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Reinsurance Basics

* Reinsurance Defined:

“It is the practice of insurers transferring portions'of risk portfolidsto other
parties by some form of agreement in order to reduce the likelihood of
having to pay a large obligation resulting from an insurance claim. The
intent of reinsurance is for an insurance company to reduce the risk
associated with underwritten policies by spreading risks across alternative
institutions”

-Investopedia
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Reinsurance Basics

« Said another way...
— Reinsurance is insurance for insurance companies
— Reinsurance transfers risk to another party (the reinsurer)
— Reinsurance is a form of capital

— Reinsurance is the smoothing of results in exchange for a
margin over time
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Insurance for Insurance Companies

Similar to homeowner transferring risk to a primary insurance company

TRANSFER OF RISK AND PAYMENT OF PREMIUM

PROMISE TO PAY LOSSES

Grinnell Mutual Global

Individual

County Mutual

Insurance Policyholder

Insurance Company Reinsurance Company Reinsurance Market

- Assumes “Retro” (i.e.,
reinsurance of

interested in sells to its Membership reinsurance) from

purchasing some form as well as insurance Grinnell and its

of insurance risks from Agencies member mutuals

(Homeowners, GL, retain on their balance within the

Workers” Comp, etc.) T sheets or transfer via Membership system

Insurance Agents
8 Regional Marketing HOLBORN
Managers

—
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Why Do Insurance Companies need
Reinsurance?

Regulatory requirements
Results stabilization-capital management £
Protection against catastrophic loss
Increase capacity

Obtain professional advice on the marketplace, UW,
Claims etc.....

@ GRINNELL"* Trust in Tomorrow:
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Standard Reinsurance Program

PPR (Property Per Risk)

CAT/Wind (Per Occurrence)

Ag Excess (Aggregate)

Additional Coverages: Multiline/Basket/Casualty
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Retrocession Reinsurance

Insurance Linked
Securities [ILS)

THE INDUSTRY
: - Cat Bonds

Sidecars

Insurance

Trust in Tomorrow:
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Retrocession Reinsurance

Retrocession

Retrocession refers to the process by which a reinsurance company transfers
its reinsurance risk partially or wholly to another reinsurance company.

pays
premiurﬂ

Pﬂtmlllm prtmlum R g
e H
b“rsrbk ,him risk " sharesrisk [ i
Insurance Ri;";"r::‘" Reinsurance
company o P\d v company
(Retrocedent) [Retrocessionaire)

Insured

‘%’ WallStreetMaojo
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Industry “Tug Of War”

* Five-year frequency of

hold or reduce capacity.

.

firms starting to rethink the risk.

.

reinsurers.

the rate of inflation.

significantly.

G GRINNELL"
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severity drove reinsurers to

Cat results, globally remained challenged,
with a focus on secondary perils, modeling

Property Per Risk results have been poor.

Larger Workers’ Comp claims are impacting

Umbrella losses continue to trend above

Social inflation (e.g., ECO) increased

Reinsurance capital is at
an all time high.

Reinsurance is still considered a
means of diversification for the
broader capital markets.

The potential for higher
insurance and reinsurance
rates is a powerful lure.

With interest rates still near
historical lows, there is healthy
appetite for reinsurance.

ILS with Pension Fund support
remains committed to
reinsurance.

Trust in Tomorrow:
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Reinsurance 2023 and Beyond....

© CONQUER THE STORM
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Remsurance Is SmaII Relative To

Pension Fund Capital Under
Management
$35 trillion

Global Insurance Industry
$5.5 trillion

$530 billion

Investment capital has better-
safer places to go than this
volatile reinsurance marketplace

Pension Fund Capital Committed to
Reinsurance
$60 billion

Source: A.M. Best, S&P, and other industry publications
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« Why is Supply down?
— Sharp rise in interest rates

— Strong US dollar

— Years of underwriting losses deteriorated investor
* Why is Demand up?

— One Reason- INFLATION

« Inflation is greater than Total Insured Values. If everythlng else is equal there i |sa need or
vertical reinsurance limit to provide the “equivalent” tail protection :

- January saw these pressures create the hardest reinsurance ma
generation

6 GRINNELL"" Trust in Tomorrow:
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Major Disruption Has Occurred

Reinsurance Marketplace 2023

14

t * Retentions
— Property Cat: +25-100%

Reinsurance Hard Market
Weather Frequency and Severity Increasing
Claim Cost Inflation

Economic Uncertainty

WHICH RESULTS IN: \
Pressure on Profit margins and loss of surplus
Mergers and Liquidations of Insurance Companies

@ GRINNELL"* Trust in Tomorrow:

What the heck just happened??

t Pricing-MAJOR ADJUSTMENTS on JAN 1, 2023 Renewals & Similar Results in 2024

— Property Cat: +50% - 100% risk-adjusted, depending on loss experience, with
some deals approaching 200%

— Non-Cat / Multiple Line: +20-50% risk-adjusted
— Retro rate increases of 50% on average (following similar rises the past two years) —

— Non-Cat / Multiple Line: +15-40% increases on average
— Zero Appetite in the Market for Aggregate cover

Terms and Conditions Tightened
— Reinsurers pushed to tighten coverage, and largely succeeded
— Exclusion of man-made perils e.g., Terrorism and Strike/Riot/Civil Commotion

— Reduction of “Hours Clauses” (the amount of time cedents are allowed to accumulate
loss in a Cat event)

— Coverage reductions for ECO/XPL, Per Risk Occurrence Limits, Reinstatements

@ GRINNELL"" Trust in Tomorrow:
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Financial Pressures Increasing

Recent AM Best Rating Actions & Decisions to withdraw from markets

Going Down....
AM Best Rating Actions for First-Half

2023 2022 Change

Upgrades Downgrades Upgrades Downgrades Upgrades Downgrades
T 8 21 9 10 1 11 Www.insurancejournal.com/news/national/2023/10/17/744500.htm
Commercial 13 10 10 7 3 3
Heinsinance 1 1 0 1 1 ) 0 Down,Down,Down....AM Best P/C Downgrades outpacing Upgrades
2 32 9 18 3

12, 2023, U.S. Property/Casualty Downgrades Outnumber
Upgrades in First-Half 2023

Announcements of withdrawing from Personal Lines in lowa

Beyond the expected™

SECURA ':,/'F'EKlN”

INSURANCE COMPANIES

INSURANCE

—6 GRINNELL"* Trust in Tomorrow:
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Major Factors

—6 GRINNELL"* Trust in Tomorrow:
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Reinsurer Results

Sustained Underwriting Losses

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 3Q22

mloss &LAERatic M Underwriting Expense Ratio

Sustained Underwriting Losses

@ GRINNELL"* Trust in Tomorrow:

SCS No Longer “Secondary Perils”

« Primary Perils of hurricanes and earthquakes have the
highest loss potentials, are well-monitored, and usually
covered by catastrophe models

« Secondary Perils are those that generate small to mid-sized
|OSS€S SUCh as hall, Storm, Wlldflre and ﬂOOd Cumulative Total: >$1B US Insured Loss Events

161

. . . . 121

« Why is this sentiment turning?

Previously thought to be a diversifying peril

— Increasing cost and frequency of storms “ 60
Difficult to model X

Often highly localized in damage but can occur over large parts of the US

S el Other Perils

@ GRINNELL"" Trust in Tomorrow:
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Evolving Losses

United States Billion-Dollar Disaster Events 1980-2023 (CPI-Adjusted)
= Drought Count W Flooding Count B Freeze Count W Severe Storm Count Tropical Cyclone Count
= wildfire Count W Winter Storm Count
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Disasters are Increasing Frequency and Severity

East North Central Billion-Dollar Disaster Events 1980-2023 (CPI-Adjusted)
1A, MI, MN, Wi

B Severe Storm Count — Severe Storm Cost — 5-Year Avg Costs
514
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Number of Events
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52
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Updated: October 10, 2023 Powered by ZingChart
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El AUGUST 10, 2020 DERECHO

fugust 10, 2020 Derecho: Lowest Angle NWS Radar Reflectivity at One-Hour Time Steg
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“Insured losses from severe
convective storms in the United
States continued to increase
due to relentless activity and
surpassed the $50 Billion dollar
mark for the first time on record,
accounting for roughly 60% of
all the global insured losses”

@ GRINNELL"" Trust in Tomorrow:
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2020 U. S. Catastrophes >$1 Billion

U.S. 2020 Billion-Dollar Weather and Climate Disasters @

Central Severe Weather E Central Severe Weather - Derecho
July 10-11 August 10
& North Central and Ohio Valley
-#  Hail Storms and Severs Weather

e 4 S

Weslem Widfies, | b 23 - (0
California, Oragon, q b [ 3 v 4 € N1 L Mdwestand Ohic Valley
Washinglon Firestoms | { ‘Severe Weather
Fall 2020 \ \ I March 27-28
/ | - 3 Southeast Tornadoes and
T 5 Northem Storms and Flooding

Westem  Cental g~ \ ] : / | 120 10-12
Drought and Heatwave \ | 5 B -

Summer-Fall 2020
Southeast Severe Weather
March 2-4
Central and Eastern Hurricane lsaias
Severe Weather
May 3-5

a Central, Souther,
and Eastem Severe Weather
Apel

7-

p Southeast and Easter
o = Hurrcane Sally ’ Tomado Outbreak
Hail Storms September 15-17 Apil 12-13
Huricane Hanna =
May 27 July 25-26 Hurricane Delta  Hurricane Laura Hurricane Zeta "% Tropical Storm Eta
October §-11 August 27-28 October 28-29 November 8-12
L, = wether United g 2020
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2021 U. S. Catastrophes >$1 Billion

Central Severe Weather Midwest Derecho and North Central
July 8-11 Tornado Outbreak Severe Weather
December 15 August 10-13

Western Wildfires
2021

Central Severe Weather
June 24-26

Ohio Valley Hail Storms
June 17-18

California Flooding \ 4 Southeast, Central
and Severe Weather z o Tornado Outbreak
January 24-29 December 10

Eastern Severe Weather
Western Drought March 27-28

and Heat Wave

2021 Southeast Tornadoes
> and Severe Weather
Texas and Oklahoma March 24-25
Severe Weather o 7 Tropical Storm Fred
April 27-28 o ——\. August 16-18
l Southern Tormadoes and Tropical Storm Elsa
. outhern forna al July 7-9
Texas ::'rlﬁtgf?g Southeast Severe Weather /
Northwest, Central, Eastern Louisiana May 2-4
Winter Storm and Cold Wave Hurricane Nicholas Flooding Hurricane Ida
February 10-19 September 14-18 May 17-18  August 29—September 1

This map denotes the approximate location for each of the 20 separate billion-doliar weather and climate disasters that impacted the United States in 2021
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2022 U.S. Catastrophes >$1 Billion

‘ 0 Drought/Heat Wave 0 Flooding D Hail @ Hurricane 6 Severe Weather 6 Tornado Qutbreak 0 Wildfire: Winter Storm/Cold Wave
North Central @ North Central North Central
Severe Weather Hail Storms Hail Storms
May 11-12 May 9 May 19
Central @ N ® North Central and
Severe Weather P Eastern Severe Weather
June 7-8 ‘ July 22-24
Central Derecho
June 13
Drought and o It
Heat Wave Y Kentucky and

Missouri Flooding
July 26-28

Jan 1-September 30
0 Southeastern
Tornado Qutbreak
April 4-6

Hurricane lan
Western Wildfires 2

Spring—Fall
Southem and Central Southem Southern Hurricane Fiona
Severe Weather Severe Weather Tornado Qutbreak =® September 17-18
May 1-3 April 11-13 March 30

b

= -
This map denates the approximate location for each of the 15 separate billion-doilar weather and climate disasters that impacted the United States January — September of 2022.

o

S GRINNELL"* Trust in Tomorrow:

2023 U.S. Catastrophes >$1 Billion

@ OroughtHeat Wave ) Flooding  ({J) Hail @ Hurricane  (ggy Severe Weather  €g) Tomado Outbreak () Wildfire . Winter Storm/Cold Wave
North Central and
Eastern Severe Weather Central Tornado Outbreak and
July 28-29 Eastern Severe Weather
Rockies Hail Storms, Central Minnesota Hail Storms Central and Eastern March 31-April 1
and Eastern Severe Weather August 11 Severe Weather Northeastern Flooding and
June 21-26 April 4-6 North Central Severe Weather
July 9-15 / Northeastern Winter
Storm/Cold Wave
= February 2-5

California Flooding
January-March North Central and

Southeastemn

Severe Weather

July 18-21

No and
Eastern Severe Weather
August 5-8

Central and Eastern @
Tornadoes and Hail Storms
May 10-12

Southern and Eastern
Severe Weather
March 2-3
Central and Southem Severe Weather
June 15-18
Central Severe Weather
April 19-20

Southem

i : Southern and Eastern
~———a Hurricane Idalia Severe Weather

August 29-31 March 24-26

Southern/Midwestem

Hawaii Firestorm Weath
August 8 Fevere il ;;‘_ze-; Drought and Heatwave Central Severe Weather
9 Apri Spring-Fall Central and
= ng-Fal Southem June 28-July 2
AN w Texas Hail Storms s Wealh
é May 18-19 Southern Severe Weather evere Weather Central Severe Weather
s=) - une 11-14 April 15 May 6-8

This map denotes the approximate location for each of the 24 separate billion-dollar weather and climate disasters that impacted the United States through September 2023.
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It’'s a Global Thing!

Nat cat loss events 2022
Natural catastrophes caused overall losses of US$ 270bn worldwide

Winter Storms Yienia (Dudley), Zeyns weeer Earthquake

22 Jun, Afghanistan
Fatalities: 1,200
- — - Earthquake
® . B 16 Mar, Japan
Severs storms - SRR L AR . . i Overall losses: USS 8.8bn
% £l Insured losses: US$ 2.8bn
$ 3 =
usszéon  TeR @ 0 TE R A e Floods
May, China

Overall losses: US$ 5bn

Hurricane lan -
Insured losses: US$ 0.3bn

4
% Fatalities: 48
[
v i .
7 . . @ 21 Nov, Indonesia
- i i T Fatalities: 602
Floods ¢ H x
Jun-Oct, Nigeria y i
Overall losses: US§ 4.2bn ficods Flands e Flogels
Fatalities: 612 9-16 Apr, South Africa Jun-Oct, Pakistan 20 Feb-11 Mar, Australia
. Overall losses: US$ 3.5bn Overall losses: US$ 15bn Overall losses: US$ 6.6bn
Insured losses: US$ 1.8bn Fatalities: 1,740 Insured losses: US$ 3.9bn
Fatalities: 481 Fatalities: 22
@ Geophysical events Meteorological events Hydrological events o tolog @ Significant catastrophes
Earthquake, tsunami, Tropical storm, extratropical storm, Flood, mass movement | Extreme = oY fatian, Guecall arx].
volcanic activity convective stom, local storm drought, wildfire ineured osses)
. Allloss events

(based on property damage andior fataliies)

Source: Munich Re, NatCalSERVICE, 2023
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What is the Root Cause?

Cumulative Corelogic Index Factors of Selected States
(wsing 2018-3¢d Qur a3 Base)

I AUGUST 10, 2020 DERECHO .

10 2020 Derecho: LowestAngle NWS Radar Reﬂectm(y at OneHou Time Steg

Al tmes in COT

+14%
annually

is long-lastng mmmmwmu-mm:mmumuwmmmnhm
Chicago | weather.gov

=IA AVG

Weather and Inflation were the catalyst to the hard market cycle
triggering the sharp change in reinsurance

@ GRINNELL"" Trust in Tomorrow:
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Cumulative Corelogic Index Factors - lowa

(using 2018-3rd Qtr as Base)

Inflation High Point
31.4% in 2 years

: Corelogic

Cumulative Index Factor

@ GRINNELL"* Trust in Tomorrow:
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Current Reality — Reinsurance Crisis

WRC under a liquidation order from  Tyg

the OCI
- Farmers Mutual Hail no longer WR @3 GuyCarpenter

reinsuring companies in lowa GROUP
» Guy Carpenter places moratorium on
unlimited Aggregate cover

e Grinnell RE no new business and

o o Farmers Mutual Hail
significant pricing and program

Insurance Company of lowa

>)

changes
- More Reinsurers Exiting the property S GRINNELL™
reinsurance marketplace —
@ GRINNELL"* Trust in Tomorrow:
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It’s a Hard Reinsurance Market!

Hard Market \ ha:rd ma:r.kit \

capacity decreases for most types of insurance.”

What Ends Them?

= New capital, attracted by outsized
returns

Tell tale Signs

v" (Re)insurers exit and downsize
(e.g., AXA Syndicate, AXIS Re, Kiln,
EMC Re, Berkshire, etc, etc, etc) >

e.g., prior year Bermuda start-up

“classes” ... retrocessional vehicles

v Shortfalls/incomplete programs,
/ P prog post-Katrina (e.g., “sidecars”), etc.

co-participations, more net risk
= Good Results at all points in the

value chain
(insurance, reinsurance, retro)

v Higher prices

@ GRINNELL"* . Trust in Tomorrow:
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Recent Reinsurance Industry Headlines

red: raC
\ancing expec
st into 2024, furither rebala
x Yo perst
Hard marke

\ Markels ' . | |
\ca‘)?l‘t‘"“" R — Reinsurance News gemsurance pricing seen flat to slightly up at Jan 2024 renewals: JMP

M e =0 ARTEMIS

Reinsurance still imbalanced, between capital supply and demand:

Kopff, Munich Re , .
%' ARTEMIS —

@#25TH OCTOBER 2023 - AUTHOR: STEVE EVANS
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More Plateau than Peak

- The market may have reached a cyclical high point but even
as capacity and competition return, an acceleration in price
reduction from here will take time

» Even as retained earnings and new capital start entering the
equation: inflation, increased loss activity, high cost of capital
and latent demand will keep costs elevated for the
foreseeable future

6 GRI....—- - Trust in Tomorrow?
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Need to Return to Strong Underwriting Discipline

HOME DEDUCTIBLE * Improving ITV to 100%
* Inspections

7 Bettervier . g)?ellﬁ;?gﬁsrestnctlons and
ICEYE

* Non-renewals (De-Risking)
& * Increased rates
v  Tighten underwriting guidelines
« Slow new business growth

 Increase deductibles
— Percentage deductibles

» Adopt new tools
* Reduce commissions

- d

6 GRINNELL"" Trust in Tomorrow:
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Unsettling Claims Trends

More Storm Chasers and
Public Adjusters

* Increase use of appraisals
* Neighboritis
* Maintenance Mentality

* Longer time to settle claims
leads to higher ALE

Trust in Tomorrow:
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Net Inputs to Residential Construction/Goods

FIRED -~/ — Producer Price Index by Commodity: Inputs to Industries: Net Inputs to Residential Construction, Goods
360
320 Sept 2023 index = N
315.582 |

Index Jun 1986=100

=0 Oct 2020 index
231.80

200

+36.1 % in last 36

160
months but stable the
i last 5 months
o 1990 1995 2000 2005 2010 2015 2020
_— Source: U.S. Bureau of Labor Statistics myf.red/g/1atAq
S GRINNELL"* Trust in Tomorrow:

Combating Inflation

Primary Rates: personal and commercial renewals supporting the continued rate increases, and all
carriers will need to respond to higher reinsurance rates

Deductibles: changes including adding higher wind and hail deductibles, increasing deductibles all
without reduction in rate charged

Coverages: initiatives to review all areas of coverages including ACR, cosmetic, matching, blankets
and replacement cost coverages

Insurance to Value: Carriers are re-running value estimating software on their entire portfolio.
Adjusting inflation guards upwards of 7-20% annually

Concentration Management: increased monitoring and capping of regional concentrations to manage
volatility and solvency risk due to the higher retentions

View of Risk: deeper dives into understanding risk and defining tolerance (underwriting)

6 GRINNELL"" Trust in Tomorrow:
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Critical Deductible Discussion

$150,000 House $550,000 House

$1,500 Deductible is 1.0% of the Coverage A Value $1,500 Deductible is .27% of the Coverage A Value
S GRINNELL"* Trust in Tomorrow:

39

Coverage Restriction and Exclusions

6 GRINNELL"" Trust in Tomorrow:
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The Shifting Landscape

L F = e - iR

The overarching trend is a major risk cost sharing shift
happening through the entire insurance chain. Companies who
are slow to respond will get buried.

@ GRINNELL"* Trust in Tomorrow:
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What about 2025 and Beyond???

Weather Patterns and Inflation will dictate
alot!

Shifts from Risk Sharing Initiatives will be
operational

Premium earnings from rate increases
should begin to bolster the bottom line

Reinsurance capacity should begin to
return as it becomes more of an attractive
investment

'6 GRINNELL"" Trust in Tomorrow:
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Paul Ingrey’s Insurance Clock

Euphoria

Pricing starts
to drop

Competition for

Prices up sharply market share
Prices faill
dramatically;
stable profit

writes letter Profit slides

of concemrn Pricing

cannot
ao lower

N
Vi

Note: Paul Ingrey developed the “underariting clocic™ in 1985 1o iustrate the cyclcal nature
of the re)insurance NcAustry. This s a useful ool for detarmrmining the cycle’s cuwurrent stage.
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Questions?
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