion has not changed since my 

Main Report. 

 

2.16. CONCLUSION 

 I am satisfied that none of the above developments affects the conclusions of my Main 

Report, which are restated in Section 6 of this Supplementary Report, either individually or 

in aggregate.  The financial positions of the Parties are considered in further detail in 

Section 3 of this Supplementary Report.  
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 The Updated Financial Position as at 30 June 

2019 

3.1. INTRODUCTION 

 In order to form an opinion on the potential effect on the financial security of the Transferring 

Policyholders, I have compared the solvency of the Parties as at 31 December 2018 under 

both HKIO and SST bases under my Main Report.  This section describes the updated 

solvency position of the Parties as at 30 June 2019 / 1 July 2019, the most recent dates for 

which valuation results are available at the date of this Supplementary Report. 

 In general, having a higher solvency ratio and more capital in excess of required capital is 

beneficial to financial security, but it should be noted that the excess capital could potentially 

be removed in the future according to the capitalisation policies considered in my Main 

Report.  In the case where the Transferring Policies have moved to an entity with a lower 

solvency ratio but the ratio is still well above the Swiss Re Group requirements, and the new 

immediate parent has a similar capitalisation policy in place versus the parent before 

Scheme, I would not necessarily consider this will bring materially adverse impact to the 

Transferring Policyholders. 

 The solvency positions of the Parties as at 30 June 2019 / 1 July 2019 have been subject to 

internal review and I consider it reasonable to rely on the results in revisiting the conclusions 

from my Main Report. 

 

3.2. SOLVENCY POSITIONS UNDER THE HKIO BASIS 

 The HKIO solvency ratios of SRZ and SRAL have been estimated by the Parties based on 

the same conversion approach mentioned in paragraph 6.8.2 and 6.8.3 of my Main Report.  

Similar to the figures calculated as at 31 December 2018, the estimated positions as at 30 

June 2019 have been reviewed by the Accountable / Certifying Actuary and CFO of SRZ 

and SRAL respectively. 

TABLE 3.1:  ESTIMATED SOLVENCY POSITION OF THE PARTIES UNDER HKIO BASIS AS 

AT 30 JUNE 2019 

 

Pre-Scheme Post-Scheme 

USD million SRZ SRAL SRAL 

Surplus (Net Asset) 6,960 712 1,682 

Solvency Margin 5,414 323 515 

Solvency Ratio 129% 220% 326% 

 

 Given there is no change in the expected timeline of the portfolio transfers of the other SRZ 

branches, the estimated post-Scheme surplus and solvency margin of SRAL shown above 

include also the Transferring Business, as well as the reinsurance business from the SRZ 

Japan branch, the SRZ Malaysia branch and the SRZ Australia branch (property and 

casualty only) which are expected to be transferred in conjunction with the Scheme.  

 As observed from Table 3.1, the estimated solvency position of SRAL post-Scheme is 

higher than that of SRZ pre-Scheme under the HKIO basis, which does not signify a 

situation where the financial security of the Transferring Policyholders is adversely impacted 

and does not affect the conclusion presented in my Main Report. 
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3.3. SOLVENCY POSITIONS UNDER THE SST BASIS 

 Similar to Section 6.9 of my Main Report, the Parties have prepared the solvency positions 

of SRZ (pre-Scheme) and SRAL (pre- and post-Scheme) as at 1 July 2019 under SST basis 

to show the effect of the Scheme.  Because it is regarded as sensitive information by the 

Swiss Financial Market Supervisory Authority (“FINMA”), the exact figures are not included 

in this Supplementary Report. 

 The SST results as at 1 January 2019 were made public for the Swiss Re Group and SRZ 

while the SST results as at 1 July 2019 was made public for Swiss Re Group.  The SST 

results are reviewed internally at a level appropriate for submission to FINMA and for public 

disclosure.  While the internal review process is consistent across two disclosures, the year-

end financial information has also been independently reviewed by external auditors.  The 

internal model and the SST process were approved by FINMA last year and the production 

and review process of the capital requirement from Swiss Re’s internal model remain 

consistent across two disclosures.  I am satisfied that the level of governance across the 

process covering both valuation dates is consistent and adequate. 

 Consistent with the HKIO basis calculation, the estimated post-Scheme solvency position of 

SRAL includes the Transferring Business and the reinsurance portfolios to be transferred in 

conjunction with the Scheme.  

 Based on the results as at 1 July 2019 provided by the Parties, I observe that the SST ratio 

of SRAL post-Scheme is higher than that of SRZ pre-Scheme, while the opposite was true 

based on the results as at 1 January 2019.  

 The target capital of SRAL post-Scheme has reduced by a margin over the 6 month period, 

leading to a higher SST ratio.  The Parties have explained that the key driver behind this is 

the reduction in risk retention under the long term business caused by the new IGRs, as 

summarised under Section 2.8 of this Supplementary Report.     

 The SRZ pre-Scheme solvency position as at 1 July 2019 is broadly comparable with the 

one as at 1 January 2019. 

 Based on the SST ratio comparison, my opinion that there is no materially adverse impact to 

the financial security of the Transferring Policyholders following the implementation of the 

Scheme does not change.   
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 Correspondence and Questions Received from 

the Transferring Policyholders 

4.1. OVERVIEW 

 The Parties have received comments on the Scheme from the Transferring Policyholders.  

All of the submissions received by the Parties can be classified as general enquiries or 

document requests (whereby the Transferring Policyholders are requesting documents 

related to the Scheme).   

 As at 30 October 2019, I have not received any correspondence regarding the Scheme 

directly from the Transferring Policyholders. 

 

4.2. COMPLAINTS AND ENQUIRES 

 As at 30 October 2019, the Parties had received 0 complaints to the Scheme. 

 The Parties have provided me with a log of the enquiries raised by the Transferring 

Policyholders in respect of the Scheme.  These include enquires covering the following 

aspects: 

 Clarification on the scope, rationale and mechanism of transfer; 

 Clarification on the impact caused by the transfer; 

 Clarification on post-transfer operational arrangements, including reinsurance 

premium payment arrangement, and reinsurance policy termination;  

 Further information on SRAL, including its background, corporate structure, legal 

status and financial position; and 

 Update on the transfers of other SRAL branches, and latest solvency position of the 

Parties.  

 The Main Report has been restated on 18 September 2019 with no changes made to any of 

the conclusions.  The communication process of the restated Main Report to the 

Transferring Policyholders is described under paragraph 5.1.6.  The Parties have provided 

me with a log of the enquiries raised by the Transferring Policyholders in respect of the 

restated Main Report.   The majority of the enquiries have been mainly made to seek for 

further clarifications of the restatement in terms of its reason, scope or impact.  As at the 

date of this Supplementary Report, there have been no objections or complaints in relation 

to the restated Main Report.   

 The Parties have informed me that these enquires have been addressed and summarised 

to me the responses provided to the Transferring Policyholders.  The Parties’ responses to 

the Policyholders do not look inappropriate to me. 

 

4.3. OBJECTIONS 

 At the time of writing this Supplementary Report, there have been no written or oral 

objections made by the Transferring Policyholders in respect of the Scheme. 
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 Other Considerations Arising from the Scheme 

5.1. THE POLICYHOLDER COMMUNICATION PROCESS 

 I have been informed that the Parties published notices of the proposed Scheme in a form 

approved by the IA: 

 Once in the Hong Kong Government Gazette, in both English and Chinese; 

 Once in the South China Morning Post, in English; and  

 Once in the Sing Tao Daily, in Chinese. 

 As noted in Section 10.6 of my Main Report, the Parties applied for a waiver in respect of 

the notifications to the Non-Transferring SRZ Policyholders and the Existing SRAL 

Policyholders who are located outside Hong Kong.  This was dispensed by the Hong Kong 

Court through the court orders dated 18 July 2019 and dated 24 September 2019.   

 While an English version of the Main Report has been available on Swiss Re’s website for 

interested parties to download before the final petition hearing in the Hong Kong Court, the 

Parties requested for dispensation on translating the Main Report and this Supplementary 

Report into Chinese.  Dispensation was given by the Hong Kong Court through the court 

orders dated 18 July 2019 and dated 24 September 2019, given that: 

 Summary of the Scheme and Main Report shall be included under the statutory 

statement sent to the Transferring Policyholders; 

 Members of SRZ and SRAL are entities incorporated outside Hong Kong, and the 

Transferring Policyholders are insurance companies (whether in or outside of Hong 

Kong); and  

 All reinsurance contracts have been in English language only. 

 The Parties sent direct communications to the Transferring Policyholders, by sending the 

statutory statement to the registered and last known address of each of the Transferring 

Policyholder, to notify them of the transfer.  

 The Transferring Policyholders entering into reinsurance contracts with the SRZHK branch 

on or before 26 July 2019, and policies that still have outstanding claims as at the same 

date, would have received the statutory statement.  For those prospective policyholders 

after 26 July 2019, a copy of the statutory statement on the transfer would be included in the 

reinsurance proposal for them to understand the details.  They would also be able to access 

information provided on Swiss Re’s webpage. 

 The Parties have also sent a supplement to the statutory statement to the Transferring 

Policyholders, to inform them of the changes made to the Main Report.  This supplementary 

notice was sent to the registered and last known address of the Transferring Policyholders 

on 27 September 2019. 

 Overall, the Transferring Policyholders and other interested parties have been, and are 

currently, able to obtain information on the Scheme from Swiss Re’s website.  The available 

documents include the full Scheme document, my Main Report (original and revised), 

statutory statement which includes communication letter sent to Transferring Policyholders, 

supplementary notice and petition submitted to the Hong Kong Court. 

 

5.2. THE SCHEME 

 I have been provided with an updated version of the Scheme, which contains some minor 

changes or corrections made to the Scheme.  These do not affect my assessment of the 

consequences of the Scheme.   
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Appendix A Key Sources of Data  

In addition to discussions (both verbally and electronically) with staff and management of the Parties 

during the period of our assignment, I have relied upon the principal documents listed in Appendix B 

of my Main Report and the following principal documents in formulating my conclusions: 

Documents related to the Scheme 

A1. Sealed copy of the Order before Deputy High Court Judge MK Liu in Chambers, which 

includes the Statutory Notice and the Statutory Statement (setting out the terms of the 

Scheme, and containing the final policyholder communication pack issued by both the 

SRZHK branch and the SRALHK branch to Transferring Policyholders and a summary of 

the Main Report), dated 24 July 2019.  

A2. The draft order before Deputy High Court Judge MK Liu in Chambers, dated 24 September 

2019. 

A3. The Scheme pursuant to section 24 of the Ordinance (CAP 41) for the transfer of the long 

term reinsurance business from the SRZHK branch to the SRALHK branch, as filed with the 

Hong Kong Court, dated 21 June 2019.   

A4. Business Transfer Agreement entered into between SRZ and SRAL in relation to the 

transfer of reinsurance business from the SRZHK branch to the SRALHK branch, dated 29 

July 2019.   

A5. The report entitled “Appointed Actuary’s Report – Transfer of HK Branch from Swiss 

Reinsurance Company Ltd to Swiss Re Asia Pte. Ltd. (2019 Mid Year Update)” dated 11 

September 2019. 

A6. A summary list of policyholders’ general enquiries and document requests with respect to 

the Scheme and the Parties’ response. 

The SRZHK branch 

A7. Unaudited accounts and financial statements of the SRZHK branch as at 30 June 2019. 

A8. Dynamic Solvency Testing report showing solvency position of the SRZHK branch before 

transfer, as at 31 December 2018. 

A9. Summary of new reinsurance treaties written by the SRZHK branch effective from 1 January 

2019. 

A10. A summary list of correspondence with the regulator from 2012 to the first half year of 2019. 

A11. In-force business summary, including number of treaties, gross premium and reserve 

covering both long term business and general business. 

A12. Project Apex reserve models and Regional Reserving Committee presentation slides as of 

June 2019. 

The SRALHK branch 

A13. Formal certificate of authorisation granted by the IA to SRAL to carry out specific classes of 

reinsurance business through the SRALHK branch, dated 26 June 2019. 

A14. Approval by the SRAL Board of Directors of the IGR agreement with SRZ covering the life 

and health reinsurance business of the SRALHK branch after the implementation of the 

Scheme. 

The Swiss Re Group 

A15. Reinsurance Legal Entity Capitalisation Guideline, valid from 1 January 2019.  
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SRZ 

A16. Solvency position of SRZ under SST basis as at 1 July 2019.   

A17. Estimated solvency position of SRZ under HKIO basis as at 30 June 2019.   

SRAL 

A18. The memorandum entitled “Setting PADs for Singapore Statutory Reserve Calculations” 

dated 8 February 2018.  

A19. The document entitled “L&H Statutory Reserving for Q2 2019 – Swiss Re Asia Limited”.  

A20. Estimated solvency positions of SRAL under SST basis as at 1 July 2019. 

A21. Estimated solvency positions of SRAL under HKIO basis as at 30 June 2019.   

Other SRZ branches 

A22. Risk management dashboard for the SRZ Japan branch as of June 2019. 

 
 

 




