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2 Scope of the report and method of preparation 

2.1 Scope 
This report has been prepared in accordance with: 

�x SUP 18.2.31 to 18.2.41 forming part of the Handbook issued by the FSA; 

�x Part 35 of the Civil Procedure Rules 1998, to the extent relevant. 

As required by Part 35 of the Civil Procedure Rules, I hereby confirm that I understand 
my duty to the Court, I have complied with that duty and I will continue to comply with 
that duty. 

In particular, I owe an overriding duty to the Court to assist the Court and to give the 
Court independent expert evidence on the proposed transfer. 

This report is prepared primarily to assess the likely impact that the Scheme will have on 
the transferring policyholders of RGA UK and the existing policyholders of RGA IRE if 
it proceeds.  It is limited in its scope to the assessment of this Scheme alone and not to 
any other possible scheme.  It is intended that this report be submitted, in full, as evidence 
to the Court when it considers whether or not to sanction the Scheme.  It is not part of my 
scope to consider the position of new policies written into RGA IRE following the 
transfer, even if such new policies would have been written into RGA UK absent the 
transfer. 

The term “Effective Date”, as used in this report, refers to the date as at which, if the 
Scheme proceeds, the Transferred Business of RGA UK will be transferred to RGA IRE.  
It is expected that the Effective Date will be 1 January 2012. 

It is not part of my scope to consider the effect of the Scheme on the Companies Act (or 
the Irish equivalent) accounts of RGA UK or RGA IRE.  My consideration of the 
financial effect of the Scheme has been based on the method of reporting required for the 
regulatory returns to the FSA (“the FSA returns”) and the CBI (“CBI returns”) .  I have 
also considered the position under the Individual Capital Assessment (“ ICA”) 
calculations that all UK long-term insurance companies need to carry out and make 
available to the FSA on a private basis, and I have considered the fact that there is no 
equivalent to this ICA in Ireland.  I have further considered, at a high level, the likely 
effect of the new European Union Solvency II regime which is currently due to replace 
the existing UK and Irish solvency regime with effect from 1 January 2013.  I am 
satisfied that consideration of the FSA returns, the CBI returns, and the ICA calculations, 
together with a high level consideration of Solvency II, is appropriate for the purposes of 
this report.  Further comments on the implementation timescale for Solvency II are given 
in section 5.5 below. 

I confirm that I have made clear which facts and matters referred to in this report are 
within my own knowledge and which are not. Those that are within my own knowledge I 
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complete and accurate information and to make clear to me any caveats which apply to 
the data and information.  In addition, and as part of my review and challenge process, I 
have wherever possible reviewed the information provided for reasonableness and 
consistency with industry best practice.  Where critical information has been initially 
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any of the business written is sufficiently different for the relevant policyholders to be 
regarded as a distinct sub-group for the purposes of my analysis of the proposed transfer. 

3.1.3 Business structure 
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Legend 

 
 

Diagram 3.1.3. Irish and UK treaties written before 1 July 2010, and two UK impaired annuity treaties 

 

Notes:  The value of X in the co-reinsurance arrangements varies by treaty but is commonly 10%. 

Although not shown on the diagram above, some of the outwards retrocession from RGA UK is to 
non-RGA reinsurance companies. 

3.1.4 Business profile 
RGA UK currently has in force 59 reinsurance treaties for protection business and two 
reinsurance treaties for impaired annuity business.  Of these, 49 treaties are currently 
open to new business. 

In terms of the relative significance of the main types of business written in RGA UK, 
individual life protection business providing life and critical illness cover represents over 
99% of total liabilities.  The rest of the business relates to group life business and 
impaired annuity business. 
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3.1.5 Assets 
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�x Annuity business on standard (ie non-impaired) lives written by UK insurance 
companies on a bulk or group basis.  These are commonly staff pension schemes of 
corporate organisations.  These are actually annuity “swap”  treaties, where the cedant 
reinsures the longevity risk of its bulk annuity business through a cashflow swap 
arrangement.  Under such arrangement, the cedant makes payments to the reinsurer 
based on predetermined assumptions set out in the treaty and receives payments from 
the reinsurer based on the actual mortality experience of its bulk annuity business in 
return.  In this way it is the reinsurer who actually bears the longevity risk. 

 

Non-life reinsurance business 

�x Non-guaranteed, yearly renewable business covering health, disability and personal 
accident risks.  This business is mainly from insurance companies in France, with 
lesser portions coming from India, East Asia and other European countries. 

�x Long term care business (which is designed to provide care benefits in old age) written 
by insurance companies in France. 

The in-force business of RGA IRE includes a number of cedants who became clients of 
RGA IRE following its takeover of a block of business from XL Re on 1 January 2009.  
This business is long term care business (ie to provide nursing benefits in old age) written 
in France which now resides in the French branch of RGA IRE.  My understanding is that 
this XL Re business was acquired by RGA IRE as a result of a novation in RGA IRE’s 
favour, as opposed to an insurance business transfer.  As such, there are no additional 
considerations in relation to this business as far as the current proposed transfer is 
concerned. 

It should be noted that the non-life reinsurance business referred to above is health, 
disability and long term care type business.  It is thus closer in nature to life business than 
to non-life reinsurance business covering motor, marine and aviation etc. 

RGA IRE has also written a small amount of business on a facultative basis. 

The above summary of RGA IRE’s business indicates that RGA IRE underwrites a range 
of different types of reinsurance business.  However, I do not believe that the nature of 
any of the business written is sufficiently different for the relevant policyholders to be 
regarded as a distinct sub-group for the purposes of my analysis of the proposed transfer.  
For the avoidance of doubt, this conclusion encompasses the inclusion of the non-life 
reinsurance business with the single RGA IRE group since, as noted above, the actual 
non-life business in question is closer in nature to life business than to motor, marine and 
aviation etc. 

3.2.3 Business structure 
RGA IRE writes the business described in section 3.2.2 above.  In addition, since 1 July 
2010, all new reinsurance treaties for UK protection business are written into RGA 
IRE(UK), ie the UK branch of the Irish company.  All business written in RGA IRE from 
other European insurance companies is written into the relevant European branches of 
RGA IRE. 
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RGA IRE(UK) currently retrocedes a significant proportion of its protection business to 
overseas RGA 
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In terms of the relative significance of the main types of business written in RGA IRE 
measured by total liabil
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For life reinsurance companies in Ireland, it is allowable to set up a deferred acquisition 
cost asset within the regulatory balance sheet.  This is, in effect, a negative liability, as 
shown in the table above. 

The vast majority of RGA IRE’s retrocessions are intra-group, and there is only a small 
amount of liabilities retroceded external to the RGA group. 

The intra-group retrocession is to other RGA reinsurance subsidiaries, but it should be 
noted that there is no retrocession to RGA UK. 

3.2.5 Assets 
RGA IRE aims to match its liabilities by duration and currency and invests in corporate 
bonds with a minimum credit rating of BB and cash only.  The company has no exposure 
to equity, property or derivatives. 

3.3 Rationale for the Scheme 
Although not a direct consideration for me as Independent Expert, it is nevertheless 
relevant for me to be aware of the rationale for the Scheme. 

As explained previously, most of RGA UK’s reinsurance business has (prior to 1 July 
2010) been written on a co-reinsurance basis with an overseas RGA subsidiary.  Since 1 
July 2010, all new reinsurance treaties for protection business have been written into 
RGA IRE(UK).  Although RGA UK continues to receive new business (on the co-
reinsurance basis) for all existing treaties still open to new business, RGA UK’s business 
is expected to decline over the long term, and the fixed overhead costs of maintaining a 
separate entity with a declining block of business are likely to become onerous. 

Further, the introduction of Solvency II will bring fundamental changes to the capital 
requirements, corporate governance and risk management of all insurance and 
reinsurance companies operating in the EU.  Each entity within a group is required to be 
able to demonstrate a sophisticated risk management framework that is fully integrated 
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4 The Scheme in practice 

4.1 Overview of the Scheme 
The Scheme itself is a straightforward one, and provides for the entire assets and 
liabilities of RGA UK to be transferred to RGA IRE(UK). 

As is common practice, the Scheme provides for certain policies which cannot be 
transferred immediately to be 100% reinsured to RGA IRE(UK) pending subsequent 
transfer (when the relevant approval is received).  These are known as Excluded Policies, 
and there is an Excluded Policies Reinsurance Agreement.  In practice, however, 
management of RGA UK do not expect there to be any Excluded Policies. 

Although the wording of the Scheme is straightforward, and refers the transfer of the 
policies in question using normal direct insurance terminology, I have received 
confirmation that the wording of the treaty will, from a legal perspective, ensure that each 
of the following aspects of RGA UK’s business will be transferred to RGA IRE: 

�x the inwards reinsurance treaties which RGA UK has in force with its clients; 

�x the outwards retrocessions between RGA UK and other RGA subsidiaries; 

�x the outwards retrocessions between RGA UK and non-RGA organisations. 

As noted in sections 2.3, 3.1.2, and 3.2.2 above, the two groups of policyholders that I 
need to consider in my analysis of the affects of the Scheme are: 

�x the transferring policyholders of RGA UK; 

�x  the existing policyholders of RGA IRE. 
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5 Financial position before and after implementation of the 
Scheme 

5.1 
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5.2 The Pillar 1 solvency position 
5.2.1 RGA UK  

The following table shows the pre-scheme position of RGA UK on a Pillar 1 (regulatory 
solvency) basis as at 31 December 2010. 

 Amounts in £000s  Pre 
Scheme 

    
 Assets     

(1) Long-term insurance business fund   60,040  
(2) Shareholders' fund   23,745  
(3) Total long-term admissible assets = (1) + (2) 83,785  

       
 Liabilities  
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5.2.2 RGA IRE  
The following table shows the financial impact of the Scheme on RGA IRE’s Pillar 1 
solvency position, assuming the Scheme was implemented on 31 December 2010. 

 Amounts in £000s *  Pre 
Scheme 

Effect of 
Scheme 

Post 
Scheme 

      
 Assets **          

(1) Long-term insurance business fund   103,313 60,040 163,353 
(2) Shareholders' fund   64,838 23,745 88,583 
(3) Total long-term admissible assets = (1) + (2) 168,151 83,785 251,936 

           
 Liabilities          

(4) Mathematical reserves (gross)   192,360 91,939 284,299 
(5) Outwards reinsurance – external ** *    0 12,859 12,859 
(6) Outwards reinsurance – intra-group   157,401 47,402 204,803 
(7) RCR  0 1,123 1,123 
(8) Mathematical reserves (net) = (4) - (5) - (6) + (7) 34,959 32,801 67,760 
(9) Other liabilities   68,354 4,745 73,099 

(10) Shareholders’ liabilities  - 774 774 
(11) Total net liabilities = (8) + (9) + (10) 103,313 38,320 141,633 

           
(12) Capital resources available = (3) - (11) 64,838 45,465 110,303 

         

(13) 
Other items reducing the capital resources 
available due to inadmissibility under the 
solvency assessment 

 5,401 0 5,401 

           

(14) 
Capital resources available  

550n
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*** *  The introduction of the EU Directive on reinsurance in 2005 resulted in the amendment of the 
basis for determining the Pillar 1 capital requirements for pure life reinsurance companies (such as 
RGA UK and RGA IRE) to be based on the approach adopted for non-life business. 

*****  Non life business in RGA IRE as detailed in Section 3.2.2 consists of long-term care, health, 
disability and personal accidents insurance only. 

The changes shown in the table above are detailed below.  The numbering corresponds to 
the lines in the above table. 

(1)/(2) The admissible assets will increase by the value of assets transferred from RGA 
UK. 

(3) Total long-term admissible assets will change as a result of changes in (1) and 
(2). 

(4) The gross mathematical reserves will increase in respect of the business 
transferred in from RGA UK. 

(5)/(6) The amount of outwards reinsurance will increase corresponding to the business 
transferred in from RGA UK. 

(7) It should be noted that RCR is a capital requirement in the UK. In Ireland this is 
included in the balance sheet as a liability. 

(8) The net mathematical reserves will change as a result of changes to (4), (5) and 
(6) and (7) 

(9) Other liabilities are increased by the amount of liabilities transferred in from 
RGA UK. 

(10) Shareholders’ liabilities are increased by the amount of liabilities transferred in 
from RGA UK. 

(15) The required solvency margin for life business has increased as a result of the 
business transferred in from RGA UK.  There may be some benefits in due 
course on carrying out a single calculation (as opposed to adding the two separate 
calculations) but these have been ignored. 

(16) The required solvency for the non life business will not change as there is no such 
business being transferred in from RGA UK. 

It should be noted that there are possibly some minor second order effects which have not 
been allowed for in the above table.  Having discussed with the Signing Actuary of RGA 
IRE, re-alignment of margins of prudence is expected to be made on the transferred 
impaired annuity longevity assumptions to be consistent with the margins currently used 
by RGA IRE.  However, these are not expected to have a material impact. 
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As the table above shows, RGA IRE has on its books a relatively small amount of non-
life business.  Although technically non-life business, this business comprises health, 
disability, personal accident, and long term care, which is more akin to life business than 
to motor, marine and aviation types of non-life business.  I have however discussed this 
aspect with a senior KPMG colleague who is expert in the field of non-life insurance, and 
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6 Effect on policyholders 

6.1 Introduction  
Having set out in the previous sections of this report the relevant financial effects of the 
Scheme, this section considers the effect on policyholders from both these viewpoints and 
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Several aspects of TCF have already been covered in preceding sections, but for the 
avoidance of doubt, these are included below.  Each is relevant to the transferring 
policyholders of RGA UK. 

6.3.1 Reinsurance treaty terms and conditions 
There will be no change to any treaty terms and conditions of the transferred business. 

6.3.2 
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7 Other risk considerations 

7.1 Credit risk  
As the analyses in section 5 above have shown, both RGA UK and RGA IRE have 
material deductions from their gross liabilities in respect of outwards retrocessions, both 
intra-
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the group.  This acts to spread and diversify risk.  It is relevant to note that the 
policyholders of RGA UK and RGA IRE are, in the main knowledgeable direct writing 
insurance companies who are likely to aware that reinsurance groups such as RGA 
retrocede liabilities internationally. 

It is expected that the legal arrangements to implement the effective transfer of the 
protection arrangements referred to above will be in place by the time of my 
supplementary report, and I will confirm whether this has in fact taken place within my 
supplementary report. 

7.2 Operational risk 
When a transfer of long term business takes place, there is scope for operational risks to 
occur and for example administrative errors to arise.  The scope for such errors is greatest 
when the operation of complex processes or IT systems is moved from one group of 
people to another.  An example would be unit pricing process for unit-linked business.  
For reinsurance business, a key concern of cedants would be to ensure that the premiums 
and claims accounting under each treaty continues to be carried out accurately by the 
reinsurer. 

In the case of this transfer, the processes and IT systems under which the RGA UK treaty 
premium and claims accounting will be carried out will remain in RGA’s London offices 
and will continue to be operated by the same people. 

It is further the case that the operation of reinsurance treaties does not (unlike for example 
unit pricing) take place in real time, and the correction or errors is normally 
straightforward. 

I can therefore conclude that I see no material change in the ongoing position as regards 
operational risk, and that the potential for operational risk to occur at the point of transfer 
and cause a material problem for cedants is limited. 

7.3 Legal risk 
In considering the issue of legal risks, I have relied on the fact that RGA UK and RGA 
IRE have followed the advice of their legal advisers and Counsel in finalising the legal 
agreements in relation to this transfer, both in the UK and in Ireland. 

I understand RGA UK’s inwards reinsurance treaties and outwards retrocessions are all 
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same risk based assessment approach will be used across the EU and thus the finalisation 
of the initial regime and any ongoing changes will have the same effect whether the 
transfer proceeds or whether RGA UK and RGA IRE remain separate. 

There is the risk that the implementation of Solvency II is delayed, and that during the 
delay period the UK and Irish regimes for regulating reinsurance companies diverges.  
However, it must be acknowledged that there is scope for different regulatory approaches 
to apply, and that the CBI is an experienced regulator of reinsurance companies.  See also 
section 7.6 below. 

In the event of a regulatory risk materialising, often the outcome is that more shareholder 
capital would be required in the companies.  Clearly, this may not always be the case, but 
in most cases regulatory standards and changes to them have a direct impact on the 
capital required.  As is the case with most large insurance and reinsurance groups, the 
main source of additional capital is from within the group.  Although there can be no 
guarantee of future capital being made available, the desire to avoid reputational risks 
arising does provide a strong incentive for groups to provide the additional capital to their 
operating subsidiaries where necessary.  Thus, in most circumstances, regulatory risk is 
normally more of a concern for shareholders, as opposed to being a direct risk for 
policyholders.  Further, as RGA UK and RGA IRE are similar companies in their nature, 
any change is likely to affect both companies similarly and, since both companies are part 
of the same group, the availability of additional shareholder capital will be similar before 
and after the transfer. 

7.5 Tax risk 
My understanding is that the relevant tax clearances have been or are expected to be 
obtained and in particular, that no stamp duty will crystallise from the transfer of assets 
from RGA UK to RGA IRE.  Although corporate tax rates are currently lower in Ireland 
than in the UK, my understanding is that the profits of RGA IRE(UK) (ie the UK branch) 
will be taxed under the UK tax regime. 

7.6 Change of regulator 
Following the transfer, the Transferred Business would no longer be regulated by the FSA 
and would be regulated by the CBI. 

As noted above, the current Pillar 1 regimes are similar as between the UK and Ireland.  
There is however a difference in how actuarial advice is formally used between the UK 
and Ireland as far as reinsurance companies are concerned.  In the UK, RGA UK is 
required to appoint an Actuarial Function Holder to advise the Board of Directors on the 
determination of the Pillar 1 liabilities in line with the relevant requirements, with the 
Board being responsible for the final decisions.  In Ireland, RGA IRE is required to 
appoint a Signing Actuary, who certifies to the CBI that the Pillar 1 liabilities have been 
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Appendix 2: Copy of letter received from Hogan Lovells 

See following pages. 














