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strategy for the Korean market and Vietnam is right at the top of our list of promising mar-
kets for the future. Not only that, we have begun to look at our options for entering the In-
dian market. 

Parallel to these moves, we are pressing ahead with our cultivation of the Islamic insurance
markets Ð demonstrated most concretely by the establishment of our subsidiary Hannover
Re Takaful in Bahrain in November 2006. We assist our clients with the design of insurance
products in conformity with Islamic principles, which of course differ substantially from
"Western" actuarial approaches Ð even the marketing and sales methods have to be funda-
mentally adapted. All in all, this "Family Takaful" sector will see vigorous growth in the
coming years Ð and we want to be one of the leading players!

Life securitisations and use of the capital markets: 
what is Hannover Life Re's position here?

For many years now we have been highly creative in systematically tapping into the capital
markets Ð to the benefit of both our clients and shareholders. In this context it is important
to bear in mind that Ð according to a study recently published by McKinsey & Co. Ð an in-
vestment volume in excess of USD 1,400 billion is circulating on the international capital
markets and constantly in search of attractive investment opportunities. 

As long ago as 1998 Hannover Life Re had used its so-called "L1" transaction to finance as-
sumed acquisition costs associated with German unit-linked life insurance policies. We con-
tinued to refine the model with a series of similar transactions ("L2" to "L5") and by way of
our "L6" transaction placed in 2005 we transferred an embedded value of EUR 100 million
to the capital market for the first time. 

We expect to see increasing convergence between the capital market and the insurance
market going forward, and capital-market-oriented solutions will become the "stock-in-trade"
of an internationally operating life reinsurer.  

Prospects for 2007: what does the "Year of the Pig" have in store for Hannover Life Re?

We are looking to 2007 with a very upbeat frame of mind Ð and not only because this very
special "Year of the Golden Pig" only comes around once every 60 years according to the
traditional Chinese calendar!

Our European business is shaping up very favourably, with significant growth prospects
and favourable results in developed markets such as the United Kingdom, France and Italy.
We are also maintaining a strong presence in the southern hemisphere, with leading mar-
ket positions in South Africa and Australia. In the United States we continue to conduct our
business highly selectively, whereas in the Near East and Asia we are pursuing a marked
expansionary strategy.       

For 2007 we anticipate further significant premium growth and an appreciable double-
digit increase in the operating profit (EBIT) and net income.
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2006 FINANCIAL YEAR 
at a glance

¥ Gross written premium from our world-
wide cedants grew to EUR 2.8 billion in
the year under review Ð an increase of
15.2% on the previous year (EUR 2.4 bil-
lion). 

under review. Allowing for the new "L6"
transaction placed at the end of 2005,
the level of retained premiums fell 7.4
percentage points year-on-year to 85.4%.
Net premium earned consequently to-
talled EUR 2.4 billion, a gain of 5.1% on
the previous year (EUR 2.3 billion). 

¥ The portfolio mix by individual lines con-
tinued to improve in accordance with our
strategic planning; the proportion of the
total assumed portfolio generated by our
preferred lines of life and annuity now
stands at almost 87% (82%). 

¥ In November 2006 we received a licence
to transact life reinsurance business in
China. Going forward, the establishment
of a branch in Shanghai will secure strong
organic growth for our company as well as
a promising portfolio in this vigorously
expanding market.

¥ The consolidated operating profit (EBIT)
in life and health reinsurance was again
significantly boosted in 2006; at EUR
139.5 million it surpassed the previous
year's figure by 49.8%. The EBIT margin,
calculated as a quotient of the operating
profit (EBIT) and net premium earned,
stood at 5.9%. It therefore exceeded the
medium-term target of 5.0% for the first
time.

¥ Group net income came in at EUR 102.6
million, an increase of 72.2% over the pre-
vious year (EUR 59.6 million). This was
equivalent to earnings of 0.85 EUR
(0.49 EUR)per share. 

¥ With the aim of optimising the product
mix, we expanded our cessions to North
American retrocessionaires in the year

Geographical breakdown of gross premium in %
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The seniors' market is one of the few real
growth markets for life insurance in Ger-
many, since our country is facing a major
demographic shift: forecasts indicate that
Germany's current population of 82.3 mil-
lion will decline to somewhere in the range
of 68 million to 74 million by the year 20501.
A more nuanced perspective pinpoints the
true problem: the number of people under
fifty will drop by 31% from its current level
of 51 million to less than 35 million. The 50-
plus generation, on the other hand, will
grow by 19% from a good 31 million now
to roughly 37 million. The number of per-
sons over the age of 80 will surge from 3.8
million to more than 10 million (+163%). 

GROWTH MARKET Ð
Insurance for senior citizens

Rapid ageing poses serious problems for
society. Some of these, for example the fund-
ing of the statutory pension insurance sys-
tem, are increasingly coming to the notice
of the broader public. Others, however, such
as the growing need for long-term care (LTC)
and the rising prevalence of dementia, have
so far drawn less attention. The RŸrup Com-
mission expects the number of persons in
need of long-term care to increase from the
current level of 2.13 million to 3.4 million by
2040. Relative to the forecast total popu-
lation, this represents 5% as against 2.6%

today. This near doubling of the LTC preva-
lence rate will derive almost exclusively from
the ageing of the population, since with in-
creasing age the risk of needing long-term
care also rises sharply. 

Despite the considerable personal risk and
the enormous financial strains associated
with a need for long-term care Ð even now
the costs of accommodation in a nursing
home are generally substantially higher
than the benefits paid by statutory long-
term care or pension insurance Ð the prob-

1 Source: German Federal Statistical Office, own calculations

Source: German Federal Statistical Office

A major reason for this trend is the low birth
rate, with Germany ranking at the lower end
of the middle range by European standards.
The different birth rates are particularly
striking when considering the development
of the age pyramid. While Germany and the
United Kingdom currently still have similar
age distributions, for example, the situation
is forecast to be very different in 2050:
whereas in the United Kingdom only the
number of over-sixties is expected to rise
sharply, in Germany the number of younger
people will at the same time fall appre-
ciably.
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lem still has a relatively low profile among
the public at large. In 2006, for example, a
mere 9,200 private long-term care policies
were sold by the life insurance industry2. The

strong growth rates averaging 82% over
the past five years nevertheless also indi-
cate that awareness of the problem is con-
sistently rising. 

E+S RŸck Ð the name under which Hanno-
ver Life Re transacts life and health reinsur-
ance in Germany Ð has set itself the goal
of becoming the leading reinsurance part-
ner in the seniors' segment. We have con-
siderable know-how with regard to the spe-

cial risks facing the elderly, their needs and
the appropriate products, and both at home
and abroad we can draw on a store of sol-
idly grounded experience in this market seg-
ment. 

Source: German Federal Statistical Office: Long-term care report 2005

2 Source: 2006 statistic of the German Insurance Association
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Ageing and being old in Germany today
must be viewed against the backdrop of far-
reaching demographic change and drastic
restructuring in the pension and healthcare
sectors. From an objective standpoint, these
developments necessitate greater private
provision. At the same time, however, the
elderly also have entirely subjective needs
as far as the expectations and fears associ-
ated with retirement are concerned. 

Working in cooperation with a leading Ger-
man market research institute, E+S RŸck
commissioned a qualitative impact analy-
sis to systematically clarify the insurance-
related requirements of older people. The
following basic needs were identified: 

Needs of the elderly

¥ a striving for social integration, 
¥ for health, 
¥ and for independence (both in term of

physical mobility and financial autonomy). 

What is more, it is possible to discern a clear
tendency away from bequeathing available
assets towards using them to finance per-
sonal needs in the context of organising
this new and final phase of life.  

When it comes to designing needs-orient-
ed insurance products, these findings give
rise to a broad range of starting points. They
are linked not only to the desire to secure
one's standing of living in retirement, but
also relate directly to risk-oriented insurance
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to extend our activities to other Central
American markets which are growing stead-
ily in importance Ð both for the region and
for our company as a reinsurer. We are
guided entirely by the needs of our clients Ð
whether this involves the coverage of high
risks in the health sector, protection against
catastrophes or other reinsurance require-
ments. A key performance factor is the exten-
sive service that we offer our clients Ð in-
cluding for example further training courses
in medical underwriting that we regularly
organise on a local basis. These courses are
now officially recognised in Mexico and are
used by many of our clients to advance their
most promising employees. Over the years
we have built up an extensive network of
relations with our clients, enabling us to op-
timally identify their problems and develop
targeted solutions. 

What comes next?

In addition to the growth potential deriving
from the continued economic upturn on
many Latin American markets, we have
turned our attention now to Brazil. The
market is currently waiting for regulations
governing market access for foreign rein-
surers, following the recent abolition of the
reinsurance monopoly, held for many years
by the government controlled reinsurance
company IRB. We are tracking developments
very closely and already establishing initial
contacts with potential clients. We are con-
vinced that the Brazilian market will profit
greatly from the international expertise
brought by outside reinsurers, and we are
looking forward to playing our part.      

Christian Kunert
Senior Underwriter
Hannover Life Re International

Guadalupe Covarrubias
General Manager
Hannover Services (México)

Eduardo Molinari De Quinto
General Manager
Hannover Re Correduría de Reaseguros

Edgar Chávez
Underwriter
Hannover Life Re International

Günther Kansbock
Underwriter
Hannover Life Re International

Stephan Kasper
Associate Director
Hannover Life Re International
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ANALYSTS' OPINIONS 
of Hannover Life Re

Life and health reinsurance was very strong:
15.2% growth in gross premium as against
our forecast 13%, EBIT of EUR 139.5 mil-
lion with an EBIT margin of 5.9% Ð both
these figures being in line with our esti-
mates. Hannover Re is profiting from brisk
demand among annuity providers in the
United Kingdom and is looking to con-
tinued vigorous growth in 2007. 

Michael Huttner 
JP Morgan
March 2007

In our opinion, the most important valu-
ation ratio for life and health reinsurance
business is the annually published Embed-
ded Value. The premium volume on an IFRS
basis has continued to recover well (+13%
since the turn of the year), and the EBIT
margin is holding firm above the target
figure of 5%. 

Spencer Horgan 
Deutsche Bank
November 2006

The outlook for life and health reinsurance
was in our assessment thoroughly positive.
[É] As anticipated, life and health reinsur-
ance is likely to record further double-digit
premium growth in 2007. We will have to
adjust our forecast EBIT margin for 2007
upwards. 

Andreas SchŠfer 
West LB
August 2006

This year activities outside of property and
casualty reinsurance will contribute 37% of
the Group's EBIT. The main driver here will
be the booming life and health reinsurance
portfolio (the company's "rising star" accord-
ing to Hannover Re's Management) [É].

Thomas Fossard 
Exane BNP Paribas
August 2006

Hannover Re's life and health reinsurance
business group taps into several growth op-
portunities: bancassurance (development of
products for banks and insurers) is likely to
enjoy strong growth in Germany, the United
States and the Middle East in the years
ahead. Further pillars of growth are stochas-
tic partnerships (financing of new business,
block assumption transactions). Enhanced
annuities and products aimed at senior citi-
zens are also highly promising. The acquisi-
tion of neue leben and Gerling Leben by
the Talanx Group will probably open up fresh
potential for solutions on the reinsurance
side, which will be developed by Hannover
Life Re. 

Roland PfŠnder 
Equinet
June 2006

The life and health reinsurance business
group is striving for considerable growth in
selected niche segments. These include,
inter alia, bancassurance cooperations with
banks in Southern Europe, Scandinavia,
China and Japan as well as the develop-
ment of new products such as takaful insur-
ance policies for Arab markets. The defined
goals for life and health reinsurance in 2008
were already largely known. 

Robert Mazzuoli 
Landesbank Rheinland-Pfalz
June 2006


