Challenging reinsurance market
environment

S| Re continues to grow in a
disciplined manner

Michael Reeder - a strong addition
to the SI Re Underwriting Team

SIRe

-PS 1/

Challenging reinsurance market environment

Reinsurers are looking back at a difficult
renewal round 2010, with prices and
conditions coming under pressure. The
severe recession of 2009 resulted in a
fall in insurance premiums in numerous
markets and lines of business and a drop
in insurance demand from both private
and commercial clients. This had imme-
diate repercussions for proportional
business. In general, cedants made
efforts to reduce their reinsurance costs
across the board.

At the same time, the meteoric recovery
of the capital markets and a business
year with exceptionally few major losses
led to significant improvements in rein-
surers’ capital strength, which by the
end of 2009 had exceeded even the pre-
crisis levels of mid-2007. Despite in-
creasing capacity and weak demand,
there has been no dramatic deteriora-
tion in prices as most reinsurers - re-
sponding to pressure from both rating
agencies and shareholders - have main-
tained strict underwriting discipline. This
behavioural pattern stands in marked
contrast to the late 1990s, when the
market share-driven underwriting policy
pursued by reinsurers was largely re-
sponsible for the ¢soft cycley.

Aside from cyclical developments and
economic trends on the supply and de-
mand side, the «flight to diversificationy

which is noted since 2008 has contin-
ued unabated. Primary insurers’ height-
ened awareness of counterparty risk in
the wake of the financial crisis has
caused them to seek reinsurance from a
greater number of providers. This has
certainly benefited small and medium-
sized players but it has also increased
the importance of reinsurance brokers
as a channel of distribution.

Solvency Il is still the most important de-
velopment on the regulatory horizon. Al-
though the outcome of the ongoing QIS5
consultation process remains unclear,
the new legislation is set to raise some
primary insurers’ capital requirement,
for the following four reasons: firstly,
regulators are consistently using natural
hazards with a return period of 250
years as their basis for calculating the
probable maximum loss (PML). Second-
ly, the EU is still working from an insol-
vency hypothesis of 0.5%, based on a
one-year probability of ruin; this point is
currently the subject of fierce political
debate, as many supervisory authorities
and rating agencies have a considerably
lower risk tolerance. Thirdly, market,
operational and credit risks (e.g. relating
to the bankruptcy of a reinsurer) will ex-
ert a considerable influence on cedants’
capital requirement over and above tra-
ditional insurance risks. Fourthly, small
and medium-sized insurers may not be

able to keep pace with larger, better-di-
versified companies, whose new sto-
chastic methods may help them achieve
a lower capital requirement and give
them greater flexibility in their pricing

policy.

Given this background, a considerable
number of European primary insurers
may fail to meet the minimum solvency
capital requirement and this may lead to
a round of consolidation, capital increas-
es and rising reinsurance demand. This
said, we believe Solvency Il issues played
a secondary role in the most recent re-
newals. The primary focus was on the
accelerating pace of consolidation and
on the fact that cedants may have fewer
and fewer reinsurers to choose from in
future.
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S| Re continues to grow in a disciplined Michael Reeder - a strong addition to the

manner

S| Re concluded a successful renewal
round in 2010. For the current year we
expect a total gross premium volume of
more than CHF 130 million, an increase
of some 4% after currency conversion. In

lines, such as property/fire/business
interruption.

Despite increasing capacity and modest
demand, reinsurance prices remained
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S| Re Underwriting Team

Michael Reeder, a 50-year-old German
national with impressive experience in
the reinsurance industry, joined the Sl
Re Underwriting Team on 1 March 2010.
As Senior Underwriting Manager, he will

says Michael Reeder. (S| Re is a profes-
sional and serious partner for its clients,
and | am delighted to be involved in fur-
ther cementing its market position.»
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business within SI Re’s total portfolio in-
creased from 65% to 67%. We are very
pleased to have achieved this growth
without compromising our strict profit-
ability standards, and we have success-

of market participants.

We are generally satisfied with the re-
sults of the recent renewal and were
once again able to achieve far greater
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a subsidiary and captive of Bayer AG. As
a non-life underwriter, he worked with
Cologne Re, the HDI, Converium, XL Re
and Allianz SE, amongst others, where
he was responsible for markets such as

protect their growing capital base with
reinsurance solutions, and demand for
non-proportional and more complex re-
insurance solutions increases.
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Spain and Portugal has largely failed to
meet our profitability criteria.

We were also able to further improve the
diversification of our portfolio during the
recent renewals. As can be seen from
the graphic, the weighting of motor liabil-
ity has been reduced in favour of other

weathered the tough operating condi-
tions in the reinsurance market as well
as specific factors such as the emer-
gence of additional capacity from new,
Swiss-based reinsurance branches and
subsidiaries.

(I chose Sl Re because of the experi-
enced reinsurance experts at the com-
pany. The team is the right size, the deci-
sion-making process is streamlined and |
can bring all my experience to bear in
building up a profitable portfolio in col-
laboration with my new colleaguesy,

er devotes his leisure time to art and has
a particular interest in Classical Moder-
nism and the Surrealists; he even picks
up a brush himself, when time permits.
He also collects antiquarian books and is
a keen sportsman.
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