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1. PURPOSE AND SCOPE 

1.1 I, Gary G Wells, prepared a report to the Court, dated 20 August 2020, entitled, “Report of the Independent Expert on 

the proposed transfer of the insurance and reinsurance businesses of The Palatine Insurance Company Limited and 

Swiss Re Specialty Insurance (UK) Limited to the UK Branch of Swiss Re International SE” (the Report). 

1.2 In the Report, I stated that, shortly before the date of the Court hearing at which an order sanctioning the Scheme will 

be sought, I would prepare a Supplemental Report covering any relevant matters that might have arisen since the date 

of the Report. In particular, I stated that I would consider the extent to which the operational plans of The Palatine 

Insurance Company Limited (Palatine), Swiss Re Specialty Insurance (UK) Limited (SRSI) and/or Swiss Re 

International SE (SRI SE) (collectively the Companies) have altered (relative to the position as at the date of the Report) 

and the actual changes in assets and liabilities (relative to the audited position as at 31 December 2019, as I had 

discussed in the Report). In particular, I would consider whether there have been any changes (including those 

associated with current economic conditions) and/or objections to the Scheme that would affect my overall opinion as 

expressed in the Report. 

1.3 I set out below my considerations with regard to changes in operational plans and the changes in assets and liabilities 

of the Companies. I also comment on other relevant developments.  

1.4 In order to provide this Supplemental Report (the Supplemental Report), the Companies have provided me with 

additional information, including updated financial information. The additional data provided is set out in Appendix A. 

1.5 This Supplemental Report should be read in conjunction with the Report (together the Aggregate Report). This 

Supplemental Report has been produced on the same bases as set out at Section 1 of the Report. In particular, it has 

the same scope, and is subject to the same reliances and limitations. Terms1 used in this Supplemental Report have 

the same meanings as used in the Report. Further, unless stated otherwise, where necessary, the rates of exchange2 

I have used in the Supplemental Report are £1.00 = $1.29 = €1.10 = CHF1.19 (as at 30 September 2020).  

1.6 Reliance has been placed upon, but is not limited to, the data and other information provided to me by the Companies 

(as set-out in the Report) and the additional information (the Additional Information, as set-out in Appendix A). My 

opinions depend on the substantial accuracy of this data, information and the underlying calculations. The Companies 

have each confirmed to me that, to the best of their knowledge and belief, all data and information they have provided 

to me is accurate and complete (see Letter of Representation, Appendix B). They have also informed me that there 

have been no developments since the latest information made available to me that are relevant to the Scheme. 

1.7 The conclusions set out in this Supplemental Report are based on unaudited financial statements as at 30 September 

2020 for the Companies (and audited data provided by the Companies as at 31 December 2019). I have also referred 

to unaudited financial data from the Swiss Re Group’s unaudited accounts as at 30 September 2020 (as well as audited 

accounts as at 31 December 2019). In all cases, I have requested the most recent data available. 

1.8 The technical actuarial work underlying this Supplemental Report has been undertaken in accordance with the 

applicable principles of Technical Actuarial Standard (TAS) 100 and TAS 200 as issued by the Financial Reporting 

Council (FRC) with effect from 1 July 2017, subject to the principles of proportionality and materiality, Further, In 

accordance with Actuarial Profession Standard X2, as issued by the Institute and Faculty of Actuaries, I have decided 

that the Supplemental Report should be subject to Independent Peer Review. I confirm that this Supplemental Report 

has been subject to Independent Peer Review prior to its publication. 

  

_______________________________________________________________________________ 

 

 

 
1 Unless terms are specifically defined in this Supplemental Report, I adopt, as relevant, the definitions used in the Report. 

2 Source: Lloyd’s Market Bulletin Y5308, dated 1 October 2020 
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2. CHANGES IN THE ENTITIES CONCERNED IN THE SCHEME  

SRSI 

2.1 I have been told that: 

 There are no material changes to SRSI’s 2020 reinsurance programme relative to that in 2019, in terms of the 

scope of cover and the creditworthiness of the reinsurers; and 

 SRSI’s risk profile, and its approaches to managing those risks, remain as described in the Report, and there have 

been no changes in SRSI’s capital policy, investment policy and approach to conduct risk from those described in 

the Report. 

2.2 I have been provided with income statement(s) for SRSI (and Palatine) over the nine months to 30 September 2020, 

SRSI (and Palatine) balance sheet(s)3 as at 30 September 2020 (together with comparable figures as at 31 December 

2019), and SRSI (and Palatine) QRT figures (for Solvency II reporting) as at 30 September 2020. 

Claim Provisions 

2.3 As at 30 September 2020, on a UK GAAP basis, the gross outstanding claims reserves and the reinsurers’ share of 

claims outstanding within SRSI have each decreased (by circa £450k) from their levels as at 31 December 2019. The 

downward movement is the result of a mixture of: claim payments (mainly on the Riverstone book); positive open/closing 

exchange rate movements on the USD to GBP translation rate (again mainly impacting the Riverstone book); and the 

release of (circa £100k) from the IBNR provision following an actuarial review. The provisions were calculated as at 30 

September 2020 using the same methodology as at 31 December 2019. The reserves of SRSI appear reasonable as 

at 30 September 2020, and I have no reason to believe that there has been any material change over the period in the 

relative strength of the provisions. 

Capital Position 

2.4 SRSI uses the standard formula to calculate its SCR under Solvency II. I was satisfied with the way that SRSI (using a 

team of suitably qualified actuaries, and other individuals, within the Swiss Re Group) calculated the SCR for SRSI as 

at 31 December 2019, as well as the calculation of available own funds. 

2.5 SRSI’s Solvency II assessment as at 31 December 2019, using the absolute floor of the MCR (i.e. £3.2 million as of 31 

December 2019, which is significantly greater than the calculated SCR) as an appropriate level of capital for regulatory 

(and management) purposes, indicated a Capital Cover Ratio (on a one-year basis) of 293%, i.e. SRSI was a very well-

capitalised company (as of 31 December 2019).  

2.6 Over the nine months to 30 September 2020, the assets of SRSI have decreased in line with the fall in the reinsurers’ 

share of claims outstanding (see paragraph 2.3 above), while the liabilities have decreased by a lesser amount owing 

in the main to higher than expected expenses being charged in the period. As such, there has been a small decrease 

(circa £50k) in SRSI’s available own funds (as of 30 September 2020) relative to the position as at 31 December 2019. 

It follows therefore, that the Capital Cover Ratio (on a one-year basis) again using the absolute floor of the MCR (i.e. 

£3.2 million as of 30 September 2020, which is significantly greater than the calculated SCR) as an appropriate level 

of regulatory capital, would reduce very slightly from that as at 31 December 2019, i.e. SRSI would continue to be 

characterised as  a very well-capitalised company (as of 30 September 2020). 

_______________________________________________________________________________ 

 

 

 
3  The SRSI (and Palatine) balance sheet(s) as at 30 September 2020 and income statement(s) for the nine months to 30 September 2020 were each prepared 

on a UK GAAP basis.  
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2.7 SRSI’s ORSA has not been updated since that which I referred to in the Report. Nonetheless, based on my analysis 

above of changes in the claims provisions and capital position of SRSI as at 30 September 2020 (relative to that as at 

31 December 2019) and the negligible (if any) impact of COVID-19 (as per paragraph 2.8 below), I am of the view that 

the risk profile of SRSI is essentially unchanged from that described in the Report. 

COVID-19 

2.8 As per paragraph 2.13 of the Report, SRSI has been in run-off since 2007 (and therefore has very limited potential, if 

any, amounts of exposure to the 2020 and beyond accident periods), and maintains all of its investments in cash and 

short-term UK government bonds. As such, the impact of COVID-19 on its assets and liabilities continues to be 

negligible. 

Brexit 

2.9 There have been no developments since I wrote the Report that have caused me to alter my opinion for SRSI that no 

material impact of the UK having exited the EU is anticipated after the Transition Period should the Scheme not proceed. 

I note that HM Treasury has announced that EEA states would be treated as equivalent4 for the purposes of a number 

of different areas of regulation in respect of financial services. In relation to insurance and reinsurance business, as 

carried on by SRSI (and Palatine) the determination of equivalence means that after the end of the Transition Period 

cedants of an EEA reinsurer will continue to benefit from a rule that prevents the UK from imposing certain additional 

requirements (such as the pledging of assets) in relation to their reinsurance with that reinsurer. The announcement 

does not adversely affect policyholders of SRSI (or Palatine or SRI SE) and so does not change my conclusions as per 

the Report. 

PALATINE 

2.10 I have been informed that there have been no changes to Palatine’s capital policy, risk appetite, conduct risk or Brexit 

plans from those set out in the Report.  

Claim Provisions 

2.11 I note that Palatine settled the one remaining open claim (booked at £110k gross and nil net of reinsurance) during the 

third quarter of 2020. As such Palatine holds a nil technical provision (both gross and net of reinsurance) as at 30 

September 2020.  

Capital Position  

2.12 Palatine uses the standard formula to calculate its SCR under Solvency II. I was satisfied with the way that Palatine 

(using a team of suitably qualified actuaries, and other individuals, within the Swiss Re Group) calculated the SCR for 

Palatine as at 31 December 2019, as well as the calculation of available own funds. As at 31 December 2019, Palatine’s 

Solvency II assessment, using the absolute floor of the MCR (i.e. £3.2 million as of 31 December 2019, which is 

significantly greater than the calculated SCR) as an appropriate level of capital for regulatory (and management) 

purposes, indicated a Capital Cover Ratio (on a one-year basis) of 250%, i.e. Palatine was a very well-capitalised 

company (as of 31 December 2019). 

_______________________________________________________________________________ 

 

 

 
4  On 9 November 2020, HM Treasury announced that EEA states would be treated as equivalent for the purposes of a number of different areas of regulation 

in respect of financial services, as per the link below: 

    https://www.gov.uk/government/publications/hm-treasury-equivalence-decisions-for-the-eea-states-9-november-2020/hm-treasury-equivalence-decisions-

for-the-eea-states-9-november-2020 

 

https://www.gov.uk/government/publications/hm-treasury-equivalence-decisions-for-the-eea-states-9-november-2020/hm-treasury-equivalence-decisions-for-the-eea-states-9-november-2020
https://www.gov.uk/government/publications/hm-treasury-equivalence-decisions-for-the-eea-states-9-november-2020/hm-treasury-equivalence-decisions-for-the-eea-states-9-november-2020
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2.13 Over the nine months to 30 September 2020, other than two counter-balancing accounting entries in relation to the 

settlement of the claim referred to in paragraph 2.11 above, the overall assets and liabilities of Palatine have changed 

very little compared to their respective positions as at 31 December 2019. Accordingly, Palatine’s available own funds 

(as of 30 September 2020) are essentially unchanged relative to the position as at 31 December 2019. As such, 

Palatine’s Solvency II assessment as at 30 September 2020, again using the absolute floor of the MCR (i.e. £3.2 million 

as of 30 September 2020, which is significantly greater than the SCR) as an appropriate level of regulatory capital, 

indicated a Capital Cover Ratio (on a one-year basis) essentially unchanged to that as at 31 December 2019 (see 

paragraph 2.12 above), i.e. Palatine would continue to be characterised as a very well-capitalised company (as of 30 

September 2020). 

2.14 Palatine’s ORSA has not been updated since that which I referred to in the Report. Nonetheless, based on my analysis 

above of changes in the claims provisions and capital position of Palatine as at 30 September 2020 (relative to that as 

at 31 December 2019) and the negligible (if any) impact of COVID-19 (as per paragraph 2.15 below), I am of the view 

that the (net of reinsurance) risk profile5 of Palatine is essentially unchanged from that described in the Report. 

COVID-19 

2.15 As per paragraph 2.13 of the Report, Palatine has been in run-off since 1994 (and therefore has very limited potential, 

if any, amounts of exposure to the 2020 and beyond accident periods), and maintains all of its investments in cash and 

short-term UK government bonds. As such, the impact of COVID-19 on its assets and liabilities continues to be 

negligible. 

Brexit 

2.16 There have been no developments (including the HM Treasury announcement, as per paragraph 2.9 above, that EEA 

states would be treated as equivalent for the purposes of a number of different areas of regulation in respect of financial 

services after the Transition Period) since I wrote the Report that have caused me to alter my opinion for Palatine that 

no material impact of the UK having exited the EU is anticipated after the Transition Period should the Scheme not 

proceed.     

SRI SE 

2.17 I have been told that there have been no changes in SRI SE’s capital policy, risk appetite, intra-group relationships, 

approach to conduct risk or Brexit plans, or in the administration of its business, from those described in the Report. 

Furthermore, I have been provided with SRI SE’s trial balance6 as at 30 September 2020, and QRT (for Solvency II 

reporting) as at 30 September 2020.   

Reinsurance 

2.18 I am told that there are no material changes to the 2020 outward reinsurance programme applying to SRI SE’s business 

relative to that in 2019, in terms of the scope of cover and the creditworthiness of the reinsurers. In particular, SRCS 

(and to a lesser extent other Swiss Re Group entities) provide the vast majority (97% by value of ceded technical 

provisions as at 30 September 2020) of the outwards reinsurance cover to SRI SE via intra-group reinsurance. As such, 

the security provided by the Swiss Re Group reinsurers (rated AA- by S&P) of the outwards intra-group reinsurance to 

the policyholders of SRI SE remains good.    

_______________________________________________________________________________ 

 

 

 
5  At a gross of reinsurance level, the risk profile of Palatine has become less exposed following the settlement of the one open claim during the third quarter of 2020   

6  The trial balance as at 30 September 2020 is a list of all the general ledger accounts, both revenue and capital, for SRI SE at said date, from which a revenue 

account and balance sheet as at 30 September 2020 can be  prepared. 
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Technical Provisions 

2.19 I note that the total of the technical provisions, gross (and net) of reinsurance, held as at 30 September 2020 in respect 

of unearned premiums and outstanding claims (including IBNR) increased slightly (by circa 1%) from their positions as 

at 31 December 2019, driven mainly by the upward movement in gross outstanding claims (including IBNR) itself 

reflecting the impact of COVID-19 claims in the nine month period, partly offset by a reduction in unearned premiums.   

2.20 The technical provisions were calculated as at 30 September 2020 using the same methodology as at 31 December 

2019, subject to two changes associated with COVID-19: 

 An updating of the probability of default to reflect worsening market conditions for Credit & Surety business; and 

 An assumed slow down in claims being reported for the Aviation and Property lines of business, resulting in a 

smaller release of IBNR for these lines, i.e. not all of the favourable prior years’ development has been recognized, 

assuming portions of it are driven by a slow-down in the reporting of claims.  

2.21 In order to satisfy myself that the basis of establishing the claims outstanding (including IBNR) for those lines of business 

identified in paragraph 2.20 above is reasonable, I have sought, and been provided with relevant details of the analysis 

performed by the Swiss Re Group actuaries in relation to the parameters/assumptions used as at 30 September 2020. 

In particular, I note that: 

 The probabilities of default (the PDs) for the Credit & Surety book associated to a rating class were updated taking 

into account the higher uncertainty in the market, resulting in increased a-priori loss ratios for all underwriting years. 

This outcome was the result of an internal assessment process, in which the underwriting function (supported by 

other functions, such as claims) made an evaluation of the impact (at an individual policy level) on the PDs arising 

from the worsening market environment. The selected PDs were presented to and approved by the Swiss Re 

Group Reserving Committee (the GRC); 

 During the 2nd quarter of 2020, an analysis of the slow-down of observations related to COVID-19 was performed 

using an Actual versus Expected assessment of the relevant claims count. Deviations from expected figures, e.g. 

a smaller observed than expected number of claims, were analysed by checking the spread of observations around 

the expected figure. The results of this analysis were proposed to and rates of slow-down decided by the GRC. 

2.22 There remains significant uncertainty as to the future course of COVID-19 and its impact on (re)insurance claims. 

Nonetheless, I am of the view that based on the analyses performed, as outlined in paragraph 2.21 above, the 

parameters/assumptions chosen are reasonable, and the provisions so calculated are essentially consistent (in terms 

of relative strength) with those adopted across other lines of business.  

2.23 I am satisfied that the technical provisions (including IBNR) of SRI SE appeared reasonable as at 30 September 2020, 

and I have no reason to believe that there has been any material change over the period in the relative strength of the 

provisions.   

Capital Position 

2.24 Net earned premiums in the nine month period to 30 September 2020 were proportionately higher than the 

corresponding item in the twelve months to  31 December 2019, driven by an increase in gross written premiums during 

the first nine months of 2020. Net incurred claims were proportionately lower than the corresponding items in the twelve 

months to 31 December 2019 as a result of claims activity arising from COVID-19 triggering increased reinsurance 

recoveries from SRCS (via the stop-loss treaties that limit SRI SE’s downside risk associated with its underwriting 

result). In overall terms, allowing for investment income (and associated charges), SRI SE recorded a relatively small 

pre-tax profit in the nine months to 30 September 2020 (compared to a relatively large pre-tax loss for 2019). 

Accordingly, the capital & reserves recorded on the SRI SE balance sheet as at 30 September 2020 were greater than 

the capital & reserves of €284 million recorded as at 31 December 2019 (when valued on the same accounting basis). 

2.25 SRI SE’s Solvency II assessment as at 31 December 2019, indicated a Capital Cover Ratio (on a one-year basis) of 

242%, i.e. SRI SE was characterised as being a very well-capitalised company (as of 31 December 2019). 
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2.26 As I explained in the Report, SRI SE uses an approved (by the CAA) Internal Model (the ICAM) in order to calculate its 

SCR, on a one-year (time horizon) basis for statutory reporting purposes (and also for ORSA purposes). I was satisfied 

with the way that SRI SE calculated the SCR for SRI SE as at 31 December 2019, as well as the calculation of the 

available own funds.   

2.27 I have seen SRI SE’s Solvency II capital assessment as at 30 September 2020 (which has been made on the basis of 

a roll-forward of the capital position as 30 June 2020 itself calculated using a bottom-up approach, i.e. a complete 

computation of the SCR employing the ICAM). I am informed that some minor amendments7 have been made to the 

ICAM during the first nine months of the year, namely updated Italian earthquake modelling; improved intra-year 

modelling; and a refined process to (natural catastrophe) event loss sets so that the risks are captured more accurately. 

These minor changes have been validated and approved internally by the Swiss Re Group and adopted by SRI SE. By 

their nature the aforesaid changes to the ICAM do not, for a given set of assumptions, materially affect the SCR so 

calculated.  

2.28 The impact of these minor modelling changes plus (accounting) movements in the first nine months of 2020 has been 

a reduction in the SCR of €20 million driven primarily by a reduction in foreign exchange risk, and a decrease in Own 

Funds of €6 million. The decrease in Own Funds is due to a decrease of €22 million as a result of the economic 

environment, including foreign exchange movements (mainly on investments) and adverse development on the 2019 

& prior years’ business of €16 million mainly triggered by the impact of COVID-19 (on the lines of business identified in 

paragraph 2.20 above), partly offset by a positive performance of €32 million by new business (and foreign exchange 

movements on technical provisions). As a result SRI SE’s Capital Cover Ratio (on a one-year basis) has increased 

from that reported as at 31 December 2019, i.e. SRI SE continues to be considered a very well-capitalised company 

(as of 30 September 2020).  

2.29 SRI SE’s ORSA has not been updated since that which I referred to in the Report. I also note, as observed in paragraph 

2.13 of the Report, that the risk profile of SRI SE has been (and continues to be) impacted by the COVID-19 pandemic. 

Nevertheless, based on my analysis above of changes in the reinsurance programme, technical provisions and capital 

position of SRI SE as at 30 September 2020 (relative to that as at 31 December 2019) and the estimated impact of 

COVID-19 (as per paragraph 2.30 et seq below), I am of the view that the risk profile of SRI SE is essentially unchanged 

from that described in the Report. 

COVID-19 

2.30 The estimated impact of COVID-19 on the gross underwriting results of SRI SE during 2020 is expected to be 

substantial (noting that the majority of these losses are being reserved on an incurred-but-not-reported basis), but 

remains largely mitigated at a net level (with over 85% of gross technical provisions ceded as at 31 December 2019 

and 30 September 2020) by the reinsurance programme in place (see paragraph 2.18 above). In particular, the claims 

reserves (including IBNR) in relation to COVID-19 losses constitute around 45% of SRI SE’s total claims reserves 

(including IBNR) as at 30 September 2020. I note that these claims reserves (including IBNR) have been presented to 

and approved by the GRC. I further note, as per the Swiss Re Group third quarter 2020 news release8, that the total 

COVID-19 reserves established by the Swiss Re Group as at 30 September 2020 amounted to $3 billion (of which 67% 

represented losses in respect of IBNR reserves), while at the same time the Swiss Re Group maintained a very strong 

capital position (see paragraph 6.5 below). As such, I remain of the view that the risk of the intra-group reinsurance 

(including that of SRI SE with SRCS) defaulting remains remote. 

_______________________________________________________________________________ 

 

 

 
7  Minor amendments to the ICAM (i.e. those resulting in a less than 5% impact on the SCR) can be approved for implementation by the legal entity Chief Risk Officer 

(acting on behalf of the Board of Directors). Major amendments to the ICAM (i.e. those resulting in a 5% or greater impact on the SCR) must be approved by the 

CAA prior to implementation. 

8 https://www.swissre.com/media/news-releases/nr-20201030-9m-2020-news-release.html 

https://www.swissre.com/media/news-releases/nr-20201030-9m-2020-news-release.html
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2.31 From an operational perspective, SRI SE continues to be able to operate remotely with no noticeable drop in service 

levels. I note that the claims function has implemented a continuity plan for SRI SE to handle the increased workload 

related to claim notifications (associated with COVID-19) and is confident that COVID-19 claim notifications will be 

handled with the same level of accuracy as any other claim notification. Further, the underwriting function/risk 

management has issued specific guidelines on COVID-19 as well as guidance for each line of business and 

identification of the portfolios most exposed to the pandemic (e.g. business interruption). As such, SRI SE (and the 

Swiss Re Group generally) believe(s) the actions taken to be appropriate.  

2.32 The steps taken by the SRI SE in response to the disruption caused by the COVID-19 pandemic (as outlined above) 

appear to be reasonable. I am satisfied that the Scheme would not amplify the adverse impact of COVID-19 on the 

financial health of SRI SE or on the service standards that it provides.    

Brexit 

2.33 There have been no developments (including the HM Treasury announcement, as per paragraph 2.9 above, that EEA 

states would be treated as equivalent for the purposes of a number of different areas of regulation in respect of financial 

services after the Transition Period) since I wrote the Report that have caused me to alter my opinion. SRI SE is 

continuing with its plan to seek direct authorisation for SRI UK, thereby replicating the position for UK business currently 

written by SRI UK on a freedom of establishment basis during the Transition Period (and via the TPR thereafter).  
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3. CHANGES IN THE IMPACT OF THE SCHEME ON THE TRANSFERRING 

POLICYHOLDERS  

EFFECT OF THE SCHEME ON THE BALANCE SHEETS OF SRSI, PALATINE AND SRI SE 

3.1 I have reviewed the (unaudited) balance sheets of SRSI, Palatine and SRI SE as at 30 September 2020 and note that: 

 The Palatine balance sheet as at 30 September 2020 is very similar to that as at 31 December 2019. As such, and 

allowing for exchange rate movements in the period, the pro-forma post-Scheme balance sheet as at 30 September 

2020 would look analogous to that shown as at 31 December 2019 in Table 5.1 of the Report;  

 The absolute size of the total assets and liabilities on the SRSI balance sheet as at 30 September 2020 have each 

reduced (primarily as the result of the favourable run-off of the technical provisions in the nine-month period) from 

that as at 31 December 2019. Nonetheless, allowing for exchange rate movements in the period, the pro-forma 

post-Scheme balance sheet as at 30 September 2020 would look analogous to that shown as at 31 December 

2019 in Table 5.2 of the Report; and 

 The absolute size of the total assets and liabilities on the SRI SE balance sheet as at 30 September 2020 have 

each reduced, but not materially (in GBP/Sterling terms) from that as at 31 December 2019, and therefore the pro-

forma post-Scheme balance sheet as at 30 September 2020 would look similar to that shown as at 31 December 

2019 in Table 5.3 of the Report. 

RESERVE STRENGTH (PRE- AND POST-SCHEME) 

SRSI 

3.2 As noted in paragraph 6.31 of the Report and as explained in the preceding paragraphs in the Report, I concluded that, 

as at 31 December 2019, SRSI’s technical provisions were set on a reasonable basis and that I had no reason to think 

that the reserve strength of SRSI would be impacted by the Scheme. As explained in paragraph 2.3 above, I have no 

reason to believe that there has been any material change since then in the relative strength of the reserves. 

Palatine 

3.3 As noted in paragraph 6.12 of the Report and as explained in the preceding paragraphs in the Report, I concluded that, 

as at 31 December 2019, Palatine’s reserves appeared reasonable and that I had no reason to think that the reserve 

strength of Palatine would be impacted by the Scheme. As noted in paragraph 2.11 above, the gross and net value of 

Palatine’s insurance liabilities have reduced to nil since year-end 2019, reflecting the settlement of the one open claim.  

SRI SE 

3.4 As noted in paragraph 6.52 of the Report and as explained in the preceding paragraphs in the Report, I concluded that, 

as at 31 December 2019, SRI SE’s technical provisions were set on a reasonable basis and that I had no reason to 

think that the reserve strength of SRI SE would be impacted by the Scheme. As explained in paragraph 2.23 above, I 

have no reason to believe that there has been any material change since then in the relative strength of the technical 

provisions.  

EXCESS ASSETS OF SRSI, PALATINE AND SRI SE 

SRSI 

3.5 As noted in paragraph 6.100 of the Report and as explained in the preceding paragraphs in the Report, I concluded 

that, as at 31 December 2019, the policyholders of SRSI, all of whom are anticipated to transfer under the proposed 

Scheme, benefited from the financial strength provided by a very well-capitalised company. As explained in paragraph 

2.6 above, I believe that, as at 30 September 2020, it would continue to be considered to be a very well-capitalised 

company. 
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Palatine 

3.6 As noted in paragraph 6.83 of the Report and as explained in the preceding paragraphs in the Report, I concluded that, 

as at 31 December 2019, the policyholders of Palatine, all of whom are are anticipated to transfer under the Scheme, 

benefited from the financial strength provided by a very well-capitalised company. As explained in paragraph 2.13 

above, I believe that, as at 30 September 2020, it would continue to be considered to be a very well-capitalised 

company. 

SRI SE 

3.7 As noted in paragraph 6.122 of the Report and as explained in the preceding paragraphs in the Report, I concluded 

that, as at 31 December 2019, the current policyholders of SRI SE benefited from the financial strength provided by a 

very well-capitalised company. As commented in paragraph 2.28 above, I believe that, as at 30 September 2020, it 

would be continue to be considered to be a very well-capitalised company. 

RELATIVE FINANCIAL STRENGTH OF TRANSFERRING POLICYHOLDERS PRE- AND POST-SCHEME 

3.8 I have concluded above that SRSI and Palatine were, as at 30 September 2020, very well-capitalised companies, and 

that, also as at 30 September 2020, SRI SE was also a very well-capitalised company. This would suggest that, in 

terms of excess assets and the security that they afford policyholders, the position of the Transferring Palatine 

Policyholders and the Transferring SRSI Policyholders (collectively the Transferring Policyholders) would be 

essentially unchanged by the Scheme being sanctioned.  

3.9 In addition, the Transferring Policyholders will be moving from small run-off companies to a large, well established and 

diversified company (i.e. SRI SE) all of the companies being part of the Swiss Re Group both before and after the 

Scheme. Therefore, I consider the risk of adverse consequences for the Transferring Policyholders to be low. However, 

three other things should be borne in mind: 

 The Transferring Policyholders may ultimately lose access to the FSCS. Nonetheless, as noted in paragraph 6.126 

of the Report (and as explained in the preceding paragraphs in the Report) I concluded that this potential loss of 

access to the FSCS does not materially adversely affect the security afforded to the Transferring Policyholders. 

Nothing has emerged within, or from analysis of, the Additional Information to persuade me that the above 

conclusion, which I had explained in the Report requires revision; 

 In the event of one (or both) of the Transferors becoming insolvent, those policyholders of the insolvent Transferor 

with direct policies will rank ahead of all other policyholders (namely, those with reinsurance or retrocessional 

contracts). Following the implementation of the Scheme should SRI SE become insolvent sometime in the future 

there will (as descibed in paragraph 5.2 below) be a change in the proportions of SRI SE policyholders (including 

the Transferring Policyholders) with direct policies and those with reinsurance or retrocessional contracts. 

However, given the financial strength of SRI SE, I do not believe that the change in winding-up priorities as a result 

of the Scheme will materially disadvantage the Transferring Policyholders; and 

 Pre-Scheme, some of the Transferring SRSI Policyholders benefit from the SRSI Trust Fund (as outlined in 

paragraph 6.129 of the Report) that provides them with additional security. On the implementation of the Scheme 

the NAIC LOC supporting the SRSI Trust Fund is to be cancelled by agreement (see paragraph 6.9 below) and 

the SRSI Trust Fund will cease post-Scheme. In the absence of alternative arrangements, those Transferring SRSI 

Policyholders who benefit from the SRSI Trust Fund pre-Scheme would be disadvantaged by the implementation 

of the Scheme. However, as noted in paragraph 6.130 of the Report (and as explained in the preceding paragraphs 

in the Report) because those Transferring SRSI Policyholders who benefit from the SRSI Trust Fund pre-Scheme 

are to be allocated to the SRI SE Trust Fund this aspect of the Scheme does not detrimentally affect those 

Transferring SRSI Policyholders who benefit from the SRSI Trust Fund. Nothing has emerged within, or from 

analysis of, the Additional Information to persuade me that this situation, which I had explained in the Report, 

requires revision.  

3.10 These different aspects are not wholly quantifiable and hence are not directly comparable with one another. However, 

taking them all into account, I continue to hold the opinion that, on an ongoing basis, the Transferring Policyholders will 

not be materially disadvantaged by differences in the financial strength between SRSI, Palatine and SRI SE. 
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3.11 I therefore remain satisfied that the policyholders of the Transferring Business will not be materially adversely affected 

due to relative differences in the financial strength of SRI SE post-Scheme to those of SRSI and Palatine pre-Scheme. 

CHANGES IN RISK EXPOSURES 

3.12 As noted in paragraph 6.137 of the Report and as explained in the preceding paragraphs in the Report, I concluded 

that, although the proposed Scheme will lead to a change to the risk exposures of the Transferring Business, this will 

not have a materially adverse impact on the security of policyholder benefits. As I have explained in Section 2 above, 

the risk profiles of the three entities are essentially unchanged from those described in the Report. Therefore, my 

conclusion remains unchanged. 

POLICY SERVICING 

3.13 There have been no changes to the policy administration arrangements of the Transferring Business, either pre- or 

post-Scheme, from those described in the Report. Therefore, as noted in  paragraph 6.140 of the Report and as 

explained in the preceding paragraphs in the Report, I continue to hold the opinion that the proposed Scheme is unlikely 

to have a materially adverse impact on the standards of policy servicing experienced by the Transferring SRSI 

Policyholders and the Transferring Palatine Policyholders compared to their current position.  

DISPUTE RESOLUTION 

3.14 As noted in paragraph 6.143 of the Report and as explained in the preceding paragraphs in the Report, I concluded 

that, although the proposed Scheme may lead to the potential loss of access to the FOS for the Transferring 

Policyholders, this will not have a materially adverse impact on the Transferring Policyholders. Nothing has emerged 

within, or from analysis of, the Additional Information to persuade me that the above conclusion, which I had explained 

in the Report requires revision.   

COVID-19 

3.15 As noted in paragraph 2.14 of the Report, I was of the view that the steps taken by the Swiss Re Group in response to 

the disruption caused by the COVID-19 pandemic appear to be reasonable. Nothing has emerged within, or from 

analysis of, the Additional Information (as per Section 2 above) to persuade me that this view, which I had explained in 

the Report, requires revision. I therefore continue to be satisfied that the Transferring Policyholders would not be 

materially disadvantaged by the Scheme in respect of the consequences of the COVID-19 pandemic. 

BREXIT  

3.16 There have been no developments (including the HM Treasury announcement, as per paragraph 2.9 above, that EEA 

states would be treated as equivalent for the purposes of a number of different areas of regulation in respect of financial 

services after the Transition Period) since I wrote the Report that have caused me to alter my opinion that Brexit will 

not materially alter the expected effects (if any) of the proposed Scheme on the security of the benefits or the standards 

of policy servicing experienced by the Transferring Policyholders. 

CONCLUSION FOR THE POLICYHOLDERS OF SRSI AND PALATINE TRANSFERRING UNDER THE SCHEME 

3.17 I continue to be satisfied that the proposed Scheme does not affect in a materially adverse way either the security or 

the policy servicing levels of the Transferring SRSI Policyholders or the Transferring Palatine Policyholders. 
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4. CHANGES IN THE IMPACT OF THE SCHEME ON THE NON-TRANSFERRING 

POLICYHOLDERS  

SRSI 

4.1 As discussed in the Report, the Transferring SRSI Business comprises the whole of SRSI’s portfolio and so only the 

SRSI Excluded Policies, should there be any, will remain post-Scheme in SRSI. 

4.2 I also concluded in paragraph 7.9 of the Report that neither the security nor the service levels of any policyholders of 

SRSI whose policies become SRSI Excluded Policies would be affected by the Scheme and nothing has emerged 

within, or from analysis of, the Additional Information to change that view. I remain satisfied that the Scheme will not 

have a materially adverse effect on the security of, or the service levels enjoyed by, the holders of SRSI Excluded 

Policies.  

PALATINE 

4.3 As discussed in the Report, the Transferring Palatine Business comprises the whole of Palatine’s portfolio and so only 

the Palatine Excluded Policies, should there be any, will remain post-Scheme in Palatine.  

4.4 I also concluded in paragraph 7.5 of the Report that neither the security nor the service levels of any policyholders of 

Palatine whose policies become Palatine Excluded Policies would be affected by the Scheme and nothing has emerged 

within, or from analysis of, the Additional Information to change that view. I remain satisfied that the Scheme will not 

have a materially adverse effect on the security of, or the service levels enjoyed by, the holders of Palatine Excluded 

Policies. 
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5. CHANGES IN THE IMPACT OF THE SCHEME ON THE CURRENT SRI SE 

POLICYHOLDERS 

5.1 As discussed in Section 8 of the Report, there will be a small change (on both a gross and a net of reinsurance basis) 

to the reserves and risk exposures in SRI SE as a result of the Scheme and no changes will result from the Scheme in 

policy servicing or administration. The existing policyholders of SRI SE currently enjoy a degree of financial security in 

terms of reserve strength and excess assets as afforded by a very well-capitalised company, and will continue to do so 

if the Scheme is sanctioned. 

5.2 Moreover, in the event of SRI SE becoming insolvent sometime in the future, those policyholders of SRI SE with direct 

policies will rank alongside the Transferring Policyholders with direct policies, and ahead of all other policyholders; and 

those current SRI SE policyholders with reinsurance or retrocessional contracts will rank alongside the Transferring 

Policyholders with reinsurance or retrocessional contracts. Therefore, post-Scheme, in this unlikely circumstance, there 

would be a small change in the proportions of existing SRI SE policyholders (and Transferring Policyholders) with direct 

policies and those with reinsurance or retrocessional contracts. Nonetheless, given the financial strength of SRI SE, I 

do not believe that the small change in winding-up priorities as a result of the Scheme will materially disadvantage the 

existing policyholders of SRI SE.  

5.3 Nothing has emerged within, or from analysis of, the Additional Information to persuade me that the above conclusions, 

which I had explained in the Report, require revision. I remain satisfied that the Scheme will not have a materially 

adverse effect on the security of, or the service levels enjoyed by, the existing policyholders of SRI SE.   
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6. OTHER CONSIDERATIONS 

SWISS RE GROUP REORGANISATION 

6.1 Since I prepared the Report, the Swiss Re Group (or the Group) has announced9 proposed changes to the legal 

structure of the Group.  

6.2 As part of the changes, the Group intends to make SRZ (rated AA- by S&P) the sole direct wholly-owned operating 

subsidiary of Swiss Re Ltd. SRZ would in turn have separate holding companies for the business units of Reinsurance 

and Corporate Solutions, which would continue to operate independently. 

6.3 The target legal entity structure for the Group is expected to be implemented by the end of 2021, subject to receipt of 

the required regulatory approvals10. The structure of the relevant parts of the Swiss Re Group post-Scheme and post-

reoganisation is shown in Figure 6.1 below.  

Figure 6.1 
Simplified Post-Scheme and Post-Reorganisation Corporate Structure for the Swiss Re Group 

 

 

6.4 As a function of the proposed reorganisation, the existing and prospective business of SRCS (the immediate parent of 

SRI SE at the date of this Supplemental Report) is to be assumed/written by SRZ, and SRCS will cease as an operating 

entity within the Swiss Re Group on or before the completion of the reorganisation, but after the implementation of the 

Scheme.  

  

_______________________________________________________________________________ 

 

 

 
9 The announcement was made on on 25 September 2020 

10 For the avoidance of doubt, the regulatory approvals include those required from FINMA. 
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6.5 I have not made any allowance for the proposed reorganisation to take place. I believe that this is sufficient for my 

purposes because: 

 There will be no change to the business written by SRI SE as a result of the reorganisation; 

 The only change to SRI SE's business will be that the outwards intra-group reinsurance with SRCS (an AA- rated 

Group reinsurer) will move to SRZ (another AA- rated Group reinsurer). I note that as at 30 June 2020, SRZ’s risk-

bearing capital (RBC) comfortably exceeded external regulatory capital requirements (as measured by the SST). 

Thus, given that the regulatory capital is calibrated at broadly the level of a 1-in-200 year event (over a one-year 

time horizon) such a level of RBC implies that a very extreme event (i.e. more remote than a 1-in-200 year event) 

would need to occur for SRZ’s capital to be exhausted. In addition, as at 30 September 2020, SRZ held cash/cash-

equivalents (and short-term investments) in excess of the $4.9 billion recorded as at 31 December 2019. I am 

therefore satisfied that SRZ holds adequate capital and liquidity to fulfil its obligations to SRI SE under the outwards 

intra-group reinsurance (that will move from SRCS to SRZ as a result of the reorganisation) in all but very extreme 

scenarios (the likelihood of which are remote); 

 SRI SE is part of the Swiss Re Group both before and after the reorganisation; 

 As at 30 September 2020, the Swiss Re Group maintained its very strong capital position with the Group SST ratio 

above the target level of 220%11 throughout the third quarter of 2020, i.e. the Swiss Re Group was a very well-

capitalised entity as at 30 September 2020 based on my financial strength ratings (see paragraph 6.5 of the 

Report). I also note that the Group SST calculation includes a forward-looking estimate for ultimate COVID-19 

related losses and assumes future dividend payments; and 

 The Swiss Re Group does not intend for this reorgaination to be completed prior to the implementation of the 

Scheme, and I believe that there are sufficient regulatory requirements (operated by FINMA) to protect the interests 

of Swiss Re Group policyholders (including those of the policyholders of SRI SE, which will include the Transferring 

Policyholders post-Scheme) at the time the reorganisation goes ahead (subject to receipt of the required regulatory 

approvals).      

6.6 I am therefore satisfied that the proposed reorganisation does not affect any of my conclusions in the Report (and 

Supplemental Report).  

OPERATIONAL PLANS AND CHANGES IN ASSETS AND LIABILITIES UP TO THE EFFECTIVE DATE 

6.7 SRSI, Palatine and SRI SE have confirmed to me that, other than anything indicated above, they have made no changes 

to their operational plans and there have been no significant changes in assets or liabilities up to the date of this 

Supplemental Report (and none are expected up until the Effective Date anticipated to be 31 December 2020) about 

which they have not informed me. 

THE LIKELY EFFECTS OF THE SCHEME UPON REINSURERS OF THE TRANSFERRING BUSINESS 

6.8 As noted in paragraph 9.17 of the Report and as explained in the preceding paragraphs in the Report, I concluded that, 

I was satisfied that the the Scheme will not have a materially adverse effect on the reinsurers of SRSI and Palatine 

whose contracts of reinsurance are to be transferred to SRI UK by the Scheme. Nothing has emerged within, or from 

analysis of, the Additional Information to persuade me that the above conclusion, which I had explained in the Report 

requires revision. 

_______________________________________________________________________________ 

 

 

 
11 Swiss Re News release, dated 30 October 2020. 
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US TRUST FUNDS 

6.9 The Swiss Re Group has confirmed to me that the NAIC are content to cancel the LOC supporting the SRSI Trust Fund 

and transfer the remaining surplus lines business to the SRI SE Trust Fund without additional funding. I am therefore 

satisfied that the cancellation of the LOC supporting the SRSI Trust Fund does not affect any of my conclusions in the 

Report.   

U.S. RECOGNITION OF PART VII TRANSFERS 

6.10 As described in paragraph 9.33 of the Report (footnote 38) legal advice on the U.S. recognising the Scheme has been 

sought and a memo on the subject, dated 2 October 2020, has been prepared by the U.S. office of the lawyers acting 

for the Companies (in relation to the Scheme). 

6.11 I have seen the aforesaid legal memo, obtained by the Companies, that states it is likely that a U.S. court would apply 

well-settled principles of comity and recognise the Order of the Court approving the Scheme. I am not a legal expert 

and cannot comment on the detail of the advice provided but, based on the arguments put forward, the conclusions 

and the opinion appear to me to be reasonable. Because the legal advice has been provided by a reputable firm with 

suitable experience, because the advice provided appears to me to be well presented and has not raised any questions 

or concerns, and because it is consistent with my understanding of similar advice offered in respect of previous Part VII 

transfers, I have decided that there is no need for me to seek further legal advice on the matter from lawyers otherwise 

unconnected with the proposed Scheme.   

TAXATION 

6.12 The Swiss Re Group has confirmed to me that the intra-group transfers of insurance business between the Companies 

under the Scheme are tax neutral from each company's tax perspective and so no tax liabilities have been identified as 

arising from the Scheme.    

FCA TEST CASE    

6.13 The first-instance judgment in the Financial Conduct Authority (FCA) Business Interruption test case against 8 insurers 

was published on 15 September 2020, and the Court found in favour of policyholders on several issues. An application 

to have the appeal heard by the Supreme Court was successful, and the Supreme Court hearing commenced on 16 

November 2020 and its judgement is not expected before late 2020 or the first quarter of 2021. Given the additional 

reserves announced by the Swiss Re Group in the third quarter of 2020 (see paragraph 2.30 above) the Group does 

not, at the date of this Supplemental Report, expect the final judgement on the test case to have a material impact 

beyond the IBNR provisions already assessed, which does not appear unreasonable, and as such, does not affect any 

of my conclusions in the Report. 

THE APPROACH TO COMMUNICATION WITH POLICYHOLDERS 

6.14 The Swiss Re Group has written to the Transferring SRSI Policyholders and the Transferring Palatine Policyholders, 

and to the outwards reinsurers of SRSI and Palatine on the basis set out in the witness statements provided to the 

Court at the directions hearing.   

6.15 In accordance with waivers granted by the Court, SRI SE has not directly notified any of its existing policyholders. 

6.16 In addition to direct, written correspondence, Swiss Re has also arranged indirect notification via advertisements in the 

London, Edinburgh and Belfast Gazettes, as well as in The Times and The Financial Times, in the UK; the Iris Oifgiuil 

The Irish Times; and The Irish Independent, in the Republic of Ireland; and The New York Times in United States of 

America. Further, at the request of EU regulators, the Swiss Re Group has arranged indirect notification via 

advertisements in the following EEA newspapers: Aftenposten (Norway); The Times of Malta and L'Orizzont (Malta); 

and Naftemporkik and Kathimerini (Greece).  

6.17 The letters, notices and advertisements have referred all queries to a postal address, a telephone number, and a 

website and the website includes a dedicated e-mail address.  
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6.18 Policyholder Statements and Letters12 were sent by mail as follows: 

 For Transferring Policyholders, approximately 600 copies of the Policyholder Statement (printed on SRCS 

letterhead) were sent by first class post (or airmail for addressees outside the UK) in each case personalised with 

the name and address of the policyholder. I also note that the Swiss Re Group is undertaking a weekly review of 

its records to capture on an ongoing basis any new claimants; 

 For brokers, approximately 80 copies of the Broker Letter (printed on SRCS letterhead) were sent by first class 

post (or airmail for addressees outside the UK) in each case personalised with the name and address of the broker; 

and 

 For outwards reinsurers of the Transferors, approximately 12 copies of the Outwards Reinsurer Letter (printed on 

SRCS letterhead) together with a statement containing the terms of the Scheme and the IE Summary were sent 

by first class post (or airmail for addressees outside the UK) in each case personalised with the name and address 

of the reinsurer.  

Responses 

6.19 As at 26 November 2020, 12 responses to the above notifications had been received. These responses have all been 

logged by date and time, as applicable, together with replies. Copies of all correspondence have been retained. I set 

out in Figure 6.2 below the breakdown of the queries received in respect of the Scheme.   

Figure 6.2  
Breakdown of the Queries Received in Respect of the Scheme 

   

6.20 As per Figure 6.2 above, six responses have been general enquiries (i.e. a relatively small number compared to the 

number of letters sent, see paragraph 6.18 above), and there have been four returns (i.e. again, a relatively small 

number compared to the number of letters sent, see paragraph 6.18 above). The two ‘Other’ responses were from 

liquidators, confirming in each case that the company written to had been dissolved. Thus to date, there have been no 

queries of note, and no objections to the Scheme have been recorded. 

6.21 In relation to the four returns noted above, the Swiss Re Group has informed me that, where possible, it has re-mailed 

policyholders, using newly located e-mail addresses found on additional Google searches. 

6.22 Based on there being no objections to the Scheme (as at the date of this Supplemental Report) and my review of the 

enquiries received by and related responses from Swiss Re, I have not identified any matter that would cause me to 

perform additional analysis or lead me to revise the conclusions set out in the Report and this Supplemental Report. 

  

_______________________________________________________________________________ 

 

 

 
12 The Letters represent: letters sent to brokers (for policies that were effected through brokers), i.e. Broker Letters, explaining what the proposed Scheme 

means for the Transferring Policyholders; and letters sent to outwards reinsurers of the Transferors, i.e. Outwards Reinsurer Letters, explaining what the 

proposed Scheme means for the outwards reinsurers of the Transferors.   

Document request

General enquiry 6

Technical enquiry

Returns 4

Objections

Complaints

Other 2

TOTAL 12

Number of 

Queries
Query Type
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7. CONCLUSIONS 

CONFIRMATION OF OPINION 

7.1 I have further considered the effect of the proposed Scheme on the policyholders of SRSI, Palatine and SRI SE in the 

light of the Additional Information made available to me since the date of the Report. I confirm that my overall opinion 

and conclusions as set out in Section 10 of the Report are unchanged. 

7.2 In reaching this opinion I have complied in all material respects with the principles set out in paragraph 10.2 of the 

Report. 

DUTY TO THE COURT 

7.3 As required by Part 35 of the Civil Procedure Rules, I hereby confirm that I understand my duty to the Court and have 

complied with that duty.  

STATEMENT OF TRUTH 

7.4 I confirm that, insofar as the facts stated in this Supplemental Report are within my own knowledge, I have made clear 

which they are and that I believe them to be true, and that the opinions I have expressed represent my true and complete 

professional opinion. 

 

 

 

 

 

 
Gary Wells / 26 November 2020 

Fellow of the Institute and Faculty of Actuaries 
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APPENDIX A KEY SOURCES OF DATA 

A.1. In writing the Supplemental Report, I relied upon the accuracy of certain documents provided by SRSI, Palatine and 

SRI SE. These included, but were not limited to the following: 

SRSI 

 Balance sheet and income statement as at 30 September 2020 

 QRT as at 30 September 2020 

 An e-mail from the Swiss Re Group, dated 6 October 2020, confirming that the NAIC’s are satisfied to cancel the 

LOC supporting the U.S. Trust Fund and transfer the surplus lines business.  

SRI SE 

 Trial Balance as at 30 September 2020 

 QRT as at 30 September 2020 

 Risk dashboard as at 30 June 2020  

 Reserving updates for the valuation as at 30 September 2020 

 Reinsurance asset (split by reinsurer) as at 30 September 2020 

 COVID-19 update as at 30 September 2020  

 Solvency II minor model changes reports for Q1 and Q2 2020  

Palatine 

 Balance sheet and income statement as at 30 September 2020 

 QRT as at 30 September 2020  

Swiss Re Group 

 Balance sheet for SRZ as at 30 September 2020  

 SST metrics for SRZ as at 30 June 2020  

Scheme 

 Summaries of the responses received in respect of the notifications process, and of the Companies’ responses to 

those, as at 26 November 2020  

 A sample of the correspondence. 

 A memo entitled U.S. Recognition of Part VII Transfers and dated 2 October 2020, from the US office of the lawyers 

retained by the Companies (in relation to the Scheme).  

Witness Statements 

 Draft witness statements of due service and compliance.  

 

Information relating to the items listed above was also gathered during discussions and e-mails with staff of SRSI, Palatine and 

SRI SE.  
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APPENDIX B LETTER OF REPRESENTATION 
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