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Cycle — Where Are \de Now?
Soft Market is the Norm,ﬁgith Occasional Hard Periods
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Cycle — Where Are We Now?
Soft Market is the Norm, with Occasional Hard Periods

— What’s changing (Industry dynamics)
2017 and 1H2018 loss events
Supply led demand growth
Pricing power
Return on equity
Reserve movements

— Macro factors (Implications)
Financial markets
Risks

Source: Guy Carpenter
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What's changing — Industry dynamics
2017 large loss events

Total insured losses 2017 $ 114 bn

Reinsurers share of losses $ 41 bn

Reinsurers earnings power before

tax and cats $46bn

So, HIM losses can be characterised as an earnings not a capital event

Source: Guy Carpenter
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What's changing — Industry dynamics
1H18 large loss events — lowest 1H for past 8 years

USDbn
100,000

90,000
80,000
70,000
60,000
50,000
40,000

Best first half
year in 8 years

30,000 Average
20,000
10,000
s » 4% 4% ) ) ™ ™ » » o o A A D
% % > > » Y Y Y N N N > 3 > >
U R G L~ S~ N A G O~

Source: Guy Carpenter estimates

GUY CARPENTER 5




Significant Insured Losses - 2011 to Q3 2018
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PCS Development of Reported Losses
Published Updates for HIM

m

Sep/Oct 15.9 18.0 21.9
Nov/Dec 15.9 15.1 22.4
Jan/Feb 15.7 17.2 24.0
Mar/Apr 17.1 18.7 25.3
May/Jun 17.6 19.5 25.7
Jul/Aug 17.6 20.8 27.3
Sep/Oct 18.4 22.0 27.3
% Chg 17.3% 46.2% 24.7%

Source: PCS
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Harvey, Irma, Maria

Change in PCS estimates over 12 months

Maria 24.7

Irma 46.2

17.3

0.0 5.0 10.015.020.025.030.035.040.045.050.0

Harvey

H % chg

Percent change calculated from the lowest to the highest estimate for each event.
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PCS Development of Reported Losses
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PCS Development of Reported Losses
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Californian Wildfire Losses

W00|Sey Fir,aJI Southern California (Nov 2018) Event date:08 Nov 2018 Updated: 19 Nov 2018 More Info

RMS Insured $]5—SOBH
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Camp Fire, Northern California (Nov 2018) Event date:08 Nov 2018 Updated: 16 Nov 2018 More Info
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What's changing — Industry dynamics
Supply led demand growth

USDbn
350,000 Reinsurance premium
* Ceded reinsurance premium 1H18 = +16%
300,000 . , . o
* Reinsurers’ cession ratio increased to 17%
* Growth was strongest in:
250,000 - Retro
- Cyber
200,000 - Casualty
- Financial lines
150,000 Capital
100,000 « 1H18 total capital grew +2% YTD
* Alternative capital +10% YTD
50,000 * Side car capacity +40% (to USD8bn)
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[J Gross Premium income
Source: AMBest, Guy Carpenter
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What's changing — Industry dynamics

A lack of pricing power

Guy Carpenter Property Catastrophe RoL Index
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* Global Cat prices increased at 1/1

* For Jan-Jul renewals the increased
slowed considerably

* Future pricing can be influenced by
loss experience but more importantly
by capital deployment (ILS in
particular)

Source: Guy Carpenter
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What's changing — Industry dynamics

Global Insurance Composite renewal rate change
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What’'s changing - Industry dynamics
Return on equity - falling but the industry is still making money
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Average cost of equity: 9.2%
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Source: GC Reinsurance Composite, Bloomberg, Guy Carpenter estimates
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What'’s changing - Industry dynamics

Favourable reserve development appears to be slowing

Cheating?

7.0%
5.5% o 5.3% 32 5.6%
4.3%

2008 2009 2010 2011 2012 2014 2015 2016 2017 1H18
[ Reserve development (ppts/CoR)
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Source: GC Reinsurance Composite, Guy Carpenter estimates
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Macro factors - Implications
The industry has benefitted from favourable financial markets

S&P 500 Index
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(1) Shiller P/E or CAPE ratio based on average inflation adjusted earnings from the
previous 10 years

Source: Bloomberg

GUY CARPENTER

Developed economies grow for 3 years ~3%pa
- propelling corporate earnings
- exposure growth

The S&P500 is at a record high
- longest bull market in history

Bond yields are low
- corporate credit spreads are very tight

Market volatility
- historically low
- Inflation benign

All of these factors have contributed to:-
- strong balance sheets
- favourable reserve development
- earnings growth
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Macro factors - Implications
Storm clouds ahead?

lower earnings growth, lower equites
valuatobns

Global economic cycle reaching a peak slower demand growth

Quanttatie Tishtenin _higher interest rates &risk  lower book values & capital, higher WACC
& & premia ILS disruptbn, higher earnings (maybe)

wider credit spreads &

Globally debt ~+40% since 2008 = lower BVs & Capital, higher WACC

defaults
emerging markets distress, higher US earnings and net assets for non-
Stronger USD = i = :
contagion USD reportng
: R : E higher claims cost, reserve additons,
Higher infhtbn = Central Banks’ policy failure = . )
lower earnings & BVs
fnancial market volatlity, infhton,
Geopolittal risks = higher tariff, BREXIT, EMs = ! v i

stagfhton 17
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Macro factors - Implications
Balance sheets are vulnerable to macro risks

USDbn
Impact of rising interest rates
185,000... 1 . -02 & spreads g * Evenin 2017 the GC Reinsurance
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,000... 00 :
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. E _ g
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x S = .
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N L (ce]
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150,000... - Tightening”

Source: GC Reinsurance Composite
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Key Takeaways
Speed Read

1. Supply driven demand for reinsurance fuelled by Alternative Capital
+

2. Strong balance sheets
+

3. Low loss activity in H1 2018

Rating pressure at 1% January renewals
BUT

Macro risks are rising

GUY CARPENTER
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Key Takeaways
Speed Read
1. Buyers and sellers are open for business
2. Opportunities to solve strategic capital and volatility issues
3. Innovation
4. Assist clients manage the VUCA

- Volatile, Uncertain, Complex and Ambiguous world ahead

GUY CARPENTER
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