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Current Situation in the Banking Sector. Insurers are not
Banks!
Insurance Bonds remain solid - Higher Quality at a lower Price

In light of the recent events surrounding Silicon Valley Bank, Credit Suisse and others we reiterate
that the situation is not a crisis of the insurance sector. Contagion risk for the insurance sector is
very remote in our view and the recent revaluation of subordinated insurance paper is in our view
an opportunity to add subordinated insurance paper. In this context we would like to highlight the
following:

¢ The insurance sector remains generally well capitalised and most insurers in our coverage main-
tain plenty of excess capital

e The insurance business is usually pre-financed by its customers as premiums are paid in at the
beginning of the insurance coverage

¢ The main risk for insurance carriers is reserving, not liquidity

e There is hardly any empiric evidence of a run risk in the insurance sector

o Asset Liability Mismatches are usually limited

¢ Insurers are not forced sellers of assets. This was e.g. demonstrated by the sector during the
last financial crisis

¢ Insurers have reduced their exposures to banks in their investment portfolios over the recent
years. Life insurers are also able to pass on most potential impairment losses to policyholder

e A drop in the Solvency Il ratio of an insurer is no indicator for a change in liquidity, but shows
available capital relative to capital required to survive a 1-in-200 year balance sheet shock

e Only a small number of institutional bonds have a first call date in 2023, some of which have
already been refinanced. We do not see the sector’s strong track record of calling all traded
institutional bonds at the first call date at risk

Conclusion

Against this background there is in our view no fundamental support for the recent revaluation of
subordinated insurance debt which was caused by a general financials sell-off and rebalancing of
portfolios. Instead investors benefit from the limited impact of the current situation in the banking
sector on the credit quality of insurers and the absence of contagion risk into the insurance sector.
I.e. the recent sell-off offers a good window of opportunity for investors to invest in the high quality
of insurance balance sheets at very low levels.
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Comparison of insurers and banks
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Insurance Banks
Main Risk Reserve adequacy Liquidity
Empiric evidence of «run risk» Little High

Extension Risk

Strong Track Record of «meeting in-
vestor expectations»

Opportunistic behaviour in «meeting
investor expectations»

Asset- & Liability Mismatch

Event driven liabilities, Asset-Liability
Mismatch is low and not part of busi-
ness

Asset-Liability Mismatch is source of
earnings and risk

Probability of regulatory interven-
tion

Large capital buffers; regulatory in-
terventions are rare

Several additional capital buffers
(Systemic Risk Buffer, Countercycli-
cal Buffer) make required capital
more volatile and regulatory interven-
tions more likely

Claims/Losses

Claims are pre-financed by premi-
ums; settlement of claims can take
weeks or even years. Time lag ena-
bles insurers to consider their options
to maintain their capitalisation

Losses occur quickly and can de-
velop into “self-fulfilling prophecies”
damaging trust in the financial institu-
tion

Disclaimer: The information contained in this document is provided for information purposes only and does not constitute any recommendation, offer or
solicitation to purchase or sell any investment instruments, transact any business, or enter into any legal transactions. Neither does the information con-
tained herein constitute decision-making aids for financial, legal, tax or other consulting issues, nor should any investment or other decision be made solely
based on this information. Please consult a qualified expert before making any investment decisions. Plenum Investments Ltd. assumes no liability for the
correctness, completeness or up-to-dateness of the information provided in this document. The contents of this document can change at any time without
prior notice. Past performance of an investment instrument is not necessarily indicative of its performance in the future. The value of an investment may go
up as well as down. In extreme cases, the loss of the invested capital is possible. Investments can be subject to large price fluctuations which may equal
the invested amount. Therefore, the preservation of the invested capital cannot be guaranteed. For detailed information on risks, please consult Plenum
Investments Ltd. Plenum Investments Ltd. assumes no liability for losses or damage of any kind (including direct, indirect and consequential damage)
arising from the use of this document or any other of our publications. The use and application of the information contained herein shall be at the risk of the
user.
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