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I Reinsurance Supervision in 2012

1 Authorised reinsurers

BaFin granted one reinsurer authorisation to commence
business operations in 2012. Four undertakings were
reclassified as reinsurance undertakings without business
activities because they stopped writing new business. Overall,
BaFin supervised a total of 44 reinsurance undertakings or
branch offices of reinsurance undertakings at the end of the

year under review (previous year: 43).

N\ g Table 1
td Number of reinsurers under legal supervision of BaFin

As at 31 December of the relevant year

2012 2011 2010 2009 2008
Relr.lsurance.u.nfiertakmgs with 30 33 35 38 41
business activities
Relr?surance.upc.:iertaklngs without 7 3 3 3 4
business activities
EEA branches 6 6 6 3 0
Third-country branch 1 1 1 0 0

2 Economic trends

. Slight overall increase Economic losses in the year under review were close to the long-
in premiums. term average, following the exceptional level of losses recorded in
2011 - the most loss-intensive year of all time. Insured losses also
declined significantly, putting the brakes on the slight upward trend
in prices for reinsurance coverage observed in the first half of the
year. Overall, the increase in premiums in 2012 was therefore only
slight to moderate.

The insurance industry was able to replenish or increase its capital
buffers, as the number of loss-intensive catastrophes was small,
especially in the first nine months of the year under review.
Reinsurance capacities were therefore more than adequate.
Additionally, a lot of capital flowed into the market because
investors were seeking a safe haven in the wake of the turmoil on
the financial markets.

Hurricane Sandy relieved the growing pressure on prices, especially
in North America, at the end of the year. However, one single major
loss event is not enough to push up prices across all markets, a
phenomenon that had already been observed during the renewals
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. Third most expensive year since
1980 despite a considerable drop

in claims expenditures.

process following the string of catastrophes in 2011. Another factor
was that a growing number of primary insurers — especially large
insurance groups — are increasing their retentions, which is also
putting pressure on prices.

In light of the persistently low interest rates, the profitability of
the insurance business is gaining prominence. Reinsurers are
therefore very interested in obtaining prices that adequately reflect
their risks. This objective is being pursued even in the case of
long-term customer relationships, which in turn may encourage

an opportunistic approach to buying reinsurance coverage. The
resulting fiercer competition in the reinsurance market is tending
to generate additional price pressure, which the reinsurers should
resist from a risk perspective.

Global overall economic losses in the year under review attributable
to natural disasters amounted to approximately US$170 billion,
approaching the long-term average of US$165 billion. Global insured
losses exceeded the long-term average of US$50 billion by US$20
billion, representing a year-on-year decline of more than 40%.

Table 2
Natural disasters in 2012 compared with the past ten years

Number of Overall Insured
Year events Fatalities losses losses Notable events
(US$m) (US$m)

Hurricane Sandy, drought
in the USA, earthquakes

2012 905 9,600 170,000 70,000 in Italy, severe weather
and tornadoes in the USA,
Hurricane Isaac

Earthquakes in Japan and
New Zealand, floods in

2011 820 27,000 380,000 105,000 o ormadocs in the
USA, Hurricane Irene
Earthquakes in Haiti, Chile

2010 970 296,000 152,000 PPYGCopl ood China, heatwavein

Russia, floods in Pakistan,
volcanic eruption in Iceland
Winter storm Klaus,

2009 900 11,000 60,000 22,000 tornadoes in the USA, hail
storms in Central Europe

Hurricanes in the USA and

2008 750 163,000 200,000 45,000  the Caribbean, winter storm
Emma
Winter storm Kyrill,

2007 1,025 16,000 83,000 26,000 oo R

2006 850 20,000 50,000 TEYOODR - oihduakeliniYogyakarta,
Indonesia

2005 670 101,300 227,000 TONCOC | Ticanes in the Atlantic,
earthquake in Pakistan

2004 640 233,000 150,000 48,000  Hurricanesin the Atlantic,
typhoon in Japan, tsunami

2003 700 109,000 65,000 16,000  Heatwavein Europe,
earthquake in Bam, Iran

2002 700 11,000 60,000 14,000  Floods in Europe

Source: Based on Munich Re NatCatSERVICE data

In 2012, Hurricane Sandy was by far the largest loss event,
accounting by itself for overall economic losses of US$65 billion
and insured losses (including losses covered by the National Flood
Insurance Program) amounting to an estimated US$30 billion.
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Sandy will go down in the insurance industry statistics (since 1980)
as the third most expensive loss.

The extent of the losses caused by Hurricane Sandy is attributable
firstly to the sheer size of the wind field: a total of approximately
1.5 million square kilometres were affected — an area roughly the
size of France, Germany, Italy and the United Kingdom together.
Secondly, the hurricane coincided with the spring high tide, with
the result that large parts of the East Coast of the United States
were hit by a storm surge of more than three metres. Thousands
of residential and commercial buildings, as well as key parts of the
infrastructure, fell victim to the floods; these included container
ports, subway stations, modern high-rise buildings, hotels, etc.
The direct flood damage was accompanied by a large number of
business interruption insurance claims. By contrast, wind damage
caused by the hurricane was limited.

L B X - The second major catastrophic event that emerged was the month-
& = .-‘,}'.; long drought in the Midwest of the United States. July 2012 was
Loy, , . the hottest month ever measured in the USA and, overall, the
i ST ><,' year went into the statistics as the hottest since temperature
¢ o P

( f R i "‘fl records began in 1895. At the same time, the longed-for rains

'y } . “-—hg.;, failed to materialise. The extreme drought caused considerable

\ ¥ A J(( losses to agriculture, which are generally covered by the

2 il public/private multi-risk crop insurance protection scheme.
‘ - Other sectors of the economy were also affected. For example,

b" the extreme drought adversely affected inland navigation

¥ on the Mississippi and cut power generation; the favourable
conditions also caused wildfires.

Around two-thirds of the insured losses worldwide in the year under
review were attributable to these two events.

Together with the losses caused by tornadoes, the USA accounted
for almost 90% of all insured losses — which in contrast to the
previous year were mainly attributable to the weather. In Europe,
the largest insured loss was caused by a series of earthquakes

in the northern Italian region of Emilia Romagna. Despite the
considerably lower level of claims expenditures compared with the
previous year, 2012 was the third most expensive year overall for
the insurance industry since 1980.

The first three months of 2013 were relatively kind to the insurers,
with only a few natural disasters causing insured losses worth
mentioning. Floods in Australia and Indonesia, as well as tornadoes
in the USA, are likely to result in insured losses running into the
hundreds of millions in each case. The most spectacular event was
the explosion of a meteor about 15 to 25 kilometres high in the
atmosphere above the southern Urals. The force of the pressure
wave was about thirty times greater than that of a nuclear bomb,
damaging thousands of residential and commercial buildings. No
fatalities were recorded, nor were there any appreciable insured
losses.
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Table 3
The five biggest natural disasters in 2012 measured by
overall loss

Ol Insured losses
Date Region Event Fatalities losses (US$m)
(US$m)
24 October - USA, .
31 October Caribbean Hurricane Sandy 210 65,000 30,000
June - 15,000 -
September USA Drought 100 20,000 17,000
2 March - USA Severe weather/ 41 5,000 2,500
4 March tornadoes
28 April - Severe weather/
29 April Ut tornadoes L ST 2500
2 -
8 June USA Severe weather/ 18 4,000 2,000
2 July tornadoes

Source: Munich Re NatCatSERVICE



<< back to contents

Il Statistical evaluation for 2011

II Statistical evaluation for 2011

The report on the statistics for financial year 2011 included the

annual financial statements of 34 reinsurers (previous year: 35),

plus the annual financial statements of one third-country branch

(Transatlantic Re). Most of them are stock corporations, one

is @ mutual insurance association (Versicherungsverein auf
Gegenseitigkeit) and two are insurance undertakings under
public law.

4
&

The data in the tables below, as well as in the Table Section,
is based on what is known as “industry revenue”. This
figure, which is calculated for each insurance segment,
is the total of the forms and records submitted by the
reinsurance undertakings. This not only allows all the values
to be reconstructed at any time, but also enables additional
(consistent) data to be retrieved from the data records if needed.

A disadvantage of this approach is that — depending on the
forms and records actually submitted - the number of reporting
reinsurance undertakings may differ from table to table. As far
as the industry data is concerned, however, this does not have
any significant impact, because it is only published after all the
relevant undertakings have submitted correct data, thus ensuring
completeness.

1 Premiums

Reinsurance coverage is offered not only by reinsurance
undertakings, but also by primary insurers engaging in reinsurance
business. The total gross inward reinsurance premiums can be
broken down as follows between reinsurers and primary insurers:

Table 4
Gross premiums in the reinsurance business

Gross premiums written (€m)

e ReinSESE (inwar: ::;:::rian::; tI!:ir:siness) fota)
2011 46,718.8 4,967.1 51,686.0
2010 43,307.0 4,058.9 47,365.9
2009 41,013.4 4,279.8 45,293.1
2008 38,431.0 4,190.2 42,621.2
2007 39,768.4 4,246.8 44,015.2
. Gross premiums written up for the In the year under review, gross premiums written by reinsurers
third year in succession. rose for the third year in succession. Growth was particularly

strong in 2011, at 7.9%. Overall, gross premiums written have
risen by more than one-fifth since 2008. Reinsurers last wrote
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. Growth in primary insurers’
premium income.

. Reinsurance business makes
positive contribution to balance of
trade in services.

more premiums than in 2011 back in 2004; however, at 44, the
number of reinsurers was considerably higher then than in the year
under review (35 undertakings). There is an evident trend towards
concentration in the reinsurance industry.

The strong rise in premiums in 2011 is likely to have been driven

by the robust growth in demand on the primary insurance markets
in the emerging economies, especially for property and casualty
insurance. The unusually high losses in the first quarter of 2011
also pushed up demand for coverage against risks related to natural
disasters and triggered rising reinsurance prices in the regions and
insurance classes affected by natural disasters. There was also
sustained strong demand for reinsurance as a capital substitute, not
least because of the persistently low levels of interest rates.

At approximately 22.4%, premium income from inward reinsurance
for primary insurers conducting reinsurance business grew at

a much faster pace than for pure reinsurers. As a result, the
proportion of the total inward reinsurance business accounted for by
reinsurers declined from 91.4% to 90.4% in the year under review.
The number of primary insurers engaging in active reinsurance
increased slightly from 153 to 154 undertakings in the year under
review, of which 35 were life insurers, 12 were health insurers and
107 were property/casualty insurers.

The decline in reinsurance acceptance from domestic ceding insurers
that has been observable for several years continued during the
year under review and amounted to 5.0% (previous year: 5.9%).
Gross premiums written which had been accepted from domestic
ceding insurers amounted to €11.6 billion; ten years ago, this
figure was approximately €20 billion. By contrast, the reinsurers
further expanded their foreign insurance business, whose growth
accelerated to 12.9% (previous year: 10.9%). Overall, reinsurance
business accepted from foreign ceding insurers increased from
71.9% to 75.2% in the year under review. Ten years ago, by
contrast, the share of reinsurance business accepted from domestic
ceding insurers accounted for almost half of all insurance business.

Measured in terms of gross premiums written, insurance business
accepted from abroad by all domestic insurance undertakings in
2011 (€37.1 billion) clearly exceeded insurance business ceded
abroad (€15.2 billion). That means that, as in previous years,
domestic insurers made available more capacity to the international
insurance market than they used themselves. The positive
contribution to Germany’s balance of trade in services increased
slightly to €21.9 billion in the year under review (previous year:
€18.5 billion).

Of the gross premiums written by reinsurers, €2.7 billion was
attributable to facultative and €44.0 billion to obligatory reinsurance
business. At 66.5% (previous year: 70.4%), proportional
reinsurance in the form of quota share and surplus treaties made
up the largest proportion of gross premiums written. However,
there are signs that the importance of proportional reinsurance

is diminishing, because its share of total reinsurance treaties has
dropped by almost twelve percentage points in the past two years.
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The table below gives a breakdown of the reinsurers’ gross
premiums written by class of business:

Table 5
Reinsurers’ gross premiums written by class of business

Gross premiums written

Class of business €m %

2011 2011 2010 2009 2008 2007
General accident 1,170.0 2.5 3.0 3.2 3.3 3.4
Liability 4,026.6 8.6 8.7 9.2 8.9 9.6
Motor 5,776.9 12.4 11.9 11.9 14.6 15.1
Aerospace/aviation 404.8 0.9 0.9 0.9 1.0 1.1
Fire 6,374.0 13.6 13.4 13.8 14.9 14.6
Transport 1,022.7 2.2 3B 4.0 4.5 4.6
Credit and surety 1,688.8 3.6 3.8 SED 33 32
Aerospace/aviation liability 630.4 1.3 1.7 1.7 1.6 1.6
Other property insurance 5,461.1 11.7 11.9 12.3 13.5 12.8
Other indemnity insurance 1,012.8 2.2 2.5 2.2 2.2 2.2
Property/casualty insurance 27,568.0 59.0 61.5 62.7 67.9 68.2
Life 14,622.3 31.3 29.9 30.3 28.0 27.1
Health 4,528.5 9.7 8.6 6.9 4.1 4.7
Total insurance business 46,718.8 100.0 100.0 100.0 100.0 100.0

Personal insurance again increased its share of the total insurance
business in the year under review, growing to more than two-fifths
for the first time. Ten years ago, life and health insurance only
accounted for just over a quarter. Growing life expectancy and
medical advances are driving flourishing life and health insurance
markets, including and especially in emerging economies. Because
of the persistently low interest rates, there is also continued high
demand from personal insurance companies for reinsurance as a
capital substitute.

Gross premiums written in the property/casualty insurance business
rose by around €1 billion, with gains recorded in particular by fire
and motor insurance. By contrast, transport insurance premiums
declined by around €0.5 billion. Among other factors, this trend

was probably attributable to unsatisfactory market prices due to
competition factors, together with the consequent reluctance of
reinsurers to underwrite new business.

. Reinsurers’ retentions rise by 2%. Reinsurers ceded €6.3 billion (previous year: €6.6 billion) of their
total gross premiums written of €46.7 billion (previous year: €43.3
billion) to retrocessionaires. As a result, the retrocession ratio
amounted to 13.5% (previous year: 15.2%), which reflects a 2%
increase in reinsurers’ retentions.

Table 641 of the Table Section provides details of reinsurers’ gross
and net premiums earned by class of business in the year under
review.
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. Total claims expenditures
increased to 77.1%.

. Gross loss ratio before settlement
increased to 73.0%.

2 Grossloss ratio

An extraordinary string of severe natural disasters occurred in
2011, making it the most loss-intensive year of all times. Global
overall economic losses amounted to approximately US$400 billion,
of which US$210 billion alone was attributable to the devastating
earthquake in Japan, including the subsequent tsunami. The
Japanese catastrophe resulted in insured losses of approximately
US$40 billion. Insured losses worldwide amounted to some US$119
billion (previous year: US$42 billion).

Other earthquakes, like the one in New Zealand, were the reason
why - unusually — geophysical events accounted for almost two-
thirds of overall economic losses and around half of insured
losses. In addition, with an insured loss of approximately
US$10 billion, the world’s most severe loss to date due to
flooding occurred in Thailand during the year under review. It
resulted in numerous indirect business interruption insurance
claims, some of them by businesses located far from the
flooded area. Global supply chains for manufacturing industry
are very vulnerable, a factor that is being viewed as an
increasing risk for the insurance industry.

The share of global insured losses accounted for by Asia rose to
an unusually high figure of 44% because of the large nhumber of
natural disasters there. Despite some hurricanes in the USA, there
were virtually no major loss events in North America and Europe.

The severe natural disasters in 2011 are also reflected in the

loss ratios. For example, the gross loss ratio before settlement
increased from 62.6% in the previous year to 73.0% of gross
premiums earned in the year under review. Similarly, total claims
expenditures - including settlement results — increased from 66.7%
to 77.1%. Even in 2005, a loss-intensive year, the loss ratios were
considerably lower, at 66.1% and - including settlement results -
73.3% respectively.

The gross expense ratio declined to 26.8% in the year under review
(previous year: 29.0%).

Overall, the reinsurers’ combined loss-expense ratio after
settlement increased from 95.7% in the previous year to 103.9% in
the year under review. On a net basis, the combined ratio rose to
102.7% (previous year: 97.4%).



<< back to contents

Il Statistical evaluation for 2011 13

. Gross technical provisions
increased to €133.2 billion.

. Mixed trends in the equalisation
provision.

3 Technical provisions

Gross technical provisions increased by €7.3 billion (5.8%) to
€133.2 billion. In terms of gross premiums earned, this translated
into a lower provision rate of 286.0% for the business as a whole
(previous year: 294.7%).

As in previous years, provisions for claims outstanding were by

far the most significant single item, accounting for €76.7 billion.
These provisions increased by 10.2% (€7.1 billion) year-on-year,
taking the provision rate to 164.8% (previous year: 163.4%). These
figures reflect firstly the high claims expenditures dating from 2011
and secondly the ongoing settlement of catastrophe losses from
previous years. The premium reserve increased slightly by 3.1% in
the year under review to €35.5 billion (previous year: €34.0 billion).

As in the previous year, the largest share of gross technical
provisions for claims outstanding was attributable to the following
classes of business: liability insurance at €25.1 billion (33.1% of
reinsurers’ total gross provisions for claims outstanding), motor
insurance at €15.4 billion (20.3%) and fire insurance at €12.0 billion
(15.6%). In the previous year, provisions for claims outstanding in
the fire insurance class had only amounted to €6.2 billion, and it is
clear that the unusually high losses in 2011 resulted in a sharp rise
in fire insurance provisions.

Trends in the equalisation provision (including similar provisions)
were very mixed in the year under review. Reinsurers had to
withdraw significant amounts from the equalisation provision in
some classes of business, such as transport insurance (-21.3%).
In other classes of business, on the other hand, they had to make
appropriations, for example in general accident insurance (81.7%).
The most conspicuously high withdrawals, however, related to

fire insurance (€2.8 billion or -56.6%); these were presumably
attributable to the unusually high losses in the year under review.

The high level of withdrawals from the equalisation provision for

fire insurance also affected the overall equalisation provision. In
total, the provision declined significantly (-9.8%) because of the
withdrawals, amounting to €12.7 billion at the end of the year under
review (previous year: €14.1 billion). This corresponds to 31.5% of
net premiums earned (previous year: 38.9%) or 9.5% of total gross
technical provisions (previous year: 11.2%).

Further details can be found in Tables 630 and 631 of the Table
Section.
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4 QOverall underwriting result

The reinsurers’ underwriting result is shown in the following table:

Table 6
Underwriting result by class of business

2011 2011 2010 2009 2008 2007
Class of business

€m as % of premiums earned
General accident 258.2 21.8 10.2 -2.3 -22.2 -20.7
Liability 1.7 0.0 =218 -28.2 =5.7/ -7.4
Motor -119.2 -2.2 =35 =il.2) -12.6 -3.4
Aerospace/aviation 153.4 39.4 21.2 30.8 26.0 12.6
Fire -4,604.5 =727/ o) ByS! 19.5 2287
Transport 82.0 7.2 0.5 7.1 -2.7 12.1
Credit and surety 629.6 37.8 7.3 -38.2 1.5 23.1
ﬁ:gﬁistsace/a"ia”o” 190.8  28.9 16.0 7.0 11.8 13.0
Other property insurance 196.5 3.6 10.3 15.0 13.4 -5.4
Other indemnity insurance -73.6 -7.3 9.6 13.0 19.0 -3.1
E;f;:gcasualty -3,285.1  -12.0 1.2 6.3 3.6 3.2
Life 765.0 5.6 6.3 7.6 2.9 7.9
Health 60.5 1.3 0.6 -1.4 1.5 4.6
Izts?:‘;::"rgar:: rocule | “2401.1 -5.2 2.7 6.2 3.3 a5
Retrocession result 765.0 2.3 -11.0 -21.4 <1157/ =ilil.7/
Net result 1 -1,636.1 -4.1 1.2 3.5 1.0 2.8
E::)':gler;z z;‘l’(‘gsmn for 0.0 0.0 0.0 0.0 0.0 0.0
fehsae':sz in SRR 1,381.9 3.4 0.2 2.5 3.2 1.3
Net result 2 -254.2 -0.6 1.0 6.0 4.2 1.5

* Includes similar provisions.
. Slump in gross underwriting result. The reinsurers’ gross underwriting result declined sharply in 2011

due to the unusually high level of losses. Although they generated a
profit of €1.2 billion in the previous year, they posted a loss of €2.4
billion in the year under review. This corresponds to -5.2% of gross
premiums earned (previous year: 2.7%) and is thus slightly higher
than the gross loss most recently suffered in 2005 (-4.9%). At €4.6
billion, the loss in the fire insurance class was pronounced. Due to
the unusually high claims expenditures, seven of the 35 reinsurers
reported a gross underwriting loss in the year under review,
compared with only two in the previous year.

The primary insurers also reported a decline in their gross
underwriting profit in 2011 from insurance business accepted,
although this was far less pronounced due to their substantially
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. Retrocessionaires accounted for a
disproportionately large share of
the losses of ceding insurers.

lower international exposure. Their gross profit declined from
€0.5 billion in the previous year to €0.3 billion in the year under
review, representing 5.2% of gross premiums earned (previous
year: 12.1%).

For the reinsurers, business accepted from domestic ceding insurers
made a positive contribution to earnings. In 2011, this business
generated a gross underwriting profit of €0.6 billion, or 5.2% of
domestic premiums earned (previous year: €0.9 billion, or 7.2%).
For business accepted from foreign ceding insurers, the previous
year’s gross underwriting profit (€0.3 billion; 0.9% of foreign
premiums earned) turned into a gross loss of €3.0 billion (-8.6%).
This significant loss is attributable to the unusually high losses,
primarily in Asia.

In the year under review, retrocessionaires accounted for a
disproportionately large share of the losses of ceding insurers

for the first time since 2005. For the reinsurers, this resulted

in a positive balance of €0.8 billion to the detriment of the
retrocessionaires, corresponding to 12.3% of the amounts
attributable to retrocessionaires (previous year: €-0.7 billion;
-11.0% of amounts attributable to retrocessionaires). As a result,
the reinsurers’ gross underwriting loss declined to €1.6 billion

(= net result 1), equivalent to 4.1% of net premiums earned
(previous year: €0.4 billion; 1.2% of net premiums earned).

In the year under review, reinsurers withdrew €1.4 billion (3.4% of
net premiums earned) from the equalisation provision and similar
provisions that enable risks to be balanced over time. The provision
for unexpired risks was virtually unchanged year-on-year. The net
result 2 — which includes contributions from retrocessionaires and
changes due to allocations to and withdrawals from the equalisation
provision and the provision for unexpired risks — decreased to €-0.3
billion (-0.6% of net premiums earned), representing a significant
year-on-year decline (previous year: €0.4 billion; 1.0%). However,
the high underwriting loss of €2.4 billion was significantly reduced
by the contributions from retrocessionaires and the withdrawals
from the equalisation provision.

Table 641 of the Table Section shows the net underwriting results by
class of business - in each case before and after the change in the
equalisation provision and similar provisions.
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5 Net result

The summary below shows the breakdown of reinsurers’ net results
in relation to net premiums earned:

Table 7
Breakdown of net result

2011 2011 2010 2009 2008 2007
Item

€m as % of net premiums earned
Net underwriting result 1 -1,636.1 -4.1 1.2 3.5 1.0 2.8
Special allocation to 0.0 0.0 0.0 0.0 0.0 0.0
claims provision
Change in equalisation 1,381.9 3.4 0.2 2.5 3.2 13
provision, etc.
Net underwriting result 1a -254.2 -0.6 1.0 6.0 4.2 1.5
Current investment 10,349.8  25.6 25.3 19.5 35.1 38.2
income
Current investment -2,142.4 -5.3 -4.9 -5.2 -8.7 7.7
expenses
F:urrent*net investment 8,207.4 20.3 20.4 14.4 26.4 30.4
Income
Other result from ordinary - _; -, ¢ 3.7 4.4 3.3 5.7 3.4
activities
Operating result 6,478.6 16.1 17.0 17.0 24.9 28.6

Non-periodic result
(incl. provisions for -1,096.5 -2.7 1.3 6.5 -3.3 -0.9
unexpired risks)

Profit for the year

5,382.1 13.3 18.3 23.5 21.6 27.7
before tax
Taxes -684.3 -1.7 -3.0 -4.2 -3.1 -3.0
Profit for the year 4,6907.8  11.6 15.3 19.3 18.4 24.6
after tax
Profit/loss brought 212.3 0.5 0.3 1.4 22 1.0
forward
Change in reserves -319.6 -0.8 =22 =5.7 -4.9 -8.9
Net result 4,590.5 11.4 13.4 15.1 15.7 16.7

* Excludes investment return allocated from the non-technical account (2011: €1.2 billion).

. Investment volume up by 3.4% to Reinsurers’ investment volume (including deposits retained)
€241.9 billion. increased by approximately 3.5% to €242.1 billion (previous

year: €234.0 billion). Current investment income? increased by
9.9% to €11.6 billion (28.7% of net premiums earned). However,
the share of net premiums earned accounted for by current
investment income declined slightly because of the faster 11.5%
growth in net premiums earned due to the increased retentions.
As a proportion of the average investment portfolio (including
deposits retained), the current yield increased to 4.9% (previous
year: 4.6%).

. Further rise in investment As in the previous years, the largest portion of current investment
!”Co"ge frotm affiliates and equity income was attributable to income from affiliates and equity
Investments.

investments, i.e. to interest on loans and profit distributions,

* Includes the technical interest to be recognised in the underwriting account, but
excludes gains on the disposal of investments as well as write-ups and reversals of
the special tax-allowable reserves.
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. Net return was 3.7%.

. Reduced negative balance of
exchange rate gains and losses.

accounting for 61.0% (previous year: 58.4%). This type of

income played such a major role mainly because some reinsurers
also exercise a holding company function in addition to their
reinsurance activities. The further increase in this income to
approximately €0.9 billion also reflects the growing capital strength
of the affiliates, despite an adverse capital market environment
and high levels of claims expenditures in some cases. Another
9.2% of current investment income was attributable to interest
received on deposits retained. Income from bearer bonds and other
fixed-income securities, accounting for 15.9%, and from shares,
investment units and other variable-rate securities (7.5%), was
also significant. However, the level of this investment income only
changed marginally. Current investment expense, i.e. depreciation/
amortisation and administrative expenses, increased significantly
by 21.5% to €2.1 billion (previous year: €1.8 billion). This is due
primarily to higher administrative expenses.

Overall, reinsurers generated current net investment income? of
€9.5 billion (23.4% of net premiums earned) in 2011, corresponding
to a year-on-year increase of 7.6%. The current return in relation to
the average investment portfolio, including deposits retained, was
4.0% (previous year: 3.8%).

The reinsurers’ investment result amounted to €8.7 billion (previous
year: €9.2 billion). This figure includes both other investment
income, such as disposal gains, write-ups and income from the
reversal of the special tax-allowable reserves amounting to €3.4
billion (previous year: €2.7 billion), as well as other expenses such
as disposal losses, write-downs and loss absorption amounting

to €4.2 billion (previous year: €2.3 billion). The decline in the
investment result is primarily attributable to higher disposal losses
and higher write-downs, which increased respectively by more than
twofold and by almost two-thirds year-on-year. This also clearly
reflects the worsening government debt crisis in the peripheral
eurozone countries in the year under review. In consequence, the
net return — measured as a proportion of the average portfolio of
investments, including deposits retained — declined slightly to 3.7%
(previous year: 4.0%).

Table 610 of the Table Section provides a summary of the
performance of each investment type.

The other result from ordinary activities in the general section of
the profit and loss account improved slightly from €-1.6 billion in
the previous year to €-1.5 billion (-3.7% of net premiums earned)
in the year under review. The balance of exchange rate gains and
losses contained in this figure amounted to €-0.1 billion (previous
year: €-0.7 billion). Overall, the lower loss is due to a stronger
increase in other income compared with other expenses.

The operating result? increased slightly year-on-year to €6.5
billion (16.1% of net premiums earned; previous year: €6.3

2 Current investment income less current investment expenses including technical
interest.

3 Total of current net investment income, other result from ordinary activities and net
underwriting result 1a (after special allocation to provisions for claims outstanding,
after equalisation provisions, but before provisions for unexpired risks).
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. Profit for the year before tax of
€5.4 billion.

. Net retained profits after
allocations to reserves and profits
brought forward amounted to €4.6
billion.

. Valuation reserves amounted to
€35.6 billion as at 31 December
2011.

billion; 17.4%). This improvement resulted in particular from
higher current investment income, which more than offset both
the net underwriting loss attributable to the unusually high claims
expenditures and the slightly reduced loss from other ordinary
activities.

With a loss of €1.1 billion (-2.7% of net premiums earned), the
non-periodic result* deteriorated significantly (previous year: €0.4
billion; 1.0% of net premiums earned). This was attributable
primarily to the significantly lower other investment result. Together
with the operating result, this led to a significant decrease in profit
for the year before tax to €5.4 billion (13.3% of net premiums
earned; previous year: €6.6 billion; 18.3% of net premiums
earned) - the worst profit for the year since 2005.

The profit for the year after tax amounted to €4.7 billion (previous
year: €5.6 billion), corresponding to 11.6% of net premiums
earned. Ultimately, after allocations to reserves of €0.3 billion
(0.8% of net premiums earned) and profits brought forward of €0.2
billion, net retained profits for all reinsurers decreased slightly year-
on-year to €4.6 billion, or 11.4% of net premiums earned (previous
year: €4.8 billion; 13.4% of net premiums earned).

The 2011 net result is remarkable in light of the unusually high
claims expenditures and the difficult capital market environment. Of
all reinsurers examined, only two undertakings reported a net loss
for the year under review (previous year: four) and four reported
net accumulated losses (previous year: five).

6 Fair values of investments

Under section 54 of the Regulation on Insurance

Accounting (Verordnung lber die Rechnungslegung von
Versicherungsunternehmen - RechVersV), insurers are required

to disclose in the notes to the annual financial statement the fair
values of investments recognised at cost or nominal value. The

fair values of investments by primary insurers are reported in
Tables 14 to 18 of the narrative section of the BaFin statistics -
Primary insurance undertakings and pension funds. The figures for
reinsurers are now also available for that financial year. The picture
for reinsurers is shown in the following table:

4 Essentially: change in provisions for unexpired risks, balance from the disposal of
investments, write-downs and write-ups of investments, and changes in special tax-
allowable reserves.
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Table 8
Fair values of reinsurers
As at 31 December 2011

Carrying amounts Fair values Hidden reserves
Share
Absolute Share Absolute Share Absolute as % of
€m in % €m in % €m carrying
amount
Land, land rights 1,448 0.6 3,331 1.2 1,884 130.1
and buildings
Investments in
affiliates and equity 109,024 45.0 137,022 49.3 27,998 25.7
investments
Shares 2,483 1.0 2,865 1.0 382 15.4
Investment units 23,846 9.8 26,569 9.6 2,724 11.4
Bearer bonds and
other fixed-income 51,536 21.3 53,854 19.4 2,318 4.5
securities
Other investments 53,756 22.2 54,096 19.5 340 0.6
Total investments 242,092 100.0 277,738 100.0 35,645 14.7

In the year under review, the structure of reinsurers’ investment
portfolios shifted away from bearer bonds and other fixed-income
securities, the volume of which declined by approximately €1 billion.
This led to increases in shares, investment units and especially
other investments, which include in particular notes receivable and
registered bonds. Bearer bonds and other fixed-income securities
are likely to become less attractive in light of the continuing low
interest rate levels.

About 83.8% of the valuation reserves as at 31 December 2011
amounting to €35.6 billion were attributable to land, land rights
and buildings, as well as to investments in affiliates and equity
investments. These investments are either not marketable at all
or very restricted in their marketability, because most of them
are commercial land used for the companies’ own purposes or
intra-group equity investments. The hidden reserves in shares
and investment units (about 8.7%) are heavily dependent on the
performance of the capital markets.

Bearer bonds and other fixed-income securities accounted for
6.5% of hidden reserves in the year under review. This figure for
the previous year was only 4.5% The share of hidden reserves
in the carrying amount of these investments also increased by
1.4 percentage points. This again reflects the effects of the
persistently low levels of interest rates, which result in sharp
increases in the prices of higher-yield securities.

The time lag between the year under review and the
publication of BaFin’s reinsurance statistics limits the
informative value of this snapshot analysis and does not
permit any conclusions to be drawn about the current situation.
Given the vulnerability of insurance undertakings
to unforeseeable (extreme) developments on the capital
markets — particularly declines in the prices of shares and
investment units accompanied simultaneously by low interest-rate
levels — BaFin is keeping a particularly close watch on the trend in
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. Reinsurers’ equity virtually
unchanged.

Reinsurers had own funds of
€69.1 billion.

insurance undertakings’ hidden reserves, the impact on their results
of operations as well as their economic situation overall.

7 Equity and own funds

Reinsurers’ available equity, excluding outstanding contributions

to subscribed capital, increased slightly by €0.1 billion to €71.4
billion. The slight increase in equity is remarkable in light of the
unusually high claims expenditures and the difficult capital market
environment. By contrast, the ratio of equity to gross and net
premiums written declined sharply once again due to the rise

in premiums. Whereas equity still accounted for 224.1% of net
premiums written in 2008, this figure dropped to 176.8% at the end
of the year under review (previous year: 194.2% of net premiums
written).

At the end of 2011, the reinsurers supervised in Germany had own
funds amounting to €69.1 billion (previous year: €68.7 billion). As
at the same date, the solvency margin was €6.8 billion (previous
year: €6.4 billion). As a result, the solvency margin ratio again
declined slightly to 1,019% (previous year: 1,080%).

As in previous years, the reason for the high level of own funds
is the unusual feature of the German insurance industry that
certain large German reinsurers are also holding companies for
an insurance group or financial conglomerate. These companies
require a considerable portion of own funds not to meet the capital
requirements of their reinsurance operations, but to finance their
holding company function. Eliminating the figures relating to the
holding company function produced an average solvency margin
ratio of 273% (previous year: 295%) for reinsurers supervised

in Germany in financial year 2011, which is thus well above the
required target ratio.
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