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1. Purpose and Scope 

1.1 I, Derek Newton, prepared a report (the “Report") to the Court, dated 18 July 2022 and entitled "Report of 

the Independent Expert to the High Court of Justice in England & Wales on the proposed transfer of 

business from QBE UK Limited, from The World Marine & General Insurance PLC and from R&Q Eta 

Company Limited to Inceptum Insurance Company Limited". 

1.2 The conclusions of the Report were largely based on audited financial information up to 31 December 2021 

(in respect of WMG, Eta and Inceptum) and up to 31 December 2020 (in respect of QUK, although 

unaudited information relating to QUK as at 30 September 2021 was also used). Since preparing the Report, 

I have been provided with more recent financial and other information in respect of the Parties (the 

“Additional Information"). Details of the material elements of the Additional Information are set out in 

Appendix B. 

1.3 In paragraphs 1.28 and 2.3 of the Report, I stated that, shortly before the Court hearing at which an order 

sanctioning the Scheme would be sought, I would review any relevant matters that might have arisen since 

the date of the Report (I further referred to such a review in paragraphs 1.44, 4.169 and 10.6). Such relevant 

matters would typically include: 

 the extent to which the operational plans of the Parties have altered (relative to their position at the date 

of the Report);  

 the latest financial statements of the Parties (and, to the extent that they are relevant, those of AIEL and 

R&Q Re);  

 the latest forecast financial statements of the Parties (and, to the extent that they are relevant, those of 

AIEL and R&Q Re); 

 the most recently prepared figures (actual and forecast) relating to the solvency capital position of the 

Parties (and, to the extent that they are relevant, those of AIEL and R&Q Re); and 

 the responses received by the Parties to their communications with policyholder and other parties 

concerning the proposed Scheme (and how the Parties have reacted to those responses). 

1.4 I also stated in the Report that I would explicitly consider the following items: 

 Any updates relating to Inceptum’s application to the PRA to vary its permissions, allowing it to effect 

contracts of (re)insurance, therefore allowing it to accept the Transferring Business; and 

 developments associated with the conflict in Ukraine and the current economic conditions. 

1.5 This report (the "Supplemental Report") provides a brief summary of my review of the Additional 

Information and explains how, as a result of my review of the Additional Information, I have changed my 

conclusions, if at all, from those set out in the Report. As such, the Supplemental Report should be 

considered supplemental to the Report and does not supersede it. Unless stated otherwise in the 

Supplemental Report, all analyses and conclusions as set out in the Report remain valid.  

1.6 The Supplemental Report should be read in conjunction with the Report and the full terms of the Scheme. 

The Supplemental Report has been produced on the same basis 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 (in particular, those 

set out in paragraphs 1.49 – 1.62 of the Report). Terms used in this Supplemental Report have the same 

meanings as in the Report (I have attached, in Appendix A, a list of definitions of terms that, when they first 

appear in this Supplemental Report, are shown in bold type). 
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1.7 Reliance has been placed upon, but is not limited to, the Additional Information, as well as upon the 

information set out in Appendix B of the Report. My opinions depend on the accuracy and completeness of 

this data, information and the underlying calculations. I have discussed the Additional Information with the 

Parties and have considered how it has changed from similar information provided in support of the Report. 

Except where stated otherwise, I have not re-reviewed the methodology and assumptions used by the 

Parties in their assessments of the liabilities and solvency capital of their respective firms, and I have not 

attempted to review in detail the calculations performed. I am unaware of any issue that might cause me to 

doubt the material accuracy of the Additional Information, but I give no warranty as to its accuracy. I accept 

no responsibility for errors or omissions arising in the preparation of the Supplemental Report, providing 

that this shall not absolve my liability arising from an opinion expressed recklessly or in bad faith. I note that 

the Parties have confirmed to me, in the Letters of Representation that are shown in Appendix C of this 

Supplemental Report, that, to the best of their knowledge and belief, all data and information that they have 

provided to me is accurate and complete. 

1.8 In all cases, I have requested the most recent information available. The Parties have informed me that 

there have been no developments since the date of the Report, other than as provided in the Additional 

Information, that might be relevant to the Scheme. 

1.9 The Effective Date of the Scheme remains as stated in the Report, i.e. 2 December 2022. 

1.10 I am required to comply with relevant professional standards and guidance maintained by the Financial 

Reporting Council and by the IFoA, including TAS 100: Principles for Technical Actuarial Work, TAS 200: 

Insurance and Actuarial Profession Standard X3: The Actuary as an Expert in Legal Proceedings. I have 

complied with such standards, subject to the principles of proportionality and materiality.  

1.11 In accordance with Actuarial Profession Standard X2, as issued by the IFoA, I have considered whether this 

Supplemental Report should be subject to Work Review. I concluded that it should, and I have also decided 

that the Work Review should be conducted by an individual who has not otherwise been involved in the 

analysis underlying this Supplemental Report or in the preparation of this Supplemental Report, but who 

would have had the appropriate experience and expertise to take responsibility for the work himself. In other 

words, I have decided that this 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. 

1.12 This Supplemental Report has been prepared under the terms of the guidance set out in the Policy 

Statement and in SUP18. I have also followed the guidance contained within the FCA’s guidance paper 

FG22/1. 

1.13 In paragraph 6.3 of the Report, I explained that certain capital requirements are private matters between 

insurers and the PRA and, therefore, I was not at liberty to disclose in the Report actual figures relating to 

those requirements, or figures by which those amounts could be calculated, other than where consented to 

by the company concerned. As part of my analysis, I considered the extent to which each of the Parties held 

capital in excess of their regulatory solvency levels and referred to the ratio of the actual capital that the 

entity under consideration held relative to the regulatory solvency capital requirement to be the “Capital 

Cover Ratio”. Purely for comparative purposes in the Report, I defined the following terms: 

 “sufficiently capitalised” refers to a Capital Cover Ratio between 100% and 119%; 

 “more than sufficiently capitalised” refers to a Capital Cover Ratio between 120% and 149%; 

 “well-capitalised” refers to a Capital Cover Ratio between 150% and 199%; and 

 “very well-capitalised” refers to a Capital Cover Ratio of 200% or more. 

In this Supplemental Report, I have adopted the same terminology.  

1.14 The remainder of the Supplemental Report follows, for ease of reference, a structure that is similar to that 

of the Report, albeit omitting background information and explanation that does not require repeating:  

 Section 2:  I provide an executive summary of the Supplemental Report. 

 Section 3:  I consider any changes in the information underlying the Report for the Parties. This is 

equivalent to Section 4 of the Report; I have not repeated in the Supplemental Report the background 

to the regulatory environment in which the Parties operate, which was described in Section 3 of the 

Report and which has not changed.  
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 Section 4:  I consider any changes resulting from the Additional Information in my view of the likely 

impact of the Scheme on the Transferring Policyholders. This is equivalent to Section 6 of the Report; 

I have not repeated in the Supplemental Report the key provisions of the Scheme, which had appeared 

in Section 5 of the Report. 

 Section 5:  I consider any changes, resulting from my review of the Additional Information, in my view 

of the likely impact of the Scheme on the QUK Non-Transferring Policyholders. This is equivalent to 

Section 7 of the Report. 

 Section 6: I consider any changes, resulting from my review of the Additional Information, in my view 

of the impact of the Scheme on the Eta Non-Transferring Policyholders and on the WMG Non-

Transferring Policyholders. This is equivalent to Section 8 of the Report. 

 Section 7:  I consider the likely impact of the Scheme on those who, as at the Effective Date, were 

already existing policyholders of Inceptum. This is equivalent to Section 9 of the Report.  

 Section 8:  I cover more general issues relating to the Scheme and the management of the Parties. 

This is equivalent to Section 10 of the Report. 

1.15 I summarise my conclusions in Section 9. 
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2. Executive Summary 

CONCLUSION 

2.1 In paragraph 2.1 of the Report, I set out my conclusions in respect of the impact of the Scheme on the 

various groups of policyholders who might be affected. I have considered developments that have occurred 

since the date of the Report, including the latest financial statements for the Parties. While these 

developments have resulted in changes to some of the metrics that I have used when formulating my views, 

none have created changes of sufficient magnitude that have caused me to revise my conclusions. 

2.2 Therefore, in my opinion, provided the proposed Scheme operates as intended, and I have no grounds for 

believing that it will not do so,  

 the Scheme will not materially adversely affect the security of the benefits of:  

o the QUK Transferring Policyholders; 

o the QUK Non-Transferring Policyholders; 

o the Eta policyholders; 

o the WMG policyholders; 

o the existing Inceptum policyholders; 

and 

 the Scheme will not have any impact on service standards experienced by: 

o the QUK Transferring Policyholders; 

o the QUK Non-Transferring Policyholders; 

o the Eta policyholders; 

o the WMG policyholders; and 

o the existing Inceptum policyholders. 

2.3 These conclusions are unchanged from those set out in paragraph 2.1 in the Executive Summary of the 

Report. 

THE IMPACT OF THE SCHEME UPON THE TRANSFERRING POLICYHOLDERS 

2.4 I have reviewed updated estimates of the unpaid loss reserves of the Transferring Business, as carried 

out by the R&Q Group actuaries as at 30 June 2022, as well as updated financial statements and solvency 

calculations for each of the Parties as at the same date, including projections for the business on a post-

Scheme basis. I also considered updated financial information for R&Q Re and AIEL as at 30 June 2022. 

2.5 Based on my review of the updated information, my conclusions concerning the reserve strength and excess 

assets of each of the Parties are unchanged from those as set out in the Report. Accordingly, my conclusion 

remains that the Transferring Policyholders will not be materially adversely affected due to relative 

differences in the financial strength of Inceptum post-Scheme, as compared to those of QUK, Eta and WMG 

pre-Scheme. 

2.6 My conclusions regarding matters other than financial strength, including changes in risk exposures, the 

position of the Transferring Policyholders in the event of insolvency and policy servicing, are also 

unchanged. I therefore continue to be satisfied that the Scheme will not affect in a materially adverse way 

either the financial security or the policy servicing levels enjoyed by the Transferring Policyholders. 

THE IMPACT OF THE SCHEME UPON THOSE POLICYHOLDERS REMAINING WITHIN QUK 

2.7 Given the relatively small size of the Transferring Business compared to that of QUK as a whole (and the 

fact that it is, in any case, 100% reinsured into R&Q Re), the Scheme will have very little impact on QUK. 

As such, I continue to be satisfied that the Scheme will not affect in a materially adverse way either the 

financial security or the standards of policy servicing currently enjoyed by the QUK Non-Transferring 

Policyholders, and by any holders of QUK policies that become Excluded Policies. 
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THE IMPACT OF THE SCHEME ON THE POLICYHOLDERS OF ETA OR OF WMG NOT TRANSFERRING TO 

INCEPTUM UNDER THE SCHEME 

2.8 The only policyholders who will remain within either Eta or WMG will be those (if any) whose policies become 

Excluded Policies. I continue to be satisfied that the security of the contractual rights and the standards of 

policy servicing currently enjoyed by the policyholders (if any) who will remain within either Eta or WMG will 

not be adversely affected by the Scheme. 

2.9 In reaching this conclusion I have noted that: 

 post-Scheme, while they retain the various permissions from the PRA (which will not be withdrawn 

while insurance liabilities remain), both Eta and WMG will maintain solvency capital that is at least equal 

in value to the MCR. As such, the security of any remaining insurance liabilities would be very well 

protected; and 

 there continue to be no planned changes post-Scheme to the policy service standards within either Eta 

or WMG. 

THE IMPACT OF THE SCHEME UPON THE EXISTING POLICYHOLDERS OF INCEPTUM 

2.10 As the updated information provided to me relating to Inceptum’s financial position (both pre- and post-

Scheme) had not materially changed since that available to me at the time of writing the Report, I continue 

to be satisfied that the existing policyholders of Inceptum will not be materially adversely affected due to 

relative differences in the financial strength of Inceptum pre-Scheme and post-Scheme. There were also no 

changes affecting other matters, including changes in risk exposures, the position of the Transferring 

Policyholders in the event of insolvency and policy servicing. 

2.11 Therefore, I remain satisfied that the Scheme will not affect, in a materially adverse way, either the financial 

security or the policy servicing levels enjoyed by the existing Inceptum policyholders. 

APPROACH TO COMMUNICATION WITH POLICYHOLDERS 

2.12 I have been informed that all policyholder and other communications concerning the Scheme have been 

carried out as per the plans detailed in the Report. As at the time of writing, these communications had only 

triggered a small number of general enquiries, and no objections to the Scheme had been received.  
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3. Changes since the Report in the entities concerned in the 

Scheme  

3.1 In this section of the Supplemental Report, I set out the elements of the background information and key 

metrics relating to the entities involved in the Scheme that, as they are based on more recent information, 

differ from those stated in the Report. 

QUK 

3.2 In the Report, I provided details from QUK’s audited financial statements as at 31 December 2020, as well 

as from its (unaudited) accounts as at 30 September 2021. QUK has now published its financial statements 

as at 31 December 2021. It has also provided me with both (unaudited) management accounts as at 30 

June 2022 and its updated solvency position, as per its QRTs as at 30 June 2022.  

Balance sheets 

3.3 In Table 3.1, below, I show the simplified UK GAAP balance sheet for QUK as at 30 June 2022, together 

with how the Scheme would have impacted the balance sheet had it been implemented as at the same 

date. This is equivalent to Figure 5.1 of the Report. 

TABLE 3.1 PRE- AND POST-SCHEME SIMPLIFIED UK GAAP BALANCE SHEET FOR QUK AS AT 30 JUNE 2022 (£ MILLIONS) 

 

3.4 In Table 3.2, below, I show QUK’s reserves on a UK GAAP basis as at 30 June 2022. I have been informed 

by QUK that these have been calculated using the same general approach and methodologies as were 

used in calculating the equivalent reserves as at the year-ends 2020 and 2021, with the assumptions being 

amended as appropriate to reflect emerging experience and changing expectations of future experience 

(e.g. in respect of future inflation). 

TABLE 3.2 QUK’S RESERVES ON A UK GAAP BASIS AS AT 30 JUNE 2022 (£ MILLIONS) 

 

3.5 As at 30 June 2022, QUK’s UK GAAP reserves were 2% and 18% larger (gross and net of reinsurance 

respectively) than they had been as at 31 December 2020.  

3.6 Over the calendar year 2021: 

 written premiums increased over those written in 2020 by 18.7% (gross of reinsurance) and by 24.7% 

net of reinsurance; 

 both the direct written premiums and the outstanding claim amounts relating to shorter-tailed classes 

of business (such as fire and property damage) have reduced relative to those relating to longer-tailed 

classes of business (especially motor liability); 

 the underlying claims experience has been more benign than it had been in 2020.  

Pre-Scheme
Transferring 

Business
Post-Scheme

Assets

Cash and investments 2,576 2,576

Reinsurers share of technical provisions 893 53 840

Receivables 1,065 1,065

Other assets 163 163

Total Assets 4,697 53 4,644

Liabilities

Outstanding claims 2,265 53 2,212

Unearned premium 771 771

Payables 822 822

Other liabilities 39 39

Total Liabilities 3,898 53 3,844

Net Assets 799 0 799

Claims 

Outstanding
UPR TOTAL

Gross 2,265 771 3,036

Ceded -741 -152 -893

Net 1,524 619 2,143
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I have been informed that the 2021 experience has largely continued similarly into 2022, although inflation 

and expectations of inflation rates in the short term have increased. 

3.7 In Table 3.3, below, I show the simplified Solvency II balance sheet for QUK as at 30 June 2022, together 

with how the Scheme would have impacted the balance sheet had it been implemented as at the same 

date, and the corresponding Capital Cover Ratios. This is equivalent to Figure 5.2 of the Report.  

TABLE 3.3 PRE- AND POST-SCHEME SIMPLIFIED SOLVENCY II BALANCE SHEET AND CAPITAL COVER RATIOS FOR QUK AS 

AT 30 JUNE 2022 (£ MILLIONS) 

 

3.8 I have been informed by QUK that its Solvency II TPs were calculated as at 30 June 2022 using the same 

general approach and methodologies as were used in calculating the equivalent TPs as at the year-ends 

2020 and 2021. As at 30 June 2022, QUK’s TPs were 11% and 3% smaller (gross and net of reinsurance 

respectively) than they had been as at 31 December 2020. The discount rate applied to the TPs as at 30 

June 2022 is higher than it had been as at 31 December 2020. This, together with the benign claims 

experience since 2020, with some offsetting due to higher short-term inflation expectations, accounts for 

most of the reduction in the gross technical provisions. 

3.9 As at 30 June 2022, QUK’s Capital Cover Ratio, as shown above in Table 3.3, is essentially unchanged 

from its value of 162% as at 30 September 2021, as reported in Figure 5.2 of the Report. This reflects a 

number of underlying movements to the balance sheet and SCR, driven by both additional business being 

written and increasing yields. Overall, (pre-scheme) assets increased by around 4.5% whereas liabilities 

increased by 6.2%, driven by an increase in payables. EOFs have reduced, by around 2%, and the SCR 

has also reduced, by just under 2%. Given that the Capital Cover Ratio has remained essentially 

unchanged, as at 30 June 2022, I consider that QUK remains a well-capitalised insurer. 

3.10 As can be seen from Table 3.1 and Table 3.3, above, the expected impact of the Scheme on QUK’s balance 

sheets, under both UK GAAP and Solvency II, would have been minimal as at 30 June 2022, and the impact 

remains much in line with that shown in the Report, in Figures 5.1 and 5.2. 

QUK Transferring Business 

3.11 As at 30 June 2022, QUK carried reserves (gross of reinsurance) in respect of the QUK Transferring 

Business as follows: 

 £53.1 million on a UK GAAP basis (the equivalent amount as at 31 December 2020 was £58.0 million); 

and 

 £55.8 million on a Solvency II basis (the equivalent amount as at 31 December 2020 was £59.2 million). 

Pre-Scheme Transferring Business Post-Scheme

Assets

Cash and investments 2,602.0 2,602.0

Reinsurers share of technical provisions 657.5 55.8 601.7

Receivables 757.9 757.9

Other assets 0.0 0.0

Total Assets 4,017.4 55.8 3,961.6

Liabilities

Technical provisions 2,432.7 55.8 2,376.9

Payables 621.2 621.2

Other liabilities 76.3 76.3

Total Liabilities 3,130.2 55.8 3,074.4

Net assets (own funds) 887.2 0.0 887.2

Less ineligible own funds -13.1 -13.1

Plus ancillary own funds 160.0 160.0

Eligible own funds to meet the SCR 1,034.1 0.0 1,034.1

Adjustment for Tier 2 capital -160.0 -160.0

Eligible own funds to meet the MCR 874.1 0.0 874.1

SCR 637.1 -1.5 635.6

Ratio of eligible own funds to SCR 162% 163%

MCR 284.4 -0.7 283.8

Ratio of eligible own funds to MCR 307% 308%
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3.12 These reserve reductions are due to the gradual running-off of the business since the 2020 year-end. The 

reserves have not been adjusted for the increase in the expected inflation rates over the next year or so.  

Reinsurance 

3.13 During 2021, QEO secured from QBE Group’s captive reinsurer, Equator Re, an adverse development 

cover, which was intended to cap the cost to QUK, net of reinsurance, of the business interruption claims 

that had been triggered by the COVID-19 pandemic. Otherwise, QUK’s outwards reinsurance programme 

remains much as described in the Report, with covers provided by reinsurers with S&P credit ratings of ‘A-

‘ or better.  

Other 

3.14 The situation described in the Report remains unchanged in respect of the following: 

 The background to QUK; 

 QUK’s financial strength ratings – as at 6 October 2022 these remain as stated in paragraph 4.16 of 

the Report. 

 QUK’s system of governance (save for the disbandment of the Investment Committee, which had been 

mentioned as likely to happen in paragraph 4.18 of the Report); 

 QUK’s risk management strategy; 

 The risks faced by QUK and its risk appetite; 

 QUK’s capital policy; 

 QUK’s conduct risk policy; and 

 QUK’s operational plans. 

3.15 I am not aware of any material market developments that have affected QUK between the dates of the 

Report and this Supplemental Report.  

ETA 

3.16 I stated in the Report that, as at 31 December 2021, on both a UK GAAP basis and a Solvency II basis, Eta 

held nil technical provisions for outstanding liabilities. That remains the case as at 30 June 2022. 

3.17 I have been provided with (unaudited) management accounts for Eta as at 30 June 2022. These show that, 

as at 30 June 2022 and on a UK GAAP basis, Eta held: 

 total assets of £7.2 million (the equivalent amount as at 31 December 2021 was £7.7 million) – this 

includes £6.8 million deposited as FAL in support of the R&Q Group’s underwriting activities at Lloyd’s, 

the same as at 31 December 2021; 

 total liabilities of £23k (the equivalent amount as at 31 December 2021 was £54k); resulting in  

 net assets of £7,221k (the equivalent amount as at 31 December 2021 was £7,682k).  

The reduction in net assets over the year to date is mostly the result of unrealised losses within Eta’s 

investments, with its investment income over the year to date largely matching its expenses over the same 

period. 

3.18 I have also been provided with the QRTs that Eta submitted to the PRA as at 30 June 2022. These show 

Eta’s solvency capital requirements and the EOFs available to meet those requirements as set out in Table 

3.4, below.  

TABLE 3.4 ETA’S ELIGIBLE OWN FUNDS AND SOLVENCY REQUIREMENTS AS AT 30 JUNE 2022 (£ MILLIONS) 

  

3.19 As at 30 June 2022, Eta’s EOFs and SCR have both reduced relative to their values as at 31 December 

2021, reflecting primarily the fall over the period in the asset values. However, Eta’s Capital Cover Ratio in 

respect of its SCR remains unchanged from that as at 31 December 2021. 

SCR MCR

Eligible own funds 4.0 4.0

Solvency Requirements 3.3 3.1

Capital Cover Ratio 122% 127%
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3.20 In Table 3.5, below, I show the simplified UK GAAP balance sheet for Eta as at 30 June 2022, together with 

a projected balance sheet for Eta as at 31 December 2022, and how the Scheme would have impacted that 

balance sheet had it been implemented as at the same date. This is equivalent to Figure 5.3 of the Report. 

TABLE 3.5 PRE- AND POST-SCHEME SIMPLIFIED UK GAAP BALANCE SHEETS FOR ETA (£ MILLIONS) 

 

3.21 In Table 3.6, below, I show the simplified Solvency II balance sheet for Eta as at 30 June 2022, together 

with a projected Solvency II balance sheet for Eta as at 31 December 2022 and how the Scheme would 

have impacted that balance sheet had it been implemented as at the same date. This is equivalent to Figure 

5.4 of the Report. 

TABLE 3.6 PRE- AND POST-SCHEME SIMPLIFIED SOLVENCY II BALANCE SHEET FOR ETA (£ MILLIONS) 

 

3.22 As can be seen from Table 3.5 and Table 3.6, above, the expected impact of the Scheme on Eta balance 

sheets, under both UK GAAP and Solvency II, remains much in line with that shown in the Report, in Figures 

5.3 and 5.4. 

Other 

3.23 The situation described in the Report remains unchanged in respect of the following: 

 The background to Eta; 

 Eta’s system of governance; 

 Eta’s risk management strategy; 

 The risks faced by Eta and its risk appetite; 

 Eta’s capital policy; 

 Eta’s conduct risk policy; and 

 Eta’s operational plans. 

3.24 I am not aware of any material market developments that have affected Eta between the dates of the Report 

and this Supplemental Report.  

Pre-Scheme 

Actual 

30/6/2022

Pre-Scheme

Projected

31/12/2022

Transferring 

Business

Projected

31/12/22

Post-Scheme

Projected

31/12/22

Assets

Investments 7.0 6.9 1.0 5.9

Reinsurers share of technical provisions 0.0 0.0 0.0 0.0

Debtors 0.1 0.1 0.0 0.1

Cash 0.2 0.1 0.0 0.1

Total Assets 7.2 7.1 1.0 6.1

Liabilities

Technical provisions 0.0 0.0 0.0 0.0

Creditors 0.0 0.0 0.0 0.0

Total Liabilities 0.0 0.0 0.0 0.0

Net Assets 7.2 7.1 1.0 6.1

Pre-Scheme 

Actual 

30/6/2022

Pre-Scheme

Projected

31/12/2022

Transferring 

Business

Projected

31/12/22

Post-Scheme

Projected

31/12/22

Assets

Investments 6.5 6.5 1.0 5.5

Reinsurers share of technical provisions 0.0 0.0 0.0 0.0

Debtors 0.0 0.0 0.0 0.0

Cash 0.7 0.5 0.0 0.5

Other assets 0.1 0.1

Total Assets 7.2 7.1 1.0 6.0

Liabilities

Technical provisions 0.0 0.0 0.0 0.0

Other liabilities 0.0 0.0 0.0 0.0

Total Liabilities 0.0 0.0 0.0 0.0

Net assets (own funds) 7.2 7.1 1.0 6.0

less inadmissib le assets -3.2 -3.2 0.0 -3.2

Eligible own funds 4.0 3.8 1.0 2.7
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WMG 

3.25 I have been provided with (unaudited) management accounts for WMG as at 30 June 2022. These show 

that, as at 30 June 2022 and on a UK GAAP basis, WMG held: 

 total assets of £13.4 million (the equivalent amount as at 31 December 2021 was £13.7 million); 

 total liabilities of £1.1 million (the equivalent amount as at 31 December 2021 was £1.0 million; resulting 

in  

 net assets of £12.3 million (the equivalent amount as at 31 December 2021 was £12.7 million).  

The reduction in net assets over the year to date is mostly the result of unrealised losses within WMG’s 

investments, with its investment income over the year to date largely matching its expenses over the same 

period. 

3.26 As at 30 June 2022, on a UK GAAP basis, the booked reserves for outstanding liabilities were as set out in 

Table 3.7, below. I have been informed that the UK GAAP reserves for WMG were calculated as at 30 June 

2022 using the same general approach and methodologies as were used in calculating the equivalent 

reserves as at 31 December 2021. I note that these figures are slightly higher than the equivalent figures 

as at 31 December 2021, as set out in the Report in Figure 4.9, the main driver of the differences being 

movements in the currency exchange rates. 

TABLE 3.7 WMG’S RESERVES ON A UK GAAP BASIS AS AT 30 JUNE 2022 (£’000) 

 

3.27 I have also been provided with the QRTs that WMG submitted to the PRA as at 30 June 2022. These show 

WMG’s solvency capital requirements and the EOFs available to meet those requirements as set out in 

Table 3.8, below.  

TABLE 3.8 WMG’S ELIGIBLE OWN FUNDS AND SOLVENCY REQUIREMENTS AS AT 30 JUNE 2022 (£ MILLIONS) 

 

3.28 As at 30 June 2022, WMG’s EOF has decreased from £11.8 million as at 31 December 2021, as shown in 

the Report in Figure 4.11. As its MCR was unchanged (from the absolute minimum of £3.1 million), WMG’s 

Capital Cover Ratio in respect of its MCR has decreased slightly. The calculated SCR requirement as at 30 

June 2022 is slightly less than it was as at 31 December 2021, due to reduced asset values (although, as I 

explained in the Report, the “booked” SCR cannot be less than the MCR). 

3.29 In Table 3.9, below, I show the simplified UK GAAP balance sheet for WMG as at 30 June 2022, together 

with a projected balance sheet for WMG as at 31 December 2022 and how the Scheme would have 

impacted that balance sheet had it been implemented as at the same date. This is equivalent to Figure 5.5 

of the Report. 

Claims 

Outstanding
UPR TOTAL

Gross 1,071 0 1,071

Ceded -967 0 -967

Net 103 0 103

SCR MCR

Eligible own funds 11.3 11.3

Calculated Solvency Requirements 1.4 3.1

Capital Cover Ratio 809% 362%
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TABLE 3.9 PRE- AND POST-SCHEME SIMPLIFIED UK GAAP BALANCE SHEETS FOR WMG (£ MILLIONS) 

 

3.30 In Table 3.10, below, I show the simplified Solvency II balance sheet for WMG as at 30 June 2022, together 

with a projected Solvency II balance sheet for WMG as at 31 December 2022 and how the Scheme would 

have impacted that balance sheet had it been implemented as at the same date. This is equivalent to Figure 

5.6 of the Report. 

TABLE 3.10 PRE- AND POST-SCHEME SIMPLIFIED SOLVENCY II BALANCE SHEET FOR WMG (£ MILLIONS) 

  

3.31 As can be seen from Table 3.9 and Table 3.10, above, the expected impact of the Scheme on WMG balance 

sheets, under both UK GAAP and Solvency II, remains much in line with that shown in the Report, in Figures 

5.5 and 5.6. 

Other 

3.32 The situation described in the Report remains unchanged in respect of the following: 

 The background to WMG; 

 WMG’s reinsurance arrangements; 

 WMG’s system of governance; 

 WMG’s risk management strategy; 

 The risks faced by WMG and its risk appetite; 

 WMG’s capital policy; 

 WMG’s conduct risk policy; and 

 WMG’s operational plans. 

3.33 I am not aware of any material market developments that have affected WMG between the dates of the 

Report and this Supplemental Report. 

Pre-Scheme 

Actual 

30/6/2022

Pre-Scheme

Projected

31/12/2022

Transferring 

Business

Projected

31/12/22

Post-Scheme

Projected

31/12/22

Assets

Investments 4.0 3.9 3.9 0.0

Reinsurers share of technical provisions 1.0 1.0 1.0 0.0

Intra-group loans 8.2 8.1 0.0 8.1

Cash & other assets 0.2 0.1 0.1 0.0

Total Assets 13.4 13.0 5.0 8.1

Liabilities

Technical provisions 1.1 1.0 1.0 0.0

Other liabilities 0.0 0.0 0.0 0.0

Total Liabilities 1.1 1.0 1.0 0.0

Net Assets 12.3 12.0 3.9 8.1

Pre-Scheme 

Actual 

30/6/2022

Pre-Scheme

Projected

31/12/2022

Transferring 

Business

Projected

31/12/22

Post-Scheme

Projected

31/12/22

Assets

Investments 4.1 3.9 3.9 0.0

Reinsurers share of technical provisions 0.9 0.9 0.9 0.0

Intra-group loans 8.2 8.1 8.1

Cash & other assets 0.1 0.1 0.1 0.0

Total Assets 13.3 12.9 4.9 8.1

Liabilities

Technical provisions 1.0 1.0 1.0 0.0

Other liabilities 0.0 0.0 0.0 0.0

Total Liabilities 1.1 1.0 1.0 0.0

Net assets (own funds) 12.2 11.9 3.9 8.1

less inadmissib le assets -0.9 -0.9 -0.9 0.0

Eligible own funds 11.3 11.0 3.0 8.1
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INCEPTUM 

3.34 I have been provided with (unaudited) management accounts for Inceptum as at 30 June 2022. These show 

that, as at 30 June 2022 and on a UK GAAP basis, Inceptum held: 

 total assets of £101.0 million (the equivalent amount as at 31 December 2021 was £104.5 million); 

 total liabilities of £88.0 million (the equivalent amount as at 31 December 2021 was £88.7 million; 

resulting in  

 net assets of £13.0 million (the equivalent amount as at 31 December 2021 was £15.8 million).  

The reduction in net assets over the year to date on a UK GAAP basis is mostly the result of unrealised 

losses within Inceptum’s investments and, to a lesser extent, incurred expenses. Inceptum’s investment 

income provided slight mitigation. 

3.35 As at 30 June 2022, on a UK GAAP basis, the booked reserves for outstanding liabilities were as set out in 

Table 3.11, below. I have been informed that the UK GAAP reserves for Inceptum were calculated as at 30 

June 2022 using the same general approach and methodologies as were used in calculating the equivalent 

reserves as at 31 December 2021. The long-term inflation assumption, used in reserving for PPO claims, 

remains 3% per annum for care costs and the rate at which future cashflows are discounted remains 2% 

per annum (i.e. Inceptum is continuing to assume, for UK GAAP reporting, a real rate of return of 1% per 

annum on the investments supporting the PPOs). While in practice this rate might fluctuate in the short term, 

I do not consider it unreasonable over the long term. I note that the reserve figures are very similar to the 

equivalent figures as at 31 December 2021, as set out in the Report in Figure 4.12. 

TABLE 3.11 INCEPTUM’S RESERVES ON A UK GAAP BASIS AS AT 30 JUNE 2022 (£ MILLION) 

  

3.36 I have also been provided with the QRTs that Inceptum submitted to the PRA as at 30 June 2022. These 

show Inceptum’s solvency capital requirements and the EOFs available to meet those requirements as set 

out in Table 3.12, below.  

TABLE 3.12 INCEPTUM’S ELIGIBLE OWN FUNDS AND SOLVENCY REQUIREMENTS AS AT 30 JUNE 2022 (£ MILLIONS) 

 

3.37 As at 30 June 2022, Inceptum’s Capital Cover Ratio in respect of its MCR has increased slightly from that 

as at 31 December 2021, as shown in the Report in Figure 4.14. Whilst the MCR remains at the statutory 

minimum level, EOFs have increased from £8.0 million to £8.9 million (this is contrary to the movement 

seen in the net asset value on a UK GAAP basis, as explained in paragraph 3.34, above). The increase in 

EOFs has arisen due to a reduction in the net technical provisions as a result of significant increases in the 

risk-free yield curves used to discount the technical provisions, although this decrease has been offset 

somewhat by reductions in asset values. The calculated SCR requirement as at 30 June 2022 is much less 

than it was as at 31 December 2021 (£3.3 million compared to £4.7 million previously), and hence the 

corresponding Capital Cover Ratio is higher. The reduction in the SCR has occurred primarily because of 

increases in the in the risk-free yield curves. The reduction in technical provisions has led to reductions in 

the reserve risk, counterparty risk and operational risk charges. There have also been reductions in some 

of the market risk charges.  

3.38 In Table 3.13, below, I show the simplified UK GAAP balance sheet for Inceptum as at 30 June 2022, 

together with a projected balance sheet for Inceptum as at 31 December 2022 and how the Scheme would 

have impacted that balance sheet had it been implemented as at the same date. This is equivalent to Figure 

5.7 of the Report.  

Claims 

Outstanding
UPR TOTAL

Gross 87.8 0.0 87.8

Ceded -83.6 0.0 -83.6

Net 4.1 0.0 4.1

SCR MCR

Eligible own funds 8.9 8.9

Calculated Solvency Requirements 3.3 3.1

Capital Cover Ratio 270% 286%
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TABLE 3.13 PRE- AND POST-SCHEME SIMPLIFIED UK GAAP BALANCE SHEETS FOR INCEPTUM (£ MILLIONS) 

  

3.39 In Table 3.14, below, I show the simplified Solvency II balance sheet for Inceptum as at 30 June 2022, 

together with a projected Solvency II balance sheet for Inceptum as at 31 December 2022 and how the 

Scheme would have impacted that balance sheet had it been implemented as at the same date, and the 

corresponding Capital Cover Ratios. This is equivalent to Figure 5.8 of the Report. 

TABLE 3.14 PRE- AND POST-SCHEME SIMPLIFIED SOLVENCY II BALANCE SHEET AND CAPITAL COVER RATIOS FOR 

INCEPTUM (£ MILLIONS) 

 

3.40 As can be seen from Table 3.13 and Table 3.14, above, the expected impact of the Scheme on Inceptum 

balance sheets, under both UK GAAP and Solvency II, remains much in line with that shown in the Report, 

in Figures 5.7 and 5.8, although it is noted that the value of the pre-Scheme TPs of Inceptum, on a Solvency 

II basis, are now materially less due to the significant increase in risk-free yields used to discount the 

provisions. As noted in the Report, upon completion of the Scheme, together with assets transferring from 

Eta and WMG, the R&Q Group intends to inject capital into Inceptum such that its Capital Cover Ratio 

relative to its SCR is at least 170%. Inceptum’s projected SCR as at 31 December 2022 is now somewhat 

less than that shown in the Report (it has reduced from £15.2 million to £13.7 million). This results primarily 

from the aforementioned increase in the risk-free yield curves, which have reduced reserve, counterparty 

and operational risk charges within the SCR. As a result, the amount of additional capital that will need to 

be injected into Inceptum to maintain a 170% Capital Cover Ratio has reduced, and the projected EOFs are 

now £23.4 million, reduced from £26.4 million as shown in the Report. Similarly, the projected post-Scheme 

net assets, on a UK GAAP basis, are now £30.5 million, reduced from £38.0 million as shown in the Report. 

Pre-Scheme 

Actual 

30/6/2022

Pre-Scheme

Projected

31/12/2022

Transferring 

Business

Projected

31/12/22

Post-Scheme

Projected

31/12/22

Assets

Investments 16.5 15.8 42.5 58.3

Reinsurers share of technical provisions 83.6 82.8 29.2 112.0

Debtors 0.3 0.3 0.6 0.9

Cash 0.4 0.3 0.1 0.4

Other assets 0.2

Total Assets 101.0 99.2 72.4 171.6

Liabilities

Technical provisions 87.8 86.9 54.0 140.9

Other liabilities 0.2 0.2 0.0 0.2

Total Liabilities 88.0 87.1 54.0 141.1

Net Assets 13.0 12.1 18.4 30.5

Pre-Scheme 

Actual 

30/6/2022

Pre-Scheme

Projected

31/12/2022

Transferring 

Business

Projected

31/12/22

Post-Scheme

Projected

31/12/22

Assets

Investments 16.6 15.8 42.5 58.3

Reinsurers share of technical provisions 80.6 79.8 27.1 106.8

Other assets 0.3 0.3 0.6 0.9

Cash 0.4 0.3 0.1 0.4

Total Assets 97.9 96.2 70.3 166.4

Liabilities

Technical provisions 87.5 86.6 54.1 140.8

Other liabilities 0.2 0.2 0.0 0.2

Total Liabilities 87.8 86.8 54.1 140.9

Net assets (own funds) 10.2 9.3 16.2 25.5

less inadmissib le assets -1.2 -1.2 -0.9 -2.1

Eligible own funds 8.9 8.1 15.3 23.4

SCR 3.3 3.3 13.7

Ratio of eligible own funds to SCR 270% 246% 170%

MCR 3.1 3.1 3.4

Ratio of eligible own funds to MCR 286% 260% 680%
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Other 

3.41 I noted in paragraph 4.169 of the Report that Inceptum had applied to the PRA for a variation of permission 

that would lift a restriction that effectively limited its ability to effect contracts of insurance to that of simply 

adjusting existing policies. Since the date of the Report, the PRA has approved the application; the variation 

of permission has been effective since 8 September 2022. This variation of permission is essential for 

Inceptum to be able to accept the Transferring Business.  

3.42 Otherwise, the situation described in the Report remains unchanged in respect of the following: 

 The background to Inceptum;  

 Inceptum’s reinsurance arrangements; 

 Inceptum’s system of governance; 

 Inceptum’s risk management strategy; 

 The risks faced by Inceptum and its risk appetite; 

 Inceptum’s capital policy; 

 Inceptum’s conduct risk policy; and 

 Inceptum’s operational plans. 

3.43 I am not aware of any material market developments that have affected Inceptum between the dates of the 

Report and this Supplemental Report.  
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4. The impact of the Scheme on the Transferring Policyholders  

RESERVE STRENGTH OF QUK 

4.1 In paragraphs 6.19 and 6.20 of the Report, I concluded that, although I have not reviewed in detail the 

reserves of QUK, I had no reason to believe that the technical provisions of QUK (on both a UK GAAP basis 

and a Solvency II basis) were unreasonable as at 31 December 2020 and as at 30 September 2021. 

Furthermore, with regard to the reserves held by QUK for the QUK Transferring Business, I concluded that, 

in calculating them, QUK had used appropriate methodologies and that the resulting reserves were a 

reasonable estimate of the ultimate future cost of settling these claims. However, I noted the significant 

uncertainty within these estimates. 

4.2 As noted in paragraph 3.4, above, QUK’s UK GAAP reserves as at 30 June 2022 were prepared on the 

same basis as they had been as at 31 December 2020 and comply with QUK’s reserving policy, which 

remains unaltered. As noted in paragraph 3.7, above, the TPs for QUK were prepared as at 30 June 2022 

following the same process as at 31 December 2020, and thus were based on the UK GAAP reserves as 

at 30 June 2022. 

4.3 I am unaware of any other changes that would prevent me from extending my conclusions regarding the 

technical provisions of QUK to those as at 30 June 2022. Therefore, I conclude that QUK’s technical 

provisions (on both a UK GAAP basis and a Solvency II basis) appear reasonable as at 30 June 2022, 

notwithstanding the uncertainty present. 

4.4 I have been told by QUK’s management that it continues to have no plans to change its approach to 

reserving post the Effective Date. Therefore, I continue to conclude that implementation of the Scheme will 

cause no change in the strength of QUK's technical provisions, either on a UK GAAP basis or on a Solvency 

II basis. 

RESERVE STRENGTH OF ETA  

4.5 In paragraph 6.25 of the Report, I concluded that, based on the information available to me, there appeared 

to be no need for Eta to hold any UK GAAP reserves or TPs as at 31 December 2021 and, as such, the 

reserves held appeared to be reasonable. I am unaware of anything that has occurred since then that 

suggests that Eta should be holding non-nil provisions in respect of unpaid claims and so I continue to be 

of the opinion that the nil reserves held by Eta as at 30 June 2022 are reasonable. 

RESERVE STRENGTH OF WMG 

4.6 In paragraph 6.33 of the Report, I concluded that WMG’s claims reserves on a UK GAAP basis and its TPs 

on a Solvency II basis appeared reasonable as at 31 December 2021. 

4.7 As noted in paragraph 3.26, above, WMG’s UK GAAP reserves and its TPs on a Solvency II basis were 

prepared, as at 30 June 2022, on the same basis and following the same process as they had been as at 

31 December 2021. I am unaware of any other changes that would prevent me from extending my 

conclusions regarding the technical provisions of WMG as at 31 December 2021 to those as at 30 June 

2022. Therefore, I conclude that WMG’s technical provisions (on both a UK GAAP basis and a Solvency II 

basis) appear reasonable as at 30 June 2022, notwithstanding the uncertainty present. 

RESERVE STRENGTH OF INCEPTUM 

4.8 In paragraphs 6.58 and 6.70 of the Report, I concluded that  

 Inceptum's claims reserves on a UK GAAP basis and TPs on a Solvency II basis appeared reasonable 

as at 31 December 2021, notwithstanding the uncertainty present; 

 the Scheme would result in no change to the reserve strength of Inceptum’s existing business or to the 

strength of reserves held in relation to either the Eta Transferring Business or the WMG Transferring 

Business, as compared to the reserves held pre-Scheme by those companies in respect of that 

business; and 

 the reserves that Inceptum intended to establish for the QUK Transferring Business and had used for 

its projected capital requirements were reasonable, albeit that there was a considerable degree of 

uncertainty in the reserve requirements for the portfolio and that the R&Q Group actuaries were likely 

to need to make some refinements post-Scheme to their reserving methodology. 
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4.9 As noted in paragraph 3.35, above, Inceptum’s UK GAAP reserves as at 30 June 2022 were prepared on 

the same basis as they had been as at 31 December 2021. The TPs for Inceptum were prepared as at 30 

June 2022, based on the UK GAAP reserves as at the same date and following the same process as at 31 

December 2021. 

4.10 I am unaware of any other changes that would prevent me from extending my conclusions as stated in the 

Report regarding the technical provisions of Inceptum to those as at 30 June 2022. Therefore, I conclude 

that Inceptum’s technical provisions (on both a UK GAAP basis and a Solvency II basis) appear reasonable 

as at 30 June 2022, notwithstanding the uncertainty present. 

4.11 I have also been told by Inceptum’s management that it has not changed its plans regarding reserving for 

the QUK Transferring Business and that its approach to projecting the QUK Transferring Business is 

unchanged from that as at 31 December 2021. I note that Inceptum continues to use the same long-term 

inflation rates as it did as at 31 December 2021 when projecting the technical provisions for the Transferring 

Business. While it is arguable that they should make allowance for higher inflation rates in the short term, I 

recognise that the headline inflation rates (for example, in the consumer prices index) do not necessarily 

reflect the inflation rates experienced in the various components of the type of claim emanating from the 

Transferring Business. I believe that, were a reasonable adjustment made for higher inflation rates in the 

short term (i.e. the next 2-3 years), the existing result would remain within the range of reasonable best 

estimates. Therefore, I continue to conclude that the reserves that Inceptum intends to establish for the 

QUK Transferring Business and that underlie its capital projections are reasonable, notwithstanding the 

uncertainty present and the likelihood that the R&Q Group actuaries would need to refine their reserving 

methodology once Inceptum had accepted this business. I note that in the stress tests, which I discuss 

below (see paragraph 4.32 in particular), I have considered as one of the stresses the possibility, post-

Scheme, of the reserves in respect of the Transferring Business proving materially inadequate and I have 

evaluated the effect of that eventuality on the solvency of Inceptum.  

4.12 I have also been told by Inceptum’s management that it continues to have no plans to change its approach 

to reserving post the Effective Date. Therefore, I continue to conclude that implementation of the Scheme 

will cause no change in the strength of Inceptum's technical provisions, either on a UK GAAP basis or on a 

Solvency II basis. 

EXCESS ASSETS OF QUK  

4.13 In paragraph 6.82 of the Report, I concluded that that the policyholders of QUK, including those who will 

transfer under the proposed Scheme, benefited (as at 30 September 2021) from the financial strength 

provided by a well-capitalised company. 

4.14 Since the date of the Report, I have been able to review QUK’s SFCR as at 31 December 2021, which 

contains updates of QUK’s SCR and of its EOFs. I have also received (as set out in Table 3.3, above) further 

updates of QUK’s SCR and of its EOFs as at 30 June 2022. I set out below, in Table 4.1, these various 

SCRs and EOFs.  

TABLE 4.1 QUK’S CAPITAL REQUIREMENTS AND ELIGIBLE OWN FUNDS AS AT DIFFERENT DATES 

  

4.15 I note that the Capital Cover Ratio as at 31 December 2021 reduced markedly from that as at 30 September 

2021, due to a distribution of capital from QUK to its parent during the final quarter of 2021. Profits made in 

the first half of 2022 have restored QUK’s EOFs, and hence its Capital Cover Ratio, to the levels shown as 

at 30 June 2022 in Table 4.1, above, which are very similar to those as at 31 September 2021.  

4.16 I have also been provided with a report entitled QEO Annual ORSA Report and dated 30 March 2022 ("QEO 

ORSA 2022"), which includes a forward looking assessment of SCR and own funds over the period 2021-

2024 for QEO Group entities, including QUK. The QEO ORSA 2022 appears to have been produced on 

largely the same basis as was the QEO ORSA 2021, which I discussed in the Report, concluding that the 

approach taken to assessing and projecting the capital requirements was reasonable and that the 

assumptions and therefore the conclusions were well formed. I consider that the conclusions within the QEO 

ORSA 2022 are similarly well formed. 

30-Sep-21 31-Dec-21 30-Jun-22

EOF to meet the SCR (£m) 1,047.4 901.8 1,034.1

SCR (£m) 647.2 647.2 637.1

Capital Cover Ratio 162% 139% 162%

As at
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4.17 The QEO ORSA 2022 explains that it is the intention of QEO that (if possible) QUK makes annual dividend 

payments to reduce its Capital Cover Ratio to its target level of 140%, those dividends being paid for by 

profits made during the period since the previous distribution. The actual year-end Capital Cover Ratio will 

inevitably differ from the 140% target (as indeed it did as at 31 December 2021), due to differences between 

the actual and expected profits / losses made between the dividend being calculated and payment being 

made. The QEO ORSA 2022 shows QUK's Capital Cover Ratio relative to its one-year time horizon SCR 

was expected to reduce gradually between the year-ends 2022 and 2024, from 147% to 143%.  

Conclusion regarding the excess assets of QUK 

4.18 I have revised my conclusion, as stated in the Report, regarding the excess assets of QUK. Although 

financial strength of QUK that currently (as at 30 June 2022) benefits the policyholders of QUK, it is 

expected that that financial strength will vary throughout the year. As at each year-end 2021-2024, 

the policyholders of QUK, including those who will transfer under the proposed Scheme, have 

benefited, or will benefit, from the financial strength of a more than sufficiently capitalised company. 

EXCESS ASSETS OF ETA 

4.19 In paragraph 6.91 of the Report, I concluded that that, as at 31 December 2021, Eta was a more than 

sufficiently capitalised insurer relative to its regulatory SCR, with a Capital Cover Ratio of 122%. As at 30 

June 2022, Eta’s Capital Cover Ratio remained unaltered (see Table 3.4, above). 

4.20 I am unaware of any developments that would prevent me from extending my conclusions as stated in the 

Report regarding the excess assets of Eta to those as at 30 June 2022. Therefore, I conclude that the 

policyholders of Eta continue to benefit, as at 30 June 2022, from the financial strength provided by a more 

than sufficiently capitalised company. 

EXCESS ASSETS OF WMG 

4.21 In paragraph 6.101 of the Report, I concluded that that, as at 31 December 2021, WMG was a very well-

capitalised insurer relative to its regulatory SCR (which is equal to its MCR), with a Capital Cover Ratio of 

379%. As at 30 June 2022, WMG’s Capital Cover Ratio had increased slightly to 395% (see Table 3.8, 

above). 

4.22 I am unaware of any developments that would prevent me from extending my conclusions as stated in the 

Report regarding the excess assets of WMG to those as at 30 June 2022. Therefore, I conclude that the 

policyholders of WMG continue to benefit, as at 30 June 2022, from the financial strength provided by a 

very well-capitalised company. 

EXCESS ASSETS OF INCEPTUM (POST-SCHEME) 

4.23 In paragraph 6.118 of the Report, I noted that, as at 31 December 2021, Inceptum had a Capital Cover 

Ratio of 169% relative to its SCR and I concluded that the policyholders of Inceptum, including those who 

would transfer under the proposed Scheme, would benefit from the financial strength provided by a well-

capitalised company as at 31 December 2022.  

4.24 As at 30 June 2022, Inceptum’s Capital Cover Ratio had increased materially to 270% (see Table 3.14, 

above), although its net assets on a UK GAAP basis have weakened. As explained in Section 3, above, this 

has resulted primarily from an increase in the bond yields, which have reduced the value of investments but 

have also reduced the Solvency II technical provisions due to an increase in discount rates. As the reserves 

on a UK GAAP basis were already discounted at a higher rate than that used in the Solvency II balance 

sheet (and as Inceptum has not changed these rates), the impact on the UK GAAP balance sheet is adverse. 
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4.25 The R&Q Group has now provided me with updated projections of Inceptum’s solvency position as at 31 

December 2022, on the basis that the Scheme proceeds. The results of those projections are shown in 

Table 3.14, above. As noted above, the R&Q Group intends to inject capital into Inceptum such that, post-

Scheme (and allowing for the 50% QS reinsurance arrangement with R&Q Re and the ADC with AIEL), 

Inceptum’s Capital Cover Ratio will be approximately 170%. This is unchanged from that shown in the 

Report. However, Inceptum’s SCR is now projected to be less than that shown in the Report (owing, 

primarily, to effects of increasing risk-free yield curves). Therefore, the overall amount of capital that the 

R&Q Group will need to inject into Inceptum to achieve a Capital Cover Ratio of 170% will be less than 

previously projected and the resulting net assets, on a UK GAAP basis, will also be less than previously 

projected, at £30.5 million compared with the £38.0 million as shown in the Report. 

4.26 The most significant component of Inceptum's expected SCR, post-Scheme as at 31 December 2022, 

continues to be non-life underwriting risk, being 49% of the SCR, prior to the application of diversification 

benefits. As at the same date, market risk, operational risk, counterparty default risk, and life underwriting 

risk are expected to be 20%, 19%, 11%, and 1% respectively of the Standard Formula SCR prior to the 

application of diversification benefits (these percentages are largely unchanged from the previous 

projections). 

4.27 Therefore, it remains expected that Inceptum will be a well-capitalised company as at 31 December 2022. 

As at subsequent year-ends, the revised projections continue to show that Inceptum is expected to be a 

very well-capitalised company and to remain as such until at least 31 December 2024. 

4.28 I have reviewed the results of the revised projections of Inceptum’s solvency position and compared them 

to those available to me at the time of writing the Report. Although I have not attempted to review in detail 

the calculations performed by Inceptum in producing its revised projections, given the developments since 

the time of writing the Report, I believe that the revised results appear reasonable. 

Conclusion regarding the excess assets of Inceptum (Post-Scheme) 

4.29 I have reviewed revised calculations and projections of Inceptum's solvency requirements and 

Available Capital, and hence of its excess assets, the results of which I believe to be reasonable. 

Overall, these lead me to continue to conclude that the policyholders of Inceptum, including those 

who will transfer under the proposed Scheme, will benefit from the financial strength provided by a 

well-capitalised company as at 31 December 2022. 

RELATIVE FINANCIAL STRENGTH ENJOYED BY TRANSFERRING POLICYHOLDERS PRE- AND POST-

SCHEME 

4.30 In the Report, I considered the relative financial strength enjoyed by each of the QUK, Eta and WMG 

Transferring Policyholders pre-Scheme compared to the financial strength they are expected to enjoy post-

Scheme as policyholders of Inceptum. I noted that, relative to SCR Capital Cover Ratios, the QUK and Eta 

policyholders would move from well-capitalised and more than sufficiently capitalised companies, 

respectively, to a well-capitalised company and that the WMG policyholders would move from a very well-

capitalised company to a well-capitalised company. This is still expected to be the case. I then went on to 

consider the results of stress and scenario testing as a means of illustrating more practically the financial 

strength that will be afforded to the policyholders of Inceptum post-Scheme. 

4.31 The stress and scenario tests discussed in the Report included those documented in Inceptum’s ORSA. 

Inceptum has not updated these tests, but I have revisited the additional stresses that I discussed in the 

Report, which were intended to test the extent of any shocks that could be incurred by Inceptum, post-

Scheme, before becoming insolvent relative to its net assets on a UK GAAP basis. I discuss these below. 

Reserves in the QUK portfolio 

4.32 I noted in paragraph 6.125 of the Report that I had calculated that, all else being unchanged, Inceptum 

would be able to withstand a deterioration in the gross reserves of the QUK Transferring Business of £88 

million (or about 170%) before its own funds would be exhausted and that I would regard such a scenario 

as being extremely remote. Based on the revised financial projections, I have calculated that Inceptum 

would still be able to withstand a deterioration in the gross reserves of the QUK Transferring Business of 

approximately 170% before its own funds would be exhausted. I note that such deterioration could comprise 

a mixture of underlying deterioration in the condition of claimants, step changes to the level of court awards 

for general damages, and higher than expected inflation in respect of the other components of individual 

settlement amounts (e.g. legal costs).  
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Reserves in the existing Inceptum portfolio  

4.33 I explained in paragraphs 6.126 and 6.127 of the Report that, due to the existence of the XoL reinsurance, 

the impact on Inceptum's own funds of any increase in the gross reserves of its existing business is relatively 

limited, to the extent that, even were the net reserves of Inceptum's existing business to triple, it would not 

be sufficient to consume all Inceptum's own funds. This remains the case, although I note that it is unlikely 

that greater than expected levels of claims inflation would be wholly absorbed by the XoL covers due to 

indexation clauses. On the other hand, over a longer period, one would expect the impact on claims costs 

of higher inflation to be at least partially mitigated by higher returns on investments. 

Reinsurer failure 

4.34 In paragraph 6.130 of the Report, I noted that, post-Scheme, the QUK Transferring Policyholders will be 

more exposed to R&Q Re as, whilst the business is already reinsured by R&Q Re, Inceptum is a smaller 

company than QUK and the R&Q Re reinsurance asset will be (relatively) a more significant item on its 

balance sheet (based on the latest projections, around 15% of total assets and 99% of its EOFs). However, 

I explained that the likelihood of R&Q Re defaulting so much as to jeopardise Inceptum’s solvency appeared 

to be very remote. 

4.35 I have been provided with R&Q Re’s updated solvency position as at 30 June 2022, relative to its regulatory 

solvency capital requirements in Bermuda. This shows a material improvement in its Capital Cover Ratio, 

compared to that as at 31 December 2021, such that it could be considered a well-capitalised company. 

During the first six months of 2022, R&Q Re has suffered from reductions in the value of its investments 

due to increases in interest rates, but these have been offset by reductions in liability values and other 

developments on its existing portfolios. It now expects that, after the implementation of the Scheme, it will 

be a well-capitalised company (i.e. not quite as financially robust as it had expected at the time of the 

Report). As such, the likelihood of R&Q Re defaulting so much as to jeopardise Inceptum’s solvency 

continues to appear to me to be very remote. 

4.36 In order to illustrate Inceptum's exposure to reinsurer default risk more generally, in the Report I considered 

the extent to which it could withstand defaults by all of its reinsurers and remain solvent. For this purpose, I 

calculated that, if it were to suffer a 20% loss of recoveries from its most highly rated reinsurers (which 

represent around two thirds of recoveries) and 30% for all other reinsurers, then it would suffer a loss 

approximately equal to its own funds, based on the projected position as at 31 December 2022. I stated in 

paragraph 6.135 of the Report that I would regard defaults of this magnitude across the whole range of 

reinsurers to be an extremely remote scenario, given the credit ratings of those reinsurers. I have revisited 

this calculation based on the revised projected financial position for Inceptum and the results still hold. 

Reduction in value of the investment portfolio 

4.37 In paragraph 6.138 of the Report, I noted that, post-Scheme, Inceptum would be able to withstand a fall in 

its investments of around 40% and continue to remain solvent, and that I would regard a drop in investment 

values of this magnitude as being extremely unlikely. Based on the revised financial projections, it would 

still be able to withstand a fall in its investments of around 40% and continue to remain solvent. 

Scenario tests 

4.38 For illustrative purposes, in the Report I considered a scenario that was intended to test the limits of 

Inceptum's solvency. I looked at the combination of a 10% fall in the investment portfolio, an increase of 

50% in the gross TPs of the QUK Transferring Business and defaults by both R&Q Re and AIEL (the ADC 

being trigged by the 50% increase in the gross TPs), giving rise to a loss of 20% of the recoverables. I have 

revisited this scenario based on the updated financial projections for Inceptum and it continues to show that 

it depletes almost all of Inceptum's own funds. As stated in paragraph 6.144 of the Report, I would regard 

such a scenario (which combines a number of stresses that, when looked at in isolation are already very 

unlikely) as being very remote. 

Conclusions from the stress and scenario test 

4.39 The results of the stress and scenario tests continue to show that, post-Scheme, Inceptum would be able 

to withstand a wide range of adverse outcomes in relation to some of its key risks, should they occur. These 

tests illustrate Inceptum's financial strength and reinforce its characterisation as a well-capitalised company, 

as indicated by its Capital Cover Ratio relative to its SCR. 
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Relative financial strength for the QUK Transferring Policyholders 

4.40 In paragraph 6.148 of the Report, I noted that, should the Scheme be implemented, then the QUK 

Transferring Policyholders would transfer from one well-capitalised company to another, and that the stress 

and scenario tests showed that, although Inceptum is a considerably smaller, less diversified company than 

QUK, its financial strength is nevertheless sufficient to withstand significantly adverse outcomes. Based on 

the revised financial projections, this remains the case. I therefore continue to believe that this illustrates 

that the Scheme will not have a materially adverse impact on the financial security enjoyed by the QUK 

Transferring Policyholders. 

Relative financial strength for the WMG Transferring Policyholders 

4.41 In paragraph 6.151 of the Report, I stated that, although the WMG Transferring Policyholders will move 

from a very well-capitalised company to one that is only well-capitalised, I do not believe that this will 

materially adversely affect the WMG Transferring Policyholders. In reaching this conclusion, I considered 

the fact that Inceptum is a considerably larger, more diversified company than WMG and that, as illustrated 

by the stress and scenario testing, there would appear to be only a remote risk of Inceptum becoming 

insolvent post-Scheme. Based on the revised financial projections, this remains the case and I can therefore 

reaffirm my conclusion. 

Relative financial strength for the Eta Transferring Policyholders 

4.42 As stated in paragraph 6.152 of the Report, the Eta Transferring Policyholders will move from a small, 

more than sufficiently capitalised company to a larger, well-capitalised company. Therefore, the Eta 

Transferring Policyholders should see an improvement in the financial strength afforded to them as a result 

of the Scheme. 

Conclusion regarding the relative financial strength enjoyed by Transferring Policyholders pre- and post-

Scheme 

4.43 I therefore continue to be satisfied that all Transferring Policyholders will not be materially adversely 

affected due to relative differences in the financial strength of Inceptum post-Scheme to those of 

QUK, Eta and WMG pre-Scheme. 

OTHER CONSIDERATIONS 

4.44 In the Report, I also reported on the following issues, in so far as they might affect the Transferring 

Policyholders: 

 Changes caused by the Scheme in risk exposure 

 How would the experience of the Transferring Policyholders differ between pre and post Scheme in the 

event of the insolvency of one of the Parties; 

 The impact of the Scheme on policy servicing; and 

 The impact of the Scheme on how policyholder complaints and applications for compensation would 

be dealt with. 

4.45 As at the date of this Supplemental Report, I am unaware of any developments that would be sufficiently 

material to cause me to amend my analysis of any of the above issues, or to change the conclusions on 

each that I set out in Section 6 of the Report.  

CONCLUSION FOR THE TRANSFERRING POLICYHOLDERS  

4.46 Based on my review of the updated information provided to me, I continue to be satisfied that the 

Scheme will not affect in a materially adverse way either the security or the policy servicing levels 

of the Transferring Policyholders. 
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5. The impact of the Scheme on the policyholders of QUK not 

transferring to Inceptum under the Scheme 

5.1 In paragraph 7.6 of the Report, I stated that I was satisfied that the security of the contractual rights or the 

standards of policy servicing currently enjoyed by the QUK Non-Transferring Policyholders, and by any 

holders of QUK policies that become Excluded Policies, would not be adversely affected by the Scheme. 

5.2 The Additional Information has not resulted in any change in my analyses relating to the QUK Non-

Transferring Policyholders and to the QUK holders of any Excluded Policies. I remain of the view that, post 

the Effective Date (and relative to pre-Scheme): 

 the net insurance liabilities of QUK will be unchanged;  

 both QUK’s Solvency II TPs and its SCR will be slightly reduced; 

 there will be no additional or heightened risks within QUK;  

 there will be no changes to the policy service standards within QUK;  

 in the unlikely event of the insolvency of QUK, there would be no change in the ranking of QUK Non-

Transferring Policyholders and of any holders of Excluded Policies in having access to the remaining 

assets of QUK.  

5.3 I note that the Parties continue to expect there to be no Excluded Policies relating to QUK. 

CONCLUSION FOR THE POLICYHOLDERS OF QUK NOT TRANSFERRING UNDER THE SCHEME 

5.4 I continue to be satisfied that the Scheme will not affect in a materially adverse way either the 

security or the standards of policy servicing currently enjoyed by the QUK Non-Transferring 

Policyholders, and by any holders of QUK policies that become Excluded Policies. 
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6. The impact of the Scheme on the policyholders of Eta or of 

WMG not transferring to Inceptum under the Scheme 

6.1 In paragraph 8.4 of the Report, I stated that I was satisfied that neither the security of the contractual rights 

nor the standards of policy servicing currently enjoyed by those policyholders of Eta and WMG (if any) who 

hold policies that become Excluded Policies would be adversely affected by the Scheme. I noted that there 

would be no other policyholders of either Eta or WMG whose policies would not be transferred by the 

Scheme to Inceptum. 

6.2 The Additional Information has not resulted in any change in my analyses relating to the policyholders of 

Eta or of WMG not transferring to Inceptum under the Scheme. I remain of the view that:  

 the Eta policyholders and WMG policyholders with Excluded Policies will experience no changes to 

their policy service standards; 

 those Eta policyholders with Excluded Policies will continue to benefit from the financial security offered 

by a more than sufficiently capitalised insurer;  

 those WMG policyholders with Excluded Policies will continue to benefit from the financial security 

offered by a very well-capitalised insurer.  

6.3 I discuss in paragraph 8.2, below, the responses received by the Parties to the notifications sent in 

accordance with the communications plan. No objections have been received to the date of this 

Supplemental Report, so I think it is reasonable for the Parties to continue to expect there to be no Excluded 

Policies relating to either Eta or WMG. 

CONCLUSION FOR THE POLICYHOLDERS OF ETA AND WMG NOT TRANSFERRING UNDER THE 

SCHEME 

6.4 I continue to be satisfied that neither the security of the contractual rights nor the standards of 

policy servicing currently enjoyed by those policyholders of Eta and WMG (if any) who hold policies 

that become Excluded Policies will be adversely affected by the Scheme. 
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7. The impact of the Scheme on the existing Inceptum 

policyholders  

EXCESS ASSETS OF INCEPTUM (PRE-SCHEME) 

7.1 In the Report, I concluded that, as at 31 December 2021, Inceptum was a well-capitalised insurer relative 

to its regulatory SCR, with a Capital Cover Ratio of 169%. I further stated in paragraph 9.5 of the Report 

that I was satisfied that the existing policyholders of Inceptum would not be materially adversely affected 

due to relative differences in the financial strength of Inceptum pre-Scheme and post-Scheme. 

7.2 As the Capital Cover Ratio as at 30 June 2022 is materially higher (270% - see Table 3.12, above) than it 

had been as at 31 December 2021 and on which I based my conclusion, as stated in in paragraph 9.5 of 

the Report, regarding the excess assets of Inceptum, I now consider that the policyholders of Inceptum 

currently benefit from the financial strength provided by a very well-capitalised company. Nevertheless, I 

continue to believe that, while implementation of the Scheme will slightly reduce the financial strength of 

Inceptum in relative terms, in practice the existing Inceptum policyholders will see no material difference in 

the financial strength afforded to them, it being only a remote possibility that a well-capitalised insurer will 

become insolvent in the foreseeable future (and an even remoter possibility that a very well-capitalised will 

become insolvent in the foreseeable future). 

7.3 In paragraph 9.3 of the Report, I noted that, pre-Scheme, Inceptum would be less able to withstand some 

scenarios due to it currently being a considerably smaller company than it will be post-Scheme. This remains 

the case based on the revised financial projections. In particular, pre-Scheme, Inceptum is less able to 

withstand an increase in the reserves of its existing portfolio, or a failure of one of its existing XoL reinsurers 

(assuming that such shocks occur in isolation). On the other hand, it will be slightly less able to withstand 

drops in its investment portfolio post-Scheme, as discussed in paragraph 4.37, above. 

7.4 Post-Scheme, the Inceptum policyholders will become exposed to the risks of the Transferring Business 

(principally those of the QUK Transferring Business). As I discussed in paragraph 9.4 of the Report, the 

main risks are that the reserves for the QUK Transferring Business deteriorate and/or that there is a 

reinsurer failure relating to the QUK Transferring Business. I also discussed how the results of the various 

stress and scenario tests shows that, post-Scheme, Inceptum would be able to withstand even very 

significant reserve deteriorations and reinsurer failure. As discussed above, the results of these tests still 

hold based on the revised financial projections. Therefore, I continue to believe that the existing Inceptum 

policyholders will not see any material difference in the financial strength afforded to them. 

Conclusion regarding the impact of the Scheme on the financial security of existing Inceptum 

policyholders 

7.5 I continue to be satisfied that the existing policyholders of Inceptum will not be materially adversely 

affected due to relative differences in the financial strength of Inceptum pre-Scheme and post-

Scheme. 

CHANGES IN RISK EXPOSURES 

7.6 As stated in paragraph 9.6 of the Report, post-Scheme, existing Inceptum policyholders will be subject to 

additional risks associated with the Transferring Business. As such, they will be exposed to much bigger 

risks, Inceptum being, post-Scheme, a much larger company than it currently is, pre-Scheme, but the risks 

to which they would be exposed would be more diverse. 

7.7 In the light of the revised financial projections and stress and scenario testing discussed above, I continue 

to be satisfied that, even were the Scheme to result in adverse change to the existing Inceptum 

policyholders’ risk exposures, the capital protection available to them post-Scheme will not be materially 

different to that which they enjoyed pre-Scheme. Therefore, I conclude that any change in their risk exposure 

will not have a materially adverse impact on the security of the existing Inceptum policyholders. 

Conclusion regarding the effect of the Scheme on the existing Inceptum policyholders’ exposure to risk 

7.8 I continue to be satisfied that the Scheme will not lead to a material change in the risk exposures of 

the existing policyholders of Inceptum. 
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OTHER 

7.9 In the Report, I also reported on the following issues, in so far as they might affect the existing Inceptum 

policyholders : 

 The impact of the Scheme on policy servicing in respect of the existing Inceptum policyholders; and 

 How would the experience of the existing Inceptum policyholders differ between pre and post Scheme 

in the event of the insolvency of one of the Parties. 

7.10 As at the date of this Supplemental Report, I am unaware of any developments that would be sufficiently 

material to cause me to amend my analysis of either of the above issues, or to change the conclusions on 

each that I set out in Section 9 of the Report.  

CONCLUSION FOR THE EXISTING INCEPTUM POLICYHOLDERS  

7.11 I continue to be satisfied that the Scheme will not affect in a materially adverse way either the 

security, membership rights or the policy servicing levels of the existing Inceptum policyholders. 
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8. Other considerations 

THE COMMUNICATION WITH POLICYHOLDERS 

8.1 I have been informed that all communications concerning the Scheme have been carried out as per the 

plans detailed in the Report. This has included: 

 sending notices directly to: 

o 1,819 policyholders (1,753 QUK Transferring Policyholders, 10 WMG, and 15 Inceptum); 

o 175 solicitors who are dealing with current claims relating to QUK Transferring Policies; 

o 232 brokers who are dealing with QUK Transferring Policies; 

o EIROS; and 

o Resolute Management Services Ltd. 

 advertising the Scheme in the London, Edinburgh and Belfast Gazettes; in The Times and Daily Mail 

newspapers in the UKs; in Insurance Times, Machinery, and New Civil Engineer; and on the websites 

of AIRROC, IRLA, ELTO and BIBA; and 

 establishing a page dedicated to the Scheme on the R&Q Group and QUK websites, from which 

interested parties can download information relating to the Scheme, including the Report. 

8.2 A log is being maintained detailing all responses received from the recipients of the communications. I have 

seen a copy of the log as at 28 October 2022. This showed that:  

 One recipient had requested documents to be sent; 

 Nineteen recipients had made “general enquiries”. Such general enquiries comprised:  

o requests for lists of contracts or policyholders that might be affected to be provided; 

o request for further details on the policy in question; 

o notification that the law firm handling the claim in question had changed; 

o notification that a particular policyholder has, through several mergers since it took out the 

original policy, changed its name; 

o request for confirmation of the on-going claims handling arrangements. 

 No recipient had made a complaint; 

 No recipient had raised an objection to the Scheme. 

I understand that all enquiries were responded to in a timely manner. I have reviewed a sample of the 

responses received from the recipients of the communications and the corresponding replies on behalf of 

the parties, and have concluded that they have been recorded and dealt with appropriately. 

8.3 The log also showed that 749 notification letters had been returned. I am informed that: 

 Alternative addresses have been identified for 268 of these intended recipients and the notification re-

sent (albeit that 36 of these re-sent notification letters have since been returned – the Parties do not 

anticipate finding other viable addresses for these intended recipients and hence will not be re-sending 

them again);  

 376 of the intended recipients have been dissolved or liquidated or have been placed into 

administration; and 

 No further address or information concerning a further 105 intended recipients has been found (this 

number excludes the 36 intended recipients for whom alternative addresses were found but which 

resulted in the re-sent notification being returned). 

Conclusion regarding the communications with stakeholders 

8.4 I consider that the communications effected by the Parties, as outlined above, have been in line with the 

communications plan that I summarised in the Report. 
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COVID-19 

8.5 I noted in paragraph 10.44 of the Report that the COVID-19 pandemic had had virtually no impact on WMG 

or Inceptum and had affected Eta only insofar as it experienced a realised loss on the sale of some of its 

assets. I agreed with the view of the R&Q Group that the COVID-19 pandemic was very unlikely to have 

any ongoing material impact on any of Eta, WMG and Inceptum or on the insurance policies that they carry. 

I have received no information that would cause me to revise that view.  

8.6 I also noted in paragraph 10.40 of the Report that QUK’s business continuity framework has proved resilient 

to the operational challenges encountered during the prolonged COVID-19 restrictions and that, since the 

restrictions were lifted, QUK has introduced more flexible working arrangements than it operated pre-

pandemic. That remains the case, with no material change in QUK’s operational efficiency or effectiveness. 

8.7 The uncertainty engendered by COVID-19 within investment values and returns continues to recede. 

8.8 I further noted in paragraph 10.41 of the Report that QUK’s premiums and claims were affected (both 

positively and adversely) by the COVID-19 pandemic, and the ultimate cost of claims, both incurred and 

open claims and, to a lesser extent, future claims for, say, motor insurance business, remains uncertain. As 

claims settle and as the UK becomes used to “living with COVID”, the uncertainty will recede but it currently 

remains high. QUK has participated in an Adverse Development Cover, provided by the QBE Group’s 

captive reinsurer, which provides it with cover against unexpected increases in the cost of business 

interruption claims. I have not been provided with details of the Adverse Development Cover but note that 

its impact would be to reduce the uncertainty in QUK’s net of reinsurance results arising from business 

interruption claims that spiked due to the COVID-19 pandemic. The existence of the ADC does not affect to 

a material extent the conclusions I explained in the Report regarding QUK’s balance sheets and capital 

requirements, both pre- and post-Scheme.  

8.9 In paragraph 10.45 of the Report, I stated that I agreed with QUK’s view that it is unlikely that there will be 

any issues relating to the COVID-19 pandemic that would materially affect QUK’s current ability to perform 

its duties in respect of the QUK Transferring Business. None of the information that I have received since 

the date of the Report would cause me to revise that view.  

Ukraine 

8.10 In paragraph 10.4 of the Report, I explained that the conflict in Ukraine (which started in February 2022 and 

which, as at the date of this Supplemental Report, is still on-going) had led to significant sanctions against 

Russia, as well as disturbing the economies of countries with material dealings with either Ukraine or Russia. 

I also noted that it is uncertain what will be the long-term economic consequences worldwide, although both 

QUK and the R&Q Group had confirmed to me that they have no ongoing exposures to, or investments in, 

Russian-related interests, and that the conflict was not expected to have any direct impact on any of the 

Parties. This all remains the case. I further noted in the Report that both QUK and the R&Q Group have 

been affected by the recent increases in inflation rates, which has been exacerbated by the conflict, and 

has led to increases in interest rates and, consequently, reductions in bond prices. As has been discussed 

above, the updated financial information provided to me concerning the Parties has shown evidence of the 

falls in bond prices, although this has been at least partially offset by reductions in technical provisions due 

to increases in discount rates. 

8.11 Both QUK and the R&Q Group continue to monitor developments in the conflict and resulting impacts on 

the financial markets. I do not believe that the existence of the conflict causes the Scheme to affect, to a 

material adverse degree, any group of policyholders. 

Recent UK financial turbulence 

8.12 Following the mini-budget on 23 September 2022, there has been turbulence in the UK financial markets. 

The value of sterling on the currency exchange markets fell sharply and investors sold off significant 

volumes of UK debt, driving up bond yields and prompting the Bank of England to intervene by buying up 

gilts, on a temporary basis. Since then, both the Prime Minister and Chancellor of the Exchequer have 

resigned and been replaced, and most of the policies introduced by the mini-budget have been reversed. 

However, international confidence in the UK economy and in the UK government’s ability to manage it 

effectively has been shaken. Sterling has recovered against the US Dollar to levels seen at the start of 

September 2022 and bond yields have fallen back, but interest rates have continued to rise, with the bank 

rate increasing on 3 November 2022, from 2.25% to 3%, its highest level since November 2008.  
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8.13 These developments, and the aforementioned increased inflation rates, increase the level of uncertainty in 

balance sheets for all UK entities, including those of the Parties. However, the Bank of England remains of 

the view that inflation rates in the UK will fall back towards its long-term target level (2% per annum), starting 

in the middle of 2023. As discussed previously in this Supplemental Report, I consider Inceptum to be 

currently a very well-capitalised company and that it will be a well-capitalised company post-Scheme. I 

considered the possible impact on Inceptum’s post-Scheme balance sheet of various extreme stresses and 

scenarios (see paragraphs 4.30-4.39, above), including falls in the value of invested assets and increases 

in the value of the liabilities, and concluded that the likelihood of Inceptum being unable, post-Scheme, to 

meet its financial obligations was remote. The recent financial turbulence has not caused me to revise that 

conclusion. 

OTHER 

8.14 In the Report, I also reported on the following features: 

 the operational plans of each of the Parties;  

 mis-selling liabilities; 

 the effect of the Scheme upon reinsurers of the Transferring Business; 

 policyholder expectations; 

 the implications of some of the WMG Transferring Policies not having been written under English law; 

 what would happen were the Scheme not to proceed; 

 the tax implications of the Scheme; and 

 the costs of the Scheme. 

As at the date of this Supplemental Report, nothing has occurred since the date of the Report that has 

caused me to modify in any way:  

 my summary of the above features; or  

 the conclusions, if any, that I have drawn regarding the effect of those features upon the Scheme or on 

the different groups of policyholders potentially affected by the Scheme. 
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9. Final conclusions 

CONFIRMATION OF OPINION 

9.1 I have further considered the effect of the proposed Scheme on the policyholders of QUK, Eta, WMG and 

Inceptum in the light of the Additional Information made available to me since the date of the Report. In 

summary, in my opinion, provided the proposed Scheme operates as intended, and I have no grounds for 

believing that it will not do so: 

 the Scheme will not materially adversely affect the security of benefits to policyholders of QUK (both 

those policyholders being transferred under the Scheme and those who will remain, post-Scheme, 

policyholders of QUK), of Eta, of WMG or of Inceptum; and 

 the Scheme will not have any impact on service standards experienced by the policyholders of either 

QUK (both those policyholders being transferred under the Scheme and those who will remain, post-

Scheme, policyholders of QUK), of Eta, of WMG or of Inceptum. 

As such, I confirm that my overall opinion and conclusions as set out in Section 11 of the Report are 

unchanged. 

9.2 In reaching this opinion, I have complied in all material respects with the principles set out in paragraph 11.2 

of the Report. 

DUTY TO THE COURT 

9.3 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 and that I am aware of and have complied with the requirements of Part 

35 of the Civil Procedure Rules, of Practice Direction 35 which supplements Part 35 of the Civil Procedure 

Rules, and of the Guidance for the Instruction of Experts in Civil Claims 2014.  

STATEMENT OF TRUTH 

9.4 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 I believe them to be true, and that the opinions I have expressed represent 

my true and complete professional opinion. 

 

 

 

Derek Newton  

Fellow of the Institute and Faculty of Actuaries 

14 November 2022 
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Appendix A Definitions 

TERM DEFINITION 

ADC Adverse Development Cover, a type of reinsurance. 

Additional Information 
Financial and other information in respect of the Companies that has been 

provided to me since the date of the Report (as detailed in Appendix B). 

AIEL Accredited Insurance (Europe) Limited. 

AIRMIC Association of Insurance and Risk Managers in Industry and Commerce. 

AIRROC Association of Insurance and Reinsurance Run-Off Companies. 

Available Capital Capital available to meet solvency capital requirements. 

Best estimate 

This term is used in this Report in reference to an estimate of outstanding 

claim amounts and is intended to represent an expected value over a 

reasonable range of estimates. As such, a “best estimate” is not deliberately 

biased upwards or downwards, and does not include any margins. However, 

the limitations of actuarial projection methods mean that a “best estimate” is 

not a statistically rigorous estimate of the mean of the underlying distribution 

of all possible outcomes. 

BIBA British Insurance Brokers Association. 

Capital Cover Ratio 

The ratio of Available Capital to Required Capital. This is a measure of the 

capital strength of the insurer – the higher the ratio, the stronger the 

company. 

The Court The High Court of Justice of England and Wales. 

Effective Date The date on and from which the Scheme shall become effective. 

ELTO Employers' Liability Tracing Office. 

EOFs 
Eligible Own Funds, i.e. the funds available in an insurer to meet its 

regulatory SCR. 

Eta R&Q Eta Company Limited 

Eta Non-Transferring Policyholders 

The policyholders of Eta policies that are not transferred by the Scheme to 

Inceptum. These would be holders of Excluded Policies that have been 

written or assumed by Eta. 

Eta Transferring Business The business of Eta that is to be transferred to Inceptum under the Scheme. 

Eta Transferring Policies The insurance policies within the Eta Transferring Business. 

Eta Transferring Policyholders The policyholders of Eta Transferring Policies. 

EU European Union. 

Excluded Policy 

A contract of insurance written or assumed by one of the Transferors under 

which any liability remains unsatisfied or outstanding as at the Effective Date 

and which would have formed part of the Transferring Business but which, for 

any reason, is not transferred by order of the Court pursuant to Part VII of 

FSMA on the Effective Date. 

FAL 
Funds at Lloyd’s, which is the capital provided by each member of Lloyd's as 

security to support the member’s Lloyd's underwriting. 

FCA 

The Financial Conduct Authority (“FCA”) is the UK regulatory agency that 

focuses on the regulation of conduct by retail and wholesale financial services 

firms. The FCA operates as part of the regulatory framework implemented 

under the Financial Services Act 2012. 

FG22/1 
Guidance published by the FCA in January 2011 relating to Part VII 

Transfers. 

FSMA 

Financial Services and Markets Act 2000, the legislation under which Part VII 

governs the transfer of (re)insurance business between (re)insurance 

undertakings. 

FSMA Report 
A report on the terms of a transfer under Part VII of FSMA, to be prepared by 

an independent person. The FSMA Report is required in order that the Court 
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may properly assess the impact of the proposed transfer, including the effect 

on the policyholders of the insurance companies in question. 

GAAP 
Generally accepted accounting principles (“GAAP”) form the standard 

framework of guidelines for financial accounting used in any given jurisdiction. 

IFoA 
The Institute and Faculty of Actuaries, the professional body for actuaries in 

the UK. 

Inceptum Inceptum Insurance Company Limited. 

Independent Expert 

The Independent Expert prepares the FSMA Report and provides it to the 

Court in order that it may properly assess the impact of the proposed 

transfer, including the effect on the policyholders of the insurance companies 

in question. In the case of the Scheme, I have been appointed as the 

Independent Expert. 

Independent Peer Review 

Work Review undertaken by one or more individual(s) who is, or are, not 

otherwise involved in the work in question and who would have had the 

appropriate experience and expertise to take responsibility for the work 

themselves. 

IRLA Insurance and Reinsurance Legacy Association. 

LIIBA London and International Insurance Brokers Association. 

MCR 

The Solvency II Minimum Capital Requirement (“MCR”) is lower than the 

SCR, and defines the point of intensive regulatory intervention. The MCR 

calculation is less risk sensitive than the SCR calculation and is calibrated to 

a confidence level of 85% over one year (compared to 99.5% for the SCR).  

Milliman Milliman LLP, a member of the Milliman Group. 

The Milliman Group The group of entities whose ultimate parent is Milliman, Inc. 

ORSA 

The Own Risk Solvency Assessment (“ORSA”) is a fundamental set of 

processes under Solvency II constituting a tool for decision-making and 

strategic analysis. It aims to assess, in a continuous and prospective way, the 

overall solvency needs related to the specific risk profile of the insurance 

company. 

Own Funds 

In Solvency II terminology, the amount of capital or excess assets of an 

insurance company. Own funds are divided into basic own funds and AOFs 

(e.g. additional premiums from members), which require regulatory approval. 

Part VII Transfer 
An insurance business transfer scheme performed in accordance with the 

requirements set out in Part VII of FSMA.  

The Parties The collective term for QUK, Eta, WMG and Inceptum. 

The Policy Statement 
The Statement of Policy issued by the PRA entitled Insurance business 

transfers, issued in January 2022. 

PRA  

The Prudential Regulation Authority (“PRA”) is part of the Bank of England 

and carries out the prudential regulation of financial firms in the UK, including 

banks, investment banks, building societies and insurance companies. The 

PRA operates as part of the regulatory framework implemented under the 

Financial Services Act 2012. 

QBE Group The collective term for QIGL and its direct and indirect subsidiaries. 

QEO QBE Holdings (EO) Ltd. 

QEO Group The collective term for QEO and its direct and indirect subsidiaries. 

QEO ORSA 2021 The report entitled “QEO Annual ORSA Report” and dated 30 March 2021. 

QEO ORSA 2022 
The report entitled “QBE European Operations Dynamic Annual ORSA 

Report” and dated 30 March 2022. 

QIGL QBE Insurance Group Limited. 

QRTs 

Quantitative Reporting Templates, which must be completed by insurers and 

submitted to the regulator on a regular basis in accordance with Solvency II. 

The QRTs cover a wide range of quantitative financial information about the 

insurer including details of its balance sheet, capital requirements and 

reserves. 



MILLIMAN REPORT 

 
 

Supplemental Report of the Independent Expert on the proposed transfer of business from QBE UK Limited, from The World Marine & General Insurance PLC and from 

R&Q Eta Company Limited to Inceptum Insurance Company Limited  

 33 14 November 2022 

QS Quota share, a type of reinsurance. 

QUK QBE UK Limited. 

QUK Non-Transferring 

Policyholders 

Holders of those QUK policies that are not being transferred under the 

Scheme to Inceptum. 

QUK Transferring Business The business of QUK that is to be transferred to Inceptum under the Scheme.  

QUK Transferring Policies The insurance policies within the QUK Transferring Business. 

QUK Transferring Policyholders The holders of the QUK Transferring Policies. 

R&Q Group The collective term for RQIH and its direct and indirect subsidiaries. 

R&Q Re R&Q Re (Bermuda) Ltd. 

Required Capital 
The amount of capital an insurer must hold in order to meet its regulatory 

capital requirements (for example the SCR). 

Reinsurance 

An arrangement with another insurer whereby risks are shared (or passed on). 

If reinsurance is termed as being “inwards” then the reinsurer in question has 

accepted risk from an(other) (re)insurer; if reinsurance is termed as being 

“outwards” then the (re)insurer in question has passed risk to a(nother) 

reinsurer. 

Report References to the “Report” refer to this report. 

The Scheme 
In the context of this Report, the proposal that the transferring business of QUK 

be transferred to Inceptum under the provisions of Part VII of FSMA. 

Scheme Document The document that sets out the terms of the Scheme. 

SCR 

Solvency Capital Requirement, which, under Solvency II, is the amount of 

capital required to ensure continued solvency over a one-year trading time 

frame with a likelihood of 99.5%. 

SFCR 

Solvency and Financial Condition Report, which, under Solvency II, each 

insurer is expected to publish annually, and which will contain certain 

qualitative and quantitative information, the quantitative information being in 

the format of certain prescribed QRTs. 

Solvency II 
The system for establishing (among other things) minimum capital 

requirements for EU (re)insurers under the Solvency II Directive 2009/138/EC. 

Standard Formula 

The standard formula for calculating an insurer’s SCR, as specified in detail 

in the Solvency II legislation to be used by all insurers other than those who 

have an approved internal model. 

SUP18 Section 18 of the FCA Supervision Manual. 

Supplemental Report 

A report I will prepare in advance of the Court hearing to sanction the 

Scheme covering any relevant matters that might have arisen since the date 

of this Report. 

Technical Provisions 

Liabilities determined for regulatory purposes. In particular, the provisions for 

the ultimate costs of settling all claims arising from events that have occurred 

up to the balance sheet date, including provision for claims incurred but not yet 

reported, less any amounts paid in respect of these claims; plus the provisions 

for future claims (and premiums) arising on unexpired periods of risk. 

TPs 
Technical provisions as calculated for Solvency II purposes. As such, they 

differ from technical provisions calculated on an IFRS basis. 

Transferee 
The entity to which business is being transferred – in the case of the Scheme, 

this is Inceptum. 

Transferor 
An entity from which business is being transferred – in the case of the 

Scheme, QUK, Eta and WMG are each a Transferor. 

Transferring Business The business that is to be transferred to Inceptum under the Scheme. 

Transferring Policies The insurance policies within the Transferring Business. 

Transferring Policyholders The holders of the Transferring Policies. 

UPR Unearned premium reserve. 

WMG The World Marine & General Insurance PLC. 
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WMG Non-Transferring 

Policyholders 

The policyholders of WMG policies that are not transferred by the Scheme to 

Inceptum. These would be holders of Excluded Policies that have been 

written or assumed by WMG. 

WMG Transferring Business The business of WMG that is to be transferred to Inceptum under the Scheme. 

WMG Transferring Policies The insurance policies within the WMG Transferring Business. 

WMG Transferring Policyholders The policyholders of WMG Transferring Policies. 

Work Review 

Process by which a piece of actuarial work is considered by at least one 

other individual for the purpose of providing assurance as to the quality of the 

work in question. 

XoL Excess of Loss, a type of reinsurance. 
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Appendix B Key Sources of Additional Information 

B.1 In writing this Supplemental Report, I relied upon the accuracy of certain documents provided by QUK and 

the R&Q Group (on behalf of WMG, Eta and Inceptum). These included, but were not limited to, the 

following: 

Finance 

 QUK Annual Report and Financial Statements as at 31 December 2021 

 QUK balance sheet as at 30 June 2022 

 Spreadsheet (for inclusion in the Board papers) showing the balance sheet for Eta as at 30 June 2022 

and the income statement for the year to date  

 Spreadsheet (for inclusion in the Board papers) showing the balance sheet for WMG as at 30 June 

2022 and the income statement for the year to date 

 Spreadsheet (for inclusion in the Board papers) showing the balance sheet for Inceptum as at 30 June 

2022 and the income statement for the year to date 

 R&Q Re balance sheet as at 30 June 2022 and the income statement for the year to date  

 AIEL Management Accounts for the period 1 January 2022 to 30 June 2022  

Reserving 

 Eta Reserve Review as at 30 June 2022: Briefing Note for the Board (dated 2 August 2022) 

 WMG Reserve Review as at 30 June 2022: Briefing Note for the Board (dated 1 September 2022) 

 Inceptum Reserve Review as at 30 June 2022: Briefing Note for the Board (dated 22 August 2022) 

 Inceptum 2021 Actuarial Function Report, dated 1 April 2022 

 Storm Reserve Review as at 30 June 2022 (incorporating the QUK Transferring Business: Briefing 

Note for the Board (dated 23 August 2022) 

 Series of spreadsheet showing R&Q Group’s calculations of the reserves of the QUK Transferring 

Business, based on data as at 30 June 2022 

Risks and Solvency Capital 

 Extracts from QUK’s QRTs as at 30 June 2022 

 QUK SFCR for the year ended 31 December 2021 

 QEO annual ORSA as at 31 December 2021 

 Email correspondence from QUK confirming the impact of the Scheme on QUK’s SCR as at 30 June 

2022 

 Extract from Eta’s QRTs as at 30 June 2022 

 Extract from WMG’s QRTs as at 30 June 2022 

 Extract from Inceptum’s QRTs as at 30 June 2022 

 A spreadsheet showing the projected balance sheet for Inceptum, Eta, WMG and the transferring 

portfolios at year-ends 2021-24. 

 A spreadsheet showing the projected SCR of Inceptum at year-ends 2022-24 and separate 

spreadsheet files showing the input assumptions behind the calculations. 

Communications 

 Copies of the notices that appeared in: 

o each of the London, Edinburgh and Belfast Gazettes; 

o the Times and Daily Mail newspapers; 

o Insurance Times; 

o Machinery 

o New Civil Engineer. 

 Copies of the weekly returns to the FCA, summarising the responses to the notices (from 22 August 

2022 to 28 October 2022) 
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Other 

 Written notice provided by the PRA that it has decided to vary the permission of Inceptum under Part 

4A of FSMA 

 Second Witness Statement of Richard Finney, on behalf of Eta 

 Second Witness Statement of Richard Finney, on behalf of WMG 

 Second Witness Statement of Paul Corver, on behalf of Inceptum 

 Second Witness Statement of Gavin Bridges, on behalf of QUK. 

B.2 Information relating to the items listed above was also gathered during discussions with staff of Inceptum 

and QUK.  



MILLIMAN REPORT 

 
 

Supplemental Report of the Independent Expert on the proposed transfer of business from QBE UK Limited, from The World Marine & General Insurance PLC and from 

R&Q Eta Company Limited to Inceptum Insurance Company Limited  

 37 14 November 2022 

Appendix C Letters of Representation 
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