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Supervision of special-purpose
insurance companies considerably
strengthened.

. New notification obligation in
section 13d no. 11 VAG.

I Development of Reinsurance
Supervision in 2009

1 Amendments to German
Insurance Supervision Act

The Act for the Strengthening of the Financial Markets and
Insurance Supervision (Gesetz zur Stadrkung der
Finanzmarkt- und der Versicherungsaufsicht -
FMVAStarkG)?!, which entered into force on 1 August 2009,
introduced significant changes to German legislation governing
the supervision of special-purpose insurance companies as well as
the requirements for recognising transfer of risk from primary and
reinsurance companies to special-purpose insurance companies.

These changes were made in response to developments on the
financial markets, particularly from the middle of 2007. Although
insurance linked securities (securities used by insurance companies
to transfer risk to the capital market via a special-purpose
insurance company) were not identified has having triggered the
crisis on the financial markets, the German legislator recognised
the need to create greater transparency for the Federal Financial
Supervisory Authority (BaFin) also in the area of insurance
securitisations.

In this respect, section 13d of the Insurance Supervision Act
(Versicherungsaufsichtsgesetz - VAG) was reinforced by a new
notification duty. Under section 13d no. 11 of the VAG, insurance
companies are required to notify any indirect and direct hedging of
loss risks or other risks if this is achieved by issuing debt securities
or using other financial mechanisms and involving a company
existing exclusively for such purposes. The broad wording of this
provision is intended to give the supervisory authority an overview
of all transfers of risk to the capital market performed by insurance
companies.

The notification must further include

e the issue prospectus,
¢ the contractual provision on which the risk transfer is based, and
¢ a schedule of risks to be identified for the insurance company.

The significance of the notification obligation is duly reflected by
inclusion of section 13d VAG in the list of administrative offences
provided for in section 144 (1a), sentence 1 no. 2 of the VAG for
primary insurance companies, and in section 144 (1a), sentence 2
no. 1 of the VAG for reinsurance companies. According to these

! Federal Law Gazette (BGBI.) I 2009, p. 2305.
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. Limitation/elimination of liquidity
risks at the level of special-purpose
insurance companies.

. More consistent control of holders of
a significant interest, senior
managers and supervisory board
members in special-purpose
insurance companies.

provisions, anyone failing to submit the aforementioned notification
(or failing to do so correctly, completely or on time), either by
intent or gross negligence, commits an administrative offence.

Additional amendments were related to section 54 (5) sentence 3,
section 66 (6a) sentence 2, section 121b (2) sentence 4 of the VAG
as well as section 1 (2) sentence 9 of the Regulation Concerning
the Capital Resources of Insurance Undertakings
(Kapitalausstattungs-Verordnung — KapAusstV). These amendments
exclusively concern the recognition of the risk transfer of a primary
or reinsurance company based in Germany to a special-purpose
insurance company domiciled outside the European Union (EU) or
the European Economic Area (EEA). As a precondition for such
recognition, the special-purpose insurance company must be
authorised in its country of domicile pursuant to section 121g of the
VAG, be subject to ongoing supervision and have the required
capital base.

At the same time, the provisions under supervisory law applicable
to German special-purpose insurance companies were also
adjusted. The newly introduced section 121g (1) sentence 2 of the
VAG is intended to limit or eliminate liquidity risks at the level of
the special-purpose insurance company. It was the materialisation
of this risk in the securitisation of credit risks within the banking
area between 2007 and 2009 that led to far-reaching repercussions
for banks worldwide. Even if the same problems were not observed
in the securitisation of insurance risks (given the absence of
maturity transformation), the German legislator saw the need to
limit future transactions, particularly for securitisations of longevity
or mortality risks.

Section 121g (2) of the VAG additionally included references to
section 13d no. 4 and section 104 of the VAG. As a result, it is now
possible to ensure more consistent control of holders of a significant
interests with special-purpose insurance companies. There were
also far-reaching changes in the control of senior managers and
supervisory board members of special-purpose insurance
companies. With the inclusion of section 13d no. 12 of the VAG in
the list of references of section 121g of the VAG as well as
amendments of section 7a (1) and (4), they are now subject to the
same restrictions (e.g. in terms of the number of their mandates)
as senior managers or supervisory board members of primary and
reinsurance companies.
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. National and international

reinsurance market as a whole
relatively stable in 2009.

2 Ongoing supervision in 2009
2.1 Authorised reinsurers

In the reporting year 2009, BaFin did not grant operating licences
to any reinsurer. Foreign reinsurers from the EU set up three
branches; these were founded out of the three EU Member States
Ireland, Luxembourg and Spain. During the same period, four
companies ended their activity as independent German reinsurers.

For the 2008 statistic, the annual financial statements of 41
reinsurers were included in reporting on financial year 2008 and/or
2008/2009. For the most part these are stock corporations as well
as one mutual insurance association (Versicherungsverein auf
Gegenseitigkeit) and two insurance undertakings under public law.

Table 1
Number of reinsurers under financial and/or legal
supervision of BaFin

2009 2008 2007 2006 2005
Reinsurance company

with business operations 38 41 43 45 44
Reinsurance company
without business operations 3 4 4 4

EEA* branches

* European Union countries, plus Iceland, Liechtenstein and Norway.

2.2 Economic development in 2009

Compared with the previous year, losses due to natural disasters
were considerably lower in 2009. As a result, a decline was
witnessed in both total losses and insured losses. The financial
market crisis had almost no impact on available capital for
reinsurance coverage. The market had sufficient capacities to meet
demand for reinsurance.

Of decisive relevance for the level of reinsurance premiums and
rates for 2009 was the trend in insured loss of previous years.
Although financial year 2008 was a more loss-intensive year, prices
on the reinsurance market did not rise significantly. This is
attributable to the fact that the large reinsurers in past years had
responded to the trend towards more frequent and higher-coverage
catastrophe losses by adjusting their risk assessment and risk
modelling of natural disasters. This made it possible for the
reinsurance companies to better cushion their claims burden in
some cases.
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. Fewer severe natural disasters and
man-made disasters in 2009.

At the beginning of 2009, reinsurers recorded a slight rise in
premiums in some market segments in the European and Asian
round of renewals. In the second half of 2009, however, the trend
in premiums was already on the decline again in some insurance
segments. As viewed over the entire year 2009, premiums for the
entire market remained at a relatively low but stable level. This
trend continued in the round of renewals at the beginning of 2010.
The severe natural disasters in the first half of 2010 (e.g. Winter
Storm Xynthia and the earthquakes in Haiti and Chile) did not have
any significant effect on the development of premiums on the
reinsurance market.

Based on currently available information, the national and
international reinsurance market can be regarded as relatively
stable overall. The capital base of reinsurers is sound and is almost
at its level seen before the financial market crisis.

Serious natural disasters and man-made disasters were largely
absent in claims year 2009, with the result that losses were lower
than in the previous year. Global economic losses caused by natural
disasters declined in 2009 to about US$ 50.0 billion (previous year:
US$ 200.0 billion). By comparison, insured losses stood at roughly
US$ 22.0 billion (previous year: US$ 50.0 billion) and thus
witnessed a disproportionately moderate decline compared with
losses suffered by the economy. This is attributable to the
occurrence of a larger number of natural disasters of medium
severity with an overall higher level of insurance coverage. In terms
of the claims burden, 2009 was considerably less damaging
compared with the previous year.

Table 2
Natural disasters in 2009 compared with some previous
years

Year Number of Fatalities Overall loss Insured loss Notable events
events (US$ m) (US$ m)
Flooding in UK, Typhoon
2000 890 10,300 38,000 9,600 Saomai
Tropical Storm Allison, hail
2001 720 25,000 40,000 12,000 storm in USA
2002 700 11,000 60,000 14,000 Flooding in Europe
2003 700 109,000 65,000 16,000  Heatwave in Europe,
! ! ! earthquake in Bam/Iran
2004 650 235,000 150,000 47,000  Hurricanesin Atlantic,
typhoon in Japan, tsunami
Hurricanes in Atlantic,
2005 670 101,000 220,000 99,000 earthquake in Pakistan
Earthquake in
2006 850 20,000 50,000 15,000 Yogyakarta/Indonesia
2007 950 15,000 75,000 30,000  \vinter Storm Kyrill,
! ! ! flooding in UK
Hurricanes in USA
2008 750 220,000 200,000 50,000 Caribbean, and

Winter Storm Emma

Winter Storm Klaus,
2009 850 ca. 10,000 50,000 22,000 tornados in USA, hail
storms in Central Europe

Source: Based on Munich Re NatCatSERVICE
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The main cause of lower insured losses in 2009 was the absence of
large natural disasters such as earthquakes as well as severe
hurricanes in industrialised countries characterised by high
insurance market penetration. The biggest share of insured losses
was attributable to weather-related events such as
hailstorms, tornados, snow and ice storms, flooding,
heavy rainfall as well as bush fires. Consequently, the
insurance sector in 2009 recorded a sharp increase in
weather-related natural events compared with the
previous years.

The worst natural disasters — by number of related
deaths - happened (as was frequently the case in
the past) in developing and emerging market
countries. At the end of September 2009, an
earthquake in Indonesia claims around 1,200 lives.
Typhoons Ketsana, Mirinae, Morakot and Parma,
which swept over large parts of South and East Asia
from August to October 2009, claimed a further 2,500
lives.

Winter Storm Klaus, which hit northern Spain and south western
France at the end of January 2009, was the most costly single
event, causing insured losses of around €2.4 billion and a total loss
to the economy of around €4.0 billion. Hail Storm Wolfgang in
Central Europe caused an insured loss of roughly €1.0 billion. In
the USA, high insured losses were caused by severe storms and
tornados, with three single events exceeding the US$ 1.0 billion
mark in 2009. The biggest loss event in Germany was the collapse
of the Cologne City Archives in March 2009, which according to
estimates caused an economic loss of around €0.4 billion.

Table 3
The ten biggest natural disasters in 2009 as measured by
total loss

Date Region Event Fata- Overall loss Insured loss
lities (US$ m) (US$ m)
24-27 January France, Winter Storm Klaus 26 5,100 3,000
Spain
7-10 August China, Typhoon Morakot, 610 4,600 110
Taiwan, flooding
Philippines
10-13 February USA Tornados, storms 15 2,500 1,350
6-7 April Italy Earthquakes 295 2,500 260
30 September-
1 October Indonesia  Earthquakes 1,195 2,200 100
10-18 June USA Tornados, storms 1 2,000 1,100
23-24 July Europe Hail, storms 11 1,800 1,200
9-11 April USA Tornados, storms 9 1,700 1,150
25-26 March USA Tornados, storms 1,500 995
4-13 November USA Hurricane Ida, 200 1,500 250
flooding

Source: Munich Re NatCatSERVICE
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@ natural disasters in first half of 2010
result in a total economic loss of
US$ 70 billion.

. Equivalence assessment - BaFin’s
past administrative practice
confirmed.

In January and February 2010, severe earthquakes took place in
Haiti and Chile, claiming a total of over 223,000 lives and causing
high economic damage of around US$ 38.0 billion. As already in the
previous year, Europe was hit by a severe winter storm - Hurricane
Xynthia was one of the strongest storms in 20 years and caused
insured losses of € 3.0 billion.

In April 2010, the explosion of the oil drilling rig Deepwater Horizon
caused an oil disaster in the Gulf of Mexico. Experts describe it as
the biggest environmental disaster caused by an oil spill in the USA
since the Exxon Valdez disaster. Estimates put the insured loss from
the explosion of the oil rig at US$ 1.5 billion, with the total
economic loss estimated to run into several billion US$.

Table 4
The biggest natural disasters in the first half of 2010 as
measured by total loss

Date Region Event Fata- Overall loss Insured loss
lities (US$ m) (US$ m)
27 February Chile Earthquakes, 521 30,000 8,000
tsunamis

12-26 January Haiti Earthquakes 222,570 8,000 150
26-28 February Europe Winter Storm Xynthia 65 4,500 3,400
15-24 May

2-12 June Europe Flooding 29 3,500 280
12-16 May USA Storms, hail 3 2,500 1,065
8-13 January Europe Winter damage 1,730 1,000

Source: Munich Re NatCatSERVICE

3 International

The recognition of third-country reinsurers was an important part of
supervisory work in 2009 as well. Reinsurers domiciled in an EU
third country/an EEA signatory state are generally permitted to
carry on reinsurance business in Germany through a branch
establishment or by way of free movement of services from the
place of their registered office. For lack of corresponding
requirements at the EU level, BaFin hitherto decided as part of its
administrative practice which third-country supervisory systems
satisfy the requirements of section 121i of the VAG.

In order to provide for a uniform assessment of third-country
supervisory systems, the criteria for an equivalence assessment
were developed in 2009 at the European level. The first third
country to be assessed based on the new requirements was
Switzerland.
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In February of this year, the Committee of European Insurance and
Occupational Pensions Supervisors (CEIOPS) published a report? on
the findings of the equivalence assessment of the Swiss supervisory
regime for reinsurance companies domiciled in that country based
on the requirements of the EU Reinsurance Directive3. In that
report CEIOPS conclusively finds that the supervisory system of
Switzerland for reinsurance companies is to be considered
equivalent to that of the EU / the EEA.

CEIOPS thus confirmed the administrative practice already applied
by BaFin since 2007 according to which the Swiss supervisory
regime for reinsurance companies pursuant to section 121i (1)
sentence 2 of the VAG meets the internationally recognised
principles of the International Association of Insurance Supervisors
(IAIS). Recital 8 of the Reinsurance Directive in this regard
determines that Directive 2005/68/EC is likewise consistent with
the work of the IAIS.

Further equivalence assessments at the CEIOPS level are planned.

2 CEIOPS-Sec-09-2010 (https://www.ceiops.eu/fileadmin/tx_dam/files/
publications/reports/20100201-CEIOPS-Swiss-reinsurance-supervision-
equivalence-assessment.pdf).

3 Directive 2005/68/EC; OB no. L 323, p. 1.
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II Statistical evaluation for 2008

BaFin included the annual financial statements of 41 reinsurers in
its reporting on the statistic for financial year 2008. For the most
part these are stock corporations as well as one mutual insurance
association (Versicherungsverein auf Gegenseitigkeit) and two
insurance undertakings under public law.

The data in the tables below as well as in the Table Section
for 2008 are based on what are referred to as “industry
revenues”. These are calculated for each division as the
sum of the forms and records submitted by the
reinsurance companies. This not only allows for all values
to be reconstructed at any time but also for further
(consistent) data to be retrieved from the data records.

A disadvantage of this approach is that - depending on the
forms and records actually submitted - the number of
reporting reinsurance companies may fluctuate from table to
table. In respect of the industry data, however, this does not have
any significant impact because publication is made only after all
relevant companies have submitted correct data. In this way, a
complete survey is always ensured.

1 Situation with respect to
premiums

Reinsurance coverage is offered not only by reinsurers but also by
primary insurance companies engaging in reinsurance business.
The entire gross premiums written (GPW) collected in the
underwritten insurance business is distributed among reinsurers
and primary insurers as follows:

Table 5
Gross premiums in reinsurance business

Gross premiums written (€ m)

Year Reinsurance Primary insurers Total
companies (inward insurance business)

2008 38,431.0 4,190.2 42,621.2

2007 39,768.4 4,246.8 44,015.2

2006 43,334.4 4,793.9 48,128.3

2005 45,416.3 3,616.8 49,033.1

2004 47,246.4 3,811.3 51,057.7

Gross premiums written of pure-play reinsurers once again declined
in reporting year 2008. This continues the trend of the previous
years. However, following an 8.2% decline in 2007, the decline in
premiums over the reporting year was more moderate at 3.4%.
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Reinsurance business contributes
positively to invisible trade balance.

Firstly, the decline in premiums is attributable to the continued,
strictly risk-oriented underwriting policy of reinsurers; secondly,
premiums for reinsurance coverage declined worldwide across the
board in financial year 2008.

In 2009, reinsurers recorded a rise in premiums in some market
segments in the European and Asian round of renewals. In the
second half of 2009, however, the trend in premiums was on
the decline again in some insurance segments. As seen over
the entire year 2009, premiums remained at a low but
overall constant level. This trend also continued in the
round of renewals at the beginning of 2010.

With primary insurers, premium revenue diminished in

2009 by 1.3%, compared with a decline of 11.4% the

year before. The share of reinsurers in the total

underwritten insurance business was 90.2%, thus

remaining at about the level of the previous year (90.4%).
The number of primary insurers engaging in active
reinsurance fell over the reporting year from 162 to 158
companies, of which 36 were life insurers, 15 health insurers,
and 107 property/casualty insurers.

The premium volume of reinsurers in reinsurance business accepted
by domestic ceding insurers once saw a further decline (-12.6%
after -10.2% in the previous year); by contrast, the premium
volume of reinsurers increased in the foreign business (2.4% after -
7.0% in the previous year). The share of business accepted by
foreign ceding insurers rose during the reporting year to 65.2%
(previous year: 61.6%).

The insurance business accepted by all domestic insurance
companies from abroad - as measured in terms of gross premiums
written - was €27.0 billion and thus significantly higher than the
insurance business ceded abroad (€9.0 billion). That means that
domestic insurers made available more capacity to the international
reinsurance market than they themselves used, thereby making a
positive contribution to Germany'’s invisible trade balance.

Of the gross premiums written by pure-play reinsurers, €2.6 billion
was accounted for by facultative and €35.8 billion by obligatory
reinsurance business. Proportional reinsurance in the form of quota
share and surplus treaties made up the biggest share of total gross
premiums written, namely 78.4%.

The table provided below gives a breakdown of gross premiums
written of the pure-play reinsurers by specific insurance class:
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Table 6
Gross premiums written of reinsurers by insurance class

Insurance class Gross premiums written
2008 2008 2007 2006 2005 2004
€m %
General accident 1,262.2 3.3 3.4 3.5 4.0 3.7
Liability 3,439.2 8.9 9.6 O85 10.5 11.0
Motor 5,620.5 14.6 15.1 15.3 14.2 14.7
Aerospace/Aviation 394.2 1.0 1.1 1.4 3.0 3.4
Fire 5,712.1 14.9 14.6 14.0 15.4 15.0
Transport 1,739.7 4.5 4.6 4.2 4.1 3.5
Credit and suretyship 1,265.9 BES) 2 2.7 2.6 2.8
Aerospace/Aviation liability 617.8 1.6 1.6 2.6 1.6 11,3}
Other property insurance 5,180.1 13.5 12.8 11.7 12.0 11.8
Other casualty insurance 852.8 2.2 2.2 2.2 2.1 2.2
Property/casualty
insurance business 26,084.5 67.9 68.2 67.0 69.6 69.6
Life 10,770.0 28.0 27.1 28.6 26.8 2711
Health 1,576.5 4.1 4.7 4.4 3.6 3.4
Insurance business,
total 38,431.0 100.0 100.0 100.0 100.0 100.0

No serious changes in the breakdown of the reinsurance business of
the property and casualty insurance classes as well as the life and
health classes arose during the reporting year.

. Retrocession ratio declined to Pure reinsurers ceded €6.9 billion (previous year: €7.7 billion) of
17.8%. their gross premiums written totalling €38.4 billion (previous year:
€39.7 billion) to retrocessionaires. The retrocession ratio thus
reached 17.8% (previous year: 19.4%).

Reinsurers’ gross and net premiums earned by insurance class in
reporting year 2008 are given in Table 641 of Table Section.

2 Gross loss ratio

. Total claims burden remained at The year 2008 was a loss-intensive year from the perspective of
64.3%. reinsurers. Several serious natural disasters (storms, earthquakes

and floods) led to a rise in total economic losses and insured losses.
The worst natural disasters — as already in the past - occurred in
developing and emerging market countries where insured losses
are significantly below the related economic losses. The biggest
impact in terms of insured losses was made by Hurricanes Ike and
Gustav that raged, for the most part, in the Caribbean and in the
USA in August and September 2008, respectively. The biggest
insurance-relevant loss events in Europe were Winter Storm Emma
that swept over large parts of Central Europe in March 2008, and
Storm Hilal in May 2008. Major man-made disasters were largely
absent in reporting year 2008.
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Gross technical provisions
diminished to €126.6 billion.

Individual reinsurers in past years responded to the trend towards
more frequent and higher-coverage catastrophe losses by adjusting
their risk assessment and risk modelling of natural disasters. This
made it possible in some cases to better cushion claims burdens in
2008 compared with the previous years.

The gross claims ratio before settlement fell in 2008 from 55.8% to
55.0% of gross premiums earned. However, the total claims burden
- taking account of settlement results - was 64.3% and thus
remained unchanged at the previous year’s level.

The cost position of reinsurers remained constant, with the gross
cost ratio at 27.6% as in the previous year. The low level of past
years was thus maintained.

Reinsurers’ combined claims-cost ratio after settlement remained at
the previous year’s level of 91.9%. However, in net terms the value
deteriorated from 94.1% to 94.8%.

3 Technical provisions

Gross technical provisions declined by €4.5 billion (3.5%) to
€126.6 billion. In terms of gross premiums earned, this translated
into a slightly higher provisioning ratio for the overall business of
330.4% (previous year: 327.1%).

By far the most significant share is accounted for by provisions for
claims outstanding (€71.1 billion). This provision declined by 0.6%
compared with the previous year (-€0.4 billion) and now reaches
a provisioning ratio of 185.7% (previous year: 178.5%).
These figures reflect the claims burdens from 2008 on the
one hand, and the ongoing settlement of catastrophe
claims from the previous years on the other. The
premium reserve fell by €3.0 billion (8.2%) to
€33.1 billion.

The biggest share in gross technical provisions for claims
outstanding was accounted for, as in the previous year,
by the insurance classes liability insurance (€22.8 billion
or 31.9% of total gross provisions of reinsurers for claims
outstanding), motor insurance (€17.1 billion or 23.9%) and
fire insurance (€6.6 billion or 9.2%).

Given the worsening in claims experience, amounts could be
withdrawn from the equalisation provision (including similar
provisions) in individual insurance classes, especially in the case of
fire and motor. In the previous year allocations had still been
required in these insurance classes. By contrast, in other insurance
classes, particularly transport, other property insurance as well as
aerospace, a claims shortfall occurred that led to higher allocations.
Overall, the provision fell as a result of withdrawals by 6.2% and at
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the end of the reporting year stood at €15.1 billion (previous year:
€16.1 billion). This corresponds to 48.0% of net premiums earned
(previous year: 49.7%) or 11.9% of total technical provisions
(previous year: 12.2%).

Further details are provided in Tables 630 and 631 of the Table
Section.

4 Qverall underwriting result

The underwriting result of pure reinsurers is shown in the table
below:

Table 7
Underwriting result of individual classes

Insurance class 2008 2008 2007 2006 2005 2004
€m as % of respective premiums earned
General accident -278.6 -22.2 -20.7 -44.4 -53.5 3.0
Liability -204.9 -5.7 -7.4 1.8 -20.0 -8.5
Motor -689.5 -12.6 -3.4 -7.2 4.3 0.0
Aerospace/Aviation 101.5 26.0 12.6 42.3 25.1 31.2
Fire 1,102.0 19.5 22.2 34.5 -14.0 24.6
Transport -47.6 -2.7 12.1 -20.1 -38.4 3.8
Credit and suretyship 19.5 1.5 23.1 13.1 30.8 23.8
Aerospace/Aviation liability 74.3 11.8 13.0 20.9 48.4 63.3
Other property insurance 693.5 13.4 -5.4 17.0 -8.6 &
Other casualty insurance 166.2 19.0 -3.1 17.4 2.6 &
Property/casualty
insurance business 936.4 3.6 3.2 8.2 =8.7 11.4
Life 309.0 2.9 7.9 7.4 4.6 3.8
Health 22.8 1.5 4.6 3.2 -1.5 1.4
Total insurance business,
gross result 1,268.2 3.3 4.5 7.7 -4.9 9.0
Retro result -949.3 -13.7 -11.6 -21.5 5.5 -27.9
Net result 1 318.9 1.0 2.8 4.3 -4.7 3.8
Change in provision for
unexpired risks (URP) 0.0 0.0 0.0 0.0 0.0 0.0
Change in equalisation
provision® 990.8 3.2 -1.3 -3.1 -0.8 -5.6
Net result 2 1,309.7 4.2 1.5 1.3 -5.6 -1.7

%

The figure of the previous year cannot be easily calculated since the insurance class
Other property insurance (cl. 28) was added and new insurance classes wele inclu-
ded in the insurance class Other casualty (cl. 29) which until now had to be reported
on separately.

Including similar provisions.

-

. Reduction in gross underwriting In 2008, the gross underwriting profit generated by reinsurers
result in 2008. declined compared with the previous year to €1.3 billion (previous
year: €1.8 billion). This corresponds to 3.3% of gross premiums
earned (previous year: 4.5%). The decline in the result stems from
the soft market trend in the reinsurance area on the one hand, and
the slight rise in the major loss expenditure compared with the
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. Retrocessionaires’ participation in
claims of ceding insurers
disproportionately moderate.

relatively low claims burden of the previous year, on the other. Only
11 out of 41 reinsurers reported a gross underwriting loss in the
reporting year.

In 2008, primary insurers recorded in the underwritten insurance
business an increased gross underwriting profit of €0.4 billion,
corresponding to 10.1% of gross premiums earned (previous year:
€0.3 billion; 7.6% of gross premiums earned).

With pure-play reinsurers, business accepted from domestic ceding
insurers made a positive earnings contribution. In 2008 this
business generated a gross underwriting profit of €0.7 billion and
thus 5.1% of domestic premiums earned (previous year: -€0.6
billion; 3.8%). The rise was attributable among other things to
reinsurers’ restrictive underwriting policy. In insurance business
accepted from foreign ceding insurers, a gross underwriting profit
of €0.6 billion (2.3%) was once again reported following the
previous year’s gross underwriting profit of €2.4 billion (9.7% of
foreign premiums earned). The slight decline stems from the higher
major loss expenditure abroad.

After significantly contributing to the easing of reinsurers’ losses in
previous years, retrocessionaires participated in their losses to a
disproportionately moderate extent in the reporting year.
Consequently, a negative balance of €0.9 billion (13.7% of amounts
attributable to retrocessionaires) resulted for reinsurers in favour of
retrocessionaires. Reinsurers were left with a lower net
underwriting profit (= net result 1) of €0.3 billion, or 1.0% of net
premiums earned (previous year: €0.9 billion; 2.8%).

Unlike in the previous years, a withdrawal (€1.0 billion or 3.2% of
net premiums earned) was made from the equalisation provision as
well as the nuclear plant and pharmaceutical provision which favour
a balancing of risks over the period. The provision for unexpired
risks remained unchanged compared with the previous year. Net
underwriting result 2 — after interests of retrocessionaires and
changes through allocations to or withdrawals from the equalisation
provision as well as the provision for unexpired risks - increased to
€1.3 billion (4.2% of net premiums earned) and improved
significantly compared with the previous year (previous year:

€0.5 billion, 1.3%).

The net underwriting results achieved in the reporting year - in
each case before and after change in the equalisation provision and
similar provisions per insurance class - are given in Table 641 of
the Table Section.
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5 Net result

An overview of the breakdown of reinsurers’ net result in relation to
net premiums earned is given in the table below:

Table 8:
Breakdown of net result

Item 2008 2008 2007 2006 2005 2004
€m as % of net premiums earned
Net underwriting result 1 318.9 1.0 2.8 4.3 -4.7 3.8
Special allocation to
loss provision 0.0 0.0 0.0 0.0 -1.0 -0.8
Change in equalisation
provision, etc. 990.8 3.2 -1.3 -3.1 -0.8 -5.6
Net underwriting
result 1a 1,309.7 4.2 1.5 1.3 -6.5 -2.6
Current investment
income?) 11,019.4 35.1 38.2 30.5 22.6 22.0
Current investment
expenditure -2,722.5 -8.7 -7.7 -7.2 -5.3 -5.1
Current net investment
income?) 8,296.8 26.4 30.4 23.4 17.3 17.0
Other income from
ordinary activities -1,796.6 =57/ -3.4 =52 -5.6 -3.8
Operating result 7,809.9 24.9 28.6 19.5 5.2 10.6

Extraordinary result (incl.
provision for unexpired

risks) -1,039.3 -3.3 -0.9 0.8 1.6 -0.7
Profit for the year before

tax 6,770.6 21.6 27.7 20.3 6.7 9.8
Taxes -980.9 -3.1 -3.0 -0.1 -1.7 -0.8
Profit for the year

after tax 5,789.7 18.4 24.6 20.2 5.0 9.0
Profit/loss brought

forward 682.1 2.2 1.0 0.0 0.2 -0.8
Change in reserves -1,544.1 -4.9 -8.9 -7.8 2.1 -2.5
Net result 4,927.7 15.7 16.7 12.3 7.3 5.7

1 Allocated investment return transferred from the non-technical account (2008:

€1.2 billion).
. Investment volume of €230.9 billion Reinsurers’ investment volume (including deposit receivables) was
remained below the previous year’s €230.9 billion in the reporting year and thus below previous year’s

level. . o .
eve level (previous year: €231.0 billion), whereas current investment

income* declined by 12.1% to €12.2 billion (38.9% of net
premiums earned). The decline in current investment income was
chiefly attributable to the effects of the financial market crisis. The
current return on investments, as measured by the average
investment portfolio (including deposit receivables), fell to 5.3%
(previous year: 5.9%).

4 Including the technical interest to be recognised in the underwriting account but
excluding income on the realisation of investments as well as write-ups and
write-backs of the special reserve item.
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. More than half of investment income
in 2008 attributable to affiliates and
equity investments.

. Net return was 3.1%.

. Balance of exchange-rate gains and
losses negative.

. Operating result declined to
€7.8 billion.

The lion’s share of current investment income (56.0%) is accounted
for by income from affiliates and equity investments, i.e. to interest
for lendings and dividend income. This income type was
predominant, primarily due to the holding function exercised by
some reinsurers simultaneous with their reinsurance operations. A
further 9.9% of current investment income was generated from
interest paid on deposit receivables. Also of significance was the
income from bearer bonds and other fixed-income securities
(accounting for a share of 16.1%), as well as from shares,
investment units and other variable-rate securities (12.6%). Due to
the effects of the financial market crisis, current investment
expenditures rose to €2.7 billion (previous year: €2.5 billion).

Overall, reinsurers in 2008 generated current net investment
income?> of €9.5 billion (30.2% of net premiums earned). The
current return in relation to average investment portfolio including
deposit receivables stood at 4.1% (previous year: 4.9%).

Including other investment income such as capital gains on
disposal, write-ups and income on write-back of the special reserve
item (€14.6 billion), as well as other expenditures such as capital
losses on disposal, impairment losses and assumed losses

(€15.2 billion), the overall investment result worsened to

€7.2 billion (previous year: €9.9 billion). In financial year 2008, the
items Other income and Other expenditures included one-off
extraordinary effects. Net return in relation to the average portfolio
of investments including deposit receivables stood at 3.1% and
thus well below the previous year’s level (previous year: 4.2%).

An overview of the development seen with individual investment
types is provided in Table 610 of the Table Section.

The Other periodic result item in the general part of the income
statement witnessed a sharp decline (loss of -€1.8 billion or -5.7%
of net premiums earned) compared with the previous year
(previous year: -€1.1 billion; -3.4%). This is attributable among
other things to the fact that the balance of exchange-rate gains and
losses in the reporting year was -€0.1 billion worse than in the
previous year (+€0.1 billion). Overall, the higher loss is attributable
to a sharper rise in the Other expenditures item compared with the
Other income item.

The operating result® declined versus the previous year to

€7.8 billion (24.9% of net premiums earned; previous year: €9.2
billion; 28.6%). The decline stemmed from both the lower current
net investment income - due to the effects of the financial market
crisis = and the deterioration in the other periodic result. The
positive net underwriting result after change in the equalisation

5 Current investment income less current investment expenditures including technical
interest.

6 Sum of current net investment income, other income from ordinary activities and net
underwriting result 1 a (after special allocation to loss provision, after equalisation
provision, but before provision for unexpired risks).
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. Profit for the year before tax was
€6.8 billion.

. Net distributable profit of
€4.9 billion after allocations to
reserves and accumulated profits
brought forward.

. Valuation reserves of €33.7 billion
as at 31 December 2008.

provision and similar provisions were not able to offset the decline
in the operating result.

The non-periodic result” recorded a loss of -€1.0 billion (-3.3% of
net premiums earned) and thus deteriorated once again (previous
year: -€0.3 billion; -0.9%). This was largely caused by higher
profits transferred to the parent company and losses not assumed
by the parent company. Moreover, losses from the balance of
extraordinary income and expenditure were recorded in the
reporting year. Financial year 2008 also included one-off
extraordinary effects in the items Other income and Other
expenditures which had a negative impact on the non-periodic
result. Together with the operating result, this resulted in a much
lower net profit before tax of €6.8 billion (21.6% of net premiums
earned; previous year: €8.9 billion; 27.7%).

Net profit after tax was €5.8 billion (previous year: €8.0 billion).
This corresponds to 18.4% of net premiums earned. After taking
account of allocations to reserves of €1.5 billion (4.9% of net
premiums earned) and profits brought forward in the amount of
€0.7 billion, a slightly lower net distributable profit of all reinsurers
was achieved compared with the previous year of €4.9 billion or
15.7% of net premiums earned (previous year: €5.4 billion;
16.7%).

Of all reinsurers examined, six companies (previous year: two)
reported a net loss for the year and five companies (previous year:
three) a net accumulated loss in the reporting year. In some cases,
the net accumulated losses are attributable to loss carry-forwards.
With some companies the figures do not sufficiently reflect the
earnings position due to extraordinary factors.

6 Current value of investments
in 2008

Pursuant to section 54 of the Regulation on Insurance Accounting
(Verordnung Uber die Rechnungslegung von Versicherungs-
unternehmen - RechVersV), insurers are required to disclose those
investments stated in the balance sheet at their acquisition cost in
the notes to their annual reports at their current value as one
aggregate amount. Registered bonds, mortgage loans and other
receivables recognised at their nominal value pursuant to section
341c (1) of the German Commercial Code (Handelsgesetzbuch -
HGB) are exempted from current value disclosure.

7 Essentially: change in provision for unexpired risks, balance from realisation of
investments, write-ups and changes in special reserve item.
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Insurance companies are required to disclose the current values to
BaFin separately by investment class. Current values of
investments of primary insurers are reported on in the 2008
Insurance Statistic of BaFin. The figures of reinsurances are now
also available for 2008. This results in the following picture for
reinsurers:

Table 9
Current values of reinsurers

Reinsurance Carrying amounts Current values Hidden reserves
companies absolute share absolute share absolute share
€m in % €m in % €m as % of

carrying
amount

Land, land rights 1,408 0.6 3,275 1.2 1,867 132.6

and buildings

Investments

in affiliated 107,262 46.5 135,687 i3 28,425 26.5

companies

Shares 886 0.4 1,585 0.6 699 78.8

Investment units 21,195 9.2 22,080 8.3 885 4.2

Bearer bonds

and other fixed- 47,435 20.5 49,088 18.6 1,653 BED

income securities

Other investments 52,686 22.8 52,881 20.0 195 0.4

Total

investments 230,872 100.0 264,596 100.0 33,724 14.6

Of the valuation reserves as at 31 December 2008 amounting to
€33.7 billion, roughly 90.0% was accounted for by land, land rights
and buildings as well as by investments in affiliates and equity
interests. These investments are either not marketable at all or
very restricted in their marketability since for the most part they
relate to self-used business properties or group equity holdings.
Hidden reserves in shares and investment units (roughly 5.0%) are
heavily dependent on capital market trends.

The time lag between the reporting year and the publication of the
Annual Report of BaFin restricts the representativeness of this
point-in-time view and does not allow any conclusions to be made
regarding the current situation. Given the vulnerability of insurance
companies to unforeseeable (extreme) developments on the capital
markets - particularly declines in the prices of shares and
investment units accompanied at the same time by low interest rate
levels - BaFin is keeping a particularly close watch on the trend in
insurance companies’ hidden reserves, the impact on their results
of operations as well as their economic situation overall.
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. Equity of reinsurers was
€70.8 billion.

Reinsurers had own funds of
€68.8 billion.

7 Equity capital and own funds
in 2008

Reinsurers’ available equity excluding outstanding initial
contributions on subscribed capital saw a €0.2 billion decrease to
€70.8 billion, which represents a decline of 0.3%. Since premiums
still declined slightly, equity rose sharply in relation to gross
premiums written and net premiums written.

At the end of 2008, the solvency of reinsurers supervised in
Germany stood at €68.8 billion (previous year: €66.9 billion). At
the same point in time, the solvency margin was €6.4 billion
(previous year: €6.2 billion). The solvency margin ratio once again
rose slightly from 1,074% to 1,079%.

As before, the high level of own funds stems from the peculiarity
that in Germany some large reinsurers at the same time exercise a
holding function over an insurance group or financial conglomerate.
With these companies, a considerable portion of own funds is
needed not for covering reinsurance operations but for financing the
holding function. Adjusting for the values of holding companies, the
average cover rate of reinsurers supervised in Germany is still
277% (previous year: 261%), which is still well above the required
target amount.
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