STANDARD ~ Global Reinsurance Highlights
4POOR’S 2011 Edition

Reactions —~ = &%

Financial intelligence for the global insurance market




REINSURE
Wi L OGIC.

GIC Re.The most logical choice when it comes to reinsurance

o Total assets: US$ 11.16 hillion

e Net worth: US$ 2.2 hillion

* Rated A- (Excellent) by A.M. Best Co. for Financial Strength

* Rated AAA (In) by CARE for Claims Paying Ability

* Ranks 16th among Top 40 Global Reinsurance Groups
(Standard and Poor's Ranking for 2010)

o

e <famenty
GIC Re
General Insurance Corporation of India
Global Reinsurance Solutions

“Suraksha”, 170, Jamshed]i Tata Road, Churchgate, Mumbai — 400 020 India Tel. (Board) : +91 22 2286 7000 www.gicofindia.in

Branch offices: Dubai, London, Kuala Lumpur Representative office: Moscow



STANDARD
&POOR’S

Global Reinsurance Highlights
2011 Edition

For further details on any aspect of the work of Standard & Poor’s Ratings Services, please contact:

Isobel McCalman Darryl Carpenter
Standard & Poor’s Ratings Services Standard & Poor’s Ratings Services
20 Canada Square 55 Water Street
Canary Wharf New York, NY 10041
London E14 5LH Direct Tel: (+1) 212-438-7177
Main Tel: (+44) 20-7176-3800 Fax: (+1) 212-438-7195
Direct Tel: (+44) 20-7176-7233 darryl_carpenter@standardandpoors.com

Fax: (+44) 20-7176-7201
isobel_mccalman@standardandpoors.com

www.standardandpoors.com



somewhat
diyerent

THIS DOESN'T LOOK LIKE
AN INVITATION TO
A FAIR PARTNERSHIP.

www.hannoverlifere.com hannover ’ife re®



Rob Jones, London

Simon Ashworth, London
Tufan Basarir, London
Laline Carvalho, New York
Andy Chang, CFA, Taipei
Rodney Clark, New York
Paul Clarkson, Hong Kong
Karin Clemens, Frankfurt
Mark Coleman, London
Taoufik Gharib, New York
Robert A. Hafner, New York
Cameron Heath, London
Rob Jones, London
Maren Josefs, London
Trupt Kulkarni, Mumbai
Mark Legge, Melbourne
Gary Martucci, New York
Ayako Nakajima, Tokyo
Miroslav Petkov, London
Jason S. Porter, New York
Laura Santori, Paris
Dennis Sugrue, London
Reina Tanaka, Tokyo
Michael Vine, Melbourne
Connie Wong, Singapore

Tufan Basarir, London
Samantha Byrne, London
Clare Latchford, London
Yvonne Murray, London

Isobel McCalman, London

Heather Bayly, London
Greg Paula, New York
Alexandria Vaughan, London

Although Euromoney Institutional Investor PLC has made every effort to ensure the accuracy of this publication, neither it nor any
contributor can accept any legal responsibility whatsoever for consequences that may arise from errors or omissions or any opinions
or advice given. This publication is not a substitute for professional advice on a specific transaction.

Directors:
PM Fallon, chairman and editor-in-chief;
Sir Patrick Sergeant, The Viscount Rothermere, Richard Ensor (managing director), Neil Osborn,
Dan Cohen, John Botts, Colin Jones, Diane Alfano, Christopher Fordham, Jaime Gonzalez, Jane Wilkinson, Martin Morgan, David Pritchard

Published in part by Standard & Poor’s, a division of The McGraw-Hill Companies, Inc.
Executive offices: 1221 Avenue of the Americas, New York, NY 10020.
Editorial offices: 55 Water Street, New York, NY 10041.

Copyright 2011 by The McGraw-Hill Companies, Inc.

Reproduction in whole or in part prohibited except by permission. All rights reserved. Information has been
obtained by Standard & Poor’s from sources believed to be reliable. However, because of the possibility of
human or mechanical error by our sources, Standard & Poor’s or others, Standard & Poor’s does not guarantee
the accuracy, adequacy, or completeness of any information and is not responsible for any errors or omissions
or the result obtained from the use of such information. Ratings are statements of opinion, not statements of fact
or recommendations to buy, hold, or sell any securities. All advertising content has been sourced and placed by
Reactions Publishing Group. Standard & Poor’s receives no fee for the content of this publication.



Contents

2011 Edition

5 Foreword

' All Eyes On The Hurricane Season
i 6

Soundbites

8 Outlook
Outlook On Global Reinsurance
Industry Remains Stable As Multiple
Catastrophes Fail To Erode Capital
Surplus

17 Life
As The Market Shrinks, Life Reinsurers
Look To New Products For Growth

23 Japan Earthquake

Re/Insurers Continue To Tally The

{(l - Claims Stemming From The Japanese

Earthquake And Tsunami

30 Catastrophe Models
S&P Assessment Of Reinsurers’
ERM Places High Importance on
Understanding Of Catastrophe Models

33 Reinsurance Peer Analysis:
Shift To Short-tailed Lines Contributes
To Peak Capital Levels And Strong
Operating Performance In Recent
Years

40 Return On Equity
For Some Reinsurers, Returns May
Not Be Enough To Cover Their Cost Of

Equity

,‘ 46 Top 40 Global Reinsurance Groups

STANDARD
&POOR'’S

Global Reinsurance Highlights

48 Global Reinsurers By Country

66 ERM
Consistent Application Of ERM Helps
Global Reinsurers Maintain Their
Financial Strength Under Adverse
Conditions

13 Regulatory Update
Rating Implications For G-SIFI-
Designated Insurers

77 ILS

Insurance-Linked Securitization:
Navigating Through A Turbulent Start
To20M

80 European Insurance OQutlook:
European Insurance Credit Trends:
Despite Strong Balance Sheets,
Insurers Are Uneasy About The Future

84 Asia Pacific
Asia-Pacific Reinsurers Start To Push
Through Higher Prices In Wake Of
Regional Catastrophes

90 Insurance Ratings Definitions

92 Contacts

Global Reinsurance Highlights 2011




Foreword STANDARD

All Eyes On The
Hurricane Season

By Rob Jones

As we go to press this year, all eyes are on Hurricane Irene as she heads towards the north Atlantic coastline.
Recent hurricane seasons have brought misery to millions but have been relatively ‘kind’ to the reinsurance
industry. Partly as a result, the market has been on a softening path for half a decade. However, the first half
of 2011 has heaped record-breaking losses for the industry on top of human tragedy. Although such was the
strength of opening balance sheets, the overall softening trajectory has merely plateaued. The aftermath of
Irene and her successors this year will set the scene for 2012 renewals, with the potential for a broad-based
hardening market if the season wreaks havoc in the way 2005 did.

Our lead article “Outlook On Global Reinsurance Industry Remains Stable As Multiple Catastrophes Fail
To Erode Capital Surplus” explains our stable ratings outlook in the face of the above issues. Life reinsurance
provides valuable diversification benefits to global reinsurers but the sub-sector faces very different challenges
from its property casualty counterpart. “As The Market Shrinks, Life Reinsurers Look To New Products For
Growth” tells us why.

Global reinsurers continue to lead the way in terms of ERM capabilities and we believe that our assess-
ments have been broadly borne out in the first half of 2011. “Consistent Application Of ERM Helps Global
Reinsurers Maintain Their Financial Strength Under Adverse Conditions” provides an update on reinsurers’
progress.

As the claims estimates continue to escalate from the earthquake centered on Tohoku, “Re/Insurers Con-
tinue To Tally The Claims Stemming From The Japanese Earthquake And Tsunami” assesses the impact on
insurers and reinsurers. Partly as a result of events this year, catastrophe modeling has been in the limelight
and also because of key vendor catastrophe model updates. “Insurers Catastrophe Risk Management Gains
Strength From Clear Understanding Of Catastrophe Models” looks at the role models play and how we
evaluate them. This year’s events and model updates have also had a significant impact on our ratings of secu-
ritizations. “Insurance-Linked Securitization: Navigating Through A Turbulent Start To 2011 describes
that impact.

This year we provide a sector peer analysis which highlights some of the trends we have observed: “Rein-
surer Peer Analysis: Shift To Short-tailed Lines Contributes To Peak Capital Levels And Strong Operating
Performance In Recent Years”. We also consider how the sector has performed in terms of shareholder
returns in “For Some Reinsurers, Returns May Not Be Enough To Cover Their Cost Of Equity”

Management teams from the world’s largest reinsurance groups have expressed concerns about the FSB’s
potential designation of certain reinsurers as G-SIFIs. “Rating Implications For G-SIFI-Designated Insur-
ers” describes why we believe that insurers and reinsurers pose limited systemic risk, but explains the potential
ratings impact on such insurers.

Our regional articles this year focus on Europe and Asia-Pacific. The aftermath of the financial crisis, cul-
minating most recently in heightened sovereign risk, together with the specter of Solvency II, IFRS Phase 11
and G-SIFI designation are playing on the minds of Europe’s insurers. “European Insurance Credit Trends:
Despite Strong Balance Sheets Insurers Are Uneasy About The Future” explains why. “Asia-Pacific Reinsur-
ers Start To Push Through Higher Prices In Wake Of Regional Catastrophes” looks at the primary markets
and reinsurance markets in Asia-Pacific after this year’s events.

We think that Global Reinsurance Highlights captures the key issues facing reinsurer management. We hope
that you enjoy the 2011 edition and would welcome your feedback on possible enhancements for future years. ll

Rob Jones, London, (+44) 20-7176-7041;
rob_jones@standardandpoors.com
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Soundbites

Outlook On Global Reinsurance Industry Remains Stable As Multiple Catastrophes Fail To Erode
Capital Surplus

Dennis Sugrue, Laline Carvalho and Mark Coleman

e Standard & Poor’s is maintaining its stable outlook on the sector.

e The sector produced a return on revenue of 10% and a combined ratio of 95.4% in 2010. This compares to 15% and
89.9%, respectively, in 2009, and was similar to the seven-year averages of 12% and 96%.

* We continue to view capitalization as a strength for the industry, which still has an excess relative to ratings despite the
first-half losses.

o We estimate that the same peer group still has a capital redundancy of around $35 billion to $40 billion.

* Substantial reserve releases benefited average combined ratios by about 6% since 2006.

* We expect earnings to be weak in 2011.

As The Market Shrinks, Life Reinsurers Look To New Products For Growth

Robert A Hafner and Simon Ashworth

¢ The uncertain implications of emerging accounting and solvency standards around the globe... are keeping the industry
Jfrom venturing too far from familiar, traditional risks.

* The continuing contraction of traditional cession rates and volumes in the U.S. and the emergence of Solvency II in
Europe, which could be a watershed for the European life reinsurance market, are limiting the long-term growth pros-
pects of the life reinsurance sector.

Re/Insurers Continue To Tally The Claims Stemming From The Japanese Earthquake
And Tsunami
Taoufik Gharib and Reina Tanaka

* Reinsurers ... will likely generate little more than break-even results for the full year.
* Such a dramatic rise in reinsurance costs will hurt Japanese insurers’ earnings.
» Japanese insurers are taking a very controlled stance toward underwriting earthquake extended coverage.

Insurer Catastrophe Risk Management Gains Strength From Clear Understanding
Of Catastrophe Models

Miroslav Petkov, Dennis Sugrue and Mark Coleman

* A slavish adherence to catastrophe models exemplifies poor management of catastrophe risk.

 The recent update to RMS v.11 has caused some consternation in the market.

e In our analysis, we take particular note of how insurers allow for model, parameter, and data uncertainty.
If an insurer relies fully on the modeled results without making explicit or implicit allowances for imperfec-
tions in the model, it may understate or overstate its exposure to catastrophe risk.

Reinsurance Peer Analysis: Shift to Short-tailed Lines Contributes to Peak Capital Levels and
Strong Operating Performance in Recent Years
Dennis Sugrue and Trupti Kulkarni (not pictured)

e Since 2007, the non-life sector has gradually shifted towards underwriting more short-tail lines.

* As exposure to short-tail lines of business has increased, companies have increased capital levels to support the poten-
tially more volatile business.

o Shift to shorter-talied lines has helped companies to extract more profit than they would have achieved under their old

business mixes.
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For Some Reinsurers, Retums May Not Be Enough To Cover Their Cost Of Equity
Laline Carvalho and Jason S Porter

e We believe that the lack of differentiation between the class of 2001 and the longer-standing reinsurers’ valuations could
indicate that investors are skeptical about whether the class of 2001 reinsurers will be able to sustain their relatively
g 5 stronger operating performance.
* Reinsurers, ultimately, are at risk of losing support from the capital markets.
* The average ROE for these companies...was a modest 9.9%. ...about equal to these companies’ estimated cost of equity capital.

e The sector reported an average ROE of 12.2% and a modest estimated average return in excess of the cost of equity capital
of about 1.6%.

Consistent Application Of ERM Helps Global Reinsurers Maintain Their Financial Strength
Under Adverse Conditions
Miroslav Petkov and Laura Santori

* Approval of their own internal capital models should allow reinsurers to adopt more efficient capital management relative
to their specific risk profiles.

* We view management’s ongoing commitment to ERM as fundamental to keeping potential losses within a reinsurer’s
defined risk tolerance, while at the same time maximizing the returns from risk.

Rating Implications For G-SIFl-Designated Insurers
Rob Jones and Rodney A Clark

* We don’t expect to see many insurers designated as G-SIFIs. Few lines of business in insurance produce amplification of risk
=, because most insurance products are only loosely correlated with economic volatility, or not correlated at all.
. * We currently recognize the likelihood of the provision of sufficient and timely extraordinary governmental support to enhance
& our insurer ratings only in exceptional cases.

Insurance-Linked Securitization: Navigating Through A Turbulent Start To 2011

Maren Josefs, Gary Martucci and Cameron Heath

"« New ILS issuance slowed considerably in second-quarter (Q2) 2011 compared with previous years.
* We expect natural catastrophe bonds to regain their attraction for issuers.
[ == 5 . Thereis likely to be a need for more protection around the time of the Jan. 1,2012 renewals.

European Insurance Credit Trends: Despite Strong Balance Sheets, Insurers Are Uneasy About
The Future
Rob Jones and Karin Clemens

o In our view, price adequacy in most lines of business is still softening or flat in most European markets.
e We believe insurers are concerned about the amount of time they will have to execute Solvency II’s still-uncertain
requirements.

Asia-Pacific Reinsurers Start To Push Through Higher Prices In Wake Of
Regional Catastrophes
Mark Legge (pictured), Paul Clarkson, Andy Chang, Reina Tanaka (pictured), Ayako Nakajima, Michael Vine and Connie Wong (pictured)

- o The extent of the earthquake damage has caused a reap-
3 : ﬁ ‘
=)

= praisal of earthquake risk pricing.
4 *a’J
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Outlook

Outlook On Global Reinsiitance
Hndustry Remains Stable As Multlple
Catastrophes Fail To Ero e %lta_l
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By Denms Sugrue Lalme Carvalho and Mark Coleman =
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e The flrst half of 2011 like the same perlod in 2010 saw large catastrophe Iosses

| across the reinsurance industry. Losses from earthquakes, tornadoes,’anda
tropical cyclone amounted to more than $60 billion in insured losses. Although
this is well above the historical mean for the first half of the year, extremely ¢
strong capitalization and strong enterprise risk management (ERM) capabllltles

—

enabled the mdustry asa whole to withstand the losses. = ==
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Standard & Poor’s is maintaining its stable outlook
on the sector. However, as in 2010, our view of rein-
surers’ earnings prospects is diverse. We expect to see
clear winners and losers toward the end of the year and
anticipate that most, if not all, reinsurers could earn
less than we had originally forecast for 2011.

Price rises have been uneven, affecting only some
business lines and regions. The increases that we have
seen have not been enough to turn the whole market
and in some cases have been inadequate for the risks
assumed. In our opinion, returns on some longer-
tailed lines of business remain uneconomic, and an
upward shock to inflation or interest rates could put
companies’ balance sheets at risk.

Factors Affecting The Outlook

We continue to view capitalization as a strength for the
industry, which still has an excess relative to ratings
despite the first-half losses. In addition, 80% of rated
reinsurance groups included in our GRH survey con-
tinue to enjoy a stable outlook. Indeed, we have a nega-

tive outlook of only 14% of ratings, even in the current
operating environment. Although we acknowledge that
financial strength may come under downward pressure,
our stable outlook on the sector reflects our assessment
of the following positive factors:
Capitalization is typically a ratings strength. Our
analysis indicates that industrywide capital was at
peak levels entering 2011, and experienced only
limited deterioration following the first-half losses.
Enterprise risk management capabilities are high;
reinsurers remain among the leading practitioners
in the industry, in our view.
Underwriting performance has been strong over the
five years from 2006 to 2010.
Profits continue to emerge on prior underwriting
years.
Reinsurance premium rates have shown some
signs of increasing following the Q1 2011 losses,
although the full effect on pricing has yet to emerge
Investments are typically focused on high-quality,
short-duration, liquid assets.

Table 1: Large Catastrophe Insured Losses In The First Half of 2011

Date Event Location Estimated insured loss (mil. $)
Mar-11 Great East Japan earthquake Japan ¢.30,000
Feb-11 Christchurch earthquake New Zealand >10,000
Apr-11 Tuscaloosa tornadoes us. 5,050
May-11 Joplin tornadoes u.s. 4,900
Jan-11 Australia floods Australia 2,550
Feb-11 Cyclone Yasi Australia 1,000
Source: Munich Reinsurance Co. Natural Catastrophe Service.
Chart 1: Reinsurer Ratings For The Past Five Years
=201 2010 =2009 2008 = 2007 = 2006
18
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8 |
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Ratings as at Aug. 17, 2011
© Standard & Poor's 2011.
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Outlook

These strengths are partially offset by our assessment
of the following weaknesses:

[ Recent catastrophe events will significantly reduce
earnings for the sector in 2011.

[T Price rises for the remainder of 2011 are likely to be
uneven across lines of business and geographic regions.

[ Interest rates remain low and macroeconomic fac-
tors could continue to put pressure on overall earn-
ings adequacy.

The sector produced a return on revenue of
10% and a combined ratio of 95.4% in 2010.
This compares to 15% and 89.9%, respectively,
in 2009, and was similar to the seven-year

averages of 12% and 96%.

[Tl Reserve releases have supported reinsurers’ results
for the past five years, a trend we view as unsustain-
able and diminishing.

[ Excess capital positions continue to put pressure
on return on equity performance metrics.

[ The industry faces a range of challenges, in particu-
lar the increasing frequency and severity of catas-
trophe events. Given that reinsurers’ valuations are
below historical averages, we consider that some risk
is associated with investors’ willingness to recapital-
ize reinsurers in the wake of another major event.

Early 2010 Saw High Losses, But A Benign
Wind Season Proved Fears That Capacity
Was Exceeded Unfounded

The sector entered 2010 with aggregate capital at
near-peak levels. Concerns about pricing and profit-

ability were mounting. It suffered several large losses
during the first half of the year; there were nine catas-
trophe events, including large earthquakes in Haiti
and Chile.

As a result, the industry incurred around $20 bil-
lion in insured losses. Midway through the year, earn-
ings prospects for the full year seemed uninspiring.
While the market was well-positioned from a capital
standpoint, and stood ready to capitalize on any hard-
ening of rates, experts were predicting that the 2010
wind season would see above-average activity.

Ultimately, while the North Atlantic hurricane sea-
son was an active one—there were 19 named storms—the
insurance industry avoided major losses because none of
the storms made landfall in heavily insured areas. While
there were large losses stemming from floods in Austral-
ia and a large earthquake in New Zealand in the second
half of 2010, the industry reported strong results, despite
the inauspicious start to the year.

We estimate that the top 40 reinsurance groups
account for more than 90% of global reinsurance
premiums between them. Our analysis of their results
shows that the sector produced a return on revenue of
10% and a combined ratio of 95.4% in 2010. This com-
pares to 15% and 89.9%, respectively, in 2009, and was
similar to the seven-year averages of 12% and 96%.

A Twice-Told Tale: Early 2011 Mirrors The
Events Of 2010

Entering 2011, reinsurers found themselves in a very
similar position to that they had faced 12 months
before. Pricing in catastrophe-affected lines was up
following the losses in 2010, but not by enough to turn
the entire market. The industry still had excess capital;
the aggregate amount reached a new peak level of $321

Chart 2: Reinsurer Outlooks For The Past Five Years
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billion. The top 40 global reinsurers’ shareholders’
equity base increased by $28 billion, or 10% compared
to 2009 (note that the 2009 shareholders’ equity figure
includes a simple combination of shareholders’ equity
for NIPPONKOA Insurance Co. Ltd. and Mitsui
Sumitomo Insurance Co. Ltd.; these entities merged
in 2010).

We have analyzed data from our risk-based capi-
tal model on a peer group of 26 of the largest non-
life reinsurers, primarily from the U.K., Europe, and
North America (including the U.S. and Bermuda).
Based on our results, we estimate that this group had
an excess capital position, relative to their respective
ratings, of $40 billion-$45 billion entering 2011. This
fundamental balance-sheet strength is supported by
the highly liquid and high investment-grade fixed-
income strategies that dominate asset allocations in
the sector. It underpins most of our ratings in the sec-
tor and our stable outlook. However, having a large
capital base when many lines are suffering from soft
pricing and interest rates remain low puts pressure on
a firm’s underlying profitability.

The ground shook again in the first quarter of
2011, this time in New Zealand and Japan. These
earthquakes were two of the three most costly insured
losses ever experienced. Munich Reinsurance Co. has
estimated that the $60 billion in insured loss from 355
events made the first half of the year one of the most
costly on record. We estimate that in the first quarter,
the peer group incurred a net loss of about $5.6 bil-
lion. However, such was the strength of the industry’s
excess capital position that this loss only modestly
diluted it. In fact, the second quarter saw positive
net income, in aggregate, for this group, and thus we
estimate that the same peer group still has a capital

redundancy of between $35 billion and $40 billion.

Following Japan’s Great East Earthquake, we saw
speculation in the industry that the event would be
large enough to turn pricing in the market, across all
lines and geographies. However, the only material rate
increases we have seen were in loss-affected areas and
lines. Pricing in U.S. property lines rose modestly as a
result of the release of updated versions of the vendor
catastrophe models. In most other lines, the effect has
been limited to halting the decrease in pricing that has
been typical for the last few years.

In our opinion, because the event had limited
impact on the sector’s capital base, it has caused only
muted price increases, or none at all, in many other
lines. Unless the market experiences a major capital-
depleting event, either through a very large catastro-
phe loss or widespread reserve strengthening in the
long-tailed lines of business, prices could resume their
decline in the future, further constraining earnings
potential.

Operating Performance Is Still Strong,
But Increased Cost Of Capital Could Put
Margins Under Pressure
The reinsurance sector has exhibited strong returns
over the past cycle. Bermudian reinsurers have out-
performed the market in terms of combined ratio and
return on revenue (ROR). The Bermudian industry’s
seven-year average combined ratio stands at 91% and
its ROR at 23%, compared to global industry figures
of 96% and 12%, respectively. However, Bermuda’s
results have been more volatile over this time period
(see charts 3 and 4).

The Lloyd’s market has shown strong and stable
results across the cycle, generating an average com-

Chart 3: Industry Trends — Non-Life Combined Ratio
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Outlook

bined ratio of 92%. Results for purely U.S. reinsurers,
as listed by the Reinsurance Association of America,
are weaker over the period—their combined ratio is
104% and their ROR is 12%. That said, many of these
companies are subsidiaries of larger groups, and cede
much of their business back to the parent.

Returns on equity (ROE) have also been strong for
the sector. Our analysis of large global reinsurers shows
that this group generated an average return on equity
of 15.2% over the past five years. Reinsurers have on
average covered their cost of equity capital over the
last 10 years; again, Bermuda’s results are the strong-
est. However, we have cautioned that return adequacy
is coming under increased pressure, and with cost of
capital increasing over time, reinsurer’s margins are
eroding (see “For Some Reinsurers, Returns May Not
Be Enough To Cover Their Cost Of Equity”).

Reserve Releases Have Been Boosting
Results For Five Years

Our analysis shows that substantial reserve releases
benefited average combined ratios by about 6% since
2006. In 2010, reserve releases made an overall, aver-
age positive contribution to companies’ combined
ratios of 9%, with a range of 1%-33%.

We therefore take this into account when consider-
ing their strong operating results. The trend for reserve
releases continued through the first quarter of 2011,
and we would expect to see further releases this year as
reinsurers seek to mitigate the impact of catastrophe
losses on results.

The U.S. non-life primary sector is a major source
of business for reinsurers and has also seen reserve

releases boost reported results in recent years. In the
U.S., as in other regions, pricing has been declining
for years and loss costs are on the rise. In our view,
this may cause companies to strengthen their reserves
in coming years. We have already seen evidence of this
in respect of the 2008 and 2009 years.

Primary insurers have been steadily releasing
reserves since 2006 (see “Reserve Adequacy For The
Long-Tail Commercial Lines Insurance Sector Will
Continue To Deteriorate,” published on June 7, 2011).
During 2009, excluding mortgage and financial guar-
anty insurance, the U.S. industry released $12 billion
from prior-year reserves, which is at least less than the
$15 billion it released in 2008.

The pattern of releases seen in the U.S. in recent
years is strikingly similar to the one experienced in
the late 1990s. Massive releases supported earnings
during that period. However, this ushered in a seven-
year period of significant reserve strengthening across
many lines, which coincided with a turn for the better
in pricing in the early 2000s. We expect that reserve
margins from older business will decline substantially,
and that the 2007 to 2009 accident years will need to
be strengthened in the coming years. We anticipate
that loss costs will continue to climb. If reinsurance
pricing stays flat, or resumes its decline, and we see a
step change in inflation then reinsurers’ balance sheets
could be at risk.

Long-tailed lines have performed worse than short-
tailed lines over time; 2008 provided the only year of
releases since 2000. These lines are especially vulner-
able to interest rate and inflation shocks. Last year, we
cautioned that the global recession had not removed

Chart 4: Industry Trends — Return On Revenue

(%) —a— Global Reinsurance Industry —e—RAA —&—Bermuda
50
40 ’ k

[N\ /\

30
20

"

2001 2002 2003 2004 2005

Source: Company filings and surveys. RAA (Reinsurance Association of America)

© Standard & Poor's 2011.

2006 2007 2008 2009 2010

Global Reinsurance Highlights 2011




the risk of inflation to reinsurers’ balance sheets, mere-
ly deferred it. Today, despite dampened GDP expecta-
tions for most economies, the threat of a step change
in inflation remains a concern for the wider economy,
and thus the insurance market. Benchmark inflation in
the U.K., Europe, the U.S., China and other emerging
markets is exceeding the inflation targets set by banks
such as the Bank of England, European Central Bank,
U.S. Federal Reserve, and Bank of China.

Many companies are using their investment port-
folios to protect their balance sheets from inflation
through various investment strategies, including vari-
able yield securities, inflation-linked securities, and
real assets. Companies are also using duration as a
hedge for inflation. They take an asset duration posi-
tion that is materially shorter than the duration of
their liabilities. If interest rates rise, they can reinvest
the shorter-duration assets as they mature and lock in
higher rates. This helps to mitigate the impact of any
increase in loss costs or claims.

Our study indicates that the average asset duration
for this peer group is 3.2 years; average liability dura-
tion is 3.6 years. This indicates that most players are
not prepared to take duration risk and expose them-
selves further to the risk of inflation shock. However,
some companies have elected to take some duration
mismatch, or have maintained longer-duration asset
portfolios.

The sector’s asset portfolios can typically be char-
acterized as highly liquid and of very strong credit
quality. We estimate that at the end of 2010, around
85% of reinsurers’ portfolios consisted of bonds and
cash and cash equivalents; these asset classes are
typically highly liquid. The proportion has increased
slightly since 2007, when it was 80%. We also estimate

that the average credit rating on the assets in those
portfolios is in the ‘“AA’ range.

Catastrophes Are Becoming More Common
And More Costly

Many experts expect 2011 to be another active hurri-
cane season; the number of named storms is predicted
to be above average. Natural catastrophic activity has
been on the rise for the past 30 years. According to
Swiss Re, there were 167 natural catastrophes in 2010,
well above the historical average of 94. Worldwide
insurance penetration has increased since 1970, and
insured values have also been rising. Therefore, the
losses insurers experience following these events have
steadily climbed. Of the 20 largest natural catastrophe
events since 1970, 12 occurred within the past 10 years.
This includes eight of the 10 most costly events (see
charts 5 and 6).

Reinsurers May Have To Work To Attract
Investors

Reinsurers’ prospects for strong earnings in 2011
experienced a material setback during the first half
of the year. Given that experts predict an active U.S.
wind season, if another major event makes a substan-
tial dent in industry capital, will investors be there to
replenish any lost capacity?

Reinsurers’ valuations are currently below histori-
cal norms. According to Guy Carpenter, the sector
average price-to-book ratio is around 0.9x, well below
the historical mean of 1.3x. In a snapshot of current
pricing, it is apparent that many publicly traded rein-
surers have price-to-book ratios below this average.
There is a cluster at around 0.75x—0.8x. The discount-
ed valuations of these stocks raise questions about the

Chart 5: Natural Catastrophes And Man-Made Disasters, 1970-2010
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Outlook

level of investor interest in reinsurers. In our view, they
suggest that investors may be reluctant to reinvest in
reinsurers should the need arise.

Reinsurers can use alternate routes to access capi-
tal if a major loss occurs, for example, insurance-
linked securities (ILS), sidecars, catastrophe bonds
(cat bonds), or industry-loss warranties (ILWs)
(see “Insurance-Linked Securitization: Navigat-
ing Through A Turbulent Start to 2011”). Sidecars

The reinsurance industry has
navigated a difficult few years
remarkably well, in our view.

are special-purpose reinsurers established to provide
underwriting capacity to a specific reinsurer. They
offer insurers access to capacity, and are very quick
and easy to set up and exit for investors and issuers.
Investors benefit from these arrangements as the lock-
up period is pre-defined, and usually ranges from one
to three years. In the wake of the earthquake in Japan
in March, three sidecars were established, and many
companies and investors are discussing whether to
arrange others.

Interest in ILW has also increased as companies
scramble for protection in the second half of the year.
Pricing on ILW has increased by as much as 25% in
some areas.

We have seen relatively little cat bond issuance in
2011. Risk Management Solutions Inc. released its
new Version 11.0 Atlantic Hurricane Model (RMS
v.11) recently and most issuers are still assessing the
impact of the new model on exposure, attachment
points, and cat bond pricing. However, in the wake of
another large event in 2011, we would expect to see a
spike in cat bond issuance, similar to that witnessed in
2006 following Hurricane Katrina. Like sidecars, cat
bonds are relatively quick to put in place, offer inves-
tors a quick turnaround on their funds, and do not
lock them in for indefinite periods.

We have long argued that these alternative prod-
ucts are complementary to traditional reinsurance,
and do not currently pose a material threat to the
reinsurance business model. However, we recognize
that these more-flexible forms of capital and invest-
ment could draw investment that might otherwise go
to traditional reinsurance. Most offer investors an
investment that is more predictable and easier to exit
than starting a new entity from scratch or reinvesting
in a company which has been impaired by catastro-
phe losses.

Chart 6: Largest Insured Losses Since 1970
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* All estimates by Swiss Re. All data, except for the Japanese, Chilean,
and Christchurch earthquakes, is indexed to 2009 U.S. dollars.
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Reinsurers’ Credit Quality Remains Strong,
But Vulnerable To Shocks

The reinsurance industry has navigated a difficult few
years remarkably well, in our view. Many companies
emerged from the financial crisis in a position of relative
strength and many generated strong operating returns
in 2010, an active year for catastrophes. After one of the
most costly first halves in memory, the sector appears to
be well positioned to weather further storms or earth-
quakes in the second half of 2011. However there may

be some outliers where we could take negative rating
actions if we see a material capital depletion below rat-
ing levels, or deficiencies in risk management.

The industry still finds itself with excess capital and
its risk management systems have proved resilient in the
face of economic asset and liability stresses. Strong asset
portfolios could mitigate the effect of the risk of inflation
shock, and are positioned to generate income for the sec-
tor if and when interest rates begin to rise.

However, the market faces many familiar problems.

Chart 7: Global Reinsurance Sector Valuation Chart
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Pricing has stopped declining in most lines of business,
but rates have not turned sufficiently to enable pricing to
harden across the entire market. We do not anticipate a
market-turning increase in rates over the next 12 months,
unless a catastrophe occurs that has a significant impact
on industry capital, or we see widespread reserve strength-
ening actions across a wide portion of the market.

We expect earnings to be weak in 2011.
Catastrophe activity in the first half will likely
push combined ratios to about 105%-110% and
returns on equity to around 5%.

We expect earnings to be weak in 2011. Catastrophe
activity in the first half will likely push combined ratios to
about 105%-110% and returns on equity to around 5%. In
the longer term, the sector’s earnings adequacy remains
under pressure: rates remain soft and firms are not gen-
erating much investment income because of low interest
rates. The threat of inflation continues to loom. If there is
a widespread increase in loss costs increase in all lines of
business, it will put reserve adequacy at risk, particularly
for companies with a longer-tailed focus.

Most players in the market have very strong bal-
ance sheets, and adequate levels of reinsurance or ret-
rocessional protection for the remainder of the year.
Were it not for this, combined with our view of the
strength of reinsurers’ enterprise risk management
capabilities and systems, we would most likely be
revising our outlook on the sector to negative.

In our view, another major catastrophe or signifi-
cant, widespread reserve strengthening could eventu-
ally turn the pricing environment. Should either or
both of these events occur, we would review the sector
for outliers, and could revise our outlook on the sector
to negative. We could also revise the sector outlook to
negative if prices, which had stopped declining, start
to fall again, causing earnings for the sector suffer. H
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As The Market Shrinks, Life
Reinsurers Look To New Products

For Growth

By Robert A Hafner and Simon Ashworth

The life reinsurance market isn't what it used to be. The size of the market has
been shrinking since 2003, and we don’t expect it to bounce back anytime soon,
primarily because of increasing risk retention by direct insurers and evolving
regulations. As life reinsurers vie for a larger piece of a shrinking pie, we expect
most to increasingly turn to less well-understood and riskier, nontraditional

products to sustain long-term growth.

Global Reinsurance Highlights 2011

The shrinking traditional life reinsurance market—
particularly in the U.S., which is the largest mortality
insurance market globally—contributed to three sig-
nificant acquisitions in the past year:
SCOR SE (SCOR; A/Positive/--) purchased
AEGON N.V.’s (AEGON; A-/Negative/A2)
Transamerica Re unit. This acquisition materially
expands SCOR’s global footprint and reduces the
number of major competitors in the U.S.
The two largest North American based retroces-
sionaires—Sun Life Financial Inc. (A/Stable/A-1)
and Manulife Financial Corp. (A-/Stable/--)—
decided to sell their life retrocession operations.
A significant factor in these two transactions was
the increasingly limited market growth opportu-
nity in traditional mortality risks because cedants
and reinsurers are retaining more of the risk.

Standard & Poor’s Ratings Services’ opinion is that
these three transactions are a clear signal that long-
term growth prospects for life reinsurers will likely
depend increasingly on two factors:
Developing opportunities in less well-understood,
nontraditional risks, such as longevity and long-
term care.
Expansion globally in less-developed insurance
markets or by further consolidation in the sector.
Among life reinsurers in the U.S. and Europe,
further consolidation seems less likely. This is
because additional consolidation would open the
door wider for aspiring and new entrants seeking
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to satisfy cedants’ need for a diversified panel of
reinsurers to avoid excessively concentrated expo-
sure to any single life reinsurer.

We continue to believe that life reinsurers weath-
ered the global economic downturn relatively well. In
fact, in our opinion, most of these companies emerged
from the recession with strong balance sheets, strong
operating performance, and capital that supports their
risk profiles and the ratings. We remain keenly inter-
ested in how effectively life reinsurers will deploy their
capital resources, as the robustness of the economic
recovery in some of their key markets remains uncer-
tain. Life reinsurers’ success will hinge on their abil-
ity to manage the risk/reward tradeoffs of emerging
opportunities strategically and employ effective risk
management as they take on less-familiar risks. For
the moment, the uncertain implications of emerging
accounting and solvency standards around the globe
for both direct companies and life reinsurers are keep-
ing the industry from venturing too far from familiar,
traditional risks.

Relative Strengths Of Leading Global Life
Reinsurers

There continues to be only a handful of distinctly
global life reinsurers, namely Hannover Rueck-
versicherung AG (Hannover Re; AA-/Stable/--),
Munich Reinsurance Co. (Munich Re; AA-/Sta-
ble/--), RGA Reinsurance Co. (RGA; AA/Stable/--),
SCOR, and Swiss Reinsurance Co. Ltd. (Swiss Re;
A+/Positive/A-1). SCOR’s acquisition of AEGON’s
Transamerica Re operations solidifies its standing
within this group by giving it a material presence in
the largest mortality reinsurance market globally—the
U.S.—where SCOR had only a modest presence. This
transaction vaults SCOR past Hannover Re in the

Chart 1: U.S. Ordinary Recurring Reinsurance Assumed
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U.S. market, where Hannover Re is gradually captur-
ing new business market share organically by building
on the infrastructure it obtained with its acquisition
of most of Scottish Re Group Ltd.’s (Scottish Re; not
rated) ING-related life reinsurance business.

Except for RGA, these global life reinsurers are
composite life/non-life organizations. RGA remains
the only noncomposite, life-only reinsurance group
with a meaningful and expanding international
footprint. Because many property/casualty focused
groups crave greater diversification, market partici-
pants have often cited RGA as an attractive possible
acquisition target.

We believe that life reinsurance continues to pro-
vide more stable earnings streams over the long term
than nonlife reinsurance. Primarily because of this
and the largely uncorrelated relationship between life
and non-life earnings, we also generally believe that
life reinsurance operations contribute favorably to the
financial strength of composite reinsurance groups.

Here, we briefly discuss how we believe these five
global life reinsurers compare based on several aspects
of two of the major rating factors we use to assess their
contribution to financial strength:

[ Competitive position.
% Operating performance.

Within the remainder of this section, when we refer
to composite groups by name, we are referring only
to their life reinsurance operations. The tier categories
used below represent our view of the relative status of
each company based only on competitive position and
operating performance and without reference to any
particular measure of separation. In addition, our rat-
ings on each composite group reflect our analysis of
all of our eight major ratings factors considering the
consolidated life and nonlife operations collectively.

We rank Swiss Re in the highest tier because it has
the most favorable overall combined competitive posi-
tion and operating performance among these global
life reinsurers. This is because of its efficiencies of scale
and extensive global footprint with a material presence
in multiple global markets, including the U.S. and the
U.K. In addition, Swiss Re has diversified exposures
and sources of earnings including a strong founda-
tion of mortality risks that add stability, innovation
leadership in various insurance-linked securities, and
market-leading new business margins.

Munich Re and RGA rank closely together in the
second tier and somewhat less favorably than Swiss
Re. Within this tier, we view Munich Re’s competitive
position more favorably than RGA’s. Munich Re has
considerably greater scale than RGA, with a broader
and more balanced geographic diversification, includ-
ing the strongest foothold into Asia. Munich Re is also
the global market leader in terms of written premiums.
However, Munich Re does not have the same promi-
nence in certain key markets—such as the U.S.—as
do RGA and Swiss Re or in the U.K compared with
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Swiss Re. On the other hand, we view more favora-
bly RGA’s very consistent and very strong operating
performance, which stems primarily from its focus on
mortality risks.

RGA’s competitive advantages are nonetheless sub-
stantial and very favorable. In both the U.S. (the larg-
est life reinsurance market globally) and in Canada,
RGA has the top market share of new recurring life
reinsurance, positions Swiss Re and Munich Re for-
merly held. RGA achieved these positions with steady
disciplined performance through sector repricing in the
early part of the last decade and market-leading facul-
tative underwriting capabilities. An extensive faculta-
tive underwriting capability has proven to be a critical
competitive advantage for the established market lead-
ers. The strength of its value proposition is reflected in
the fact that in the last two Flaspohler Research Group
surveys of North American life reinsurance cedants
conducted in 2009 and 2011, RGA was recognized as
the best overall reinsurer. RGA also has material and
expanding operations in select Asia-Pacific countries,
the U.K., and elsewhere. However, RGA derives about
60% of its earnings from the U.S. market and 20% from
Canada, so it is distinctly less globally diversified than
both Swiss Re and Munich Re.

We view Hannover Re as ranking in the third tier,
reflecting a well-diversified book across geographies
and risk types. We believe that Hannover Re’s acqui-
sition of the ING-related life reinsurance business
from Scottish Re in 2009 offers significant growth
and diversification potential in the U.S. Their suc-
cessful exploitation of the know-how and customer
base in the U.S. to increase market share to 10%-15%
nevertheless remains challenging. As of year-end
2010 its share of new recurring reinsurance was less
than 5%. However, we view the composite group as
maintaining a highly disciplined approach to all of
its markets, including life reinsurance, to ensure the

quality of its book and to maintain appropriate mar-
gins. Hannover Re broke into the top five in the 2011
North American Flaspohler survey, indicating that it
is building good relationships with cedants and has
favorable prospects for increasing its market share.
In the 2010 Asia-Pacific Flaspohler survey, Hanno-
ver Re ranked fifth-best overall.

Prior to completion of the Transamerica Re acqui-
sition, we view SCOR as ranking in the fourth tier,
reflecting its much more limited global footprint, with
earnings concentrated in the EU market approaching
75% of global life reinsurance results. SCOR’s U.S.
recurring premium market share has hovered at about
3% for the last decade. Its acquisition of Transamerica
Re will materially expand SCOR’s presence in this key
market provided it can retain to most of Transamerica
Re’s market share by executing adroitly on the trans-
action and improving client perceptions of the com-
bined organization under its leadership. Transamerica
Re’s U.S. recurring premium market share exceeded
20% from 2006-2008 compared with just 12% in 2004.
We believe this growth was partially achieved through
price competition. In 2009 and 2010, Transamerica
Re’s U.S. market share declined to 15%, primarily
reflecting uncertainty around its ownership and future
strategy. We view SCOR’s and Transamerica Re’s
operating performance as strong but not quite of the
same level as peers in higher tiers. The combination of
SCOR and Transamerica Re does, however, have the
potential to eventually join Hannover Re in the third
tier if the combination proves to be greater than the
sum of its parts.

Solvency Il Transitional Measures Could
Delay Its Full Impact

The planned implementation of Solvency II-—the new
regulatory framework in Europe that is based on eco-
nomic principles—is contributing to the acceleration
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Table 1: Flashpohler Research Group Life Reinsurance Effectiveness Survey Results*

—Life reinsurer voted Best Overall by regional survey*—

2011 North American Survey 2010 Europe Survey 2010 Asia/Pacific Survey
RGA Munich Re Gen Re
—Others in the top five—
2011 North American Survey 2010 Europe Survey (rank order) 2010 Asia/
(alphabetical order) Pacific Survey
(rank order)
Generali USA Gen Re Munich Re
Hannover Life Re Swiss Re Swiss Re
Munich American Scor Global Life RGA
Swiss Re America Hannover Life Re Hannover Life Re

*From the Flaspdhler Research Group biennial studies of perceptions about life reinsurers and related issues within these regional markets.
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of insurers’ and reinsurers’ efforts to better optimize
their risk/return profiles based primarily on economic
principles. We believe that the economic impact will
increasingly become the dominant consideration driv-
ing insurers’ decisions to purchase reinsurance com-
pared with historical transactions that were frequently
motivated by the need to obtain regulatory (in Europe,
Solvency 1) capital relief. We believe that a greater
emphasis on pure economic considerations will likely
lead direct insurers to retain more of their mortality
risk exposure to diversify their risk profile and opti-
mize their risk-adjusted earnings. As a consequence,
this will add to the increasing pressure globally for life
reinsurers to develop new profitable solutions for non-
traditional risks.

We believe that these low life cession rates

and volumes in the U.S. are a more or less
permanent paradigm change and will likely
trend even lower during the next two years.

However, the proposed transitional arrangements
for implementing Solvency II that were announced in
January 2011, if adopted, might mean a deferral of the
full impact of Solvency II on both the insurance and
the reinsurance industry. (See “Solvency II: Omnibus
11 Appears To Mitigate Potential Disruption Of The
European Insurance Market,” Jan. 31, 2011, Ratings-
Direct.) The full impact of Solvency II will depend on
the final details and timeframes of the rules adopted,
including any transitional arrangements.

We believe the introduction of Solvency II could result
in consolidation in the European primary insurance mar-
ket. This would affect the dynamics of the life reinsurance
market, as the larger insurers will have more capacity and
willingness to retain risks, depending on the capital charg-
es and diversification benefits available. This potential
consolidation and the generation of greater scale advan-
tages could reduce the overall reinsurance demand in the
medium to long term and put pressure on life reinsurance
margins. Specifically, the economic principles underlying
Solvency I could encourage greater mortality risk reten-
tion by direct writers than currently exists, but this could
depend on how aggressively or conservatively reinsurers
compete for business based on price. Overly aggressive
competition by life reinsurers for a piece of a shrinking pie
would adversely affect their financial strength.

In the short term there could be increased demand for
reinsurance as it is likely to be one of the main options
available to insurers that need to improve capital positions
under Solvency II. This would likely boost life reinsurance
business opportunities, and many reinsurers have already
set up special teams to exploit these opportunities.

The timing and magnitude of how Solvency II will
affect the insurance markets is uncertain and depends on
several key factors including: the final calibration of the
Solvency II regulations; approval of internal models by

national regulators; the role of the standard model; and
the adoption of final transitional arrangements; which
could result in Solvency II being fully implemented over
an extended period of as much as 10 years as suggested by
recent proposals.

Will Declining Recurring Life Reinsurance
Volumes In The U.S. Market Finally
Stabilize?

The decline in life reinsurance cession volumes in the
U.S. continued in 2010 for the eighth consecutive
year. According to the most recent Society of Actuar-
ies study, new recurring ordinary reinsurance assumed
declined 15.3% in 2010. New recurring sums assured
$505 billion in 2010 stood at 53% below the peak of
$1.08 trillion in 2002. Initially, the decline occurred
primarily because reinsurers raised their prices from
very low levels in the early part of the decade, and pri-
mary insurers’ improved capitalization enabled them
to increase retention levels. The lower direct sales
levels of primary insurers during the recent economic
downturn and sluggish economic recovery accelerated
the trend of lower new recurring reinsurance volumes
in 2009. This is reflected in the lowest cession rate in
the U.S. during the past decade: a mere 30% for new
direct life insurance business.

We believe that these low life cession rates and vol-
umes in the U.S. are a more or less permanent para-
digm change and will likely trend even lower during
the next two years. Contributing to this trend during
the first half of 2011 was the decision by at least one
major direct writer to increase its retention levels. A
return to the peak cession levels of 2002 is not fore-
seeable, in part because the funding of XXX redun-
dant reserves, which was a major contributor to the
peak cession volumes in 2002, is increasingly being
accomplished by direct writers using captive arrange-
ments. Another reason is that the less-liquid capital
markets and resultant high cost of financing XXX and
AXXX redundant reserves motivated direct insurers
to increasingly revise products to require lower levels
of redundant reserves. This continues to moderate the
need for capital funding through reinsurance.

We believe the scarcity of capital for cedants and
reinsurers could help maintain the pricing power of
reinsurers for both recurring business and one-off
portfolio transactions. The lower cession volumes
have resulted in more competition among reinsurers
for available business and softer pricing in some cases.
On the whole, life reinsurers appear to be maintain-
ing their pricing discipline. Pricing discipline in the
face of a shrinking market has been facilitated by the
increasing consolidation in the U.S. life reinsurance
sector where, in 2010, just six reinsurers controlled
91% of new recurring ordinary life reinsurance busi-
ness. These six insurers are the five global life reinsur-
ers discussed above (treating SCOR and Transamerica
Re on a combined basis given the recent acquisition)
and Generali USA Life Reassurance Co. (A+/Sta-
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ble/--). But the potential for underpricing in the sector,
which led to the need to harden life reinsurance prices
significantly in 2004, remains a key ratings factor for
life reinsurers if competition for scarce business causes
pricing to deteriorate broadly.

Pressure To Expand Beyond Traditional
Markets Is Increasing

We expect that the low mortality reinsurance cession rates
in the U.S., the potential contraction of the European life
reinsurance market under Solvency 11, and the continued
slow long-term growth of the dominant but mature mor-
tality markets (primarily the U.S. and U.K.) are signifi-
cantly increasing the pressure on life reinsurers to seek out
nontraditional risks and expand into less-saturated mar-
kets to sustain growth.

We continue to expect that during the next two to three
years, life reinsurers will increasingly expand into nontradi-
tional risks and new markets globally to maintain growth
opportunities as the world economy stabilizes. We believe
that life reinsurers’ cautious approach to the management
and deployment of capital means that large-scale expan-
sion will likely occur only when they understand nontradi-
tional risks and are confident that prices are appropriate.

In 2010, life reinsurers did not significantly change their
mix of business or dramatically expand geographically.
Nonetheless, life reinsurers continued to build a broader

foundation by incrementally developing market presence
in nontraditional areas and driving expansion in less-
saturated markets, particularly in the Asia-Pacific region.
Life reinsurers continue to make progress understanding
nontraditional risks such as longevity and long-term care
and developing related risk-transfer solutions, though the
pace of development is still moderate. We believe that the
combination of demographic changes and diversification
incentives under emerging regulatory frameworks could
lead to significant growth for life reinsurers that can set
appropriate prices and effectively manage longevity risks.

Longevity Market Capabilities Advance
Standard & Poor’s believes that recent developments in
the longevity markets are a significant enhancement to
market capabilities and could signal accelerated demand
for longevity risk solutions and increased risk-transfer
activity. These advances greatly enhance life reinsurers’
opportunity to capitalize on the development of this mar-
ket. We believe that strategic positioning in the longevity
risk space will be vital to support the life reinsurance sec-
tor’s long-term growth prospects.

An important development is the longevity swap
between JP Morgan and Pall UK Pension Fund in Feb-
ruary 2011. It is the first hedge to cover the risk exposure
to members that are actively working as opposed to reti-
rees. Solutions that provide for longevity risk transfer on
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active employees could facilitate much wider application
and higher demand. In addition, there has been sustained
activity in the pensions buy-ins, buy-outs, and longev-
ity swaps markets totaling £8.3 billion in the past year,
according to Lane Clark and Peacock.

Another important development is Swiss Re’s Decem-
ber 2010 issuance of the first longevity trend risk bond.
This bond transferred US$50 million of longevity-related
risk into the capital markets and provides Swiss Re with
protection against divergence between the mortality of its
U.S. life insurance portfolio and its U.K. annuitants.

We believe life reinsurers are well placed to leverage
developments in the longevity market and could benefit
from the inverse relationship between mortality and lon-
gevity risk exposures that produces a natural hedge. The
potential diversification benefits of adding longevity expo-
sures to life reinsurers’ mortality exposures depend on the
degree of similarity between the mortality and longevity of
the insured populations.

Pivotal factors for life reinsurers’ success in the
longevity market and our assessment of their financial
strength include their skill in pricing and underwrit-
ing of biometric risks, aggregate market exposures, the
strength of their risk-management frameworks, and
their relative capitalization.

The Future Of Life Reinsurers Will Likely
Necessitate Assuming Riskier Products

The continuing contraction of traditional cession rates
and volumes in the U.S. and the emergence of Solvency
II in Europe, which could be a watershed for the Euro-
pean life reinsurance market, are limiting the long-term
growth prospects of the life reinsurance sector within
their most well developed markets where the competi-
tive advantages and market status of most players are
generally well established.

The industry’s experience with variable annuity
equity-linked minimum guarantees continues to serve
as a cautionary tale life reinsurers would do well to
remember as they expand their operations geographi-
cally and beyond traditional mortality risks and pur-
sue newer, less well understood, and potentially more
volatile products to sustain long-term growth and
profitability. The key to success on this expansionary
path will be appropriate pricing and disciplined enter-
prise risk management practices to monitor and con-
trol their risks. Social, regulatory, demographic, and
environmental trends will continue to drive meaning-
ful developments in other areas that remain important
to the future of life reinsurers including older age mor-
tality, periodic pandemic threats, redundant reserve
financing, and insurance-linked securitization (ILS).
We believe life ILS transactions continue to have a
wide potential scope, particularly within the longev-
ity and mortality catastrophe realms. Life reinsurers
will continue to have an important role in ILS markets
because of their specialized and broad knowledge of
mortality and longevity risks. ll

Robert A Hafner, FSA
New York, (1) 212-438-7216;
robert_hafner@standardandpoors.com

Simon Ashworth

London, (44) 20-7176-7243,;
simon_Ashworth@standardandpoors.com

Global Reinsurance Highlights 2011




Japanese Earthquake

Claims Stémming From The Japanese

Earthqu"ake And Tsunami

By Taoufik Gharib and Reina Tanaka

In terms of natural disasters, 2011 is shaping up as a year for the record books.
Through the first six months of the year, major catastrophes hit many parts of
the world, with earthquakes in Japan and New Zealand, floods and a cyclone in

Australia, and winter storms and tornadoes in the U.S.

According to a report by Munich Re, the catastro-
phes—all of which occurred in the first half of the
year—collectively resulted in about $265 billion in
economic losses. Previously, 2005 had been the costli-
est year ever, with $220 billion in economic losses for
the full year.

The majority of these losses were from the Tohoku
9.0 magnitude earthquake and the following tsunami
that hit northeast Japan on March 11. This earth-
quake was the most powerful ever registered in Japan
and caused an overall estimated economic loss of $210
billion. This was even more costly than Hurricane
Katrina in 2005, which caused an economic loss of
$125 billion. However, the current estimate of insured
losses stemming from the Tohoku earthquake is about
$30 billion, which is less than the $47 billion (2011 dol-
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lars) from Hurricane Katrina. The insured loss is reli-
tively low compared with the economic loss, mainly
because of the low take-up rates for earthquake insur-
ance in Japan, which is estimated to be about 20%.

Most of Standard & Poor’s Ratings Services’ asso-
ciated negative rating actions affected domestic Japa-
nese life and non-life insurance companies. We have
taken only one negative rating action on a Bermudian
reinsurer so far this year.

The Japanese Primary Insurance Market

The Japanese insurance industry has suffered from
the Tohoku Japan earthquake and tsunami, largely in
three areas: earthquake extended coverage provided
to commercial risks, residential earthquake insurance,
and life insurance. The impact on insurers’ capital var-



Japanese Earthquake

ies, depending on each company’s insured loss, but
the disaster stressed non-life insurers’ financial bases
more than those of life insurers. We believe that down-
ward pressure on non-life insurers’ credit quality will
increase if another large natural disaster strikes before
they are able to restore their capital strength.

According to Standard & Poor's calculations,
the direct gross insurance claims those
companies incurred from commercial and
industrial risks amounted to more than $7.2

billion (¥600 billion).

In fiscal-year 2010, which ended on March 31,
2011, the top eight non-life Japanese insurers (see
Table 1) posted total net incurred losses of $2.5 bil-
lion (¥207.2 billion) for the event, excluding residen-
tial earthquake insurance. This is a record amount
for quake-related claims in Japan, but it is equivalent
to about 3% of the eight companies’ adjusted capital
(a total of net assets, price fluctuation reserves, and
catastrophe loss reserves) as of March 31, 2011. There-
fore, the impact was limited. According to Standard &
Poor’s calculations, the direct gross insurance claims
those companies incurred from commercial and indus-
trial risks amounted to more than $7.2 billion (¥600
billion). However, reinsurers will pay about two-thirds
of the amount.

Regarding residential earthquake insurance, the
latest data (as of Aug. 3,2011) showed that paid claims

in the industry topped $13.2 billion (¥1.1 trillion).
Under a government-sponsored earthquake insurance
program, Japanese direct insurers first cede 100% of
the risks associated with earthquake insurance for resi-
dential properties to Japan Earthquake Reinsurance
Co. Ltd. (JER; not rated), which then retrocedes the
risks back to the Japanese non-life industry and to the
Japanese government. The total claims payment of the
program is capped at $66.6 billion (¥5.5 trillion), with
JER, the industry, and the Japanese government par-
ticipating. Under the program, the maximum residen-
tial claims payable by the Japanese non-life insurance
industry is $7.2 billion (¥593.1 billion) (see Chart 1).

Although the non-life domestic and foreign insur-
ers’ total claims paid for residential earthquake cover-
age exceeded $13.2 billion (¥1.1 trillion), the payout
will likely be within the insurers’ contingency reserves
for earthquakes, which they will draw on to offset the
payouts’ impact on the companies’ earnings in fiscal-
year 2011. These companies’ total adjusted capital
(TAC), as measured by Standard & Poor’s, includes
contingency reserves for residential earthquake insur-
ance. As a result, the decrease of these reserves will
dent the insurers’ TAC. However, this negative effect
will be somewhat mitigated going forward, as the non-
life insurers will retain less residential quake risk under
the new reinsurance scheme for residential earthquake
insurance that the Japanese Cabinet approved on May
2,2011.

Japanese primary non-life insurers will draw down
their catastrophe reserves this fiscal year ending March
31, 2012, to reflect the March 11 earthquake losses.

Table 1

Financial Results For Japan’s Major Non-life Insurers

Nonconsolidated basis, excluding Japan branches of foreign insurers

(Mil. §)  Operating company Operating company financial
strength rating as of Aug. 5, 2011

1 Tokio Marine & Nichido Fire Insurance Co. Ltd. AA-/Negative

2 Sompo Japan Insurance Inc. AA-/Negative

3 Mitsui Sumitomo Insurance Co. Ltd. AA-/Negative

4 Aioi Nissay Dowa Insurance Co. Ltd.{ AA-/Negative

5 NIPPONKOA Insurance Co. Ltd. AA-/Negative

6 Fuji Fire & Marine Insurance Co. Ltd. A-/Stable

7 Kyoei Fire & Marine Insurance Co. Ltd. A-/Negative

8 Nisshin Fire & Marine Insurance Co. Ltd. A+/Negative

Eight companies total

Total market (member of GIAJ)

*Net loss ratio: written-paid basis. Figures in fiscal-year 2009 represented a total of Aioi Insurance and Nissay Dowa General Insurance. N.A.
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The wider Japanese insurance industry has also
seen losses from Japan’s agricultural sector under the
Zenkyoren program. Zenkyoren is Japan’s national
mutual aid association of agricultural cooperatives,
and it provides life, property, and liability insurance to
its members. Zenkyoren announced in late April that
its estimated insured losses from the disaster will reach
¥650 billion for property damage and ¥80 billion for
death claims. We estimate that more than half of the
total payout will come from global reinsurers.

The Japanese earthquake had a limited impact on
the country’s life insurance sector. The incurred losses
of the major nine life insurers amounted to ¥160.7
billion, equivalent to less than 2% of their adjusted
capital. However, a plunge in the stock price of Tokyo
Electric Power Co. Inc. (B+/Watch Dev/B) following
the Fukushima No. 1 nuclear power plant accident
increased capital losses at some life insurers.

Our current outlook on the Japanese non-life
insurance sector is negative because of the underwrit-
ing losses caused by the event, faltering stock prices,
and recent years’ mediocre underwriting results in the
domestic non-life insurance business, which could hurt
insurers’ financials.

Seven out of the eight major non-life insurers have
a negative outlook, and only one has a stable outlook.
Following the outlook revision to negative from stable
on the Japanese non-life insurance sector, on March
25,2011, we revised the outlook on five domestic non-
life insurers to negative from stable, as we believe that
the repercussions of the earthquake could weaken
these insurers’ capitalization to levels that are not

commensurate with the current ratings. Our outlook
on the Japanese life insurance sector is also negative,
primarily reflecting the persistently difficult economic
conditions and underperforming investment market in
Japan; the March 11 earthquake has exacerbated the
uncertainty over the sector.

The Earthquake’s Impact On Global
Reinsurers

In the first quarter of this year, heavy natural catas-
trophe losses severely hit the global European, Ber-
mudian, and U.S. reinsurers. When we compare
these catastrophe losses—mostly stemming from the
Tohoku earthquake—with the reinsurers’ weighted
average reported net incomes of 2009 and 2010,
they amount to slightly less than two-thirds (61%)
of their earnings.

However, from a capital perspective, the impact
was larger for the Bermudians, given their modest size
relative to their European and U.S. peers. Nine out of
the top 10 reinsurers that suffered the largest impact to
their capital from the first quarter catastrophe losses
were Bermudians (see Table 2). That is a reflection of
Bermuda companies being more focused on property
catastrophe business, relative to their size. In addition,
the European and U.S. companies’ capital bases are
significantly larger. So, the Bermudians lost about the
same as their peers in terms of earnings, but in terms of
capital, the Bermudians took a bigger hit.

We believe the accumulated losses from the first
quarter of 2011, particularly from the Japanese
earthquake, will likely materially erode the earnings
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—Fiscal-year 2010, which ended March 31, 2011— —Fiscal-year 2009, which ended March 31, 2010—
Direct premiums Net incurred loss from March 11 Direct premiums Net incurred loss from natural
earthquake catastrophes
22,343.7 988.4 19,963.3 246.0
16,022.2 464.6 14,358.5 1424
15,642.0 5214 13,709.9 167.3
14,016.4 234.1 12,760.3 124.1
7,883.2 234.1 71749 1403
3,469.7 10.9 3,168.2 Bath
2,013.0 31.4 1,799.9 17.3
1,688.4 14.5 1,487.0 194
83,082.3 2,500.6 74,4215 890.3
86,590.6 N.A. 71,6227 N.A.

—Not available.

Sources: General Insurance Assaciation of Japan (GIAJ) and company data.
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Table 2: First-Quarter 2011 Catastrophe Losses By Re/Insurer
(Mil.$)  Re/Insurer Operating-  Outlook | Total capital = Netincome Netincome | Average net
company as of Dec. 31, | 2010 (GAAP) 2009 income (2009
financial 2010 (1) () (GAAP) (2) | -2010)
strength
rating as of
Aug. 5
1 Flagstone Reinsurance Holdgs Ltd. NR NR 1,448 97 242 170
2 Amlin plc A Stable 3,168 343 724 534
3 Hiscox Ltd. A Stable 1,990 211 447 362
4 PartnerRe Ltd. AA- Negative 8,028 818 1,502 1,160
5 Lloyd's A+ Stable 29,581 3,396 6,161 4,778
6 Platinum Underwriters Holdgs Ltd. A Negative 2,146 216 382 299
7 Montpelier Re Holdgs Ltd. A- Stable 1,957 212 464 338
8 Catlin Group Ltd. A Stable 3,541 337 509 423
9 Transatlantic Holdgs Inc. A+ Stable 5,315 402 478 440
10 Everest Re Group Ltd. A+ Stable 7,102 611 807 709
11 RenaissanceRe Holdgs Ltd. AA- Stable 4,697 703 839 Al
12 Axis Capital Holdgs Ltd. A+ Stable 6,619 820 461 640
13 Hannover Rueckversicherung AG AA- Stable 9,509 993 1,052 1,022
14 SCOR SE A Positive 6,663 554 530 542
15 Aspen Insurance Holdgs Ltd. A Stable 3,141 313 474 393
16 Lancashire Holdgs Ltd. A- Stable 1,416 331 385 358
17 Argo Group Int'l Holdgs Ltd. A- Stable 2,003 83 118 100
18 Validus Holdgs Ltd. A- Stable 4,042 403 897 650
19 Endurance Specialty Holdgs Ltd. A Stable 3,371 349 521 435
20 Swiss Reinsurance Co. Ltd. A+ Positive 56,131 863 496 680
21 Munich Reinsurance Co. AA- Stable 37,329 3,210 3,613 3412
22 Ariel Reinsurance Co. Ltd. (5) A- Stable 1,338 216 383 300
23 Arch Capital Group Ltd. A+ Stable 5,139 817 851 834
24 Alterra Capital Holdgs Ltd. A- Positive 3,359 302 246 274
25 Allied World Assurance Co. Ltd. (6) A CWP 3,874 665 607 636
26 XL Capital Ltd. A Stable 13,149 586 207 396
21 White Mountain Ins. Group Ltd. A- Stable 5,080 87 470 218
28 Berkshire Hathaway Inc. (7) AA+ Stable 94,400 8,696 3,229 5,962
29 Ace Ltd. (8) AA- Stable 27,94 3,108 2,549 2,829
Grand total 354,079 29,804 29,644 29,724
The companies are ranked in a descending order by the total first-quarter 2011 catastrophe losses divided by capital as of year end 2010.
(1) Total capital = shareholders’ equity + minority interest + hybrid securities + debt.
(2) Net income available to shareholders as reported by the company and after preferred shares’ dividends.
(3) Pretax net natural catastrophe losses net of reinstatement premiums, reported in Q1 2011.
(4) Combined ratio as reported by the company.
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—First-quarter 2011 (3)—
Australia =~ New Zealand | Japan Other Total Combined = Net catastrophe | First- First-quarter
floods and | Christchurch = Tohoku catastrophes | catastrophe | ratio (%) (4) | losses’ impact | quarter2011 | 2011 catastrophe
Cyclone Earthquake | earthquake losses on combined catasatrophe | losses/average
Yasi and tsunami ratio (%) losses/capital | netincomes of
as of year-end | 2009 and 2010
2010 (%) (%)
65 82 110 0 257 1703 102.4 17.7 1513
24 176 241 0 441 N.A. N.A. 139 82.6
24 96 150 0 210 N.A. N.A. 13.6 147
97 252 722 0 1,07 193.7 121.6 133 92.3
650 1,200 1,950 0 3,800 N.A. N.A. 128 79.5
25 137 87 0 248 200.4 135.6 11.6 83.0
15 75 126 0 216 178.8 130.0 11.0 64.0
50 125 200 0 375 N.A. N.A. 10.6 88.7
60 120 365 4 549 1478 57.4 103 124.9
37 210 320 98 665 1514 65.8 9.4 93.8
31 179 217 0 421 230.0 139.9 9.1 55.5
87 203 287 0 577 161.3 732 8.7 90.1
13 215 321 192 807 1238 41.6 8.5 78.9
0 0 0 0 517 135.2 46.3 1.8 95.4
36 68 181 0 285 1485 63.0 1.6 724
0 25 75 0 100 974 68.9 1.1 219
8 45 60 0 113 145.2 43.2 5.6 1127
31 42 149 0 222 143.0 51.6 55 34.1
15 45 125 0 185 1393 48.3 5.5 425
325 800 1,200 25 2,350 163.7 89.4 4.2 345.8
508 1,043 0 0 1,551 1449 21.6 42 455
0 0 0 0 50 87.6 445 3.7 16.7
33 65 79 2 179 110.0 28.2 3.5 21.4
10 16 90 0 115 1125 30.4 3.4 42.1
19 38 75 0 132 122.6 39.5 3.4 20.8
67 75 243 3 387 125.8 30.5 2.9 97.8
3 42 80 0 125 1153 18.0 2.5 44.9
195 412 1,066 0 1,673 N.A. 26.6 1.8 28.1
82 97 215 21 415 105.0 14.3 15 14.7
2,569 5,883 8,738 345 18,103 5.1 60.9
(5) Ariel's catastrophe losses include natural catastrophes and the Gryphon Alpha accident.
(6) The ratings on Allied World are on CreditWatch positive following the merger announcement with Transatlantic.
(7) Berkshire's insurance segment data. (8) ACE's catastrophe losses do not include $74 million of reinstatement premium expense for its primary
business. N.A—Not available.
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of reinsurers worldwide. Based on the reinsurance
companies’ first-quarter reported losses, the weighted
average catastrophe losses constituted about 5% of
their year-end 2010 capital, which is about two-thirds
of their earnings (relative to the weighted average
reported net incomes of 2009 and 2010). Therefore, we
expect that these losses will be an earnings event rather
than a capital event and should be contained within
2011 results, with the exception of a few outliers.
These events, in aggregate, generated net losses in
the first quarter of 2011 for most of the reinsurers. The
underwriting results ranged from Ariel Reinsurance
Co. Ltd.’s 87.6% combined ratio to RenaissanceRe
Holdings Ltd.’s 230% (see Table 2). (A combined
ratio of less than 100% indicates that the company
has made an underwriting profit, while a ratio above
100% means that it is paying out more money in claims
and expenses than it is receiving from premiums.) Fur-
thermore, with the exception of a few companies, this
entire peer group reported net losses in the quarter.
Despite the significance of these losses, our expec-
tation for many reinsurers is that they will likely gen-
erate little worse than break-even results for the full
year. However, if a given company loses more than
one year’s worth of earnings, or if it experiences catas-
trophe losses outside its stated risk tolerances and
appears to be an outlier relative to its peers, we are
likely to take negative rating actions. However, we
expect that these rating actions will be limited.
Indeed, on Aug. 5, 2011, we revised our outlook on
Bermudian reinsurer Platinum Underwriters Holdings
Ltd. and its related subsidiaries to negative from sta-

ble because we expect that the group’s full-year earn-
ings will likely deteriorate markedly in 2011 compared
with 2010 because of the catastrophe losses reported
in the first half of the year. In our view, these losses
will become a capital event rather than just an income
event. The revised outlook also reflects our revised
view of the group’s risk controls for property/catastro-
phe exposures, given the relatively outsized catastro-
phe losses that the group incurred in recent months.
For the first half of 2011, the group reported total
catastrophe losses of $326 million, representing 15%
of its year-end 2010 total capital. We believe that these
losses could indicate some weaknesses in the group’s
catastrophe risk-management capabilities. As a result,
we lowered Platinum’s enterprise risk management
overall score to adequate from strong to reflect our
updated view of Platinum’s catastrophe risk controls.

Globally, the severity and the frequency of the nat-
ural catastrophes are exceptionally high year-to-date.
The U.S. National Climatic Data Center (NCDC)
estimates that economic losses in the first half of 2011
stood at $34 billion and insured losses at $18 billion.
It calculates that the first half of 2011 has been the
costliest since it began tracking natural disasters in the
U.S in 1980. Furthermore, we are in the midst of the
U.S. hurricane season, which is forecasted to be above
average in activity. Based on the National Oceanic and
Atmospheric Administration’s Aug. 4 update, the con-
fidence for an above-normal Atlantic hurricane season
has increased from 65% in May to 85%. In addition,
the expected number of named storms has increased
from 12-18 in May to 14-19, and the expected number
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of hurricanes has increased from six to 10 in May to
seven to 10, of which three to five could be major hur-
ricanes (Category 3, 4 or 5 with winds of at least 111
mph). (The long-term seasonal averages are 11 named
storms, six hurricanes, and two major hurricanes).
Therefore, reinsurers are keeping their fingers crossed
and a close watch on the weather reports.

How The Earthquake Affected Prices
Japanese non-life insurers’ depend heavily on rein-
surance to cede earthquake risks. Not surprisingly,
Japan earthquake rates for the April 1 renewal season
increased markedly. The cost of policies that suffered
earthquake losses rose most significantly—up to 50%.
However, even rates on loss-free earthquake policies in
Japan rose 15%-25%. Furthermore, Japan wind cover-
age also benefited from a 5% to 10% price increase.
However, many Japanese mutual companies did not
renew at the April 1 renewal season. Rather, these
companies extended their programs by three months,
with the expectation that they would enter into new
nine-month contracts and then re-adjust the inception
date back to April 1 in 2012.

Such a dramatic rise in reinsurance costs will hurt
Japanese insurers’ earnings. We believe that reinsur-
ers will phase-in these rate increases gradually over
a few renewal seasons. This is because the Japanese
reinsurance market is very relationship driven, and
rate changes in this market tend to be gradual, unlike
the abrupt jump in the U.S. that followed Hurricane
Katrina in 2005. Although demand for such coverage
in Japan has spiked since the disaster, Japanese insur-
ers are taking a very controlled stance toward under-
writing earthquake extended coverage for commercial
lines in an environment in which it is pricier to obtain
both reinsurance treaty and facultative coverage.

From an aggregate risk control and risk-adjust-
ed pricing perspective, major Japanese insurers are
refraining from writing new earthquake policies and
instead are seeking to set risk-adjusted prices to reflect
increased reinsurance cost. On the other hand, we esti-
mate that the number of households that opt for resi-
dential earthquake insurance is increasing nationwide
from the historically low 20% take-up rate prior to the
event. Premium rates for residential earthquake insur-
ance are stipulated as standard rates, which are calcu-
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lated by the Non-Life Insurance Rating Organization
in Japan (NLIRO). All member companies use the
same table that the NLIRO provides. We expect that
the coverage rules and table of premium rates of resi-
dential earthquake insurance will be reviewed, given
the large payouts of the March quake as well as the
insurers’ decreased earthquake contingency reserves.
The chairman of the General Insurance Association of
Japan (GIAJ) indicated in his press conference in June
2011 that the premium rates may be reviewed in the
future, though nothing has yet been decided. Hl
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Catastrophe Models

S&P Assessment Of Reinsurers’
ERM Places High Importance on
Understanding Of Catastrophe Models

By Miroslav Petkov, Dennis Sugrue and Mark Coleman

For most insurers and reinsurers exposed to a material level of natural
catastrophe risks, catastrophe models developed by professional modeling firms
play a central role in how they manage catastrophe risk. These models are used
in helping to define risk appetite, risk limits, accumulations, pricing, reinsurance

purchasing, and capital allocation.

Given the widespread use of such models in the man-
agement of this risk, (re)insurers’ use and understand-
ing of catastrophe models can affect several categories
of our analysis, including management and corporate
strategy, capitalization, and enterprise risk manage-

ment (ERM).

We do not endorse the use of any one model over
another. However, when assessing an insurer’s catas-
trophe risk management capabilities, we place par-
ticular emphasis on its ability to demonstrate that it
understands the models adequately. We also exam-
ine how it adjusts the model results where it believes
adjustments are appropriate and prudent. If we are
not comfortable with an insurer’s understanding or
implementation of a model, or if the view taken on
a particular model is not in line with an insurer’s
underlying risk profile, we will reflect this in the rat-
ing. We can do that qualitatively in our assessments
of management, capitalization, and ERM, or quan-
titatively by increasing the catastrophe charge in our

risk-based capital model.

Overview

Professional modeling firms provide expertise,
but their modeling is confidential, so insurers
can only understand the models by performing

sensitivity testing.

We take an insurer’s understanding of the
strengths and weaknesses of the models it uses
into account when assessing its catastrophe risk

management capabilities.

The importance of the issue was highlighted in
2011 by catastrophes around the world, especially
the Japanese earthquake, which demonstrated

limitations in several models.

The year 2011 presented users of catastrophe mod-
els with two major challenges. First, the large number
of events in the past 12 months tested the reliability of
the models. The biggest of these events was the Great
Tohoku earthquake on March 11 in Japan. Second,
insurers had to respond to the new releases of
vendor models, including Version 11.0 of
Risk Management Solutions Inc.’s
Atlantic Hurricane Model (RMS
v.11). As a part of our ERM and
wider rating reviews, we focus
on how each insurer addresses
these issues; these will affect
our view of the company’s
catastrophe risk manage-
ment.

Understanding A
Model Is Vital To
Using It Effectively
Most modeling agen-
cies disclose only a high
level description of the
catastrophe models they
produce; the detailed
modeling and parameteri-
zation is kept confidential.
As a result, many users view
the models as “black boxes”.
Despite this, many insurers rely
heavily on the results of the mod-
els because, while imperfect, they have
been developed by experts and reflect the
most up-to-date scientific research, climate
trends, and loss experience.



In our view, models of any kind should only be
used to support management’s intuition and judg-
ment, not replace it. A slavish adherence to catas-
trophe models exemplifies poor management of
catastrophe risk. Insurers that demonstrate robust
catastrophe risk management achieve a deep under-
standing of the models by performing extensive anal-
ysis and sensitivity testing.

Sensitivity testing builds understanding of a
model’s limitations

Performing extensive sensitivity testing could help
insurers to understand the effect of the various model
settings on the overall results. When using catastro-
phe models, insurers must choose various settings, for
example, the historical period over which averages are
calculated. They must also choose from several differ-
ent vulnerability settings, exclude some types of losses,
or apply average assumptions to the exposure data
when data quality is limited. Testing the sensitivity of
the model to different settings by adjusting the inputs
enables a user to quantify the impact of choosing dif-
ferent model settings, and so judge what settings are
most appropriate for its portfolio.

Running different sample portfolios can also help
users understand the model’s sensitivity to exposure
data (both property characteristics and location).
These studies should give insurers insight into the
risk characteristics of their exposure. It should also
increase awareness of data quality, which should
help insurers focus on addressing any data
deficiencies highlighted through their
effect on the overall modeled results.

Models can be adjusted to
match risk profiles more
closely
Sensitivity testing may
highlight that some model
results are not consist-
ent with an insurer’s
view. It should also
help to derive appro-
priate adjustments so
that the results reflect
. the insurer’s view as
closely as possible.
Where a company uses
several models, testing
and analysis should help
it to understand the differ-
ences between the models,
and help it decide which model
(or combination of models) best
represents its risk profile.
In our analysis, we take particu-
lar note of how insurers allow for model,
parameter, and data uncertainty. If an insurer
relies fully on the modeled results without making
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explicit or implicit allowances for imperfections in the
model, it may understate or overstate its exposure to
catastrophe risk. In our ERM analysis, we look into
how an insurer allows and adjusts for model or expo-
sure and risk uncertainties in setting its risk appetite
and limits.

To avoid too much reliance on catastrophe models,
we assess an insurer’s ERM more highly if the impact
of extreme scenarios as well as the probabilistic impact
predicted by use of model results are included when
forming risk appetite and measuring natural catastro-
phe exposure. Such scenarios also help management
to better appreciate and formulate its risk appetite and
exposure to natural catastrophe risk, and communi-
cate this to internal and external audiences.

Ensuring Risk Appetite Is Not Breached Is
Key To Our ERM Assessment

An insurer’s ability to operate within its risk appetite is
critical in our assessment of its ERM. A risk appetite is
the framework that establishes the risks that the insur-
er wishes to acquire, avoid, retain, and/or remove.
Insurers typically express their overall appetite for
natural catastrophe risk by referring to the modeled
impact of an extreme event, e.g., one that is only likely
to occur once in 200 years.

Each model generates a slightly different curve
matching the modeled impact of an event (the losses
arising from it) to the return period (how often you
would expect a similar event to occur). We look to see
evidence that an insurer does not treat its risk appe-
tite as a limit on losses, using the curve to quantify
those losses. To us, the risk appetite implies a sliding
scale of acceptable losses across the whole scale of
return periods.

After a major catastrophe loss, we do not view it
as sufficient to demonstrate that losses are less than
those expected for the overall stated risk appetite for
natural catastrophe risk and therefore the risk appe-
tite has not been exceeded. Similarly, it is insufficient
to argue that the risk appetite is exceeded because the
event is more extreme than the assumed level in setting
the risk appetite.

We expect insurers to assess the particular event, to
judge the return period for that event, and so to assess
whether losses were appropriate under the risk appe-
tite. For example, if the event is considered to be one
in 20, an insurer with strong ERM should demonstrate
that the commensurate limit for this level relative to
the risk appetite has not been exceeded.

We recognize that it is difficult to determine the
return period of an event as there is no robust scientif-
ic approach for that. Nevertheless, we expect insurers
to use evidence from models and the available scien-
tific views to justify their opinion. We also expect to
see this evidence applied consistently to other recent
events. Thus, insurers should not suffer losses from
events defined as one-in-50-years or one-in-100-years
every 10 years or so.
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Comparing Modeled Losses Against

Actual Losses Can Improve Understanding
0f Models

Under our criteria, insurers are scored more highly if they
perform extensive analyses of the differences between
actual and modeled losses. Using models to analyze
actual events and compare them to actual losses can help
an insurer identify which perils may not be modeled ade-
quately and help it determine the necessary adjustments
to compensate for these deficiencies.

We do not expect modeled losses to always be very
close to actual losses, but we consider it positive when the
actual losses are at least of similar magnitude to the mod-
eled losses across different events and risks. We consider
that reconciliation between actual and modeled losses
could help insurers clarify their understanding of the key
drivers that cause the differences.

Insurers with strong ERM assessments are expected to
have the ability to obtain detailed breakdown and quan-
tify the impact of different factors (e.g., the magnitude of
the event, data deficiencies, vulnerability and financial
model deficiencies, reinsurance protection allowance,
and unmodeled risks and exposures). We also believe
this exercise is critical for improving the understanding
of models, identifying model deficiencies, and prompting
improvements on how the models are used.

We expect the lessons from reconciliation analysis to
be incorporated in pricing, underwriting, data quality,
exclusions, accumulation controls, reinsurance, and risk
appetite setting. This reconciliation work could help man-
agement form its own view of the reliability of the model
and any potential deviation from the modeled results
when using them in developing strategy and setting risk
appetite.

Recently, we have observed several catastrophe
events, each presenting different challenges to the robust-
ness of vendor models for these perils. In particular, the
earthquake in Japan caused the adequacy of catastrophe
models for natural catastrophe risk management to be
reviewed because the tsunami caused large insured losses
and this aspect of earthquake events is not included in
most commercially available catastrophe models. The
magnitude of the earthquake was also well above the
maximum allowed for in some models. During our ERM
analysis, we will focus on the quality of reconciliation
between actual and model results, the lessons learned, and
how these are implemented.

Extensive Testing Should Be Performed On
New Versions Of Models
The recent update to RMS v.11 has caused some conster-
nation in the market, demonstrating the influence that
modeling firms have achieved. It forced some (re)insurers
to make difficult decisions on capital management. Some
bought more traditional and nontraditional reinsurance
or raised debt, and some wrote less business at the June
and July renewals. Others have not reacted at all.

The update had a relatively large effect on modeled
results for U.S. tropical cyclone risk. As a result, the

change is likely to have wide-ranging implications for all
players with material exposure to that peril. In our assess-
ment of an insurer’s catastrophe risk management, we
consider how it responds to the update to be important.
We understand that it will take time for a (re)insurer to
fully understand the new model’s effect on its exposure,
and will allow for a reasonable period of assessment
before expecting RMS v.11 to be fully adopted.

When a new version of a model is released, we expect
insurers with better risk management to perform exten-
sive analysis of the differences in the results compared
to the current version before deciding to adopt the new
version. Similar extensive analysis should be performed
when an insurer decides to change its model provider or
develop models of its own. This analysis should enable
management to provide a clear rationale for adopting the
new version. In particular, this analysis should inform
what adjustments to the new model are required, especial-
ly if adjustments to the previous model were previously
applied. Sometimes, the new release highlights risks which
were not adequately reflected in the old model or the new
model indicates considerably increased risk exposure. In
our review, we focus on how this change is reflected in
the risk appetite/risk limits, pricing/underwriting, and
reinsurance purchasing, and how quickly these changes
are implemented. We take a negative view of risk appe-
tites being automatically increased without management
undertaking extensive analysis and discussing whether
this higher level of risk is acceptable. We also assign a
lower score to an insurer that decides not to adopt the
latest version of a model on the grounds that the results
are unreasonably higher, unless it can provide robust jus-
tification for its view.

When reviewing an insurer’s catastrophe risk man-
agement, we pay close attention to how it demonstrates
that it has adequate understanding of the natural catas-
trophe models it relies on. At the same time, the processes
by which the new information and understanding about
the models it uses are implemented throughout its opera-
tions are equally important. We monitor how quickly and
extensively this occurs. Where an insurer takes a business
decision that runs against the conclusions it might have
drawn from the new information, we assess whether it
based its decision on justified business pragmatism or
whether it sacrificed better risk management to com-
petitive pressures or lacked the will to implement difficult
changes. ll

Miroslav Petkov
London, (44) 207-176-7043;
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Dennis Sugrue
London, (44) 20-7176-7056;
dennis_sugrue@standardandpoors.com
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Reinsurance Peer Analysis: Shift To
Short-Tailed Lines Contributes To Peak
Capital Levels And Strong Operating
Performance In Recent Years

Table 1: Companies Reviewed,

By Peer Group

Hybrid (re)insurers

Allied World Assurance Co. Ltd.

Alterra Capital Holdings Ltd.

Amlin PLC

Arch Capital Group Ltd.

Aspen Insurance Holdings

AXIS Capital Ltd.

Catlin Group Ltd.

Endurance Specialty Holdings Ltd.

Everest Re Group Ltd.

General Re Corp.

Hiscox Insurance Co. Ltd.

Odyssey Re Holdings Corp.

Platinum Underwriters Holdings Ltd.

Sirius International Insurance Corp.

Transatlantic Holdings Inc.

White Mountains Re Group Ltd.

Large global composite reinsurers

Hannover Rueckversicherung AG

Munich Re Group

PartnerRe Ltd.

SCOR SE

Swiss Reinsurance Company Ltd.

Property-catastrophe and short-tail reinsurers

Ariel Reinsurance Co. Ltd.

Lancashire Holdings Ltd.

Montpelier Re Holdings Ltd.

RenaissanceRe Holdings Ltd.

Validus Holdings Ltd.
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By Dennis Sugrue and Trupti Kulkarni

The reinsurance sector has responded well to
changing market conditions in recent years.
Some lines of business have weathered soft
market conditions since 2007. The sector
emerged from the financial crisis relatively
unscathed and withstood heavy catastrophic
activity in the first halves of 2010 and 2011. It
has achieved this through a focused approach
on maintaining underwriting discipline,
enhancing risk management practices, and
following growth strategies that emphasize
more-profitable lines or geographies.

Standard & Poor’s Ratings Services has performed peer analysis on a group of
some of the largest reinsurers based in North America, the U.K., and Europe.
These write over 80% of global net reinsurance premium. Comparing results
from 2006 to 2010, we noted a slight shift in the sector’s books of business to
more short-tailed lines as defined by our risk-based capital model. The shift was
more pronounced for the large global and hybrid players (see peer group con-
stituents in Table 1). Short-tailed lines can be more volatile than longer-tailed
lines, and we have also seen an increase in aggregate capital levels, possibly to
protect against this increased volatility. The increased focus on shorter-tailed
lines has, in part, enabled reinsurers to achieve an average operating perform-
ance that is stronger than the 10-year average. We also noted an improvement
in the security and liquidity of companies’ investment portfolios.

Short-Tail Lines Gain Favor With Non-Life Reinsurers

Our study shows that since 2007, the non-life sector has gradually shifted toward
underwriting more short-tail lines (see Chart 1). The global reinsurers in the study
underwrite a combination of reinsurance and insurance books. Short-tailed lines
comprised 70% of the sector’s net premium written in 2010, compared to 67% in
2007. While, this shift may not seem material in the aggregate, there has been a
much more significant move toward short-tailed lines by the larger, more-estab-
lished reinsurers. In our opinion, this is because, as casualty pricing has softened,
shorter-tailed lines have exhibited more adequate pricing in recent years. At year-
end 2010, gross underwriting in the sector was growing at a compound annual
growth of 4.2% and stood at about $158 billion.

33



Peer Analysis

The shift has been stronger among the large global
composite reinsurers--their average short-tail premiums
rose to about 82% at year-end 2010 from 64% at year-end
2007. It was more muted for hybrid reinsurers, defined as
companies that write a more even balance of primary and

reinsurance business. This group increased its short-tail
exposure to an average of 59% in 2010 from 53% in 2007.
Predictably, the property-catastrophe short-tail players,
many of which were founded in the past 10 years, went
the other way. As they sought to diversify away some of

Chart 1: Peer Group Tail Comparison: 2007 Versus 2010
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Chart 2: Peer Group Geographic Distribution: 2007 Versus 2010
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Chart 3: Estimated Aggregate Capital Adequacy

By Peer Group At Year-End 2010
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their catastrophe risks, they started writing long-tail lines,
which now make up 13% of their underwriting.

Geographic Diversification Is Also
Increasing

Although the change is less noticeable than the shift
to shorter-tailed lines, our analysis also reveals that
non-U.S. business now forms 50% of the industry’s
total net premium written (NPW), up from 48% in
2007 (see Chart 2). In our view, this was likely trig-
gered by softer pricing in U.S. long-tailed lines. Com-
panies are therefore deploying capital to diversifying
and emerging markets.

Once again, the most pronounced shift came from
the large global reinsurers. At year-end 2010, average
non-U.S., (excluding catastrophe) business was about
78% of their total net written premium, up from 68%
in 2007. Firms specializing in short-tail and property
catastrophe business increased their non-U.S., non-
catastrophe proportion of NPW to 49% in 2010 from
44% 1n 2007. However, the hybrid reinsurers group, as
a whole, has not recorded a material increase in non-
U.S. writings over the past four years.

Capital Reached Peak Levels At The Start
0f 2011: Most Companies Have Excess
Capital For Their Rating Levels

Capitalization has historically been a rating strength.
Overall, it reached peak levels for the sector at the out-
set of 2011. As exposure to short-tail lines of business
has increased, companies have increased capital levels
to support the potentially more-volatile business. Strong
operating performance, disciplined underwriting strate-
gies, recovering financial markets, conservative invest-
ment strategies, and changing risk appetites contribute
to strong capitalization levels. In recent years, reinsurers
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have also continuously enhanced their enterprise risk
management (ERM) practices. Based on our risk-based
capital model, we believe the industry in aggregate car-
ried capital consistent with a ‘AAA’ confidence level at
year-end 2010. In fact, we calculate that each of the peer
groups we reviewed in our study has redundant capital at
the ‘AAA’ level (see Chart 3).

Shareholders’ equity in the sector rose by an aver-
age compound annual growth rate of 7.3% in the past
five years. Over this period, reinsurers have improved
the quality of their capital. They have maintained high
levels of shareholder equity and adequate reserves, and
have secured reinsurance protection from highly rated
reinsurers. At year-end 2010, the industry reported an
average debt leverage of about 10% and financial lev-
erage (including preferred stock and hybrids) of about
16%.

The financial crisis in 2008 put reinsurers’ capital
levels under pressure, but capital bases bounced back
in 2009 as asset values rebounded. Earnings stood at
record highs for the industry and the year was largely
catastrophe-free. The industry’s strong ERM practices
helped to mitigate catastrophe losses in 2010, clearing
the way for further strong results. Retained earnings
in 2009 and 2010 helped bolster the industry’s capitali-
zation. In the coming years, we expect strong balance
sheets to play a critical role in financing reinsurers’
growth strategies while protecting them against con-
tinued volatility and uncertainty in the capital markets.

Operating Performance Over The Past Five
Years Has Been Strong, But Volatile

Over the past five years, the sector’s operating perform-
ance, as measured by combined ratio and return on reve-
nue, has improved compared with historical performance.
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Chart 4: Industry Trends — Non-Life Combined Ratio

(%)
150

—a— Global Reinsurance Industry —+—RAA —=—Bermuda —e—Lloyd's

140

130

120

110

100

90

A

80 N

70 h——-0

60 , , , , , , , ,
2001 2002 2003 2004 2005 2006 2007 2008 2009

2010

Source--Company filings and surveys. RAA--Reinsurance Association of America.

© Standard & Poor's 2011.

This improved operating performance is most likely chiefly
based on a string of relatively benign years for catastrophe
losses. However, it is fair to say that a shift to shorter-tailed
lines has helped the companies to extract more profit than
they would have achieved under their old business mixes.
In the past decade, global reinsurers’ operating per-
formance has improved in terms of two key ratios:
1l Combined ratio (CR), which indicates how much of
each unit of premium earned the insurer ultimately
expects to pay out in claims and expenses, and

[ Return on revenue (ROR), which we use to evaluate
the size of the insurer’s pretax operating margin.

That said, there has been significant earnings and bal-
ance sheet volatility during these years. The 10-year CR
for the global reinsurance industry was 100%, indicating
that it broke even on underwriting between 2001-2010 (see
Chart 4). The industry’s average return on revenue over
this period stood at 9% (see Chart 5).

Operating performance in the past five years, has been

Chart 5: Industry Trends — Return On Revenue
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Chart 6: Five-Year Historical Expense Ratio
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markedly better across the industry. The average CR was
92% over this period and the ROR was about 16%. In our
view, the improvement mainly stems from a combination
of benign catastrophe loss activity (especially in 2006,
2007, and 2009), reinsurers’ ability to maintain underwrit-
ing discipline despite competitive market conditions, and
favorable reserve development for prior years.

The overall five-year average loss ratio was about
62% and the expense ratio was around 30%. These are
the components used to calculate the CR. Some players

have found expense ratios to be a source of competitive
strength (see Chart 6). Typically, the large global players
and hybrid reinsurers tend to benefit from lower expense
ratios, achieving ratios of between 19% to 32% in the past
five years. Meanwhile, property catastrophe players have
reported expense ratios of 24%6-40%.

We could attribute this benefit to the larger players’
larger premium bases, which offer them economies of
scale compared with the catastrophe players. However,
some companies pursue a strategy of maintaining a low

Chart 7: Five-Year Effect On Combined Ratio Of Reserve Releases

Sector average

75th percentile

Everest

(%) 25th percentile e Average
35
30
25 I
20
}g ? | | — — . i
5 A | | | ' . 1 ? H—’—,—*i
' | | |
0 ; i : : : ; :
(5) I ¢
(10)
@ T 5 v E & £ 2 x © @ v c £ <= o
5 5 5 X 2 5 E £ 8 £ = 3 & 3 g %
8 = 3 < £ £ < e 2 & 2 5 2 8 < =
© o c = = T 3 = = ©
» oy (ED o S = = @
QfL = w3 =
s = £
oc

© Standard & Poor's 2011.

Global Reinsurance Highlights 2011

STANDARD

&POOR’S

31



Peer Analysis

expense base to be more competitive than peers.

In recent years, companies’ operating performance has
benefited from favorable reserve development on prior
accident years. These releases have reduced the sector’s
average combined ratio by 5.8% over the last five years
(see Chart 7). We do not expect this trend to continue in
coming years, and therefore expect it to be important that
companies maintain their strong underlying operating
performance through disciplined underwriting.

Adequate Pricing And Profitable
Underwriting Expected To Remain The Key
Priorities

Over the years, the reinsurance sector has become more
disciplined about pricing risks adequately. It has focused
on underwriting profitable lines and improving the qual-
ity of capital and liquidity on balance sheets. Our peer
group analysis highlights a recent trend toward short-tail
lines as reinsurers’ shift their books to more-profitable
lines in the soft part of the cycle. As a result, we are also
seeing an increase in aggregate capital levels because these
are necessary to support these more-capital-intensive
lines. While this shift has, in part, resulted in improved
operating performance metrics in the past five years, we
note the increased potential for volatility in the results. ll

Dennis Sugrue
London, (44) 20-7176-7056;
dennis_sugrue@standardandpoors.com

Trupti Kulkarni
CRISIL Global Analytical Center,
an S&P affiliate, Mumbai
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Returns On Equity

For Some Reinsurers, Returns May Not
Be Enough To Cover Their Cost
Of Equity

By Laline Carvalho and Jason S Porter

With many global reinsurers’ common
shares continuing to trade at a discount
to their book value, the question is: Are
reinsurers producing adequate returns to
cover their cost of equity capital and meet
investors’ expectations?

Reinsurers have, in general, produced disappointing
results over the past nine years, with average returns
on equity (ROEs) that only equaled the companies’
estimated cost of equity capital. Nonetheless, our
research showed significant differences among the
best and worst performers in the sector: some com-
panies produced healthy excess returns during this
period, while others barely managed to cover their
cost of equity.

The current valuations for most global reinsurers
reflect, in our view, investors’ relative skepticism about
the reinsurance sector’s future operating performance
and whether the results will exceed the modest returns
produced over the past decade. Reinsurers are facing
several challenges, including:

Reduced potential profit margins because of

Table 1: Reinsurer Peer Groups

Class of 2001

Arch Capital Group Ltd.

Allied World Assurance Co. Holdings AG
Aspen Insurance Holdings Ltd.

AXIS Capital Holdings Ltd.

Endurance Specialty Holdings Ltd.

Platinum Underwriters Holdings Ltd.

b4

declining premium rates for property and casualty
reinsurance coverages in recent years. This trend
has abated recently for property and property-
catastrophe risks, following the large catastrophe
loss events--the earthquakes in Japan and New
Zealand and the catastrophe losses in Australia--in
the first quarter of 2011;

Prospects for dampened investment returns in the
near term, given the current low interest rates;
Continued significant frequency and severity of
manmade and natural catastrophe losses in recent
years and the potential that this trend may extend
into the future. The current hurricane season is
predicted to be an active one and has the poten-
tial to produce large catastrophe losses and further
weaken operating performance for 2011 beyond

Global Multiline Reinsurers
Everest Re Group Ltd.

Hannover Rueckversicherung AG
Munich Reinsurance Co.
PartnerRe Ltd.

SCOR SE

Swiss Reinsurance Co. Ltd.

Transatlantic Holdings Inc.
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the significant catastrophe losses that have already
occurred during the first half of the year;

The recent increase in reinsurers’ cost of equity
capital, which may reflect the uncertainties we’ve
noted above and the shift in investors’ risk appe-
tites and investment strategies following the finan-
cial crisis in 2008;

Overreliance on favorable loss reserve development
for prior years to bolster the sector’s current earn-
ings; and

Continued uncertainty regarding global macr-
oeconomic conditions and the potential negative
impact on reinsurers’ investment portfolios and
loss reserves if inflation surges in coming years.

Modest Returns In Excess Of The Cost Of
Equity Capital

We analyzed the nine-year (2002-2010) return on
equity (ROE) for a select number of publicly-owned
global multiline reinsurers formed in 2001-2002 fol-
lowing the terrorist attacks of Sept. 11, 2001 (the class
of 2001) and other reinsurers formed before that peri-
od (the global multiline reinsurers) (see Table 1). The
average ROE for these companies during this period
was a modest 9.9%. This was about equal to these
companies’ estimated cost of equity capital, based on
Bloomberg’s capital asset pricing model methodology,
which derives the cost of equity based on market vola-
tility, treasury rates, and an equity risk premium.

Although the average returns for the nine-year
period were disappointing, the reinsurance sector per-
formed more strongly during the past five years (2006-
2010). The sector reported an average ROE of 12.2%
and a modest estimated average return in excess of the
cost of equity capital of about 1.6%.

We believe that two factors primarily explain rein-
surers’ improved operating performance from 2006
through 2010. The first is lower natural catastrophe
losses during this period relative to earlier in the dec-
ade. Reinsurers reported depressed ROEs during 2008
because of the significant investment losses from the
global capital market crisis and, to a lesser extent,
Hurricanes Ike and Gustav. But the sector’s average
ROESs were generally strong in 2006, 2007, 2009, and,
to a lesser degree, in 2010 because of moderate levels
of catastrophe losses during these years. In contrast,
the nine-year average ROE includes the steep losses
reinsurers incurred due to U.S. Hurricanes Katrina,
Rita, and Wilma in 2005. Hurricane Katrina alone
represented the sector’s largest catastrophe loss in his-
tory, $47 billion in total insured damages.

The second factor is the sector’s shift toward a
stronger loss reserve position in the second half of
the decade. Over the past five years, reinsurers have
generally reported loss reserve releases related to
better-than-expected frequency and severity trends in
reinsurance claims related to their casualty reinsur-
ance lines of business. This represented a significant
change from 2002-2005, when many of the longer-
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standing reinsurers saw adverse loss reserve develop-
ment for the U.S. casualty reinsurance business they
wrote during the soft cycle in the late 1990s.

The Class Of 2001 Reinsurers Qutperform
Their Peers

Unlike the global multiline reinsurers, which saw sig-
nificant reserve deterioration earlier in the last decade,
the class of 2001 reinsurers began operations with a
clean slate. They had no exposure to the business
written prior to their inception in the late-2001 to
early-2002 period. This allowed these companies to
substantially outperform the global multiline reinsur-

Chart 1: Return On Equity: Class Of 2001 Versus
Global Multiline Reinsurers
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Returns On Equity

ers during the past decade. The nine-year and five-year
average ROEs were 14.2% and 17.7%, respectively,
compared with the significantly lower 8.9% and 10.7%
(see Table 2). The class of 2001 also produced mark-
edly higher returns in excess of estimated cost of equi-
ty capital: Its nine- and five-year excess returns were
5.0% and 7.8%, respectively, compared with -1.2% and
0.0% for the other reinsurers in our selected group.

Reinsurers’ Average ROE Continue To
Decline From The 2006 Peak

Global multiline reinsurers started the past decade
with relatively poor returns due to substantial losses
from the Sept. 11 terrorist events and adverse loss
reserve development for previous years. However, the
sector’s operating returns improved during 2002-2004,
partly because of the significant premium rate increas-
es in the property and casualty reinsurance lines of
business following the steep losses in 2001.

Although Hurricanes Katrina, Rita, and Wilma
disrupted the positive trend in 2005, the sector’s aver-
age ROE peaked in 2006 at 18.1% (see chart 2). This
reflected a light catastrophe year and strong pric-
ing conditions in most reinsurance lines of business.
Thereafter, weakening pricing conditions and other
factors contributed to the sector’s average ROE’s
steady decline--interrupted by a sharp drop to 2.8% in
2008--to 11.4% in 2010. 2008 was a difficult year for
the reinsurance sector: The low average ROE reflected
both the downturn in the global capital markets and
the U.S. Hurricanes Ike and Gustav.

As the sector’s average ROE declined during the
second half of the decade, the cost of equity capital
began a modest but steady upward trend. As a result,
some reinsurers are finding it more difficult to report
operating returns that meet or exceed their cost of
capital (see Charts 2 and 3).

Although the class of 2001 mirrored the trends
for the overall group, the class’ average ROE out-
performed global multiline reinsurers by an average

Table 2: Selected Statistics

Combined group
Five-year average return on equity (%) 122
Nine-year average return on equity (%) 9.9
Five-year cost of equity (%) 105
Nine-year cost of equity (%) 10.0
Five-year excess return (%) 1.6
Nine-year excess return (%) (0.1)
Price-to-book value (x)* 0.78

of 5.5% over five years and 4.4% over nine years (see
table 2).

Also, the differential between the group’s best and
worst performers is substantial. The nine-year average
ROE for individual companies range from as high as
17.5% to as low as 1.3%, with most reinsurers falling in
the 10%-15% range (see Table 3).

All In The Same Boat

Regardless of performance, reinsurers’ common
shares are trading, on average, at substantial dis-
counts to their book values. In fact, although the class
of 2001°s common shares historically have traded at
higher valuations relative to its global multiline peers’,
the class’ common shares have been global trading
at a similar discount since 2009-despite their higher
returns and lower capital costs. For the overall sec-
tor, the current book value discounts are a part of a
long-running trend of declining valuation since 2002
(see Chart 5).

We believe that the lack of differentiation between
the class of 2001 and the global multiline reinsurers’
valuations could indicate that investors are skepti-
cal about whether the class of 2001 reinsurers will
be able to sustain their relatively stronger operating
performance. The steep discounts to the reinsurers’
book value may also indicate that investors recognize
that the reported earnings reflect large amounts of
favorable loss reserve development in the casualty
lines written in accident years 2003-2007 and likely
are not sustainable.

Some class of 2001 reinsurers have experienced
particularly strong favorable loss reserve develop-
ment, which has reduced their calendar-year combined
ratios, a key measure of underwriting profitability
(under 100%) or losses (above 100%), by as much as
five to 20 percentage points in recent years. Exclud-
ing the favorable impact of these loss reserve releases
on earnings, many of the class of 2001 reinsurers’
combined ratios--as with other reinsurers—are 100%

Class of 2001 Global Multiline reinsurers
17.7 10.7
14.2 8.9
9.8 10.7
9.3 10.1
1.8 0.0
5.0 (1.2
0.81 0.77

*As of July 15, 2011. Price-to-book value and cost-of-equity data source: Bloomberg.
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or higher. This translates into single-digit ROEs and
reflects significant decreases in profit margins, given
the competitive market conditions in recent years.

Because many reinsurers track growth in book
value per share as a significant performance met-
ric, many companies have been using the stock price
discount relative to book value opportunistically to
buy back shares--boosting the book value per share
growth and reducing the reinsurers’ equity base. How-
ever, equity base reductions could result in future capi-
tal shortfalls, which, in turn, could increase the cost of
capital and partially, or entirely, offset valuation gains
from previous share repurchase activity.

Do Returns Appropriately Reflect
Embedded Risk In Reinsurers’ Profiles?
Most global reinsurers have generally targeted an
ROE in the 13%-15% range over what most reinsur-
ance management teams refer to as a full underwrit-
ing cycle, which includes a period of more competitive
(or soft) pricing conditions followed by other years of
strong pricing conditions. But only a few companies
have been able to achieve this target over the long run.
Many reinsurers entered 2011 targeting a significantly
lower ROE of about 8%-10% because of the generally
low interest rates and the competitive market condi-
tions through the end of 2010. But if they allow pric-
ing to erode to the point where the expected ROE for
their modeled books of business enters the single-digit
range (assuming a normalized level of catastrophe
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Chart 3: The Class 0f 2001 Returns
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losses), these companies run the risk that such returns
may easily turn into losses if above-average levels of
catastrophe losses occur as the year unfolds.

The heavy catastrophe losses in the first quarter
served as a poignant reminder of the magnitude of risks
reinsurers assume and the sector’s continued exposure
to catastrophe losses. Assuming a normal level of catas-
trophe losses in the second half of the year, we expect

Table 3: Rankings By Return On Equity

Company

AXIS Capital Holdings Ltd.

Arch Capital Group Ltd.

Hannover Rueckversicherung AG
PartnerRe Ltd.

Allied World Assurance Company Holdings AG
Endurance Specialty Holdings Ltd.
Platinum Underwriters Holdings Ltd.*
Everest Re Group Ltd.

Transatlantic Holdings Inc.

Aspen Insurance Holdings Ltd.
Munich Reinsurance Co.

Swiss Reinsurance Co. Ltd.

SCOR SE

Nine-year average ROE Five-year average ROE

17,5 20.1
15.6 18.1
14.3 15.7
134 15.2
134 19.2
133 16.8
11.5 16.1
103 11.6
10.2 114
9.9 129
8.8 11.7
6.2 1.6
1.3 1.8

*The data for Platinum Underwriters is only from 2003 to 2010. ROE--Return on equity.
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that most reinsurers will report, at best, single-digit
ROEs for full-year 2011. We believe that single-digit
operating returns over the long term aren’t consistent
with the significant degree of uncertainty and volatil-
ity reinsurers are exposed to. Therefore, to the degree
that any one year (or several years) of heavy catastro-
phe activity can lead the sector to report steep losses, we
believe that reinsurers need to achieve solid double-digit
ROE:s in years of light catastrophe activity if they are to
meet their long-term operating targets.

While Standard & Poor’s does not rely heavily on
ROE as a measure of core operating performance, we
consider the metric to be one indicator of financial
flexibility, and we may become concerned if man-
agement teams accept returns that are inadequate to
attract support from the capital markets.

Given the significant catastrophe events in the first
half of the year and the recent revisions in Risk Man-
agement Solutions Inc.’s catastrophe model, which
is likely to lead to an increase in estimated probable
maximum losses for a number of insurers and rein-
surers with risks based in the Gulf of Mexico and the
North Atlantic coast, we have observed improved
premium rates in many pockets of the property and
property catastrophe reinsurance market in recent
months. This included increased premium rates in
several countries in the Asia-Pacific region as well
as in Florida. We expect that these price increases
will continue into the Jan. 1, 2012, renewal season.
However, while this turn in pricing is good news
for reinsurers, not all property markets have shown
improvements. In addition, casualty reinsurance pre-
mium rates, which have been under increasing pres-
sure since 2004, have yet to show signs of significant
premium rate increases.

The Going Will Remain Tough

Global reinsurers have had mixed performance results
over the past decade. The sector’s improved returns
during 2006-2010 are an encouraging development
since the decade’s earlier years. Nonetheless, we
believe that reinsurance management teams will have
a tough road ahead--with continued exposure to catas-
trophe losses and low interest rates, uncertain global
macroeconomic conditions, and dampened profit
margins, to name a few.

Reinsurers, ultimately, are at risk of losing sup-
port from the capital markets--and face weakened
liquidity and credit quality--if they don’t improve
their profitability through core operations. The chal-
lenges reinsurers face will continue to test their abil-
ity to manage catastrophe activities, the strength of
their enterprise risk management and risk mitigation
and underwriting capabilities, as well as their ability
to push for further improvements in reinsurance pre-
mium rates to cover (and exceed) their cost of capital
and provide a healthy return to their shareholders.
But just as some reinsurers have managed to post
stronger-than-average performance results in recent
years despite the challenging macroeconomic and
sector conditions, it’s possible that global reinsurers
could still beat investors’ expectations in the years to
come. H

Laline Carvalho, New York, (1) 212-438-7178;
laline_carvalho@standardandpoors.com

Jason S Porter, CFA, New York, (1) 212-438-3348;
jason_porter@standardandpoors.com
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Top 40 Global Reinsurance Groups

Top 40 Global Reinsurance Groups Ranked By Net Reinsurance Premiums Written

Net Reinsurance Premium

Footnote Written (Mil. §)

Ranking Company Footnote Country 2010 2009
1 Munich Reinsurance Co. 1 Germany 29,269.1 29,387.4
2 Swiss Reinsurance Co. 2,3 Switzerland 19,433.0 21,751.0
8 Berkshire Hathaway Re 4 U.S. 14,669.0 12,362.0
4 Hannover Rueckversicherung AG Germany 13,662.2 13,639.0
5 Lloyd's 5 UK. 9,762.1 9,7335
6 SCOR SE France 8,141.3 8,314.7
7 Reinsurance Group of America, Inc. u.s. 6,659.7 5,725.2
8 PartnerRe Ltd. 6 Bermuda 4,705.1 3,948.7
9 Everest Reinsurance Co. Bermuda 3,945.6 3,929.8
10 Transatlantic Holdings Inc. 1 u.s. 3,881.7 3,986.1
11 Korean Reinsurance Co. Korea 2,751.4 2,493.8
12 Tokio Marine Group 8 Japan 2,617.2 2,242.6
13 NKSJ Holdings 9 Japan 2,526.1 NA
14 General Ins. Corp. of India India 2,361.3 1,955.0
15 QBE Insurance Group Ltd. Australia 2,184.0 1,721.0
16 Mapfre Re Spain 2,125.2 2,006.8
17 Transamerica Re (AEGON) U.S. 2,037.8 2,013.7
18 XL Re Ltd Bermuda 1,920.5 2,003.2
19 Odyssey Re us. 1,853.8 1,893.8
20 AXIS Capital Holdings Ltd. 4 Bermuda 1,815.3 1,791.4
21 Toa Re Co. Ltd. Japan 1,798.7 1,560.9
22 Validus Holdings Ltd 10 Bermuda 1,761.1 1,388.4
23 Caisse Centrale de Reassurance France 1,759.9 1,7155
24 ACE Tempest Reinsurance Ltd. Bermuda 1,431.8 1,403.0
25 Allied World Assurance Co. Holdings Ltd. Switzerland 1,392.5 1,321.1
26 R+V Versicherung AG Germany 1,387.1 1,214.5
27 White Mountains Re Group Ltd. Bermuda 1,301.4 1,445.5
28 Maiden Re us. 1,227.8 1,030.4
29 Catlin Group Ltd. 11 Bermuda 1,141.9 992.7
30 Aspen Insurance Holdings Ltd. Bermuda 1,1185 1,116.7
31 Alterra Capital Holdings Ltd 12 Bermuda 1,040.0 895.0
32 Endurance Specialty Holdings Ltd. 8 Bermuda 933.9 865.7
33 Flagstone Reinsurance Ltd. Bermuda 883.9 7925
34 Arch Capital Group Ltd. Bermuda 852.1 1,058.8
35 Amlin Group UK. 851.8 914.0
36 RenaissanceRe Holdings Ltd. Bermuda 809.7 839.0
37 Deutsche Rueckversicherung AG Germany 796.8 953.0
38 Platinum Underwriters Holdings, Ltd. Bermuda 760.6 897.8
39 Montpelier Re Holdings Ltd. Bermuda 668.8 602.2
40  African Reinsurance Corp. Nigeria 569.7 481.1
Total 158,805.3 152,398.6

In Q12010 Munich Re intoduced a third segment “Munich Health” which is made up of Health Reinsurance and Primary Health insurance outside of Germany.
In this survey the reinsurance segments P&C and Life are disclosed. 2009 YE figures are different from last year's publication due to different segmentation.
Excluding non traditional and legacy business the combined ratios would have been 93.9% and 88.3%, respectively.

From January 1, 2010, Swiss Re changed its presentation currency from CHF to USD.

Adjusted Shareholders’ Funds are for the group as a whole, including both its direct and reinsurance operations.

Net Premium Written, pretax operating income and the combined ratio relate to reinsurance business only; all other items include direct business.

The data presented is based on the published pro forma accounts for the Market, which represents an aggregation of all syndicates participating at Lloyd's.
As such, some premium included for Lloyd’s may also be included by other groups that consolidate their Lloyd's operations.

6 On October 2, 2009, Partner Re acquired Paris Re. The Company's results for the year ended December 31, 2009 include the results of Paris Re from the

date of acquisition.

oW

46 Global Reinsurance Highlights 2011



STANDARD
& POOR’S
Pretax 0|()'?nria;.t|;)g Income Combined Ratio (%) Total Adg:::lesd( '?nl:frg)holders ROR (%)

2010 2009 2010 2009 2010 2009 2010 2009
3,620.7 6,064.4 101.0 95.7 29,037.2 30,372.1 94 15.2
1,022.0 1,146.0 94.5 93.2 26,608.0 26,253.0 4.1 3.9

NA NA 93.2 93.4 94,400.0 64,146.0 NA NA
1,280.8 1,2215 98.5 97.3 9,443.9 8,117.6 8.6 8.3

912.8 1,983.0 90.3 78.4 28,142.9 28,929.8 8.0 16.5

502.3 560.4 99.1 99.6 5,758.4 5,581.4 5.8 6.2

757.0 644.2 NM NM 5,040.6 3,867.9 94 9.2

512.0 1,155.7 95.0 81.8 7,206.9 7,645.7 94 244

489.3 863.4 102.8 89.1 6,283.5 6,101.7 10.6 19.5

44238 656.8 98.2 93.5 4,284.5 4,034.4 10.2 14.6

125.8 90.3 97.7 9.8 1,166.4 984.2 43 3.5
1,759.0 1,598.2 NA NA 20,229.6 20,775.7 NA NA

NA NA NA NA 17,860.1 NA NA NA

267.1 287.4 114 109.7 2,229.5 2,034.3 10.9 13.8

3943 470.7 837 82.1 1,639.3 1,451.3 20.0 25.1

2299 2219 95.7 93.5 1,124.4 1,203.6 10.9 11.4

154.5 285.0 NM NM NA NA NA NA

NA NA 80.1 82.1 NA NA NA NA

261.1 305.4 98.6 96.7 3,669.0 3,554.9 11.8 13.6

NA NA 88.6 731 5,625.0 5,500.2 NA NA

-20.0 2334 111.2 931 3,152.8 3,052.2 -1.1 139

325.9 529.5 89.4 72.0 3,504.8 4,031.1 17.1 33.7

232.9 1,004.6 101.0 56.3 5117.8 5,592.9 11.7 50.3

755.6 832.1 725 59.3 NA NA 425 49.3

692.0 643.5 84.9 76.1 3,075.8 32133 431 39.7

307.3 335.7 99.9 99.4 5,685.0 5,334.5 17.7 216

137.7 462.8 95.2 86.6 2,028.4 2,056.5 9.5 249

64.6 62.1 96.9 95.9 750.4 676.5 52 6.3
92.5 102.0 723 62.7 3,446.9 3,278.0 15 9.0

3403 534.7 785 58.6 3,236.9 3,305.4 24.6 37.8

329.0 204.0 85.7 88.1 2,918.0 1,565.0 235 203

345.5 509.3 87.0 75.9 2,848.2 2,181.3 30.9 46.5

32.1 229.8 101.7 747 1,134.7 1,211.0 3.3 26.7
573.8 648.6 743 137 3,954.0 3,794.0 46.5 42.7
106.4 575.5 837 44 2,676.3 2,531.5 12.6 61.1

NA NA 38.4 15.4 3,386.3 3,190.8 N/A N/A

20.0 48.8 105.0 99.7 810.6 828.3 2.3 47
187.7 3235 89.3 80.0 1,895.5 2,071.7 205 293
164.0 270.8 82.0 62.2 1,628.8 1,728.5 234 44

68.3 46.1 935 974 339.7 2719 11.3 9.2

17,481.0 25,151.0 95.4 89.9 321,340.2 271,092.2 9.9 145

7 Net Reinsurance Premium Written and Combined Ratio relate to reinsurance business only; all other items include direct business.

8 2010 premium numbers are Sompo Japan and Nipponkoa combined. 2010 Net Income and Adjusted Shareholders Funds are total group business numbers,
including reinsurance and non-reinsurance.

9 0On July 8, 2009, Validus Holdings Ltd acquired IPC Holdings Ltd. The 2009 data presented includes the operations of IPC Re from the date of the acquisition.

10 Pre tax operating income does not include net investment income. Adjusted Shareholders’ Funds are for the group as a whole, including both its direct
and reinsurance business.

11 On May 12, 2010 Harbor Point Ltd. and Max Capital Group Ltd merged to form Alterra Capital Holdings Ltd. 2010 figures reflect the combined results including
Harbor Point Limited from May 12, 2010, the date of the amalgamation. The 2009 figures were as reported for Max Capital only, they are not proforma
including Harbor Point.
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Global Reinsurers By Country

To bring you the 2011 edition of Global Reinsur-
ance Highlights, Standard & Poor’s Ratings Services
sought data on 145 reinsurance organizations from
over 40 countries. As in previous years, the data is
based on survey responses from reinsurance organi-
zations worldwide.

To ensure consistency, we requested that respond-
ents complied with clear guidance on the definition
of the financial items required. In addition, Stand-
ard & Poor’s attempted to verify the veracity of the
data submitted with reference to publicly available
data sources, insofar as this was possible.

Our ongoing aim in producing this data is to pro-
vide market participants with an indication of the
ongoing reinsurance capacity available in each mar-
ket. Hence, we try to exclude intragroup reinsurance
as far as possible. Companies that have not been
able to exclude intragroup reinsurance are high-
lighted in the footnotes on page 64-65.

One of the challenges has been to separate rein-
surance from primary insurance business, especially
when the reinsurance operation is a division within a
company and not a distinct operation. While, gener-
ally speaking, all the premium data relates to a com-

. Net Reinsurance Premiums
Rating As Of Written (Mil. §)

August 24, 2010 2010 2009 Change (%)

Company Footnotes

Swiss Re Life & Health Australia Ltd. 4746 3774 25.7
AA- Munich Reinsurance Co. of Australasia Ltd. 315.3 235.8 8oy
AA- Hannover Life Re of Australasia Ltd. 231.4 184.9 25.2
AA+ General Reinsurance Life Australia Ltd. 165.0 130.6 26.3
AA+ General Reinsurance Australia Ltd. 67.8 67.1 1.0
Total: 1,254.0 995.8 259

BBB+ Trust International Insurance Co. B.S.C. 190.0 141.2 34.6
A Hannover Re Takaful 19.7 53.8 48.2
Total: 269.7 195.0 383
Secura N.V. 267.4 272.3
Total: 267.4 272.3 -1.8
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pany’s reinsurance premium written, in some cases
the other metrics will also include primary business.
These cases can be identified through the footnotes
to the tables, although if we believe the metrics pro-
vided by the company are not representative of the
company’s reinsurance operations, we have marked
the metric as N.A. (not applicable). For companies
that report in currencies other than the U.S. dollar,
we have converted the reported data at year-end
exchange rates.

Standard & Poor’s has endeavored to collect the
data underlying each group or entity’s combined
ratio in order to calculate this metric in a compara-
ble manner. The combined ratios presented in Glo-
bal Reinsurance Highlights have been calculated as:
(net losses incurred + net underwriting expenses)/
net premiums earned. The combined ratio of any

entity that writes purely life reinsurance has been
marked as N.M. (not meaningful), as Standard
& Poor’s does not consider this to be an accurate
measure of a life reinsurer’s profitability. For those
groups or entities writing both non-life and life rein-
surance business, the combined ratio reflects non-
life business only.

The main group and country listing for each enti-
ty surveyed is representative of that group or com-
pany’s total reinsurance business written, whether it
be life, non-life, or a combination of both. H

Tufan Basarir
London, (+44) 20-7176-7126
tufan_basarir@standardandpoors.com
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Pretax Operating

Total Adjusted Shareholders’

Income (Mil. $) Combined Ratio (%) Funds (Mil. ) Return on Revenue (%)
2010 2009 2010 2009 2010 2009 Change (%) 2010 2009
_
28 1074 301.4 270.1 116 257
285 275 NM NM 2014 144.2 396 8.1 10.4
210 487 NM NM 2557 2012 271 75 218
17.9 16.2 NM NM 95.0 75.4 26.0 10.1 13
68 1349 139.5 826 267.1 2957 97 6.0 1208
99.0 3345 NM NM 11206 986.7 136 68 2838

16.9 127 89.6 90.4 206.2 1923 103 10.6
132 3.2 97.5 91.5 75.1 58.2 29.2 191 6.3
30.1 15.9 91.9 92.5 281.3 250.5 123 12.9 9.3

49.2 54.7 99.1 96.6

301.9

294.0

16.1

16.8

49.2 54.7 9.1 96.6

301.9

294.0

2.1

16.1

16.8
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Net Reinsurance Premiums

m:gtl;zgfmo Company Footnotes Written (Mil. $)
2010 2009 Change (%)
Bermuda
A+ Everest Reinsurance (Bermuda) Ltd. 1,859.9 1,752.3 6.1
AA- ACE Tempest Reinsurance Ltd. 1,075.2 1,037.8 3.6
A- Validus Reinsurance Ltd. (Bermuda) 1,038.1 672.6 54.3
A Endurance Specialty Insurance Ltd. 933.9 865.7 7.9
A+ Arch Reinsurance Ltd. 783.4 973.1 -19.5
A Platinum Underwriters Bermuda Ltd. 760.6 897.8 -153
A XL Re Ltd. 682.5 764.3 -10.7
A- Montpelier Re Holdings Ltd. 668.8 602.2 111
A+ AXIS Specialty Ltd. 1 633.4 635.8 -0.4
AA- Partner Reinsurance Company Ltd. 581.0 476.1 220
AA- Renaissance Reinsurance Ltd. 544.9 503.7 8.2
A- Ariel Reinsurance Company Ltd. 495.6 476.6 4.0
AA- Tokio Millennium Re Ltd. 4183 360.6 16.0
A Amlin Bermuda Ltd. 409.5 376.2 8.9
A Catlin Insurance Co. Ltd. 1,2 404.9 355.2 14.0
AA- ACE Tempest Life Reinsurance, Ltd. 356.6 365.2 -2.4
A Aspen Insurance Ltd. 335.3 355.0 -5.5
A+ DaVinci Reinsurance Ltd. 326.1 332.1 -1.8
AA- Hannover Re Bermuda Ltd. 232.9 307.2 -24.2
NR Hiscox Insurance Co. (Bermuda) Ltd. 222.2 213.6 4.0
A- Lancashire Insurance Co. Ltd. 3 165.7 144.0 15.1
BBB+ International General Insurance Co. Ltd. 111.2 93.6 18.8
AA- MS Frontier Reinsurance Ltd. 83.0 83.4 -0.5
AA Top Layer Reinsurance Ltd. 26.9 28.2 -4.6
Total: 13,1499 12,6723 38

Bosnia and Herzegovina

NR Bosna Re 15.8 15.6 1.2
Total: 15.8 15.6 12

Brazil

NR IRB-Brasil Resseguros S.A. 4 547.1 915.3 -40.2
Total: 547.1 915.3 -40.2
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Pretax Operating Total Adjusted Shareholders’

Combined Ratio (%) Return on Revenue (%)

Income (Mil. $) Funds (Mil. $)
2010 2009 2010 2009 2010 2009 Change (%) 2010 2009
353 482.4 96.4 89.8 2,982.60 2,722.60 9.6 17.1 23.9
583.4 677.9 125 59.3 NA NA NA 42.9 53.9
335.4 456.1 80.1 55.3 3,414.40 3,764.70 -9.3 28.5 50.9
345.5 509.3 87 75.9 2,848.20 2,787.30 2.2 30.9 46.5
503.7 570.6 13.6 12.1 2,848.60 2,734.50 4.2 43.9 40.4
187.7 323.5 89.3 80 1,895.50 2,071.70 -8.8 205 29.3
NA NA 52.4 51.9 NA NA NA NA NA
164 270.8 82 62.2 1,628.80 1,728.50 -5.8 234 414
NA NA 85.6 36.3 4,545.80 4,449.40 2.2 NA NA
356.5 645.1 16.7 18.3 3,446.40 3,300.20 4.4 44.5 80.9
NA NA 34.6 11.5 1,600.00 1,600.00 0 NA NA
179.4 299.4 13.8 47.1 1,338.20 1,522.00 -12.1 33.2 h8.8
64.5 200.5 83 30.2 1,187.60 1,241.50 -43 16.7 51.9
48.1 274.8 19.7 44.6 1,680.60 1,580.60 6.3 11.7 65.9
87 9 68.3 61.2 3,862.90 3,956.30 -2.4 18 20.1
1722 154.2 NM NM NA NA NA 4.1 36
225 281.7 62.6 38.3 1,743.70 1,755.40 -0.7 46.1 56.5
NA NA 57.9 28.4 1,488.90 1,473.70 1 NA NA
26.8 292.2 121.8 31.8 1,185.90 1,307.20 -9.3 8.6 75.4
12.2 137.6 66.2 37.8 941.8 807.9 16.6 29.7 55.6
303 366.8 134 13.6 1,394.50 1,268.10 10 50.9 62.1
1.3 10.3 92.5 97.3 187.8 171.3 9.6 6.8 9.8
69.6 81.6 46.2 25.1 688.6 525.7 31 63.9 79.6
NA NA 196.7 22.2 30.2 53.2 -43.2 NA NA
4,084.30 6,131.80 183 57.3  40,941.00  40,827.70 03 28.9 44.6
14 1.6 85.4 90 14.1 14.2 -0.6 9 83
14 1.6 85.4 90 141 14.2 -0.6 9 9.3
361.3 307.7 83.5 88.9 1,252.90 1,149.60 9 38.3 21.1
361.3 307.7 835 88.9 1,252.90 1,149.60 9 38.3 271
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Global Reinsurers By Country

Rating As Of Net R(:’l\lllsurancl\tlal Il’remlums
August 24, 2010 Company Footnotes ritten (Mil. §)
2010 2009 Change (%)
Munich Reinsurance Co. of Canada 188.5 179.5
A SCOR Canada Reinsurance Co. 158.6 145.1 9.3
Total: 3471 3245 10
_
VIG Re 235.0 235.2
Total: 235.0 235.2 0.1
_
SCOR Global Life SE 1,855.4 1,796.0
AAA Caisse Centrale de Reassurance 1,759.9 1,715.5 2.6
A SCOR SE 1,196.7 1,338.7 -10.6
A SCOR Global P&C SE 959.5 1,016.2 -5.6
Total: 57716 5,866.4 -1.6
_
Munich Reinsurance Co. 25,018.9 24,591.8
AA- Hannover Rueckversicherung AG 5 8,720.4 9,288.1 -6.1
AA Allianz SE 1 4,140.7 4,530.2 -8.6
AA- E+S Rueckversicherung AG 5 2,613.9 2,853.7 -8.4
AA+ GR-AG 6 2,519.1 2,601.3 -3.2
A+ R+V Versicherung AG 1,387.1 1,214.5 14.2
A+ Deutsche Rueckversicherung AG 458.2 529.6 -135
BBB- Wouestenrot & Wuerttembergische AG 266.9 286.9 -6.9
A+ DEVK 194.8 260.7 -25.3
Total: 45,320.0 46,156.7 -1.8
_
Taiping Reinsurance Co Ltd. 304.1 193.4 571.2
A SCOR Reinsurance Company (Asia) Ltd. 65.2 79.9 -18.4
Total: 369.3 2133 35.1
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Pretax Operating

Total Adjusted Shareholders’

Income (Mil. §) Combined Ratio (%) Funds (Mil. $) Return on Revenue (%)
2010 2009 2010 2009 2010 2009 Change (%) 2010 2009
48.5 38.4 85.5 91.4 259.7 252.9 2.7 21.1 17.6
12.8 1.1 100.6 104.3 159 159.4 -0.2 1.2 4.6
61.3 455 924 97.1 418.8 122 1.6 15.1 12.2

8.5

96.1

95.6

154.1

1523

1.2

3.2 B

e ©o

85

96.1

95.6

154.1

152.3

12

3.2 3.5

263.7 35.8 NM NM 979.4 948.9 3.2 121 1.8
232.9 1,004.60 101 56.3 5117.80 5,592.90 -8.5 1.7 50.3
-34.5 680.8 120.6 101.9 3,317.20 3,494.40 -5.1 2.9 33

98.1 -33 1033 122 2,474.30 2,528.40 -2.1 9.1 -2.9
560.3 1,688.30 107.5 8.7  11,888.70  12,564.50 -5.4 1 23.6

1,627.30 2,365.00 101.9 989  35659.00  35,658.90 0 AR 8.6
793.9 764 104.2 9.2 6,809.10 6,376.10 6.8 8.4 1.5
2,636.10 79.4 95.8 90  78336.70  85771.90 -8.7 NM NM
267.1 216.6 107.8 102.5 2,000.50 2,078.30 -3.7 9.1 6.8
588.5 DollEy 91.7 96.7 2,883.20 2,535.70 137 20.9 16
307.3 335.7 990 99.4 5,685.00 5,334.50 6.6 17.7 21.6
29.9 40.2 104 96 665.3 678.1 -1.9 538 7
201.8 290.9 97.4 92.8 3,814.00 3,776.30 1 43.6 53.1
126.2 128.9 98.8 100.8 1,234.90 1,285.40 -3.9 34 29.8
6,578.20 4,112.20 101.5 9.9 137,087.70  143,495.30 -4.5 8.6 9.9

49.7 52.8 94.1 92 342.3 310.1 104 16.2 21.1
32.1 53.8 56.6 49.1 155.1 1216 21.5 41.8 52.4
82.5 106.6 86.9 71.9 491.4 431.8 15.2 219 30.8
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Global Reinsurers By Country

Rating As Of Net R(:’l\lllsurancl\tlal Il’remlums
August 24, 2010 Company Footnotes ritten (Mil. §)
2010 2009 Change (%)
General Ins. Corp. of India 2,361.3 1,955.0 208
Total: 2,361.3 1,955.0 208
_
Hannover Life Reinsurance (Ireland) Ltd. 1,556.8 1,617.8
AA- Partner Reinsurance Europe Ltd. 1,289.6 1,197.8 1.1
A+ AXIS Re Ltd. 1 678.0 611.5 109
AA- Hannover Reinsurance (Ireland) Ltd. 519.6 570.2 -8.9
A XL Re Europe Ltd. 476.4 401.9 18.5
A- Atradius Reinsurance Ltd. 366.8 4425 -17.1
A SCOR Global Life Reinsurance Ireland Ltd. 2934 220.6 33.0
AA- Mitsui Sumitomo Reinsurance Ltd 134.0 143.3 -6.5
A+ QBE Reinsurance (Europe) Ltd. 89.1 85.0 4.8
AA- Tokio Marine Global Re Ltd. 52.0 57.0 -8.8
Total: 5,455.7 5,347.6 20
_
Tokio Marine & Nichido Fire Insurance Co. Ltd. 2,617.2 2,242.6 16.7
AA- Sompo Japan Insurance Inc. 1 1,782.3 1,587.5 12.3
AA- Mitsui Sumitomo Insurance Co. Ltd. 8,9 1,696.2 1,513.2 121
AA- Aioi Nissay Dowa Insurance 9 1,657.5 1,346.5 23.1
A+ Toa Reinsurance Co. 1,507.6 1,304.7 15.6
AA- NIPPONKOA Insurance Co. Ltd. 1 743.7 683.4 8.8
A- Kyoei Fire & Marine Insurance Co. 2009 171.2 134
A+ Nisshin Fire & Marine Insurance Co. Ltd. 10 165.2 150.1 10.0
Total: 10,370.7 9,005.2 15.2
_
Eurasia Insurance Co. 30.7 26.1 175
Total: 30.7 26.1 115
_
Korean Reinsurance Co. 2,751.4 2,493.8 10.6
Total: 2,151.4 2,493.8 10.6
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Pretax Operating

Total Adjusted Shareholders’

Income (Mil. §) Combined Ratio (%) Funds (Mil. $) Return on Revenue (%)
2010 2009 2010 2009 2010 2009 Change (%) 2010 2009
267.1 287.4 1114 109.7 2,229.50 2,034.30 9.6 10.9 13.8
267.1 281.4 114 109.7 2,229.50 2,034.30 9.6 109 13.8

NA 32 NM NM NA 1,097.20 NA NA 1.8
94.1 281.1 84.7 78.2 2,489.00 2,251.30 103 6.4 20.4
NA NA 81.1 9980 542.1 HEGL0 2.5 NA NA
89.2 56.2 94.9 173 679.2 642.1 5.8 155 9.1
NA NA 76.9 86.2 NA NA NA NA NA
59.4 -119.1 74.8 1283 415.7 393.6 5.6 14.9 i
10.2 39.8 NM NM 156.1 151.9 2.8 3.2 16.5
6.7 5.9 95.1 100.5 105.8 102.6 3.1 43 3.6
50.3 62.8 516 52.7 333 288.1 15.6 52.5 57.4
9 14.7 86.9 83.3 99.8 o 0.1 173 20
318.9 380 84.3 96 4,820.70 5,588.40 -13.1 10.5 13

1,759.00 1,598.20 NA NA 2022960  20,775.70 2.6 NA NA
NA NA NA NA  11,77830  11,714.10 0.5 NA NA

NA NA NA NA 1893210  18,884.20 0.3 NA NA
-211.5 176 NA NA 9,580.10 9,834.80 -2.6 -109.4 34.5
-46.5 1739 1124 92.5 2,917.20 2,819.30 B =29 128
NA NA NA NA 6,329.00 6,423.10 = | NA NA

NA NA NA NA 1,214.90 1,067.30 138 NA NA

30.4 ni NA NA 800.7 800.9 0 NA 72.4
1,531.40 2,019.10 NM NM 7178190  72319.20 -0.7 NM NM

87 35.5

86.1 79

292

208.9

39.8

157.6 52.1

87 355

86.1 19

292

208.9

39.8

151.6 52.1

1258 90.3

91.1 94.8

1,166.40

984.2

18.5

43 3.5

125.8 90.3

91.1 94.8

1,166.40

984.2

18.5

43 35
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Global Reinsurers By Country

Rating As Of Net Reinsurance Premiums
aung As Written (Mil.
August 24, 2010 Company Footnotes (Mil. §)
2010 2009 Change (%)
BBB+ Kuwait Reinsurance Co. K.S.C. 1154 89.2 29.5
Total: 1154 89.2 295
Swiss Re Europe S.A. 5,204.4 6,175.8 -15.7
Total: 5,204.4 6,175.8 -15.7
Societe Centrale de Reassurance 236.8 254.6
Total: 236.8 254.6 -1.0
African Reinsurance Corp. 325.4 294.4 10.5
Total: 325.4 294.4 105
BBB+ Polskie Towarzystwo Reasekuracji S.A. 68.7 84.9 -19.1
Total: 68.7 84.9 -191
Q-Re LLC 80.8
Total: 80.8 NA NA
Unity Re (Russia) 21.9 18.4 19.1
NR Transsib Re 19.2 216 -11.2
BB Moscow Reinsurance Co. 19.0 16.8 13.3
NR Russian Re Co. Ltd. 10.8 10.0 8.6
NR Munich Re Life E.E.C.A. 8.6 14.4 -40.3
Total: 196 81.2 2.0
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Pretax Operating . . Total Adjusted Shareholders’
Income (Mil. §) Combined Ratio (%) Funds (Mil. $) Return on Revenue (%)
2010 2009 2010 2009 2010 2009 Change (%) 2010 2009
6.4 10.8 98.1 95.5 1318 1254 5.1 5.6 122
6.4 10.8 98.1 95.5 131.8 125.4 51 5.6 12.2

742.4

1,750.9

83.5

61.5

2,881.1

2,701.1

6.7

221

494

1424

1,750.9

835

61.5

2,881.1

2,701.1

6.7

21

494

12.2

21.6

86.4

84.3

209.6

205.9

1.8

4.0

6.5

12.2

21.6

86.4

84.3

209.6

205.9

18

40

6.5

64.9

46.9

83.2

88.3

339.7

271.9

22.2

18.7

24.6

64.9

46.9

83.2

88.3

339.7

271.9

222

18.7

24.6

-2.6

1.8

104.0

98.7

60.3

62.9

-4.2

-3.5

1.7

-2.6

18

104.0

98.7

60.3

62.9

-3.5

1.1

14.7

NA

79.4

NA

64.7

NA

NA

19.6

NA

14.7

NA

794

NA

64.7

NA

NA

19.6

NA

6.8 3.0 63.6 81.9 23.1 194 19.0 34.9 137
1.6 1.7 82.6 76.5 132 10.6 24.2 1.2 13
6.7 -6.5 70.5 74.9 3.8 3.5 10.7 39.5 -21.6
3.0 14 74.8 85.5 18.2 173 5.1 29.0 138
-2.6 12 NM NM 105 126 -16.6 -25.8 8.1
15.6 0.7 131 18.1 68.8 63.4 8.5 231 0.7
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Global Reinsurers By Country

Rating As Of Net Reinsurance Premiums
aung As Written (Mil.
August 24, 2010 Company Footnotes (Mil. §)
2010 2009 Change (%)
BBB+ Saudi Re for Cooperative Reinsurance Co. 10.8 148.5
Total: 10.8 43 148.5
Asia Capital Reinsurance Group Pte Ltd 553.1 338.9 63.2
A SCOR Reinsurance Asia-Pacific 168.7 150.2 12.3
AA- Tokio Marine Re Takaful 8.4 16 95
Total: 730.2 496.7 41.0
Pozavarovalnica Sava, d.d. 139.8 145.3
A Triglav Re 89.8 86.9 3.3
Total: 229.6 232.2 -11
Munich Reinsurance Co. of Africa Ltd. 311.6 249.5 24.9
AA+ General Reinsurance Africa Ltd. 200.5 161.0 24.5
A Hannover Life Reassurance Africa Ltd. 182.1 129.5 40.6
NR Swiss Re Life & Health Africa Ltd. 158.3 148.3 6.7
A Hannover Reinsurance Africa Ltd. 141.7 132.0 14
NR African Re Corp. (South Africa) Ltd. 72.6 56.9 21.6
Total: 1,066.9 871.3 21.6
Mapfre Re, Compania de Reaseguros, S.A. 2,087.9 1,958.1
A+ Nacional de Reaseguros S.A. 471.6 446.9 5.5
Total: 2,559.5 2,404.9 6.4
Sirius International Insurance Corp. 7743 956.3 -19.0
A Sweden Reinsurance Co. Ltd. 193.3 169.9 13.8
Total: 967.6 1,126.2 -141
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Pretax Operating

Total Adjusted Shareholders’

Income (Mil. §) Combined Ratio (%) Funds (Mil. $) Return on Revenue (%)
2010 2009 2010 2009 2010 2009 Change (%) 2010 2009
-0.4 -0.5 175.6 348.2 262.5 268.1 2.1 -3.2 -6.6
-04 -05 175.6 348.2 262.5 268.1 21 -3.2 -6.6

-11.1 20.1 102.9 86.0 613.6 611.8 0.3 -2.6 54
9.1 -6.9 92.1 93.5 136.3 104.3 30.7 4.1 -4.4
0.0 1.3 NM NM 19.2 179 1.1 0.5 16.2

-2.0 14.5 99.6 88.3 769.1 734.0 438 -0.3 2.1

8.3 -10.9 97.2 107.4 206.9 215.0 -3.8 538 8.1
4.6 8.0 94.8 91.0 41.8 45.0 6.2 5.0 8.7
13.0 -3.0 96.3 101.2 254.7 260.0 -2.0 5.5 -13

30.4 45.6 85.6 18.1 244.2 1916 21.5 8.9 16.4
20.8 20.9 NM NM 75.4 60.1 25.5 9.4 1.3
14.4 17.5 NM NM 62.1 42.1 45.3 13 124
16.2 64.8 NM NM 49.3 75.6 -34.8 8.3 34.4
32.6 18.5 83.2 91.3 88.6 86.4 2.5 211 12.6
14.5 1.6 96.9 102.9 433 28.8 50.2 16.9 115
128.8 175.0 86.6 85.6 562.8 485.2 16.0 10.8 17.4

228.9 264.3 goly 93.4 1,126.6 1,115.7 1.0 1.1 133
40.5 4.8 95.8 94.5 309.9 270.3 14.7 8.4 9.9
269.4 306.0 95.9 93.6 1,436.5 1,385.9 3.6 10.6 12.1

81.6 260.7 89.0 82.1 1,450.0 1,359.4 6.7 103 24.0
16.2 174 NM NM 136.0 1125 20.9 8.2 8.7
91.8 2181 89.0 821 1,586.0 1.41.9 18 9.9 21.7
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Global Reinsurers By Country

Rating As Of Net Reinsurance Premiums
ating As Written (Mil.
August 24, 2010 Company Footnotes (Mil. §)
2010 2009 Change (%)
Swiss Reinsurance Company Ltd. 9,565.3 5,776.0 65.6
A SCOR Switzerland AG 1,858.8 1,851.8 0.4
AA- New Reinsurance Co. 1,295.5 1,421.6 -89
NR Flagstone Reassurance Suisse SA 838.7 707.5 18,5
A+ DR Swiss, Deutsche Rueckversicherung Schweiz AG 374.9 4224 -11.2
A XL Re Latin America Ltd. 190.3 181.3 5.0
A SCOR Global Life Rueckversicherung Schweiz AG 90.2 63.6 1.8
A+ European Reinsurance Co. of Zurich 13 -35.7 -234.3 -84.8
Total: 14171.8 10,189.8 391
Central Reinsurance Corp. 4233 389.5
Total: 4233 389.5 8.1
Thai Reinsurance Public Co. Ltd. 122.9 106.6 15.3
Total: 122.9 106.6 15.3
B.E.S.T. Reinsurance Co. 321.7 270.8 21.0
Total: 321.1 2708 21.0
trAA Milli Reasurans T.A.S. 497.9 502.2
Total: 4979 502.2 0.9
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Pretax Operating

Total Adjusted Shareholders’

Income (Mil. $) Combined Ratio (%) Funds (Mil. $) Return on Revenue (%)
2010 2009 2010 2009 2010 2009 Change (%) 2010 2009
728.1 1,699.4 90.8 90.9 22,235.9 23,851.6 -6.8 5.4 14.6

99.9 359.9 99.4 90.2 1,487.0 2,285.6 -34.9 4.7 18.6
252.7 231.4 84.6 89.7 895.8 1,141.7 -22.0 18.2 15.0
240.9 175.6 123 135 1,701.9 1,566.6 8.6 31.8 28.2

53 -6.0 107.0 106.1 2437 221.1 1.0 1.3 -1.3
NA NA 124.8 82.5 NA NA NA NA NA

11.0 13.1 NM NM 65.9 59.8 10.1 11.2 33.9
115.6 1114 93.0 81.5 2,429.4 2,144.0 13.3 3.1 12.4

1,453.6 3,184.8 91.3 87.9 29,059.6 31,2831 -11 6.6 145

-]
31.0 61.1 95.2 88.6 508.8 446.3 14.0 1.1 14.1
31.0 61.1 95.2 88.6 508.8 446.3 14.0 11 141

8.4 16.7

95.7

83.0

82.5

70.4

172

6.2 15.3

8.4 16.7

95.7

83.0

82.5

70.4

17.2

6.2 15.3

8.8 8.8

90.3

91.9

155.5

130.7

19.0

90.3

91.9

155.5

130.7

19.0

29 3.1

48.1 74.1

107.9

1103

514.4

517.3

06

9.0 13.0

48.1 741

107.9

1103

514.4

517.3

9.0 13.0
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Global Reinsurers By Country

Rating As Of Net R(:;\llls_urance_Premiums
August 24, 2010 Company Footnotes ritten (Mil. §)
2010 2009 Change (%)
A+ Lloyd's 14 9,762.1 9,733.5 0.3
A Aspen Insurance U.K. Ltd. 183.2 761.7 2.8
AA- Great Lakes Reinsurance (U.K.) PLC 224.1 1286 74.3
AA- Hannover Life Reassurance (UK) Ltd. 192.3 164.7 16.8
AA- Tokio Millennium Re (UK) Ltd 15 173.0 201.3 -14.1
AA+ Faraday Reinsurance Co. Ltd. 153.6 110.7 38.7
A SCOR U.K. Co. Ltd. 1231 63.9 92.8
A+ QBE Insurance (Europe) Ltd. 87.4 94.8 -1.8
Total: 11,498.9 11,259.1 21
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ﬂ?::;g?ﬁﬁf?)g Combined Ratio (%) izl Adl:ill:::lesd(:nl::rse)holders' Return on Revenue (%)

2010 2009 2010 2009 2010 2009 Change (%) 2010 2009
912.8 1,983.0 90.3 184 28,142.9 28,929.8 -2.7 8.0 16.5
115.3 304.0 85.8 19.9 1,493.2 1,755.4 -14.9 13.0 33.0
24.8 109.6 106.3 59.1 4716 466.0 1.2 9.2 59.7
0.6 1.9 NM NM 81.9 69.1 18.5 03 1.0
222 43.7 94.2 80.9 312.6 303.9 29 10.9 21.7
62.3 253 85.4 120.2 345.9 297.3 16.3 39.2 16.0
304 248 70.5 75.8 134.3 1234 8.8 31.8 21.1
21.2 25.5 85.3 88.1 178.3 271.8 -35.8 233 19.8
1,189.5 2,515.5 90.2 745 31,164.6 32,226.2 -33 89 181
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Global Reinsurers By Country

Net Reinsurance Premiums

Rating As Of Written (Mil. $)
August 24, 2010 Company Footnotes
2010 2009 Change (%)
us.
AA+ National Indemnity Co. 3,812.0 4.253.0 -10.4
A+ Transatlantic Reinsurance Co. 16 3,247.1 3,410.0 -4.8
AA- Munich Reinsurance America, Inc. 29147 2,217.8 31.4
A+ Swiss Reinsurance America Corp. 2,875.0 3,331.0 -13.7
A+ Swiss Re Life & Health America Inc. 2,186.4 1,336.9 63.5
AA+ Berkshire Hathaway Life Insurance Co. of NE 2,170.0 2,338.0 -1.2
A+ Everest Reinsurance Co. 1,702.9 1,646.6 3.4
A- Odyssey Reinsurance Co. (U.S.) 17 1,628.1 1,660.9 -2.0
A+ Berkley Insurance Co. 18 1,454.7 1,226.0 18.7
BBB+ Maiden Re 1,221.8 1,030.4 19.2
AA+ General Re Life Corp. 1,068.0 1,072.8 -0.4
A+ Reassure America Life Insurance Co. 656.4 957.2 -31.4
AA- Partner Reinsurance Co. of U.S. 632.6 763.7 -17.2
A SCOR Reinsurance Co. 617.1 522.9 18.0
A- White Mountains Re America 521.2 489.1 18
A+ Axis Reinsurance Company 1 503.9 544.0 -14
A XL Reinsurance America Inc. 491.3 538.8 -8.8
AA- Hannover Life Reassurance Co. of America 388.9 403.0 -3.5
A+ QBE Reinsurance Corp. 362.7 397.6 -11.3
A+ Toa Reinsurance Co. of America (The) 267.7 235.3 138
A+ Putnam Reinsurance Co. 19 170.9 179.5 -4.8
A SCOR GLOBAL LIFE US RE Ins Co. 123.7 499.1 -15.2
AA- Munich American Reassurance Co. 116.0 1,073.2 -89.2
A+ Arch Reinsurance Co. 61.5 79.3 -22.4
NR SCOR GLOBAL LIFE US RE Ins. OF TEXAS 17.1 21.2 -34.9
Total: 29,2143 30,233.3 -34
Grand Total 156,461.3 151,823.4 3.1
Company notes: 8  Net Reinsurance Premium written includes reinsurance business
1 Adjusted Shareholders’ Funds are for the group as a whole, including both its direct and reinsurance assumed from affiliates.
operations. 9 In October 2010, Aioi Insurance and Nissay Dowa merged and now
2 Pre tax operating income does not include net investment income. operate as one of the principal operating companies in the MS&AD
3 NetReinsurance Premium Written and Combined Ratio relate to reinsurance business only; all other Insurance Group along with Mitsui Sumitomo Insurance.
items include direct business . 10 Net Reinsurance Premium Written relates to reinsurance business only;
4 Decline in premium in 2010 was due to increased competition stemming from liberalization of the all other items include direct business.
Brazilian (re)insurance market. 11 2009 numbers are NA as the business was written when reinsurance
5 The combined ratio also includes direct business. was a department within the larger group, not a separate legal entity.
6 In 2010, Koelnische Rueckversicherungs-Gesellschaft AG (Cologne Re) changed its name to GR-AG. 12 Founded in August 2008.
In Q4 2010, Gen Re UK became a branch of GR-AG. 13 Negative net reinsurance premium written reflects a new outward quota
7 Sompo Japan Insurance and NIPPONKOA Insurance jointly formed a new group and set up a holding share treaty.
company, NKSJ Holdings Inc. in April 2010. Both companies operate separately as non-life insurance 14 Net Premium Written, pretax operating income and the combined
operating companies, but belong to the same group. ratio relate to reinsurance business only; all other items include direct
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Pretax Operating Total Adjusted Shareholders’

Combined Ratio (%) Return on Revenue (%)

Income (Mil. $) Funds (Mil. $)
2010 2009 2010 2009 2010 2009 Change (%) 2010 2009
512.0 939.0 8.5 789 68,437.0 38,436.0 78.1 6.9 12.9
415.5 708.6 98.6 925 4,325.4 4,016.1 1.1 11.5 18.5
579.2 305.1 91.8 101.9 4,390.3 3,824.6 14.8 18.0 10.2
350.7 485.4 86.8 101.2 5,039.3 4,805.2 49 20.2 23.1
80.3 598.2 NM NM 1,621.3 3,039.5 -46.7 58 91.9
-897.0 -1,578.0 NM NM 1,553.0 1,033.0 50.3 -34.3 -60.3
202.1 485.0 107.4 89.0 2,521.5 2,7189.7 -9.4 9.8 24.3
570.2 325.1 93.0 922 3,320.1 3,512.8 -5.5 26.9 17.2
370.6 293.1 103.0 922 2,623.7 2,471.2 5.9 22.2 19.3
64.6 62.1 96.9 95.9 750.4 676.5 10.9 5.2 6.3
215.0 157.8 NM NM 702.5 560.8 253 17.4 12.8
216.7 293.4 NM NM 649.1 647.9 0.2 9.7 30.9
151.5 166.6 95.1 95.1 1,197.0 792.6 51.0 20.0 18.2
15.8 63.3 103.3 91.7 619.0 551.8 12.2 2.5 12.8
71.0 239.1 103.3 93.3 841.2 918.1 -8.4 115 33.7
NA NA 935 89.3 670.0 609.2 10.0 NA NA
NA NA 87.9 94.6 NA NA NA NA NA
-6.6 42 NM NM 166.6 140.8 18.3 -2.2 1.4
17.7 19.9 96.3 97.4 587.3 580.5 1.2 5.3 5.2
60.1 48.1 97.2 100.9 564.1 516.7 9.2 19.2 16.3
24.0 35.8 98.6 92.5 226.6 203.5 11.4 12.4 17.5
8.3 -40.9 NM NM 194.7 126.2 54.3 3.6 -13
121.7 48.8 NM NM 129.4 609.7 19.6 34.3 3.8
19.6 20.9 90.4 923 1,105.4 1,059.5 43 24.6 213
12.9 -11.2 NM NM 47.0 19.9 136.2 50.6 -34.5
3,176.0 3,669.5 94.5 918 1028879 11,947.1 43.0 9.2 11.0
21,522.0 28,413.0 945 88.0  447,2499  426,377.1 49 1.0 16.8
business. The data presented is based on the published pro forma 19 All Putnam Reinsurance Company premiums are considered Property & Casualty, including
accounts for the Market, which represents an aggregation of all Accident & Health. In 2010, Accident & Health net premiums written totaled $3.1 million.
syndicates participating at Lloyd's. As such, some premium included
for Lloyd's may also be included by other groups that consolidate their Net reinsurance premiums written = gross reinsurance premiums written less reinsurance premiums
Lloyd's operations. ceded; relate to a company's reinsurance business only, unless where separately indicated
15 Tokio Marine Global Ltd. (U.K.) changed its name to “Tokio Millennium Pretax operating income = underwriting profit (or loss) + net investment income + other income. Net
Re (UK) Limited” as of January 1, 2011. realized and unrealized investment gains/losses are excluded from this item
16 All Transatlantic Reinsurance Company premiums are considered Combined Ratio = (net losses incurred + net underwriting expenses)/net premium earned
Property & Casualty, including Accident & Health. In 2010, Accident & Total adjusted shareholders’ funds = capital + shareholders’ reserves (including claims-equalization
Health net premiums written totalled $142.4 million. reserve and any excess or deficiency of market value of investments over the balance sheet value)
17 In first quarter 2011,0dyssey America Reinsurance Corp. changed its ROR = pretax operating income/total revenue (Total revenue = net premiums earned + net investment
name to Odyssey Reinsurance Co. 2010 ending surplus reflects the income + other income)
transfer for Clearwater Insurance Company. N.A.—Not available
18 Data presented includes intra group reinsurance. N.M.—Not meaningful
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ERM

Consistent Application Of ERM Helps
Global Reinsurers Maintain Their
Financial Strength Under Adverse
Conditions

By Miroslav Petkov and Laura Santori

Standard & Poor’s Ratings Services sees a well-constructed and well-implemented
ERM framework as a key tool that enables insurers to manage their financial
strength. Strong ERM frameworks help insurers to identify, measure, and manage
risk exposures and losses within predetermined tolerance guidelines.

Strategic Risk Management

Risk
Control

Processes

Risk &
Economic
Capital
Models

——

| Risk Management Culture

Since we introduced our ERM criteria in 2005, we have
found that global reinsurers and groups with complex
risk profiles tend to have more-advanced ERM capa-
bilities than the rest of the industry. Larger insurers
and those with complicated risk profiles generally
emphasize risk discipline in their organizations because
they recognize the importance of ERM. This is one of
the reasons why reinsurers continue to dominate our
“excellent” and “strong” ERM assessments among the
insurance companies we rate across the world. ERM is
of high importance to our rating assessment of global
reinsurers because of the complexity and volatility of
the reinsurance business.

Where reinsurers maintain their commitment to
effective ERM practices and continuously improve

their risk management frameworks, we believe it
helps them to preserve their financial strength and
take advantage of any potential opportunities. Most
reinsurers tend to continually develop their risk man-
agement culture, technical risk controls, and mod-
eling capabilities, in our experience. Reinsurers have
also made progress in developing strategic risk man-
agement by demonstrating a consistent and seasoned
use of risk/reward trade-offs in organizational deci-
sion making.

Overview

[ Most reinsurers tend to continually develop their
risk management culture, technical risk controls,
and modeling capabilities.

¥l We are introducing analysis of insurers’ economic
capital models in our ERM assessments; it will
form a key part of our analysis at the upper end of
the assessment scale.

[ As new regulatory regimes are introduced, they
could open up new opportunities for high-rated
reinsurers with the capacity to offer protection in
a more-complex environment.

We have seen further evidence of ERM’s value
for reinsurers over the past year. Despite strong bal-
ance sheets, many reinsurers have chosen to follow
prudent investment policy. On the underwriting side,
we have observed a reduced willingness to provide
reinsurance capacity at inadequate rates. Some play-
ers scaled back their business and reduced their peak
exposures where the required returns were held to be
insufficient for the assumed risk. This reflects, to some
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Table 1: Enterprise Risk Management Score Features

Classification

Definition

Excellent

Insurer has, in our opinion, extremely strong capabilities to consistently identify, measure,
and manage risk exposures and losses within the company’s predetermined tolerance
guidelines. Risk control processes are leading edge, applied consistently, and executed
effectively. The company continues to develop its risk control processes to integrate new
technologies and adapt to the changing environment. There is consistent evidence of the
enterprise’s practice of optimizing risk-adjusted returns, resulting in an overall stronger
financial strength than peers. Risk and risk management heavily influence the insurer’s
corporate decision-making.

Strong

Insurer has, in our opinion, strong capabilities to consistently identify, measure, and
manage risk exposures and losses within the enterprise’s predetermined tolerance
guidelines. A strong ERM insurer is somewhat more likely to experience unexpected
losses that are outside of its tolerance level than an excellent ERM insurer. There is clear
evidence of the enterprise’s practice of optimizing risk-adjusted returns, though it is not
as well developed as those of an excellent ERM insurer. Risk and riskmanagement are
important considerations in the insurer’s corporate decision-making.

Adequate with
positive trend

Further along the ERM capability continuum are those companies that have a strong
assessment for risk management culture and the near-term potential for strong strategic
risk management in addition to having all of the characteristics of companies assessed as
adequate with strong risk controls. It is our expectation that a strong assessment of ERM is
possible for these companies within 24 months.

Adequate with
strong risk controls

These companies generally operate with traditional and largely silo-based risk
management practices. They have strong or excellent risk controls for all material

risks but, in our opinion, have not developed a holistic view of their risks through a fully
developed economic capital model or other tools. Strong risk controls are a key component
to maintaining results within tolerance. Therefore, a company in this category will have
demonstrated not only the ability to identify and measure its keyrisks, but in addition, strong
mitigants and controls have been put in place, which enable the company to manage its
risk within stated tolerances at a very high level of confidence.

Adequate

Insurer has, in our opinion, capabilities to identify, measure, and manage most major
risk exposures and losses, but the process has not been comprehensively extended to
all significant risks facing the enterprise. Insurer loss/risk tolerance guidelines are less
developed. Execution of its existing risk management programs is sufficient, albeit less
comprehensive, than strong and excellent ERM practices. Unexpected losses are more
likely to occur, especially in areas beyond the scope of the existing ERM practices.
Risk and risk management are often important considerations in the insurer’s corporate
decision-making.

Weak

Insurer has, in our opinion, limited capabilities to consistently identify, measure, and
manage risk exposures across the company and, thereby, limit losses. Execution of its

risk management program is sporadic, and losses cannot be expected to be limited in
accordance with a set of predetermined risk/loss tolerance guidelines. Risk and risk
management are sometimes considered in the insurer’s corporate decision-making.
Business managers have yet to adopt a risk management framework, are satisfying
regulatory minimums without regularly applying risk management to their business
decisions, or have very recently adopted a risk management system that is yet to be tested.
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extent, the effect of consistently implementing ERM
frameworks, which give global reinsurers a clear set
of risk preferences, better risk-measuring techniques,
and risk-selection practices. We have noted that
reinsurers are also starting to embed recent changes
to investment risk controls. This supports the com-
pany’s ERM assessment as it allows them to more
effectively identify, monitor, and manage investment
risk within the still-uncertain financial market.

The industry has recently suffered several major
catastrophe losses, including the earthquakes in Japan
and New Zealand and events in Australia. These events
have caused some insurers to reassess their catastrophe
risk controls, approach to modeling catastrophe risk,
and use of catastrophe models. The Japanese earth-
quake revealed several limitations in the catastrophe

models. Large insured losses arose from the tsunami,
a peril that is not included in most commercially avail-
able catastrophe models. Geologists also believed that
the fault line on which the earthquake occurred could
not produce an earthquake of such magnitude.

These events, and the associated losses, highlighted
some of the potential inadequacies of catastrophe mod-
els and the problem for reinsurers of relying on these for
strategic decision making. As part of our risk manage-
ment reviews, we assess how each reinsurer tests that
these models reflect its own risk profile, the process it
uses to make adjustments, and the subsequent transla-
tion of these into business decisions such as pricing, risk
limits, and retrocession (see “S&P Assessment Of Rein-
surers’ ERM Places High Importance on Understand-
ing Of Catastrophe Models”).

Chart 1: Comparison Of ERM Scores For Reinsurers
And Insurance Companies By Region
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What Makes The Difference Between the growing complexity of the reinsurer’s risk pro-
“Excellent” And “Strong” ERM? file. We lowered Platinum’s ERM score to adequate
We distinguish “excellent” ERM programs from from strong to reflect our updated view of Platinum’s
“strong” by looking for a long track record of effi- catastrophe risk controls in light of the higher—than-
cient, well-entrenched, and highly advanced ERM  expected catastrophe losses Platinum reported during
practices in the everyday processes and culture of  the first six months of 2011.
the company. There is clear evidence of optimizing
risk-adjusted returns in companies that are scored as  Global Reinsurers Make A Strong
“strong.” However, insurers with “excellent” ERM  Showing In Our Assessments Of Insurance
frameworks have been more consistent in optimizing Companies' ERM Programs
their risk-adjusted returns than their peers. Among the 339 insurance groups we rate across the
Large, highly complex groups with wide-ranging world, reinsurers figure prominently in the “excel-
business and geographic segments may need longer to  lent” and “strong” categories (see Chart 1). In North
fully and deeply ingrain a consistent groupwide ERM ~ America and Bermuda, two of the four companies
program and culture than less-complex groups with a ~ with an “excellent” ERM score and seven of the 18
more-focused business model. companies with a “strong” score are reinsurers. In
We currently regard the ERM programs of the Europe, the Middle East, and Africa (EMEA), rein-
Endurance Group and Renaissance Re as “excellent”.  surers represent six of the 27 companies with “strong”
Both groups focus on writing highly volatile natural ERM assessments.
catastrophe risks across the world. They differentiate Most regional reinsurers have “adequate” ERM
themselves from reinsurers that we consider to have assessments. These reinsurers typically have less com-
“strong” ERM capabilities through their well-sea- plex business models, and narrower risk profiles. They
soned and sophisticated ERM practices. We believe  have very limited exposure to long-tail risk or natural
that these companies’ long-standing commitment to  catastrophes, and high capitalization relative to their
ERM is an important factor in their good perform-  risk exposures. Consequently, we think these compa-
ance over the cycle. nies have less need for a sophisticated ERM system to
Although we continue to view favorably Part- maintain their financial strength.
nerRe’s risk management practices, we lowered its
ERM score to strong. The departure from the score Economic Capital Models Are Due To
of excellent reflects our concern that PartnerRe’s Become More Important In Our Analysis
ERM framework has not been evolving in step with  In our view, a credible economic capital model (ECM)
L H H *
Table 2: Reinsurance ERM Assessments And Ratings
As of August 17, 2011
Reinsurer ERM score
Endurance Specialty Holdings Ltd. Excellent
RenaissanceRe Holdings Ltd. Excellent
ACE Tempest Reinsurance Ltd. Strong
Allied World Assurance Co. Holdings Ltd. Strong
Arch Capital Group Ltd. Strong
Aspen Insurance Holdings Ltd. Strong
AXIS Capital Holdings Ltd. Strong
Catlin Group Ltd. Strong
Hannover Rueckversicherung AG Strong
Montpelier Re Holdings Ltd. Strong
Munich Reinsurance Co. Strong
PartnerRe Ltd. Strong
QBE Insurance Group Ltd. Strong
continued overleaf...
Global Reinsurance Highlights 2011 69




ERM

(continued)Table 2: Reinsurance ERM Assessments And Ratings*

As of July 31, 2011

SCOR SE Strong
Swiss Reinsurance Company Ltd. Strong
XL Capital Group Strong

Amlin PLC

Adequate with positive trend

Deutsche Rueckversicherung AG

Adequate with positive trend

Korean Reinsurance Co.

Adequate with positive trend

Lancashire Insurance Co. Ltd.

Adequate with positive trend

Toa Reinsurance Co.

Adequate with positive trend

International General Insurance Co. Ltd.

Adequate with strong risk control

Everest Reinsurance Co.

Adequate with strong risk controls

General Reinsurance Group

Adequate with strong risk controls

Lloyd's

Adequate with strong risk controls

Thai Reinsurance Public Co. Ltd.

Adequate with strong risk controls

Transatlantic Holdings Inc.

Adequate with strong risk controls

Validus Holdings Ltd.

Adequate with strong risk controls

White Mountains Re Group Ltd.

Adequate with strong risk controls

BEST RE Adequate
Caisse Centrale de Reassurance Adequate
Kuwait Reinsurance Co. K.S.C. Adequate
Manulife Financial Corp. Adequate
Nacional de Reaseguros S.A. Adequate
Odyssey Re Group Ltd. Adequate
Platinum Underwriters Holdings Ltd. Adequate
Reinsurance Group of America Inc. Adequate
Saudi Re for Cooperative Reinsurance Co. Adequate
Societe Centrale de Reassurance Adequate
Taiping Reinsurance Co. Ltd. Adequate
Takaful Re Ltd. Adequate
Trust International Insurance & Reinsurance Co. B.S.C.(c) Adequate
Milli Reasurans T.A.S. Adequate
Moscow Reinsurance Co. Adequate
Polskie Towarzystwo Reasekuracji S.A. Adequate
Pozavarovalnica Sava, d.d. Adequate
African Reinsurance Corp. Adequate
Belarusian National Reinsurance Organization Weak

Unity Re Weak

*ERM scores refer to the core operating (re)insurance entities of the groups listed.
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and a strong ERM program are fundamental to an  regulatory capital. We believe this should allow them
insurance company’s management and decision-mak-  to adopt more-efficient capital management relative to
ing processes. We have published our criteria for ana-  their specific risk profiles. European and Bermudian
lyzing ECMs as an additional partin our ERM analysis ~ reinsurers with an “adequate” ERM score are likely
(the “ERM Level III” review, see “A New Level Of to need further investments to meet the demanding
Enterprise Risk Management Analysis: Methodology  requirements for risk management and internal model
For Assessing Insurers’ Economic Capital Models,” approval. If a company’s model is not approved, it will
published on RatingsDirect on the Global Credit Por-  have to use the standard regulatory formula to deter-
tal on Jan. 24, 2011). mine its level of capitalization. This could increase its
ERM Level III reviews will be part of our rating cost of required capital, which in turn is likely to affect
analysis of all insurers and reinsurers that have a cred- its ability to price competitively.
ible ECM. We believe that an ECM review is likely to
give us significant additional insight into a company’s ~ Consistently Strong ERM Could Open Up
ERM capabilities, including how it quantifies risks, ~Opportunities For Reinsurers
the interdependencies within its risk profiles, and a  Reinsurer profitability is likely to remain under pres-
clearer picture of its capital needs. sure in the short term. Therefore, we regard it as critical
Due to the importance our ERM criteria place on  that reinsurers continuously reinforce their commit-
the processes that enable senior management to make ment to effective ERM practices in order to maintain
use of economic capital models (ECMs) in decision  their financial strength. This can be done by regularly
making, we presently expect that only insurers with  updating their risk-appetite frameworks, and stick-
credible ECMs will be able to achieve an ERM score ing to a risk- and return-oriented underwriting and
of “excellent.” investment strategy. In difficult market conditions, we
view management’s ongoing commitment to ERM as
Regulatory Changes Could Help Reinsurers  fundamental to keeping potential losses within a rein-
That Can Meet The Requirements surer’s defined risk tolerance, while at the same time
We consider that reinsurers of high credit quality are  maximizing the risk/return profile.
likely to benefit from a higher demand for reinsur- Consistently strong ERM practices could gener-
ance as various regimes--Solvency II in the EU, the ate competitive advantages for reinsurers. Primary
Individual Capital Adequacy Standards in the U.K., insurers are increasingly seeking greater credit qual-
Switzerland’s solvency test, and the Bermuda Mon- ity when placing their reinsurance programs. In addi-
etary Authority’s new regulatory practices--come into  tion, an advanced understanding of risk, coupled
effect. Insurers are likely to seek increased levels of risk ~ with sophisticated emerging risk management capa-
transfer to high credit quality reinsurers to reduce their  bilities could enable reinsurers to benefit from the
capital requirements under these regimes. new business opportunities these ongoing develop-
We believe that reinsurers, in particular, those whose  ments create. ll
ERM we score as “excellent”, “strong”, and to a lesser
extent “adequate with a positive trend”, are well pre-  Miroslav Petkov, London, (44) 207-176-7043;
pared to manage additional regulatory requirements. miroslav_petkov@standardandpoors.com
In our view, reinsurers with advanced ERM capa-
bilities are in a relatively good position to receive Laura Santori, Paris, (33) 1-4420-7320;
approval to use their own internal models to define laura_santori@standardandpoors.com
Table 3: Enterprise Risk Management Score Migration
2011 Scores
2010 Scores Excellent | Strong | Adequate with = Adequate with strong | Adequate = Weak
positive trend risk controls
Excellent 2 1 0 0 0 0
Strong 0 11 0 0 2 0
Adequate with positive trend 0 2 4 0 0 0
Adequate with strong risk 0 0 1 6 0 0
controls
Adequate 0 0 0 2 16 0
Weak 0 0 0 0 0 2
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Regulatory Update

By Rob Jones and Rodney A Clark
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The potential designation of insurers as globally systemically important financial
institutions (G-SIFls) is likely to be prominent on the agendas of the CEOs of the
world’s largest insurance and reinsurance groups. For those insurers that the
G20's Financial Stability Board (FSB) designates as a G-SIFl, Standard & Poor's
Ratings Services sees this as having a similar impact to solvency reform and the
implementation of International Financial Reporting Standards. We believe that
most insurers will try to avoid G-SIFl status, but some may be unsuccessful.

Although the FSB has not yet made the consequences of
designation clear, these may include greater regulatory
oversight, higher capital requirements, and legal restruc-
turing. All of these could have either negative or positive
rating implications. If we believed that designation as a
G-SIFT signaled that the insurer could benefit from implic-
it government support, it might have positive rating impli-
cations. However, this is not currently our expectation.

Frequently Asked Questions
What is a G-SIFI?

In the aftermath of the 2008 financial crisis, the Group
of Twenty (G-20) leaders established the FSB and

Global Reinsurance Highlights 2011

charged it with promoting global financial stability.
This included identifying financial institutions that
are systemically important at a global level. The FSB
describes systemically important financial institutions
(SIFIs) as “firms whose disorderly failure, because of
their size, complexity, and systemic interconnected-
ness, would cause significant disruption to the wider
financial system and economic activity.”

The consequences of being identified as a SIFI are
not clear, although we would expect those SIFIs that
are clearly systemic in a global context (G-SIFIs) to
face the most significant consequences. One of the
FSB’s objectives is to minimize taxpayer exposure to
these institutions should they get into difficulties. We
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expect the FSB to announce the identities of the enti-
ties to be designated as G-SIFIs by November 2011.

Will the FSB designate insurers as G-SIFls?

We believe that the FSB’s remit is principally a
response to the problems the banks faced during the
2008 financial crisis. However, insurers come within
the scope of the regime. Based on the FSB’s definition
of a SIFI and our experience of the financial crisis, we
would expect the FSB to designate many fewer insur-
ers than banks as G-SIFIs. While several large insur-
ance groups have a global presence, in our view, their
products are generally not highly complex and they
usually have a low level of systemic interconnected-
ness. Furthermore, the established resolution regimes
for insurers that get into difficulties can be effective in
limiting the impact of these difficulties on policyhold-
ers, and therefore on taxpayers.

Which insurers could be designated as G-SIFls,
based on the evidence of the 2008 financial
crisis?

A few insurers received government support during
the financial crisis. While American International
Group Inc. (AIG) is predominantly an insurance
group, the support provided to its holding company
was mainly in respect of the shadow banking activities
of its AIG Financial Products business. Some bancas-
surance groups received support, but mainly in respect
of their banking activities.

In our view, apart from AIG, only three other pre-
dominantly insurance groups received government sup-
port. Hartford Financial Services Group Inc. and Lincoln
National Corp. both received support through the U.S.
Troubled Assets Relief Program (TARP) in the form of
preferred share investments, and the AEGON insurance
group received a capital injection from the Dutch govern-
ment. We did not perceive these provisions of support as
rescues, although they did augment financial strength.
We did not, and do not, impute an expectation of extraor-
dinary state support that would have enhanced these rat-
ings by even one notch.

The U.S. government provided support to just three
insurance groups: AIG, Hartford, and Lincoln. By con-
trast, approximately 600 banks received TARP funding
in the U.S.

How does Standard & Poor’s expect bond
insurers to fare?

Bond insurers, otherwise known as financial guaran-
tors, mainly got into difficulties by going beyond their
traditional remit of insuring municipal bonds. They
became extensively involved in insuring, and investing
in, structured finance bonds such as collateralized debt
obligations (CDOs). Their losses and subsequent rating
downgrades undermined their traditional business of pro-
viding credit enhancement to U.S. municipals, and there-
by limited some municipals’ access to capital markets.
Thus the business of bond insurance amplified economic

stress, although the U.S. government did not provide any
direct support to bond insurers.

Using the FSB’s definition, U.S. regulators could
designate such insurers as SIFIs based on their intercon-
nectedness at a national level. To date, however, our
experience of this market, which includes severe credit
stress and defaults by bond insurers, does not alter our
view that bond insurers’ credit quality is not measurably
influenced by government action. Therefore, our ratings
are not enhanced by an expectation of extraordinary gov-
ernment support.

How does Standard & Poor’s expect trade
credit insurers to fare?

Trade credit insurance, which protects insureds against the
risk of nonpayment, is one of the few lines of business that
are highly correlated with economic trends. Trade credit
insurance is significant in Europe, but much less so in North
America, where banks typically fulfill the same need.

A number of trade credit insurers incurred substan-
tial losses in 2008 and 2009. Their business model per-
mits them to respond rapidly to increased credit losses
by reducing or withdrawing credit limits and increasing
premiums. Their actions contributed to the demise of
several corporates in Europe, notably retailers, whose
suppliers could no longer obtain adequate credit protec-
tion against payment for their products. This caused a
number of governments to provide credit insurance pro-
tection separately from that provided by the trade credit
insurers. Some governments went a step further and pro-
vided reinsurance to the trade credit insurers themselves,
through state-owned reinsurers.

The contraction of the trade credit insurers’ exposure
amplified the economic pressures of the time and under
the FSB’s definition, such insurers might be considered
SIFIs based on their interconnectedness at a regional
level. To date, however, our experience in this market
does not alter our view that trade insurers’ credit qual-
ity is not measurably influenced by government action.
Therefore, our ratings are not enhanced by an expecta-
tion of extraordinary government support.

What about the rest of the insurance world?

We don’t expect to see many insurers designated as
G-SIFIs. Beyond bond insurance and trade credit, few
lines of business in insurance produce amplification of
risk because most insurance products are only loosely
correlated with the economic volatility or not corre-
lated at all.

In non-life insurance, premium growth tends to track
GDP growth. Recessions can produce spikes in claims
activity because policyholders have a higher propensity
to claim. While the profits of non-life insurers may be
dented in economic recessions, they often remain profit-
able. Insurance sectors have separate cycles, and in our
experience, none of these insurance cycles moves in lock
step with economic cycles. Non-life insurers tend to make
losses after large “catastrophic” insured events or after
prolonged periods of underpricing their products.
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Life insurers are slightly more prone to amplify
economic volatility, mainly because they tend to take
greater asset risk than non-life insurers to match their
longer-term policyholder liabilities. Their assets may be
impaired in a recession, particularly if they mark their
investments to market. A high proportion of equities
and corporate bonds were impaired during the finan-
cial crisis. However, life insurance policyholders are dis-
couraged from surrendering their policies before they
mature by product designs or personal tax systems.
This, combined with the forbearance of regulators,
meant that forced sales of investments were at relatively
low levels. Most insurers stood by their typical hold-to-
maturity stance. Far from amplifying economic volatili-
ty, the insurance industry dampens asset price volatility,
in our opinion.

Some forms of life insurance are more systemically
risky than the mainstream of individual life insurance
business. Institutional investment products, such as guar-
anteed investment contracts (GICs) and funding agree-
ments, are mainly offered by insurance groups in the U.S.
GICs are insurance-backed contracts that offer guaran-
teed rates of return. Greater liquidity risk is associated
with them because contracts may be surrendered at short
notice and with limited penalties. In extreme cases, a sce-
nario similar to a run on a bank can occur. For example,
in August 1999, the General American group went into
administration after holders of GICS issued by its sub-
sidiary, General American Life Insurance Co., exercised
put options that required the life insurer to rapidly repay
principal and interest.

The features of these products have changed to reduce
the liquidity risk since 1999 and we believe balanced port-
folios and good liquidity management can reduce these
risks. Good liquidity management can also reduce the
risks of insurers engaged in commercial paper issuance
and stock lending.

How do fundamental differences between
banks and insurers make banks more vulnerable
to becoming systemically interconnected?

The insurance industry’s basic model differs fundamen-
tally from banking, in our view. While the difficulties
faced by certain banks during the recent financial crisis
included severe liquidity and funding issues, in our expe-
rience the insurance business model rarely gives rise to
liquidity and refinancing concerns. This was borne out
during the crisis.

The insurance business model is unusual in the cor-
porate world in that insurers receive their principal rev-
enues (premiums) before they pay their principal expenses
(claims). Asset liquidity is generally very high, insurers are
generally not highly leveraged, and the insurance-linked
securities market is in its infancy.

In non-life insurance, catastrophes present liquid-
ity demands, but most reinsurance agreements allow for
accelerated settlement of reinsured claims. The liquidity
impact on insurers is mitigated by the amount of time it
takes to settle catastrophe claims--typically years, rather
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than weeks and months. Some countries require insurers
to post collateral against outstanding claims, which accel-
erates the need for cash. However, in the past few years,
we have seen a trend in Europe, and more recently in sev-
eral U.S. states, to reduce regulatory imposed collateral
requirements. Catastrophes are generally not correlated
with economic volatility, although they may coincide.

Does Standard & Poor’s expect national
champions to be designated as G-SIFls?

A number of insurers have market-shaping positions
in their home markets (for example the Generali group
in Italy and the Mapfre group in Spain) and are some-
times referred to as “national champions”.

If these insurers got into difficulties, governments
might be persuaded to support them to avoid the desta-
bilizing effects of the withdrawal of insurance capacity
in non-life business or the loss of savings underpinned
by life insurers. However, we do not believe that the
likelihood of such support is sufficient for it to be
reflected directly in their ratings. Furthermore, if the
support was forthcoming it would likely be limited to
certain entities within the group, with an emphasis on
domestic operating companies.

How systemically important are reinsurers?
Reinsurers could be seen as highly interconnected with
primary insurers. However, as long as the provision of
reinsurance remains as diversified as it is currently, we
would expect systemic risk to be limited. Several rein-
surers have failed over the past two decades, including
some large ones, such as reinsurance operations of the
former Germany-based Gerling Group, which went
into run-off in 2002. There were no associated material
systemic implications.

Reinsurers’ risk management practices have
improved markedly since 2001 and European reinsurers
have been regulated since 2005. Even in a pre-regulated
Europe, there was a well-established resolution regime
that placed failed reinsurers into orderly run-off.

Aggregate reinsurance recoverables amounted to
approximately 25% of primary insurers’ capital at
year-end 2009. Conservative assumptions regarding
reinsurer default and recovery rates imply to us that
the industry should even be able to digest the near-term
effect of a widespread reinsurer default.

After major catastrophic events, the barriers to
entry are low, allowing new entrants to quickly replen-
ish reinsurance capacity. Many new reinsurers entered
the market after the Sept. 11 attacks on the World
Trade Center in 2001 and the U.S. hurricanes Katrina,
Rita, and Wilma in 2005.

Finally, since reinsurance is a global business, we
believe it unlikely that a single government would
support a specific reinsurer unless it was government-
owned. We would reflect such ownership by applying
our government-related entity (GRE) criteria (see “Rat-
ing Government-Related Entities: Methodology And
Assumptions,” published on Dec. 9, 2010).
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How does Standard & Poor’s recognize
systemic importance in its ratings?

While we do not use the term SIFI, we do classify
banks by their systemic importance to analyze the like-
lihood of extraordinary government intervention (nor-
mally manifested in the form of a capital injection).
Where we believe that such support is likely, we may
add explicit notches of support to the entity’s stand-
alone credit profile (see “How Systemic Importance
Plays A Significant Role In Bank Ratings,” July 3,
2007). We currently recognize such support in the rat-
ings on a material number of banks, but we impute no
such support to any pure insurer, other than govern-
ment-owned insurers, or pure insurance groups. This
reflects our perception of the relative systemic impor-
tance of insurers compared with banks. AIG’s holding
company enjoys one notch of support and the banks
in certain bancassurance groups also benefit from sup-
port, but again, these are not pure insurers.

How will Standard & Poor’s respond to insurers
designated as SIFls?

We believe the rating consequences for insurers that
are designated as SIFIs could be either negative or
positive. While the insurer may be required to hold
more capital--which is positive for ratings, all other
things being equal--the insurer may also be required
to enhance the quality of capital instruments, which
could lead to a higher cost of capital and which is gen-
erally negative for ratings. The insurer may also have
heightened regulatory oversight from all regulators
involved in regulating a group, which may be positive
or negative. A group may also be motivated to restruc-
ture, for example, by divesting its more systemically
risky activities. We currently already include such fac-
tors in our stand-along credit profile (SACP) analysis
for insurers.

Separately, we will need to assess whether a G-SIFI
designation creates an expectation of government sup-
port that we do not currently factor into non-GRE
insurance ratings; and whether this support would be
sufficiently strong and timely to have potential rating
consequences. We currently recognize the likelihood
of the provision of sufficient and timely extraordinary
governmental support to enhance our insurer ratings
only in exceptional cases.

A G-SIFI or SIFI designation may be positive
in terms of notches of support that enhance the rat-
ing, but may also be positive for the insurer’s SACP,
because it may enhance its competitive position com-
pared with non-SIFIs. However, a decision to impute
support into the rating would first need to consider
whether the government concerned may actively moti-
vate the insurer to restructure and thereby remove the
SIFI status. W

Rob Jones, London, (44) 20-7176-7041;
rob_jones@standardandpoors.com

Rodney A Clark, FSA, New York, (1) 212-438-7245;
rodney_clark@standardandpoors.com
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Despite a turbulent start to the year, with a number of major catastrophes and a
significant model change in the first half of 2011--expected losses on outstanding
deals modeled by Risk Management Solutions (RMS) increased by 90% on average-
-we believe the insurance-linked securitization (ILS) market has coped well. There
has been continued issuance of new catastrophe (cat) bonds, suggesting that the
ILS market continues to play an active part in the global (re)insurance industry.

For investors and sponsors both, cat bonds have per-
formed largely as expected, especially given the size of
Great East Japan Earthquake and ensuing tsunami in
Tohoku, Japan. In our view, those bonds that mar-
ket participants would have expected to default (or to
experience a first event trigger) did so and have given
issuers the protection they sought, and those that were
not expected to default have performed to investors’
expectations.

OVERVIEW

¥ The ILS market has coped well, despite significant
catastrophic events early in 2011 and a change to the
RMS U.S. hurricane model.

[ We downgraded four bonds following the events in
Tohoku, Japan.
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% Expected losses increased under the latest RMS
model, leading to 11 downgrades.

I New ILS issuance slowed in Q2 compared with previ-
ous years.

Following the Tohoku event, we downgraded four
bonds. This was due to the increased risk of the note-
holders experiencing a loss of principal.

Holders of Topiary Capital Ltd.’s series 2008-1
notes (sponsored by Platinum Underwriters) or Mon-
tana Re Ltd.’s series 2010-1 class E notes (sponsored
by Flagstone Reinsurance Suisse S.A.) incur a loss
if two covered events occur within the risk period (a
second-event bond). As the first (activation) event
has now occurred, we lowered the ratings on these
bonds to ‘CCC+ (sf)” and ‘CCC (sf)’, respectively. So
far, investors have not experienced a loss of principal;



ILS

however, the increased probability of attachment until
the subsequent annual reset for Montana Re’s series
2010-1 class E notes, or until the final maturity of the
notes for Topiary Capital’s series 2008-1 notes, has
resulted in a mark-to-market loss for all noteholders.
Topiary is now off risk and matured on Aug. 5, 2011.

Vita Capital IV Ltd.’s series III protects Swiss
Reinsurance Company Ltd. (Swiss Re) against adverse
mortality movements in the U.S. and Japan. We have
also downgraded this series to ‘BB (sf)’ from ‘BB+
(sf)’. This downgrade was due to the increased prob-
ability of attachment resulting from the impact of the
tsunami risk in Japan--which is currently not reflected
by RMS’s mortality model--and the large number of
casualties already observed in Japan following the
earthquake and tsunami on March 11, 2011.

We also downgraded to ‘B (sf)” Atlas VI Capital
Ltd.’s series 2009-1 class A notes after RMS deter-
mined that two earthquakes in April, following the
main Tohoku shock, had been qualifying events (see
“Atlas VI Capital Ltd. 2009-1 Class A Notes Down-
graded On Exposure To Japanese Earthquake,” pub-
lished May 20, 2011. This is an annual aggregate bond
sponsored by SCOR Global P&C SE that also covers
European windstorms, where these events increase the
probability that noteholders could experience a loss of
principal or interest.

We also note that Muteki Ltd. (not rated by Stand-
ard & Poor’s)--which was sponsored by Munich Rein-
surance Co. on behalf of Zenkyoren, the National
Mutual Insurance Federation of Agricultural Coop-
eratives of Japan--defaulted, and was a total loss to
noteholders.

In the U.S., there have been a significant number of
large tornados over the past few months, which has led
to our downgrading Mariah Re Ltd. to ‘CCC+ (sf)’
from ‘B (sf)’. Mariah Re was the first cat bond to cover
only U.S. tornado risk. It was sponsored by American
Family Mutual Insurance Co.

Model Changes Impact Issuance In Q2
Under the latest U.S. hurricane model from RMS
released in February 2011, expected losses increased
by an average of 90% (medium-term catalog) for
outstanding ILS transactions. Because of the model
change, we downgraded 11 bonds and affirmed the
ratings on four bonds.

New ILS issuance slowed considerably in second-
quarter (Q2) 2011 compared with previous years. We
consider the release of the latest version of RMS’s U.S.
hurricane model to be a key reason for this. As the
insurance market and investors try to understand how
this change affects their portfolios, it is perhaps unsur-
prising that issuance has slowed.

It is worth noting all three risk-modeling agencies
update each of their models on a regular basis, albeit
rarely with such an impact. Consequently, we believe
the effect on issuance and ratings can be considered
an exception.

In the first half of 2011, Standard & Poor’s rated
issuance has reached $1.57 billion. The total issuance
of $870 million in Q1 was a record for that period; by
contrast, we rated only two transactions in Q1 2010,
totaling $225 million. Once again, U.S. hurricane was
the predominant peril being covered, solely or in com-
bination with other perils. The increase in issuance
may be explained by issuers trying to avoid issuing
just before the start of the U.S. hurricane season. Last
year, there was a temporary squeeze of available capi-
tal because nine transactions came to market in Q2,
driving up ILS pricing for this peril.

In Q2 2011, we rated three transactions with a
combined face value of $601 million, compared with
nine transactions with a face value of $1.9 billion in
Q2 2010.

Issuance Levels In The Second Half Of
2011 Will Depend On Loss Activity And
Reinsurance Rates

$3.2 billion of cat bonds have matured from the
beginning of the year to date, and another $0.6
billion of rated transactions will mature during the
remainder of 2011. We anticipated that issuers would
seek to replace the expiring notes in the market,

and although a number have come back to market,
others have not yet done so.

In July, four further transactions entered the mar-
ket with a total worth of $630 million: Queen Street
III Capital Ltd. ($150 million European wind deal
sponsored by Munich Re), Vita Capital IV’s series V
and VI (combined, a $180 million mortality cat bond
sponsored by Swiss Re), Embarcadero Re Ltd. ($150
million California earthquake bond sponsored direct-
ly by the California Earthquake Authority (CEA)),
and Pylon II Capital Ltd. (€150 million French wind
cat bond providing protection to Electricité Réseau
Distribution France (ERDF) via Natixis). All of these
sponsors are repeat issuers (although Swiss Re used
to sponsor the cat bonds on behalf of the CEA), and
we expect to see further issuance over the next few
months. In the past, Q3 has usually been a quiet period
for ILS issuance. This time it looks as if it will exceed
historical levels, which could be a sign of a change in
issuance cycles for ILS. Reasons for the anticipated
change could be that protection buyers were unable to
obtain the full cover they have been seeking during the
midyear reinsurance renewals, or that they fear a rush
before year-end.

However, as in the aftermath of Hurricane Katri-
na, insurers are also setting up sidecar vehicles funded
with mostly equity (see Table 1), and we have also seen
some extra activity in the industry loss warranty and
collateralized reinsurance market. The extra supply
of capital seems to indicate that for the time being, at
least, reinsurance pricing will remain more attractive
than issuing securities in the capital markets.

We expect natural catastrophe bonds to regain
their attraction for issuers. Once the global (re)insur-
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Table 1: Sidecar Activity 2011

Sidecar Sponsor Size (mil. $)
AlphaCat 2011 Validus 180
Accordion Lancashire 250

New Point IV Alterra 200+

STANDARD
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ance market has fully digested the impact of the model
updates and the events that have occurred this year,
there is likely to be a need for more protection around
the time of the Jan. 1, 2012 renewals. Cat bonds can
also offer multiyear collateralized protection, which
may attract protection buyers seeking to lock in cur-
rent prices if the market hardens.

In addition, we anticipate some ILS issuance other
than cat bonds, in particular on the life side or by
sponsors trying to bring new risks to the market (such
as the two Vitality Re Ltd. issues in the past eight
months). W

Related Criteria And Research

All articles listed below are available on RatingsDirect

on the Global Credit Portal, unless otherwise stated.

[ Ratings Lowered On Five U.S. Hurricane Catas-
trophe Bonds Modeled By Risk Management Solu-
tions, July 29, 2011

¥ Ratings On 10 U.S. Hurricane Catastrophe Bonds
Modeled By Risk Management Solutions Removed
From CreditWatch Negative, July 11, 2011

[ Ratings Unchanged On Six Natural Catastrophe
Bonds Exposed To Japan Earthquake Risk, March
11,2011

[ Methodology And Assumptions For Rating Natu-
ral Catastrophe Bonds, May 12, 2009

[l Default Table Used To Rate Insurance-Linked
Securitizations Updated, May 8, 2008
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European Insurance Outlook

\

European Insurance Credit Trends:
Despite* Mmm

Insurers Are v AbOm '-i‘n
» -r

By Rob Jones and Karin Clemens

Despite the strength of the balance sheets, there are many clouds on the horizon
which are making European insurers uncertain about what the future may hold.

In Standard & Poor’s Ratings Services’ opinion, the implementation of Solvency II supervision and the
European insurance industry seems nervous as it International Accounting Standards Board’s Phase 2
enters the second half of 2011. We believe that insur-  insurance accounting project. Furthermore, later this
ers have largely restored their balance sheets from year, the Group of Twenty’s Financial Stability Board
their low point in the first quarter of 2009. Howev-  will announce which entities it has designated as sys-
er, the negative implications of economic trends on temically important financial institutions on a global
the industry are compounded, in our view, by the basis (G-SIFIs). While we expect that most G-SIFIs
potential impact of industrywide projects such as the  will be banks, some insurers may also be in the frame.
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The bias in our rating profile is consequently
negative. Of our current ratings, 18% carry negative
outlooks or CreditWatch placements, versus 5%
with positive outlooks or CreditWatch placements.
The remaining 77% carry a stable outlook. Never-
theless, our view of the sector remains strong rela-
tive to other rated corporates; the average long-term
issuer credit rating on the 156 insurance groups we
rate stands at ‘A-’.

Until the first quarter of 2009, we saw the mark-
to-market and impairment effects on insurers’ invest-
ments deplete their balance sheets substantially.
Since then, we believe that many of Europe’s rated
insurers have restored their capital adequacy through
a combination of good earnings and the reversal of
adverse corporate credit spreads. Insurers were gen-
erally not forced sellers of the investments that were
most affected during the turmoil. However, capital
adequacy remains a weakness for the ratings on some
insurance groups, typically those with a large life
insurance business.

We see signs that insurers are getting accustomed to
the economic consequences of the turmoil. Low inter-
est rates are an issue for many life insurers, especially
where they have liabilities relating to with-profit prod-
ucts that provide minimum guaranteed investment
returns. While the resulting reinvestment risk is likely
to be problematic for such insurers, we believe its main
effect will be to lower profitability. We anticipate that
the pressure on ratings on the affected insurers is likely
to increase if interest rates remain low for a prolonged
period. A potential medium-term scenario of rising
inflation and higher interest rates would relieve this
pressure. However, we anticipate that it would also
be likely to have an adverse effect on mark-to-market
balance sheets and would erode expense margins.

We believe the economic consequences are also
limiting life insurers’ new business prospects. We
attribute this to lower investor confidence (affecting
savings and investment products), lower housing mar-
ket activity (affecting mortgage-related products), and
lower disposable incomes. Furthermore, lapse rates
for life insurance policies have risen somewhat as poli-
cyholders surrender their policies or discontinue pre-
mium payments to realize or conserve cash.

We have observed that in periods of low invest-
ment returns, insurers’ costs typically substantially
reduce the yield passed on to policyholders on savings
products, which generally makes them less appealing
compared with noninsurance savings products.

In our view, these top-line issues have a direct bear-
ing on insurers’ profitability, as do the weaker returns
on investments backing nonlinked policies and the
charges that insurers levy on unit-linked policies and
asset management products (which are largely based
on the market value of the managed investments). On
the non-life side, as is typical of recessionary condi-
tions, claim frequency has increased because of the
higher propensity of policyholders to claim, and a
higher incidence of fraudulent claims.

We have found that non-life insurers currently tend
to see inflation risk as a source of concern. Those with
significant long-tail exposures, where inflation risk
may not be adequately provided for in pricing, nor
compensated for in likely future investment returns,
are especially vulnerable. In our view, price adequacy
in most lines of business is still softening or flat in most
European markets. Exceptions include the U.K. and
Italian motor insurance business, where we have seen
material price corrections that were long overdue, in
our view. These markets have performed very poorly
in recent accident years. Overall combined ratios have
been in the region of 120%, indicating weak underwrit-
ing profitability.

Looking ahead, we think that there will be an
adverse effect on future non-life operating perform-
ance if economic activity does not continue on its
modest upward path. This is also true of investment
earnings, which are making a much smaller contribu-
tion to insurers’ overall performance at present than
they did in the first half of the decade.

Non-life natural catastrophe activity has been
very high in the first half of 2011. While the events
may erode capital levels for some reinsurers, most
of these events were outside Europe and they mainly
affect the global multiline insurers based in Europe.
We anticipate that the reinsurance programs at these
insurers should contain the effect of the catastrophe
events on loss ratios to below 5% (see “Global Mul-
tiline Insurers Are Heading For Continued Ratings
Stability, Despite Multiple Hurdles,” published on
June 28, 2011).

Below we summarize the trends in credit quality
exhibited by life and non-life insurers for the larger
insurance markets in Europe (see Table 1). There is no
direct linkage between these trends and the outlooks
on local insurers, mainly because parental support
influences many of our ratings. However, the trends
describe our view of the underlying direction of the
credit quality of insurers’ stand-alone credit profiles.

Table 1: Credit Quality Trend By Market

U.K. France
Life Negative Negative
Non-life Stable Stable
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Germany I[taly Spain
Negative Stable Negative
Stable Stable Stable
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European Insurance Outlook

Insurers Have Limited Exposure To
Sovereign Risk

In our opinion, sovereign risk is more likely to erode
profits than present a capital threat to the European
insurance industry. The only nondomestic rating
action directly attributable to the spate of recent Euro-
pean sovereign downgrades was that on Groupama,
which we downgraded because of its exposure to
Greek sovereign debt. Although some of Europe’s
larger insurers have significant holdings of Greek,
Irish, and Portuguese sovereign debt, aggregate expo-
sure has materially reduced over the past year. Fur-
thermore, most exposure resides within life insurance
operations where the impact of any losses may be
shared with policyholders.

Our downgrade of the Republic of Ireland and con-
sequent downgrades of Irish banks were followed by
downgrades on three non-life Irish domestic insurers
(Allianz PLC, Aviva Insurance (Europe) SE and RSA
Insurance Ireland Ltd.). These insurers are affected, in
our view, through their holdings of government debt,
deposits with Irish banks, and the prospects for the
Irish economy.

We continue to monitor insurers’ exposure to sov-
ereign dept, not only the ones mentioned above. We
are also monitoring exposures to financial institutions’
hybrid securities and, for those insurers with large U.S.
subsidiaries, commercial mortgage-backed securities,
collateralized debt obligations, commercial mortgag-
es, commercial real estate, and residential mortgage-
backed securities, that is, subprime and Alt-A.

Solvency Il Supervision And New IASB
Accounting Standard May Put Cost Of
Capital Under Pressure

We have observed that insurers have concerns about
the implementation of Solvency II supervision, which
is officially planned to go live on Jan. 1, 2013. The
European Commission (EC) moderated the advice
on solvency capital requirements provided by the
Committee of European Insurers and Occupational
Pensions Supervisors (which has since become the
European Insurance and Occupational Pensions
Authority) in the final calibration of the fifth Quanti-
tative Impact Study (QIS 5). Despite this, the capital
requirements are significantly higher than those in the
QIS 4 calibration. We consider Europe’s larger insur-
ers are likely to be less affected because of the rela-
tively high capital credit they will probably receive for
diversification under Solvency Il and because they
are likely to use internal models for solvency purpos-
es. Even so, we believe that supervisory capital may
become a binding constraint for many insurers.

We believe that the final Solvency II implementing
measures will reduce capital requirements in aggre-
gate compared to QIS 5, but the nature and extent
of the changes has yet to be publicly communicated.
These measures are also expected to include a pack-
age of transitional provisions (involving the treat-

ment of hybrid securities and non-EU supervisory
equivalence, for instance) that we expect will limit the
initial impact. Until these measures are made public,
and ultimately finalized--which is not expected to
happen before the first quarter of 2012--uncertainty
will remain. With the planned implementation date
approaching, we believe insurers are concerned about
the amount of time they will have to execute Solvency
II’s still-uncertain requirements.

While the cost of capital concerns (based on QIS
5) may ultimately be mitigated in the final implement-
ing measures, similar concerns remain regarding the
likely greater reported profit volatility arising from the
IASB’s phase 2 insurance accounting standard. The
TASB is nearing completion of the standard, which
is due to be published by December 2011, although
implementation is unlikely before 2014.

Some Insurers May Be Designated G-SIFls
The group of Twenty (G-20)’s Financial Stability
Board (FSB) could designate some insurers as glo-
bally systemically important financial institutions
(G-SIFIs) in November 2011. This issue is prominent
on the agendas of the CEOs of the world’s largest
insurance and reinsurance groups (see “Rating Impli-
cations For G-SIFI-Designated Insurers”). For the
insurers affected, we believe that it ranks alongside
solvency reform and International Financial Report-
ing Standards in terms of its potential impact. We
believe that most insurers will avoid being designated
as G-SIFIs, but some may be unsuccessful.

Although the FSB has not yet made the conse-
quences of being designated clear, we expect these to
include greater regulatory oversight, higher capital
requirements, and legal restructuring. All of these
could have either negative or positive rating implica-
tions. If the designation signals the increased likelihood
of extraordinary government support for the insurers
affected, we would need to consider the implications,
because our criteria for imputing rating support only
apply to banks (see “How Systemic Importance Plays
A Significant Role In Bank Ratings”, July 3, 2007).

Although the sector remains strong, all of the
above emerging issues add to the uneasiness we
observe among insurers and contributes to the nega-
tive bias that is present in our ratings. H

Rob Jones, London, (44) 20-7176-7041,
rob_jones@standardandpoors.com
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karin_clemens@standardandpoors.com

Global Reinsurance Highlights 2011




The McGraw-Hill companies

Unique Client
Intelligence

Supporting Commercial Lines
Underwriting & Broking

from Standard & Poor's.

Excellence in commercial lines underwriting with the analytical quality and industry-specific
and broking requires many things, but at its heart intelligence you would expect from S&P.
is a profound understanding of the insured and

L Who can benefit from S&P’s credit scoring
their industry.

services?
From the risk of bankruptcy-related D&O claims, to

losses from reduced client risk management spend,
or duress-driven, excessive risk taking—and even ~ ® Insurer and broker client relationship managers

fraud —it’s vital to maximise your understanding of o« | surer CROs. CFOs and compliance leaders
a corporate insured’s financial condition. Indeed,

e Commercial lines underwriters and brokers

it's fundamental to client-specific underwriting * Solvency 2 leaders and practioners
performance management. * Pricing and reserving professionals
S&P’s suite of credit scoring services offers a  Consultants and analysts

unique combination; corporate and bank credit
scores, financial information and insight into
industries and sectors.

Covering tens of thousands of corporates and
banks globally, and hundreds of thousands of STANDARD
SME's, our services combine ease of use and

instant access to decision-critical information, & PO OR’S

For more information please go to http://www.standardandpoors.com/products-services/risksolutions/en/eu

or contact: Florence Henderson, Tel: +44 (0)20 7176 3767, E-mail: florence_henderson@standardandpoors.com

The credit-related analyses, including ratings, of Standard & Poor’s and its affiliates are statements of opinion as of the date they are expressed and not statements of fact or recommendations
to purchase, hold, or sell any securities or to make any investment decisions. Ratings, credit-related analyses, data, models, software and output therefrom should not be relied on when
making any investment decision. Standard & Poor’s opinions and analyses do not address the suitability of any security. Standard & Poor’s does not act as a fiduciary or an investment advisor.
Copyright © 2011 Standard & Poor’s, a division of The McGraw-Hill Companies, Inc. STANDARD & POOR’S is a registered trademark of Standard & Poor’s Financial Services LLC.



Asia Pacific

Asia-Pacific Reinsurers Start To Push
Through Higher Prices In Wake Of

Regional Catastrophes

By Mark Legge, Paul Clarkson, Andy Chang, Reina Tanaka, Ayako Nakajima,
Michael Vine and Connie Wong

The Asia-Pacific region has been hit by several severe natural disasters in the past
year. But Standard & Poor’s believes that the reinsurance sector is managing the
losses and there is evidence of hardening rates in some regions.

Many global reinsurers with operations in Asia-Pacific
have seen their underwriting result take a substantial
hit from the series of natural disasters between Sep-
tember 2010 and June 2011. These included an earth-
quake and tsunami in Japan, two major earthquakes
in New Zealand, and floods and a cyclone in Aus-
tralia. Despite this, Standard & Poor’s Ratings Serv-
ices believes the impact on reinsurers’ overall financial
profiles can be managed. Outside Japan, regional
domiciled rated reinsurers have limited or manageable
exposure to the region’s catastrophe events as they
write mostly domestic business. As a result, we have
not taken rating action or changed the outlook on
reinsurers incorporated in Asia-Pacific recently.

Overview
While the recent spate of natural catastrophes has
severely affected the underwriting results of global
reinsurers, outside Japan, local reinsurers have expe-
rienced limited financial stress, and, as a result, we
have not taken any rating action or changed the out-
look on reinsurers incorporated in Asia-Pacific.
Prospectively, we could see higher property catas-
trophe reinsurance premiums and tighter terms and
conditions, especially in Japan, Australia, and New
Zealand; this will assist in supporting underlying
profitability.
Reinsurance pricing in the rest of Asia (outside
Japan) is uncertain, reflecting the counteracting
effects of shrinking global reinsurance capacity and
the competitive but rapid growth of primary insur-
ance in the region.
Soft reinsurance pricing is likely to continue in some
parts of Asia, especially in those markets not prone
to catastrophes, such as Singapore, Malaysia, and
Thailand.

Insured claims from recent Asia-Pacific events could
amount to as much as US$51 billion, according to infor-
mation from AIR Worldwide. Prospectively, the region
could see higher reinsurance premiums and tighter terms
and conditions on property catastrophe cover as interna-
tional reinsurers attempt to claw back some of the losses.
The chances of successfully imposing price increases on
casualty business lines remain uncertain. Local reinsur-
ers see the current renewal period as a potential tipping
point for wider price increases, especially for catastro-
phe-prone markets such as New Zealand, Australia, the
Philippines, Indonesia, and China. Whether the market
hardens will depend on factors such as demand from pri-
mary insurers, and the availability of new capacity (see
“Reinsurance Executives Foresee Some Rates Rising
After The First Quarter’s Natural Disasters”, published
onJune 9, 2011).

Uncertain Times For Reinsurers Operating
In Asia-Pacific
The sheer number of severe natural hazard events that
have occurred in the region within a relatively short
time has created a degree of uncertainty in the reinsur-
ance market. It has been difficult to be definitive, not
only about gross claims costs, but in some cases, even
about which event is responsible for the damage on
which a particular claim is based. Moreover, the extent
of the earthquake damage has caused a reappraisal of
earthquake risk pricing. Some models appear to have
materially underestimated the actual claims impact.
Prices will certainly rise significantly for property
catastrophe cover for those areas that have incurred
losses, or which are perceived to have high exposure
(especially Japan, New Zealand, and Australia). How-
ever, the extent of further increase in prices and tight-
ening in terms and conditions is still uncertain. In the
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last renewal, the increase in price for catastrophe rein-
surance was substantial--over 100%, in some cases--
although a number of significant renewals are to be
concluded in January 2012.

It appears that reinsurance capacity, especially for
non property catastrophe lines in some Asian regions,
may also shrink. However, soft prices in these lines
are expected to continue in some parts of Asia-Pacific,
especially in those markets not prone to catastrophes,
such as Singapore, Malaysia, and Thailand.

Devastating Earthquake In Japan To Lead
To Substantial Premium Increases For
Reinsurers

Our outlook on the non-life insurance sector in Japan
is negative, reflecting downward pressure on insurers’
financial bases due to the disaster and their modest
underwriting performance. Insurance losses caused by
the Great East Japan earthquake and tsunami that hit
northeast Japan on March 11, 2011, are the highest
recorded for the Japanese non-life insurance market.
In the year to March 31, 2011, the top eight non-life
primary insurers posted a total of ¥207.2 billion ($2.5
billion) in incurred losses due to the earthquake, net of
reinsurance recoveries of more than ¥400 billion. This
excludes residential earthquake insurance, for which
each insurer will draw down its contingency reserve
for residential earthquake insurance. It will then offset
the payouts in the companies’ bottom-line earnings.

Global Reinsurance Highlights 2011

The effects of the disaster have already put non-
life insurers’ financial bases under stress. The under-
writing losses caused by the event and faltering stock
prices came on top of mediocre underwriting results
in domestic insurance business in recent years. In
our view, downward pressure on the credit qual-
ity of these eight companies will increase if another
natural disaster strikes before they can restore their
financial bases.

Reinsurance pricing sees a sharp rise in the
wake of the Japan earthquake
Japanese non-life insurers rely heavily on catastrophe
reinsurance for their commercial insurance risks and
the April 1 renewals saw Japan earthquake excess-of-
loss program premium rates increase by between 15%
and 50%. The range of rate increases varied depending
on whether the layer suffered a reinsurance loss from
the disaster. A few insurers extended their existing
cover and postponed the renewal negotiations until
after the loss situation became clearer, but those com-
panies’ programs also faced markedly higher prices.
Reinsurance premium rates for nonproportional
cover for windstorm risks also increased by 5% to
10%, having fallen at the 2010 renewal. These rises in
reinsurance costs will reduce insurers’ earnings if they
cannot pass price increases to policyholders. Primary
insurers are taking a very controlled stance toward
underwriting extended earthquake coverage for com-
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mercial lines, from an aggregate risk control and a
risk-adjusted pricing perspective.

International reinsurers continue to play an impor-
tant role as capacity providers for catastrophe risks in
the Japanese insurance market. That said, we believe
Toa Reinsurance Co. (Toa Re), the sole domestic rein-
surer serving the non-life sector in Japan, will remain
the preferred reinsurer. It has strong historical ties
with most domestic primary insurers, and retroces-
sional ties with global reinsurers.

Toa Re’s gross combined ratio deteriorated to
116% in the year to March 31, 2011, from 82% in the
previous year. The rating on Toa Re is underpinned by
its very strong capitalization. We expect the company
to continue to moderate its exposure to catastrophe
losses through strict risk underwriting and accumula-
tion controls in and through its strong retrocession
program.

Tough Times For Reinsurers In Australia
And New Zealand
Australia and New Zealand make up less than 2% of
global non-life business by gross premium written.
However, the recent cost to global reinsurers of cover-
ing these markets has far exceeded expectations. For
example, Munich Reinsurance Co. lost €2.7 billion in
the quarter to end-March 2011, of which €1.1 billion
stemmed from the catastrophes in Australia and New
Zealand. The remainder was mostly related to the
Japan earthquake losses.

Munich Re and Swiss Reinsurance Company Ltd.

dominate the Australian reinsurance sector. They col-
lected around 80% of reinsurance premium revenue in
the 12 months to June 30, 2010. In the first quarter
of 2011, reinsurers operating in Australia made an
underwriting loss of A$193 million (US$175 million).
Group retrocession mitigated the sector’s net loss
ratio, which stood at 128%, from a gross loss ratio of
616% for the first quarter of 2011. The sector’s com-
bined ratio was 152% and strong investment returns
actually contributed to a net profit after tax of A$194
million. Capitalization of reinsurers operating in Aus-
tralia remained sound; the aggregate solvency cover-
age ratio stood at 1.85x on March 31, 2011, compared
with 1.82x on Dec. 31, 2010.

Capital strength and reinsurance protect
Australia’s primary sector

Australia’s rated non-life primary insurance sector is
well placed to meet the cost of the natural disasters
that battered the nation between December 2010 and
February 2011, in our view. While the spate of recent
domestic natural disasters is bound to pull earnings
down in the short term, we expect the sector’s capital
strength and reinsurance protection to limit negative
rating pressure, although the cost of that protection
will rise.

Australia and New Zealand have had their worst
catastrophe season for 40 years in the past nine
months. Data for December 2010 to February 2011
released by the Insurance Council of Australia indi-
cate gross Australian-based claims of around A$4.08

Chart 1: Reinsurers’ Quarterly Operating Performance For Australia
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billion (180,410 individual claims) have been received.
Around 90% of these relate to the State of Queensland
floods and cyclone. We expect claim costs to continue
to rise.

New Zealand earthquakes remain uncosted

The significant number of earthquakes and after-
shocks in New Zealand over the past nine months has
created uncertainty in the country’s insurance mar-
kets. The ultimate claims cost of these ongoing events
remains uncertain, as does the effect claims and higher
reinsurance pricing will have on primary insurers’
earnings. Despite the uncertainty, we do not expect
any downward rating action on insurers. We believe
capital is adequately protected by reinsurance and
there will continue to be sufficient reinsurance capac-
ity available for our rated insurers. While reinsurance
price rises are likely, we expect them to be largely
passed on to policyholders.

New Zealand’s Canterbury region was hit by two
major earthquakes in the space of six months: the first
on Sept. 4, 2010, and the second on Feb. 22,2011. AIR
Worldwide estimates that the first event could result
in claims costs of between US$2.0 billion and US$4.5
billion. The second event was focused on the country’s
second largest city, Christchurch, and could cost up
to US$8.0 billion in claims. The Sept. 4 earthquake
was the first of 12 earthquakes classified for insur-
ance purposes in New Zealand. The most recent after-
shocks were on June 13, 2011. At the time of writing,
it was too early to determine likely claims costs, but it
seemed likely to be lower than the Sept. 4 and Feb. 22
events. The overwhelming majority of the costs will be
borne by global reinsurers and the government-owned
Earthquake Commission (AAA/Stable/--).

The most notable insurer facing difficulty as a
result of the recent earthquakes is New Zealand’s
second-largest residential insurer, AMI Insurance (not
rated). Although the company eventually gained sup-
port from international reinsurers to increase its rein-
surance capacity, it approached the government on
March 9, 2011, concerned that its reserves and rein-
surance might not be adequate to cover earthquake
claims. Based on public information, the company had
NZ$600 million per catastrophe event reinsurance pro-
tection, which was adequate to cover the impact of the
September 2010 earthquake but not sufficient to cover
the February 2011 event. As a result, the company will
have to use some of its NZ$350 million reserves. The
government provided a support package that will only
be activated if the company exhausts its own reserves.
Under the package, the government would invest up
to NZ$500 million in AMI and have the right to take
ownership and control of the company.

Prices for property catastrophe reinsurance cover
in Australia and New Zealand rose sharply at the July
1 renewal and could increase further at the Jan. 1,
2012 renewal, partly because of the catastrophe events
across the region. Reinsurance pricing in Australia
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and New Zealand was historically favorable to rein-
surers compared with other regions globally. Rates
have benefited from underwriting discipline among
local primary insurers and the previously benign cli-
matic conditions and seismic activity. Indeed, until
2010, some primary insurers had not claimed on their
reinsurance programs for many years, which was
reflected in reduced rates.

For Australia, we expect to see property catastro-
phe premiums increase by 15% or more. In New Zea-
land, rates for New Zealand-only programs increased
by around 100%, and have more than tripled in some
cases. The increase was nearer 50% for joint Aus-
tralian/New Zealand programs. However, we see no
evidence that noncatastrophe cover premiums are
hardening in the wake of these increases in the cost of
property catastrophe cover. We expect rated primary
insurers to be able to pass on reinsurance price increas-
es to policyholders in full because other major insurers
have already put through price increases of about 20%
for property-related cover and seen no material loss
of customers.

Standard & Poor’s anticipates that rated prima-
ry insurers in Australasia will retain their access to
adequate levels of property catastrophe reinsurance.
However, reinsurers are likely to push primary insur-
ers to carry higher retention levels; these have been low
relative to other regions.

We have not observed any significant withdrawal
of global reinsurers from either the Australian or New
Zealand markets, despite the catastrophe losses. We
anticipate that global reinsurers will continue to be
attracted to the Pacific region. It adds diversity to their
books of business and it operates a more-disciplined
marketplace than some other parts of Asia. Indeed,
given the prospects for improved pricing, Australa-
sia’s attractiveness to global reinsurers may increase.
That said, smaller or more concentrated insurers that
only serve New Zealand, especially those with large
Canterbury exposures, could find it difficult to obtain
affordably priced reinsurance cover in the current
environment.

Asia Could See Prices Hardening

Japan was the only area in Asia to suffer significant
catastrophe claims during the past 12 months. Rein-
surance markets remained competitive, especially in
lines that are not prone to catastrophes. Fast-growing
and competitive primary markets tend to counteract
the effect of tightening reinsurance capacity globally.
However, the spillover effect of price increases from
property catastrophe lines has already affected the
region; most catastrophe-prone markets reported
increased reinsurance prices in this business line.

It is not clear how much reinsurance capacity will
be available at the January 2012 renewal, which we
view as a critical point when the market will determine
pricing direction. Reinsurers expect that a shortage
of capacity in the retrocession market will cause the
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market to tighten, but pricing may also be influenced
by the availability of reinsurance capacity and the bar-
gaining power of insurers.

Given the high catastrophe exposure in the Phil-
ippines, India, and Indonesia, it seems surprising
that prices should remain competitive. However, in
our view, these markets are likely to underinsure for
catastrophe risks, especially those markets such as
China and India that are growing most rapidly. We
have seen that insurers in these markets have managed
the effect of the recent catastrophe claims. However, if
they continue to assess catastrophe risks inadequately,
using insufficient market data and less-stringent risks
assessments, we could see future catastrophes having a
bigger impact on insurers’ financial profiles.

Insurers in many Asian markets use proportional
treaties that tie the reinsurer to the performance of the
primary market and its pricing adequacy. However, in
the past five years, we have observed a trend toward
excess-of-loss coverage. This has increased insurers’
premium retention.

Standard & Poor’s believes that reinsurance pric-
ing in markets like China and India will remain com-
petitive, provided retention levels remain relatively
high. However, reinsurers and insurers’ performance
could face high volatility in markets such as China,
where catastrophe risk exposure may not be adequate-
ly priced, given the rapid urbanization and build up of
assets. In India, it is generally recognized that pricing
is inadequate, given the large underwriting losses of
recent years.

In reinsurance markets such as Taiwan, the Philip-
pines, Hong Kong, and Singapore, the primary mar-
kets are catastrophe-prone or have long-term liabilities
risk. As a result, reinsurance is used more extensively.
Also, regulators have introduced risk-based capital
measures or increased paid-up capital requirements
in several markets (e.g., Thailand and Malaysia). This
has increased the need for reinsurance to prevent a
capital shortfall under these regulatory regimes.

In Taiwan, non-life reinsurance premium growth
in 2010 remained stagnant. We observed that local
Taiwan non-life insurers continued to increase their
retention because of satisfactory underwriting results
and a change in reinsurance protection to excess-of-
loss programs in recent years. The result has been pres-
sure to offer consecutive reductions on premium rates
due to fierce industry competition. Given that retro-
cession and reinsurance capacity in the international
reinsurance markets could shrink, we could see the
soft pricing in Taiwan’s non-life reinsurance market
harden, especially for catastrophe risks.

Korean Reinsurance Co. (Korean Re), as the only
domestic reinsurance player in Korea, dominates
Korea’s reinsurance market. We expect it to require
only limited price increases this year, because it had
limited exposure to the recent catastrophes. Given
its 65% share of the market, the market as a whole is
likely to harden slightly in 2011 as a result. We expect

competition to remain limited. As long as claims in
2011 prove to be relatively benign, profitability is
likely to be adequate. We anticipate that Korean Re’s
combined ratio will remain below 100%.

Reinsurers In The Worst-Hit Areas Could
See Prices Harden, But Elsewhere There Is
Resistance To Rate Rises

There are still a number of markets in Asia-Pacific
where recent events have had a limited impact on pric-
ing. The reasons are varied: some markets have rapid
momentum for growth (e.g., China and India), some
have good underwriting results (e.g., Taiwan and
Hong Kong), and some are not prone to catastrophes
(e.g., Thailand, Singapore, and Malaysia). However, it
is still unclear whether reinsurers will be able to raise
prices in these markets as the amount of available rein-
surance capacity is uncertain.

The unprecedented number of catastrophes in
Asia-Pacific recently has caused much damage to
reinsurers’ underwriting results. We therefore antici-
pate further price increases in property catastrophe
lines and those markets affected by catastrophe losses
in recent years (e.g., Australia, New Zealand, and
Japan). We expect the increase in reinsurance prices
to assist in supporting underlying profitability of rein-
surers. ll
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Insurance Ratings Definitions

Insurer Financial Strength Ratings

A Standard & Poor’s Insurer Financial Strength Rating is a
current opinion of the financial security characteristics of an
insurance organization with respect to its ability to pay under its
insurance policies and contracts in accordance with their terms.
Insurer Financial Strength Ratings are also assigned to HMOs
and similar health plans with respect to their ability to pay under
their policies and contracts in accordance with their terms.

This opinion is not specific to any particular policy or contract,
nor does it address the suitability of a particular policy or contract
for a specific purpose or purchaser. Furthermore, the opinion
does not take into account deductibles, surrender or cancellation
penalties, timeliness of payment, nor the likelihood of the use
of a defense such as fraud to deny claims. For organizations
with cross-border or multinational operations, including those
conducted by subsidiaries or branch offices, the ratings do not
take into account potential that may exist for foreign exchange
restrictions to prevent financial obligations from being met.

Insurer Financial Strength Ratings are based on information
furnished by rated organizations or obtained by Standard &
Poor’s from other sources it considers reliable. Standard &
Poor’s does not perform an audit in connection with any rating
and may on occasion rely on unaudited financial information.
Ratings may be changed, suspended, or withdrawn as a result
of changes in or unavailability of such information, or based on
other circumstances.

Insurer Financial Strength Ratings do not refer to an

organization’s ability to meet nonpolicy (i.e. debt) obligations.

Assignment of ratings to debt issued by insurers or to debt
issues that are fully or partially supported by insurance
policies, contracts, or guaranties is a separate process from
the determination of Insurer Financial Strength Ratings,
and follows procedures consistent with issue credit rating
definitions and practices. Insurer Financial Strength Ratings
are not a recommendation to purchase or discontinue any
policy or contract issued by an insurer or to buy, hold, or
sell any security issued by an insurer. An Insurer Financial
Strength Rating is not a guaranty of an insurer’s financial
strength or security.

‘pi° ratings, denoted with a ‘pi’ subscript, are Insurer
Financial Strength Ratings based on an analysis of an insurer’s
published financial information and additional information
in the public domain. They do not reflect in-depth meetings
with an insurer’s management and are therefore based on
less comprehensive information than ratings without a ‘pi’
subscript. ‘pi’ ratings are reviewed annually based on a new
year’s financial statements, but may be reviewed on an interim
basis if a major event that may affect the insurer’s financial
security occurs. Ratings with a ‘pi’ subscript are not subject to
potential CreditWatch listings.

Ratings with a ‘pi’ subscript generally are not modified
with ‘+’ or ‘-’ designations. However, such designations may
be assigned when the insurer’s financial strength rating is
constrained by sovereign risk or the credit quality of a parent

company or affiliated group.

Insurer Financial Enhancement Ratings

A Standard & Poor’s Insurer Financial Enhancement Rating
is a current opinion of the creditworthiness of an insurer with
respect to insurance policies or other financial obligations that
are predominantly used as credit enhancement and/or financial
guaranties in Standard & Poor’s rated transactions. When
assigning an Insurer Financial Enhancement Rating, Standard
& Poor’s analysis focuses on capital, liquidity and company
commitment necessary to support a credit enhancement or
financial guaranty business. The Insurer Financial Enhancement
Rating is not a recommendation to purchase, sell, or hold a
financial obligation, inasmuch as it does not comment as to
market price or suitability for a particular investor.

Insurer Financial Enhancement Ratings are based on
information furnished by the insurers or obtained by Standard &

Poor’s from other sources it considers reliable. Standard & Poor’s

does not perform an audit in connection with any credit rating and

may, on occasion, rely on unaudited financial information. Insurer

Financial Enhancement Ratings may be changed, suspended, or

withdrawn as a result of changes in, or unavailability of, such

information or based on other circumstances. Insurer Financial

Enhancement Ratings are based, in varying degrees, on all of the

following considerations:

B Likelihood of payment capacity and willingness of the
insurer to meet its financial commitment on an obligation
in accordance with the terms of the obligation;

B Nature of and provisions of the obligations; and

B Protection afforded by, and relative position of, the
obligation in the event of bankruptcy, reorganization, or
other arrangement under the laws of bankruptcy and other
laws affecting creditors’ rights.

0
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Insurer Financial Strength Ratings

An insurer rated ‘BBB’ or higher is regarded as having
financial security characteristics that outweigh any
vulnerabilities, and is highly likely to have the ability to
meet financial commitments.

AAA

Aninsurer rated ‘AAA" has EXTREMELY STRONG financial
security characteristics. ‘AAA" is the highest Insurer
Financial Strength Rating assigned by Standard & Poor’s.

AA

Aninsurer rated ‘AA” has VERY STRONG financial security
characteristics, differing only slightly from those rated
higher.

A

An insurer rated ‘A" has STRONG financial security
characteristics, butis somewhat more likely to be affected
by adverse business conditions than are insurers with
higher ratings.

BBB

An insurer rated ‘BBB" has GOOD financial security
characteristics, but is more likely to be affected by
adverse business conditions than are higher rated
insurers.

An insurer rated ‘BB’ or lower is regarded as having
vulnerable characteristics that may outweigh its
strengths. ‘BB’ indicates the least degree of vulnerability
within the range; ‘CC’ the highest.

BB

An insurer rated ‘BB" has MARGINAL financial security
characteristics. Positive attributes exist, but adverse
business conditions could lead to insufficient ability to
meet financial commitments.

B

An insurer rated ‘B" has WEAK financial security
characteristics. Adverse business conditions will likely
impair its ability to meet financial commitments.

CccC

An insurer rated ‘CCC" has VERY WEAK financial security
characteristics, and is dependent on favorable business
conditions to meet financial commitments.

An insurer rated ‘CC" has EXTREMELY WEAK financial
security characteristics and is likely not to meet some of
its financial commitments.

R

An insurer rated ‘R" is under regulatory supervision
owing to its financial condition. During the pendency of
the regulatory supervision, the regulators may have the
power to favor one class of obligations over others or
pay some obligations and not others. The rating does
not apply to insurers subject only to nonfinancial actions
such as market conduct violations.

NR
An insurer designated ‘NR" is NOT RATED, which implies
no opinion about the insurer’s financial security.

Plus (+) or minus (-)

Ratings from ‘AA" to ‘CCC" may be modified by the addition
of a plus or minus sign to show relative standing within
the major rating categories.

CreditWatch highlights the potential direction of a
rating, focusing on identifiable events and short-
term trends that cause ratings to be placed under
special surveillance by Standard & Poor’s. The
events may include mergers, recapitalizations, voter
referenda, requlatory actions, or anticipated operating
developments. Ratings appear on CreditWatch when
such an event or a deviation from an expected trend
occurs and additional information is needed to evaluate
the rating. A listing, however, does not mean a rating
change is inevitable, and whenever possible, a range
of alternative ratings will be shown. CreditWatch is not
intended to include all ratings under review, and rating
changes may occur without the ratings having first
appeared on CreditWatch. The “positive” designation
means that a rating may be raised; “negative” means
that a rating may be lowered; “developing” means that
a rating may be raised, lowered, or affirmed.

National Scale Ratings, denoted with a prefix such as
‘mx" (Mexico) or ‘ra’ (Argentina), assess an insurer’s
financial security relative to other insurers in its home
market.
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