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rendreven . Olgnificant Increase in Global
Reinsurers’ ROE Due to Investment
and Underwriting Results

Principal Takeaways
* The considerable improvement in the return on equity of AM Best’s Top 25 Global

Net investment
income, Reinsurance Composite was due to net investment income, underwriting gains, and
" unrealized capital gains.
underw”tmg * Net investment income led the contribution to surplus growth, followed closely by
gainS, and underwriting gains and unrealized capital gains. These three components pushed ROEs well
unrealized capital abov‘e the cost of equity caplt:al. ‘
* Net investment income remains a key way to increase surplus and compound returns on

gains pushed equity capital, as underwriting margins tend to be relatively low on average.
ROEs well above

) AM Best’s DuPont analysis for 2023 indicates that reserve leverage for the composite dropped,
the cost of e(]UItV led by non-life reinsurers, other than the Big Four, whose reserve leverage was relatively stable.

capital The fall in reserve leverage was offset by a significant increase in operating margins.

The analysis in this report uses the 5-Stage DuPont ROE formula (Appendix) to break down the
sources of the composite’s ROE. The main source—loss reserve leverage—declined and was offset
by significant net investment income, unrealized and realized capital gains, and underwriting
profit, which resulted in a marked increase in the operating margin. Lower taxes and
proportionally lower interest on debt also contributed to the favorable ROE. Unrealized capital
gains and investment returns remain the primary source of the composite’s operating income. In
2023, the composite’s ROE finally surpassed its cost of equity.

The composite includes companies reporting using US GAAP or IFRS 17 standards, which
differ markedly. The intent of this report, however, is to analyze the aggregate figures of the Top
25—mnot to compare them. Despite the differences due to the accounting standards, AM Best
considers the analysis directionally valid.
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gross premium written (as measured by the Top 50 reinsurers) in 2022.

Copyright © 2024 A.M. Best Company, Inc. and/or its affiliates. ALL RIGHTS RESERVED. No portion of the content may be reproduced, distributed,
or stored in a database or retrieval system, or transmitted, or uploaded into any external applications, bots or websites, including those using artificial intelligence
technologies such as large language models and generative Al in any form or by any means without the prior written permission of AM Best. AM Best does not warrant
the accuracy, completeness, or timeliness of the AM Best content. While the content was obtained from sources believed to be reliable, its accuracy is not guaranteed.
You specifically acknowledge that neither AM Best nor the content gives any investment, financial, tax, insurance, or legal advice. You are solely responsible for seeking
competent professional advice before making any investment, financial, tax or insurance decision. For additional details, refer to our Terms of Use available at the AM Best
website: www.ambest.com/terms.


mailto:Guy.Simoes@ambest.com

Trend Review

Global Reinsurance

Composite’s ROE Reaches
Five-Year High

In 2023, a year in which premium

Exhibit 1
Global Reinsurance Top 25 Composite — Returns on Equity
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balance sheets. Secondary natural
catastrophe events were the norm in 2023, but reinsurers adjusted their policies to move away from

lower layers close to the primary peril, posting the lowest combined and operating ratios in five years.

According to various industry sources, Hurricanes Milton and Helene in aggregate have the potential
for incurred insured losses of $25 billion to $50 billion, a significant proportion of which is likely to
be transferred to the global reinsurance market. However, stricter reinsurance terms and conditions,
which led to higher attachment points, are expected to make reinsurers’ losses manageable.

Based on FY2023 results for the global reinsurance companies, and ignoring tax implications, it would
take net claims losses of around $15 billion for the composite’s ROE to equal the cost of capital in
excess of 15% (please refer to the report cited below for more information on the cost of capital). AM
Best considers the impact of the two hurricanes to be more of an earnings rather than a capital event.
Fourth-quarter 2024 results will be negatively affected, but full-year earnings should still be favorable.
Further reinsurance market hardening is unlikely, but Helene and Milton will probably stall any
softening of the market cycle.

Additionally, AM Best takes into account the challenges to settle claims, with added complexity from
extended flood losses, significant tornado activity, and areas that were hit by both hurricanes. These
issues will likely test the terms and conditions of reinsurance contracts.

In AM Best’s view, ROEs should also be compared with the forward-looking cost of capital metric,
such as the Market-Derived Capital Pricing Model (MCPM) discussed in Reinsurers Meet Cost of
Capital for First Time in Four Years (August 22, 2024). This metric may better align with investors’

forward-looking views of the market. AM Best considers that ROEs are likely to continue to exceed
the cost of capital over the medium term, as new capital seeks enterprises with established track
records or with the liquidity of the insurance-linked securities market, which provides investors
quicker entry and exit points in the reinsurance industry.

Leverage Declines, Is Highest at the Big Four

The return on assets (composed of return on investments, including unrealized capital gains, and
underwriting income) rose significantly, as Exhibit 2 shows, more than offsetting the modest fall
in loss reserve leverage. AM Best does not expect material changes in loss reserve leverage for the
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composite. AM Best  Exhibit 2
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performance

indicator for the (re)insurance industry, the increase in asset turnover can be explained mostly by
growth in earned premiums, which derived primarily from the ongoing premium rate increases in
2023. AM Best expects the reinsurance market to remain favorable on a risk-adjusted basis, taking
into consideration pricing

and terms and conditions.

Investments Were the Main Reason for Net Margin Increase

Underwriting income was key to the rise in ROE in 2023, but lost participation in the total return on
investments, which include unrealized capital gains (Exhibit 4). Also worthy of notice was the lower
negative participation of taxes, due to the Bermuda deferred tax asset (DTA) effect.
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Exhibit 4
Global Reinsurance Top 25 Composite — Net Income Components
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Exhibit 5
Global Reinsurance Top 25 Composite — Investment Portfolio Allocations
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Given the nature of the investment allocations over time and risk profiles, as well as the fact that
companies’ actions to earn higher interest rates generally have a limited impact on investment
income, AM Best continues to see underwriting profitability as the essential in the composite’s
operating performance assessments and analysis.

Bermuda Helps Lower the Tax Burden

Total tax payments for the composite were proportionally less in 2023 than in 2022, due to the DTA
credit given by the Bermuda Ministry of Finance, which lowered income taxes by a significant amount
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in 2023 and in future years. Due to global acceptance of a 15% minimum corporate tax rate, Bermuda
introduced changes in its tax code, allowing for companies to establish DTA accounts, with 2023
taxable income set as an intangible asset. During a typical 10- to 15-year period, the DTA account
will be amortized and offset taxable income.

Change in Investment Allocations Was Discrete but Essential

Opver the last six years, the Top 25’s allocations to other invested assets, which are essentially composed
of private equity and hedge funds, declined by 11 percentage points (Exhibit 5), with most of these
resources redirected to fixed-maturity investments such as US government and corporate bonds. The
remainder was allocated to short-term investments and to cash and cash equivalents. The reason for
the change in investment allocations was the rise in interest rates in 2022, leading the shift to be
concentrated almost entirely in 2023.

The shift has brought about stable and steady investment income generation for the Top 25 composite,
helping them recover from the unrealized losses recorded in 2022 when interest rate increases
negatively affected their medium- and long-duration, fixed-income investments.

AM Best sees a shift to a more defensive portfolio, with high liquidity, shorter durations, and high
credit quality investments as beneficial to the composite’s operating performance and balance sheet
strength assessments over the short to medium terms.
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Appendix
Global Reinsurance Top 25 Composite — ROE Calculations

(Netlncome) (EBT) ( EBIT ) ( Total Revenue ) ( Average Total Assets )
EBT * EBIT * * Average Total Assets * Average Shareholders Equity

Total Revenue
Tax Burden x Interest Burden x Operating Margin x Total Asset Turnover x Leverage
EBT (Earnings Before Taxes) = Net Income + Income Tax

EBIT (Earnings Before Interest and Taxes) = EBT + Interest Expense on Debt

Total Revenue = Net Premium Written + Net investment income
+ Total Net Realized and Unrealized Capital Gains or Losses

(Yearend Total Assets + Prior Yearend Total Assets)
2

Average total assets =

(Yearend Shareholders’ Equity + Prior Rearend Shareholders’ Equity)
2

Average Shareholders’ Equity =

Source: AM Best data and research
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Best’s Financial Strength Rating (FSR): an independent opinion of an
insurer’s financial strength and ability to meet its ongoing insurance policy
and contract obligations. An FSR is not assigned to specific insurance
policies or contracts.

Best’s Issuer Credit Rating (ICR): an independent opinion of an entity’s
ability to meet its ongoing financial obligations and can be issued on either a
long- or short-term basis.

Best’s Issue Credit Rating (IR): an independent opinion of credit quality
assigned to issues that gauges the ability to meet the terms of the obligation
and can be issued on a long- or short-term basis (obligations with original
maturities generally less than one year).

Best’s National Scale Rating (NSR): a relative measure of credit-
worthiness in a specific local jurisdiction that is issued on a long-term basis
and derived exclusively by mapping the NSR from a corresponding global
ICR using a transition chart.

Rating Disclosure: Use and Limitations

A Best’s Credit Rating (BCR) is a forward-looking independent and objective
opinion regarding an insurer’s, issuer’s or financial obligation’s relative
creditworthiness. The opinion represents a comprehensive analysis consisting
of a quantitative and qualitative evaluation of balance sheet strength, operating
performance, business profile, and enterprise risk management or, where
appropriate, the specific nature and details of a security. Because a BCR is a
forward-looking opinion as of the date it is released, it cannot be considered as
a fact or guarantee of future credit quality and therefore cannot be described
as accurate or inaccurate. A BCR is a relative measure of risk that implies credit
quality and is assigned using a scale with a defined population of categories and
notches. Entities or obligations assigned the same BCR symbol developed using
the same scale, should not be viewed as completely identical in terms of credit
quality. Alternatively, they are alike in category (or notches within a category),
but given there is a prescribed progression of categories (and notches) used in
assigning the ratings of a much larger population of entities or obligations, the
categories (notches) cannot mirror the precise subtleties of risk that are inherent
within similarly rated entities or obligations. While a BCR reflects the opinion of
AM. Best Rating Services, Inc. (AM Best) of relative creditworthiness, it is not an
indicator or predictor of defined impairment or default probability with respect to
any specific insurer, issuer or financial obligation. A BCR is not investment advice,
nor should it be construed as a consulting or advisory service, as such; it is not
intended to be utilized as a recommendation to purchase, hold or terminate any
insurance policy, contract, security or any other financial obligation, nor does it
address the suitability of any particular policy or contract for a specific purpose or
purchaser. Users of a BCR should not rely on it in making any investment decision;
however, if used, the BCR must be considered as only one factor. Users must
make their own evaluation of each investment decision. A BCR opinion is provided
on an “as is” basis without any expressed or implied warranty. In addition, a BCR
may be changed, suspended or withdrawn at any time for any reason at the sole
discretion of AM Best.
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