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Insurance-Linked Securities — S| Re’s second

strategic pillar

SIRe follows a dual business strategy
based on the traditional reinsurance
market and the alternative capital
market. In traditional reinsurance,
we pursue a highly focused under-
writing strategy centred on European
direct insurance business in stand-
ard and selected specialty lines. In
addition to this deliberate focus on
traditional business, we diversify our
portfolio through a comprehensive
Insurance-Linked Securities (ILS)
underwriting strategy.

SIRe initially embarked on this dual
course in 2010 when it first underwrote
catastrophe bonds. We have been con-
sistently expanding our involvement in
ILS ever since. At the same time, we
have rigorously reduced our exposure
when the conditions of the new issues
did not meet our internal targets. After
almost ten years in ILS, we are very
pleased with what we have achieved. Be-
sides the diversification benefits in com-
bination with our insurance risks, our
portfolio has posted a net asset value
performance of over 56% since 2010.
The cumulated return on our assets has
thus outperformed the benchmark in-
dex, comprising various implemented
market strategies.

In 2017 and 2018, the alternative capital
market incurred some heavy losses, the
extent of which was initially hard to
quantify. Subsequently, this tied up a lot
of collateralised capacity. However, the
convergence market proved its resili-
ence and reliability as it emerged
strengthened from this consolidation
phase. As a result, SIRe decided in 2019
to incrementally increase its engage-
ment in the ILS market from up to USD
50 million to a maximum of USD 100 mil-
lion, provided the issues on offer meet
our requirements in terms of risk diversi-
fication and price quality. To achieve our
targets, we decided to avoid fixed invest-
ment sums in favour of investment rang-
es so we can focus exclusively on sus-
tainable investment options. Moreover,
we adopt an active approach based on
ongoing portfolio optimisation as op-
posed to a buy and hold strategy.

As of this year, we will manage our ILS
transactions through a standalone busi-
ness unit called «SIRe ILS Capital Mar-
kets». The new unit will be embedded
into our underwriting operations, as we
view ILS as part of our insurance portfo-
lio and therefore as an underwriting risk
rather than an investment risk. We,
therefore, review and manage ILS risks

with the same procedure and stringency
as our traditional insurance risks. This
ensures a coherent risk analysis of
SIRe’s overarching risk profile. It also
provides cost synergies, as it saves us
having to manage two separate quantita-
tive analysis systems. Moreover, we
measure the yield on ILS relative to the
capital committed, as we do with tradi-
tional reinsurance. This approach stems
from our viewpoint that only a holistic
and risk-based ILS evaluation combined
with the traditional reinsurance portfolio
will allow us to quantify and apply our di-
versification potential effectively.

FIGURE 1: SIRE’S DUAL BUSINESS
MODEL
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Robert Salzmann, who previously man-
aged the ILS portfolio as Head of Pricing
& ILS Analytics, will lead the new unit. In
the medium term, the team will recruit
people for the positions of ILS analysis,
cat/portfolio modelling and subsequent-
ly data analysis. The employees in charge
of modelling will also have an actuarial
role and create quantitative analyses for
both ILS and traditional reinsurance.
Robert Salzmann believes in integrating
modelling functions with actuarial opera-
tions to ensure a holistic perspective of

insurance risk, thus guaranteeing and
optimising diversification between ILS
and traditional reinsurance, while also

taking the required level of capital into
account.

A broad-based ILS portfolio reduces
volatility

From the outset, we have used our ILS
investments to diversify our insurance
risks. That has provided us with various
levers to manage our business and miti-

FIGURE 2: SIRE ILS INVESTMENT PERFORMANCE RELATIVE TO THE BENCHMARK

= SIRe ILS

160

150

140

130

120

110

100

90

Mar 2010
Sep 2010
Mar 2011
Sep 2011
Mar 2012
Sep 2012

Mar 2013

=== Eurekahedge ILS Advisers Index

Sep 2013
Mar 2014
Sep 2014
Mar 2015
Sep 2015
Mar 2016
Sep 2016

S| Re — Mutually yours

Sustainable, agile, committed

gate market fluctuations. Thus, we are in
the position to adjust to market fluctua-
tions.

The ILS risks are predominantly of pri-
mary and secondary nature and outside
Europe. They can be earthquake, tropi-
cal cyclones, atmospheric perils, floods
or wildfires. We anticipate further expan-
sion of covered risks and geographies
due to the World Bank initiatives regard-
ing ILS and technological advances. We
are always looking at new risk classes
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and we are prepared to underwrite such
new programmes provided they meet
our requirements.

Growth through ILS, but not at any

price

SIRe will remain prudent and only ex-

pand the ILS portfolio when the following

criteria have been met:

1. The transaction must improve diversi-
fication.

2. The risk and return requirements
must be met.

3. Sponsor and past transactions per-
formance, especially during stress si-
tuations, will be taken into account
when deciding on renewing transac-
tions.

4. The transactions must only have a
low level of financial market correlati-
on.

We also ensure we have protection by
accumulating fluctuation reserves for ex-
treme events, same as with our reinsur-
ance business.

ILS - a market with great potential

The convergence market is composed by
two thirds with collateralised insurance
solutions (e.g. collateralised reinsur-
ance, sidecars and industry loss warran-
ties) and by one third with tradable ca-
tastrophe bonds. We normally invest
only in the latter category. Alternative
capital has quadrupled in volume since
2010 and established itself as a reliable
additional capacity provider to the rein-
surance market. The market has contin-

ued to progress well despite the adverse
experiences of 2017 and 2018, when
sustained losses spanning across a
number of risk categories were incurred
for the first time. However, investors
acted in a considerate manner. In the
first nine months of 2019, alternative
capital fell slightly for the first time since
the 2008 financial crisis, before re-
bounding in the fourth quarter with USD
3.3 billion in new issues, mainly for natu-
ral catastrophe risks.

We believe the convergence market will
continue to grow over the long term.
With a volume of USD 93 billion, repre-
senting 15%, it accounts for a non-negli-
gible share of the total reinsurance capi-
tal. Moreover, the ILS market offers the
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capacities and solutions to close global
insurance gaps. That will also drive
growth over the coming years. Investors
in alternative capital had to learn some
lessons, but we see that as a positive de-
velopment for the industry and a
strengthening factor for the ILS market
alike. ILS investors continue to actively
pursue diversification opportunities.
Moreover, the low correlation of ILS with
financial market risks remains a key val-
ue proposition.

SIRe is establishing a good market
position
We are convinced that our dual business

model will strengthen SIRe’s market po-
sition in a sustainable manner.

FIGURE 3: DEPLOYMENT OF ALTERNATIVE REINSURANCE CAPITAL

@ Catastrophe bonds M Sidecars

90

M LWs

Collateralized Re

80

70

60

50

40

Limit (USD billion)

30

20

10

0

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 9M

2019

Source: Aon Securities Inc.



STEPS 1/20

S| Re — Mutually yours

Sustainable, agile, committed

S| Re increases premium volume again

SIRe increased premiums again by
+5.4% in the renewal period up to
1January 2020, thereby confirming
that its long-term strategy bears
fruit. The higher volume stems
mainly from the sustained pleasing
growth of new business, principally
with existing clients. We also
benefited from a higher premium
volume in the primary insurance

FIGURE 4: 1 JANUARY 2020 RENEWALS
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The insurance industry is still dealing
with the challenges arising from the ex-
cess capacity within the sector. In the
first nine months of 2019, dedicated re-
insurance capital increased by 8% to
USD 625 billion (Source: Aon). In par-
ticular, «rated» reinsurance capital grew
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by an impressive USD 44 billion, due to
renewed interest rate cuts and equity
market gains. The alternative capital
market, however, declined slightly in the
first nine months of 2019 for the first
time since the 2008 financial crisis. Yet,
the growing volume of new natural ca-
tastrophe Insurance-Linked  Security
(ILS) issues in the fourth quarter indicat-
ed a market revival.
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Following the almost record-high natural
catastrophe losses in 2017 and 2018 and
the consecutive capacity reduction — ini-
tially in the traditional reinsurance mar-
ket and subsequently the alternative
capital market — retrocession prices
rose in 2019 for the third consecutive
year. The price disparity between the re-
insurance and retrocession market thus
expanded further. Moreover, reinsur-
ance industry exposure to alternative
capital in the retrocession market rose
again. According to Moody’s, the share
of retrocession business covered by the
convergence market has tripled over the
past seven years. As a result, reinsurers
are increasingly more dependent on al-
ternative capital and are, therefore, more
exposed to the unpredictability of capital
market supply and demand dynamics.

For now, however, this dependence is
having a positive effect as rising retro-
cession prices are reinforcing pricing
discipline among reinsurers.

January 2020 renewals — rational
conduct despite diverging reinsur-
ance strategies

These developments over recent years
caused reinsurers to adopt contrasting
market strategies in the January 2020
renewals, leading to significant price and
capacity deviations by region, line,
claims experience and client relation-
ship. In programmes with a positive
claims experience, quite naturally almost
no price increases incurred. On the oth-
er hand, those programmes that report-
ed losses underwent significant price

FIGURE 5: LINE SPLIT BY UNDERWRITING YEAR AS OF 1.1.2020
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increases and even had to be restruc-
tured in some instances. While the over-
all capital level rose, many reinsurers
reduced capacity for the loss-affected
lines of business.

Growth through new business

SIRe traditionally renews almost its en-
tire portfolio at the end of the year. Near-
ly 95% of the portfolio was thus up for
renewal by 1 January 2020. The renewal
portfolio grew by EUR 8.5 million from
EUR 152.7 million to EUR 161.2 million.
Since the group business volume was
unchanged, the share of external busi-
ness rose from 63% to 68 %.

New business with existing cedents was
particularly pleasing with a 3.1% in-
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crease in volume, while new clients ac-
counted for 1.5% growth. This positive
trend has been continuing for five years
now and testifies to the growing value of
our brand.

Pricing level only exercised a moderate
influence on our volume with a 0.4% in-
crease. At the same time, this is the
fourth consecutive year where we have
seen positive price developments, indi-
cating the growing profitability of our
portfolio. The main price increases were
in marine, long-tail business, property
insurance (per risk) and catastrophe
covers following some major loss events
in the past three years. Capacity was
scarce in the more loss-affected lines,
namely marine, professional liability, and
engineering. This resulted in some major

price increases, allowing us to renew the
business at improved conditions and
even commit more capital to those pro-
grammes.

Furthermore, we transferred some of our
catastrophe capacity to higher layers in
order to gradually reduce our exposure
frequency and strengthen our strategic
position.

We also further diversified our geograph-
ical portfolio mix by entering the Hungar-
ian and Croatian markets for the first
time. There were no notable changes to
the line-mix apart from increased engi-
neering business.

France, Belgium and Luxembourg ac-
counted for over 50% of our premium
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growth, and we achieved price improve-
ments in those markets. We also grew
our business in Spain and ltaly and ob-
tained higher prices for loss-striken pro-
grammes in both markets. In addition,
we grew our market presence in almost
all Central and Eastern European mar-
kets from 4.4% to 5.7%. Growth in the
Scandinavian countries was also pleas-
ing: premium volume was up by almost
27% over the previous year due to our
ability to gain access to the more attrac-
tive long-tail business as well. In the
DACH region, some cedents refrained
from writing industrial business to return
to profitability. Overall, we maintained
our market share and grew our engineer-
ing business.
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S| Re strengthens its team by recruiting a
junior actuary with a passion for programming

In October 2019, a member of the IT
staff at a Zurich hospital detected irregu-
larities in the organisational computer
firewall. His discovery came in the nick
of time to limit the damage, since the
hospital had been attacked by an ag-
gressive Trojan virus. What kind of dama-
ge can a cyber-attack cause, and how
can insurers model the random damage
scenario of cyber-attacks more accura-
tely? These are the kind of questions that
Joachim Bosch, a young actuary who has
been working for SIRe since September
2019, loves to get to grips with. Indeed,
he finds them so fascinating that he de-
voted his Master’s thesis in actuarial sci-
ence at the University of Lausanne’s Fa-
culty of Economics to «shot-noise pro-
cesses) — a calculation method that
smooths out the effects of over-reac-
tions on a claims curve, which usually
takes some time to correct itself.

Joachim Bosch has already learned a
great deal in the short time that he has
been with SIRe since fall 2019. In the
1/1/2020 renewal period, he supported
the actuarial team with their pricing and
contract work in all business lines. Since
January, he has been working with his
colleagues on the optimal capital alloca-
tion in respect of the Swiss Solvency
Test. This applies when an insurer is able
to fulfil its liabilities to policyholders with
a sufficiently high degree of probability,
even under suboptimal conditions.

He is also working on a new model for
tropical cyclones, which will enable SIRe
to predict the patterns and loss intensity
of hurricanes. To create a model of this
kind requires extensive knowledge of
deep learning, big data and program-
ming, all of which Joachim Bdsch acqui-
red at the University of Lausanne. He
completed his studies at the Faculty of
Economics in 2019, thereby gaining a
Master’s degree in actuarial science.
During his studies, he also worked with a
start-up specialising in artificial intelli-
gence by establishing their initial busi-
ness plan.

On completing his studies, Joachim
Bosch moved from the west of Switzer-
land to Zug. He particularly appreciates
the corporate culture of his new employ-
er as well as getting the opportunity to
further develop his actuarial expertise
across all business lines.

Programming is still very much one of
Joachim Bosch’s passions and one to
which he still devotes much of his free
time. For the past nine months, he has
been working on a tool for automated
equity trading. For recreation, he enjoys
playing sports, in particular badminton,
table tennis and volleyball. Moreover, he
is into visiting museums. He is a fan of
kitsch art, with his favourites being the
French artists Pierre Commoy and Gilles
Blanchard. They have been working to-

gether since 1976 in creating colourful
worlds where painting and photography
meet. Joachim Bosch also intends to
take the examination of the Swiss Asso-
ciation of Actuaries in three years’ time,
once he will have acquired the necessa-
ry actuarial professional experience.
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