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German Non-Life Insurers’ Focus on
Rates Improves Profitability

he German non-life insurance market has proved to be resilient, as it continued to
enjoy growth in 2011 and is expected to remain robust in 2012.

In 2011, the sector recorded its strongest annual percentage increase in premiums
since 2003. The primary contributor to such growth was motor business, with motor
gross premiums written (GPW) increasing by an estimated 3.6% in 2011 as rates were
lifted after years of inadequate pricing.

Insurers have also been able to increase rates for liability insurance. After the global
financial crisis, it appears that insurers are evaluating risks more closely before under-
writing. Pricing for most other property/casualty (P/C) risks has been stable.

Non-life insurers are increasingly focusing on underwriting profitability as the low
interest rate environment in Germany continues to suppress investment income. Addi-
tionally, insurers are adjusting their investment portfolios to take account of this new
reality, concentrating on sectors that offer higher yields.

Motor Market Drives Non-Life Insurance Growth

The German non-life insurance market expanded by 2.5% to reach EUR 56.6 billion of
premium income in 2011 (see Exhibit 2). This reflected Germany’s continued eco-
nomic recovery since 2009, with gross domestic product (GDP) increasing by 3.1% in

Exhibit 1
Germany Non-Life — Top 20 Insurers (2009-2011)

(EUR Thousands)
Gross Combined
Gross Premiums Written Ratio (%)
Rank Company 2009 2010 2011 2009 2010 2011
1 Allianz Versicherungs-AG EUR 9,100,348 EUR 8,943,094 EUR 8,906,456 97.9 104.2 105.4
2 AXA Versicherung AG 3,258,686 3,176,351 3,544,571 98.6 105.6 103.4
3 R+V Allgemeine Versicherung AG 2,604,750 2,716,359 3,023,753 104.6 105.5 102.3
4 Allianz Global Corporate & Specialty AG 2,338,663 2,408,614 2,725,443 843 905 97.2
5 HDI-Gerling Industrie Versicherung AG 2,523,548 2,529,877 2,720,547 107.8 100.3 109.8
6 ERGO Versicherung AG 1,676,390 2,643,064 2,711,532 958 953 944
Analytical Contact 7 Generali Versicherung AG 1,690,410 1,623,888 1,596,909 96.4 97.7 96.7
Grace Panti-Amoa 8 LVM Landwirtschaftlicher Versicherungs 1,389,557 1,458,399 1,553,328 99.1 103.1 96.4
+44.20 7397 0331 9 R+V Versicherung AG 1,146,733 1,371,189 1,492,356 100.1 102.4 106.6
Grace.Panti-Amoa@ 10 Gothaer Allgemeine Versicherung AG 1,400,400 1,402,370 1,426,021 98.9 100.6 97.2
ambest.com 11 Wuerttembergische Versicherung AG 1,304,758 1,324,110 1,379,816 91.8 98.8 925
o 12 VHV Allgemeine Versicherung AG 1,264,793 1,373,671 1,372,433 103.9 102.3 102.3
+44 90 7397 0264 13 HUK-COBURG Haftpflic_ht-Unter_stuetzungs 1,299,109 1,319,392 1,363,568 94.3 100.1 102.6
Sam.Dobbyn@ambest.com 14 HUK-COBURG-AIIge_rneme Versicherung AG 1,121,797 1,168,984 1,248,488 91.4 96.3 98.1
15 SV SparkassenVersicherung Gebaeudevers 1,201,832 1,201,210 1,232,613 105.2 101.5 97.7
: 16 AachenMuenchener Versicherung AG 1,020,231 1,029,609 1,074,030 941 912 91.2
\F({Viigaéggf it 17 Bayerischer Versicherungsverband Versicherung 977,694 1,026,060 1,058,561 108.7 108.9 106.9
18 Westfaelische Provinzial Versicherung 1,017,757 1,027,338 1,039,749 924 96.5 94.3
T 19 DEVK Allgemeine Versicherungs AG 896,143 951,679 995,232 101.0 1009 98.4
Eglgg;rl]a’\llol\glnz:agement 20 Landschaftliche Brandkasse Hannover 954,041 960,457 989,128 94.6 101.4 98.1
Source: <<@>>»BestLink - Global Statement File
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Exhibit 2
Germany Non-Life & Life — Key Market Statistics
(2007-2011)
Indicator 2007 2008 2009 2010 2011
Population (Millions) 82.26 82.12 81.88 81.76 81.78
Gross Domestic Product (EUR Billions) 2,428.50 2,473.80 2,374.50 2,476.80 2,570.80
Change in Real GDP (%) 3.39 0.81 -5.08 3.56 3.06
Inflation (%) 312 1.13 0.84 1.85 2.27
Unemployment Rate (%) 8.78 7.60 7.74 7.06 5.98
Insurance Penetration (%)
Life 3.25 3.22 3.59 3.65 3.38
Health 1.21 1.23 1.33 1.34 1.35
Non-Life 2.24 2.21 2.30 2.23 2.20
Total 6.71 6.65 7.22 7.22 6.93
Insurance Premiums Written (EUR Billions)
Life 78.97 79.59 85.25 90.35 86.80
Health 29.46 30.33 31.47 33.27 34.68
Non-Life 54.50 54.62 54.70 55.22 56.62
Total 162.93 164.54 171.42 178.84 178.10
Change in Total Premium Volume (%) 0.61 0.99 4.18 4.36 -0.41

Sources: International Monetary Fund, World Economic Outlook Database, April 2012; Gesamtverband der Deutschen Versicher-
ungswirtschaft

2011, although the International Monetary Fund predicts GDP will grow at a slower
rate, expanding by just 0.6% in 2012 and by 1.5% in 2013. Germany’s economic upturn
has been supported by a decline in unemployment and low inflation, which is forecast
to decline to 1.9% in 2012 from 2.3% in 2011. However, weakening global demand for
German exports and the continued uncertainties regarding the Eurozone sovereign
debt crisis may dampen economic growth prospects.

Motor insurance underpinned the growth in non-life premiums in 2011 as the sector
strengthened rates. According to data from the German insurance trade association, Gesam-
tverband der Deutschen Versicherungswirtschaft (GDV),in 2011 GPW for motor risks was
EUR 20.9 billion (36.9% of total non-ife premium in 2011), compared with EUR 20.2 billion

ayear earlier (see Exhibit 3).

Exhibit 3
Germany Non-Life — Gross Premiums Written
By Line of Business With Market Shares

(2009-2011)
(%)

In some cases, insurers were able to push
through rate increases of as much as 10%
for motor third-party liability after years
of inadequate rates. Rates for motor fleets
were also increased, while some insurers
cancelled policies that were attracting
high losses. It is worth noting that the
motor fleet insurance market in Ger-
many is unique in comparison with other
European markets, as insurers are able to
increase rates in some instances - or even
cancel policies - midway through the
year.

Motor rate rises are expected to continue
throughout 2012, although claims remain
high. Despite rate increases, motor busi-
ness remains unprofitable, and in 2011

I Motor M Property  General Liability [l Private Accident
Legal Expenses [ Marine Credit & Surety M Roadside
Assistance
EUR 56,615 mi(l)lign EUR 55,219 million  EUR 54,701 million
— . 0.3
60,000 4 %; // % ?
50,000 [ 5.9 59
N 115 117
40,000 [~ 12.2 12.5
30,000 - 273 27.4
20,000 [~
10,000 | 36.9
0 1 1 J
2011 2010 2009
Source: Gesamtverband der Deutschen Versicherungswirtschaft

this class of business incurred the greatest
losses. Exhibit 4 shows combined ratios
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have been increasing for motor, reaching Exhibit 4

107.4% in 2010 and 2011. The motor mar-  German Non-Life — Combined Ratios
ket remains very competitive, and motor By Line of Business (2007-2011)
physical damage claims were high in 2011 2011 E2010 2009 W 2008 M 2007
after flooding at the beginning of the year

and heavy regional hailstorms during the Total
summer. Legal Expense
Other Non-Life Rates Remain Stable Accident
As was the case with motor, virtually all Motor

other lines of business enjoyed increases
in GPW in 2011. The exception was credit Third-Party Liability

and surety, for which premium income Credit & Surety
remained stable (see Exhibit 3).In 2011,
credit and surety was among the smallest Marine

classes of business, accounting for just 2.7%
of total non-life premium. Nevertheless, as

Non-Private Property

Exhibit 4 shows, it proved to be the most Private Property : ) J
proﬁtable sector with a combined ratio of 50% 60% 70% 80% 90% 100% 110% 120%
67.3%. Source: Gesamtverband der Deutschen Versicherungswirtschaft

Property, which is the second largest line of business - accounting for 27.3% of non-life pre-
mium in 2011 - experienced 2.1% growth in GPW (see Exhibit 3).In comparison, prop-
erty GPW grew by 1.2% in 2010. Although rates for private home insurance remain under
pressure, particularly for non-catastrophe-exposed risks, insurers are attempting to reduce
limits and increase rates for catastrophe-exposed commercial property risks. Combined
ratios for both private property insurance and commercial business improved by 2.6 and
1.2 percentage points, respectively,in 2011 (see Exhibit 4).

A greater focus on achieving underwriting profitability and understanding risks under-
written was apparent for liability lines, particularly for directors’ and officers’ insurance
and policies for financial institutions. While rates have remained fairly flat in 2011 and
2012 for these lines of business, insurers have been requesting more detailed informa-
tion before committing to underwriting such risks. In view of recent events, a notable
trend has been the reduction in capacity for complex accounts or those with a poor
loss history.

Profitability Improves

The German non-life insurance market

posted an improved total combined ratio Exhibit 5

of 97.9% in 2011 (see Exhibit 4) In com- Germany Non_l_ife —_ CIaims Ratios
parison, 2010’s combined ratio was 98.2%, By Line (2007_201 1)

although this was a particularly poor year  (y)

for losses, with freezing weather condi- 2007 2008 2009 2010 2011
tions at both the beginning and end of Private Property 820 680 643 696 677
the year resulting in increased attritional Non-Private Property 804 750 721 780 780
s el caims ring o Mw T me w1 m e o
windstorm Xynthia. Exhibit 5 shows Third-Party Liability 645 670 675 695 669
the claims ratio in 2010 reached 80.3%, Motor 91.8 960 970 996  98.1
impr()ving to 79,4% in 2011. Neverthe- Accident 56.9 57.1 58.2 60.2 60.2
less, 2011’s total loss ratio was higher than ~ Le9al Expense 0772 750 719 706

Total 78.6 78.8 78.5 80.3 79.4

those from 2007 to 2009.

Source: Gesamtverband der Deutschen Versicherungswirtschaft
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A M. Best believes the non-life insurance sector is conservatively invested, with the cur-
rent weak investment environment forcing insurers to focus on profitable underwriting
as the yields on German government bonds remain at historic lows. German motor insur-
ers registered investment returns in 2011 of EUR 1.9 billion, compared with EUR 3.1
billion in 1999. The average return on investment for motor insurers was 3.5% in 2011,
down from 4.3% in 2010 and 7.3% in 2002.

As the low interest rate environment is likely to persist, some of the larger insurers are
investing more actively in corporate bonds and commercial real estate financing proj-
ects as they seek better yields. At the end of 2011, property investments accounted for
EUR 5.5 billion out of a EUR 138.0 billion investment portfolio. Data from the German
insurance regulator, Bundesanstalt fiir Finanzdienstleistungsaufsicht (BaFin), show that
in 2010, direct investments in property and property funds represented EUR 5.1 billion
out of EUR 138.0 billion of total investments. According to figures from BaFin, property
investments have been relatively stable, representing 3.7% to 3.8% of total investments
from 2007 to 2010, increasing to 4.0% at the end of 2011.

BaFin noted in its second-quarter 2012 report that German insurers are increasingly
investing in infrastructure projects (including renewable energies). BaFinQuarterly
explained that insurers were attracted by the long-term nature of these investments,
which normally generate attractive yields.

German Insurers Well Placed, but Uncertainties Remain

Overall, A.M. Best believes non-life German insurers are robust, with companies anticipating a
modest increase in premium in 2012. Provided there are no major catastrophes for the remain-
der of the year, the sector should be well positioned to post an improved combined ratio.In the
first half of 2012, it appears motor rate increases have been sustained, although combined ratios
are expected to remain in excess of 100%, reflecting years of competitive pricing.

Offsetting factors for premium growth include the cautious income expectations of private
households. The growing use of comparison portals over the past few years has increased
competition and places further downward pressure on prices. In particular, aggregators

are growing in popularity for personal lines such as motor, where margins are already tight.
Consequently, the market share of tied agents has been reducing for these lines of business.

Insurers additionally faced a number of major loss events in 2012, including a long
period of freezing weather at the beginning of the year that caused burst water pipes.
Floods in January also resulted in property claims, as well as motor damage.

The German financial system has not directly experienced the economic crisis that has
affected the southern European countries, although it is not immune. On the whole,
capitalisation for the sector is strong, with companies having a long tradition of conser-
vative reserving. However, continuing turbulence in investment markets and the weak-
ening macroeconomic outlook for Germany may put strains on insurer capitalisation
going forward.
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Any and all ratings, opinions and information contained herein are provided “as is,” without any
expressed or implied warranty. A rating may be changed, suspended or withdrawn at any time
for any reason at the sole discretion of A.M. Best.

A Best’s Financial Strength Rating is an independent opinion of an insurer’s financial strength
and ability to meet its ongoing insurance policy and contract obligations. It is based on a com-
prehensive quantitative and qualitative evaluation of a company’s balance sheet strength, oper-
ating performance and business profile. The Financial Strength Rating opinion addresses the
relative ability of an insurer to meet its ongoing insurance policy and contract obligations. These
ratings are not a warranty of an insurer’s current or future ability to meet contractual obligations.
The rating is not assigned to specific insurance policies or contracts and does not address any
other risk, including, but not limited to, an insurer’s claims-payment policies or procedures; the
ability of the insurer to dispute or deny claims payment on grounds of misrepresentation or
fraud; or any specific liability contractually borne by the policy or contract holder. A Financial
Strength Rating is not a recommendation to purchase, hold or terminate any insurance policy,
contract or any other financial obligation issued by an insurer, nor does it address the suitability
of any particular policy or contract for a specific purpose or purchaser.

A Best’s Debt/Issuer Credit Rating is an opinion regarding the relative future credit risk of an
entity, a credit commitment or a debt or debt-like security. It is based on a comprehensive quantita-
tive and qualitative evaluation of a company’s balance sheet strength, operating performance and
business profile and, where appropriate, the specific nature and details of a rated debt security.Credit
risk is the risk that an entity may not meet its contractual, financial obligations as they come due.
These credit ratings do not address any other risk, including but not limited to liquidity risk, market
value risk or price volatility of rated securities. The rating is not a recommendation to buy, sell or hold
any securities, insurance policies, contracts or any other financial obligations, nor does it address the
suitability of any particular financial obligation for a specific purpose or purchaser.

In arriving at a rating decision, A.M. Best relies on third-party audited financial data and/or other
information provided to it. While this information is believed to be reliable, A.M. Best does not
independently verify the accuracy or reliability of the information.

A.M. Best does not offer consulting or advisory services. A.M. Best is not an Investment Adviser
and does not offer investment advice of any kind, nor does the company or its Rating Analysts
offer any form of structuring or financial advice. A.M. Best does not sell securities. A.M. Best
is compensated for its interactive rating services. These rating fees can vary from US$ 5,000
to US$ 500,000. In addition, A.M. Best may receive compensation from rated entities for non-
rating related services or products offered.

A.M. Best’s special reports and any associated spreadsheet data are available, free of charge,
to all BestWeek subscribers. On those reports, nonsubscribers can access an excerpt and pur-
chase the full report and spreadsheet data. Special reports are available through our Web site at
www.ambest.com/research or by calling Customer Service at (908) 439-2200, ext. 5742. Some
special reports are offered to the general public at no cost.

For press inquiries or to contact the authors, please contact James Peavy at (908) 439-2200,
ext. 5644.
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