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Executive Summary

— Financial markets are experiencing increased headwind with the worsened geopolitical
environment and prospects for longer-lasting inflation.
— Nevertheless, insurers’ creditworthiness is resilient and it is underpinned by stable credit

ratings and increasing solvency ratios.

— We believe that the resilience of the sector in periods of protracted stress makes insurance
debt a reliable component of every fixed income allocation.
— The current mispricing of insurance debt offers investors an excellent entry opportunity in

the asset class.

Insurers’ fundamentals prove once again
resilience in period of stress

Since our publication in February 2022, we
believe that the headwind for financial markets
has increased. This is mostly a consequence of
the protracted geopolitical uncertainties and the
prospects for longer-lasting inflation. In this
context, the insurance sector remains resilient
and largely insulated from systemic shocks. If
we look forward, we believe the sector is
strongly positioned to maintain its investment
grade credit quality and low default rates.

When focussing on recent events, the size of
insured losses in Ukraine and Russia remains
a topic of debate for the insurance sector.
These claims will mostly stem from aviation,
marine cargo and energy policies and it will take
time before we will be able to get to a precise
estimate of the total losses. Current ranges are
typically between USD 10bn and USD 20bn.t

While the amount might seem large in absolute
terms, it compares to a mid-size natural
catastrophe and is therefore well manageable
by the strongly-capitalised sector. In other
words, we believe these claims to potentially
erode 2022 earnings for some players but not
to significantly hamper their capital levels nor
their ability to fund growth in what remains a
market underpinned by positive pricing
momentum.

The geopolitical tensions have pushed gas and
agricultural prices up, while the Zero-Covid
policy in China continues to represent a threat
to the global supply chain. Both factors have

1 Twelve Capital market insight. As at May 2022.

contributed to increase the risk of longer-lasting
inflation, potentially translating into a much-
feared stagflation scenario (high inflation and
low economic growth) that would complicate
monetary policy decisions. Sustained inflation
could be a threat for some insurers underwriting
long-tail risks (such as income protection or
casualty), but should be manageable for the
majority of players (at least two thirds of the
universe under our coverage), which are mostly
retail-oriented, diversified or short-tail.

Despite these uncertainties the capital ratios of
(re)insurers under our coverage have increased
by another 10 percentage points in the first
quarter of 2022 to a very comfortable 220% of
the level required by their respective regulators
(Chart 1). The increase was mostly a
consequence of higher rates and positive
earnings.

Chart 1: Solvency ratios estimates by sub-
sector
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Source: Twelve Capital, companies’ reporting. As at
9 May 2022.

Page 2 of 7


https://www.twelvecapital.com/wp-content/uploads/2022/02/Twelve_Capital_Credit_Sector_Update_202202.pdf

twelve
CAPITAL

In addition, we note that all major credit rating
agencies maintain stable outlooks on the vast
majority of the insurance groups, and they
assign them financial strength ratings that are
in the solid “A” range, on average.

In addition, despite geopolitical risks and
inflation, we highlight that most of the positive
elements that we flagged beginning of the year
as tailwind for the sector continue to hold true.
These include the positive impact of higher
rates on solvency and reinvestment yields,
improved direct and reinsurance pricing, a
lower Covid-related mortality, and M&A aimed
at reducing balance sheet risks related to
legacy capital heavy contracts. To these we can
add the result of the French presidential
election — which provides continuity in one of
Europe’s biggest markets, and supportive
comments made by the UK government on
potential upgrades to their domestic solvency
regime.

Significant opportunities in an attractive
asset class

We believe that the resiliency of the sector
through periods of market stress and volatility
makes insurance debt a reliable component of
every fixed income allocation.? We flag the
excellent credit track record of the sector
through the global financial crisis, the European
peripheral debt crisis, the Covid pandemic and
the actual geopolitical situation.

In fact, insurers maintain one of the lowest
default rates in the corporate sector and are

2 None of the information contained herein should
be regarded as a recommendation to buy, sell or
deal in any security. This is not an investment

supported by manageable leverage ratios, no
reliance on short-term liquidity financing, strong
and holistic risk management practices and
tight regulation.

Insurance is likely to be the most mispriced
sector within fixed income markets, creating
an excellent entry point

The spread paid by insurance debt increased
by close to 80% to 260 basis points since the
low point recorded at end of the third quarter of
2021 (12.05.2022 compared to 30.09.2021).
The current levels, together with the attractive
structural features of insurance debt (mostly
dated bonds with fix-to-floating coupons)
present an excellent entry point for investors
looking for yield and security.

In fact, insurance debt continues to offer
attractive returns in absolute and relative terms.
The following chart (Chart 2) compares the
excess yield of various asset classes above the
10-year generic Eurozone government bond
(as a proxy of risk free for European investors).
It highlights how bonds issued by insurance
companies, which are intrinsically investment
grade at BBB on average, yield well above
investment grade corporates and REITS. Their
yield is on average closer to BB bonds but
showing materially less volatility. Moreover, the
duration of the insurance debt universe is
typically lower than for corporates.

advice and does not take into consideration an
investor's specific circumstances.
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Chart 2: Yields in excess of 10y Eurozone Government bonds
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EURO STOXX 50 index dividend yield. Shown in the chart is the index yield to worst of the following indices:
Bloomberg Pan-European Aggregate corporate BBB total return index unhedged. Bloomberg Euro-Aggregate
REITS total return index unhedged. Bloomberg Pan-Euro HY BB Rating only total return index unhedged.
Insurance Debt Universe in EUR. Please refer to the end of this document for details on the indices used.

Source: Bloomberg, Twelve Capital. As at 29 April 2022.

We believe that specialised investors such as
Twelve Capital are well positioned to capitalise
on the opportunities offered by this dislocated
market where bond prices often do not reflect
credit fundamentals.

For example, when looking at segments of the
Insurance Bond market, we highlight interesting
relative value opportunities in:

- Life insurers based in continental Europe
with capital ratios highly geared towards
rising rates

- Bonds with short call dates, where there is a
high incentive to redeem for the issuer

- Companies for which we believe the market
reaction following the Ukraine invasion was
overdone.

Twelve Capital’'s deep sector understanding
and its active portfolio management approach
are key factors in order to benefit from the
current investment opportunities.
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Twelve Capital AG
Dufourstrasse 101

8008 Zurich, Switzerland
Phone: +41 (0)44 5000 120

Twelve Capital (UK) Ltd

Moss House, 15-16 Brook’s Mews
London W1K 4DS, United Kingdom
Phone: +44 (0)203 856 6760

Twelve Capital (DE) GmbH
TheatinerstralBe 11

80333 Munich, Germany
Phone: +49 (0)89 839316 111

About Twelve Capital

Twelve Capital is an independent investment
manager specialising in insurance investments for
institutional clients. Its investment expertise covers
the entire balance sheet, including Insurance
Bonds, Insurance Private Debt, Catastrophe
Bonds, Private Insurance-Linked Securities and
Equity. It also composes portfolios of its Best Ideas.
It was founded in October 2010 and is majority-
owned by its employees. It has offices in Zurich,

London and Munich.
info@twelvecapital.com
www.twelvecapital.com

Indices

Bloomberg Euro-Aggregate REITS Total Return Index — Der Index measures the performance of European
REITS.

Bloomberg Pan-European Aggregate Index — The index is a subset of the Bloomberg Pan-European Aggregate
Index and tracks fixed-rate, investment-grade securities issued in different European currencies.

Bloomberg Pan-European HY — The index measures the market of non-investment grade, fixed-rate corporate
bonds denominated in different European currencies.

EURO STOXX 50 Index — The index is composed of 50 large, listed companies in the euro area. It is considered
one of the leading stock market barometers in Europe.

Insurance Debt Universe is Twelve Capital’s compiled investable universe of subordinated debt issued by mostly
European insurance groups.

Disclaimer

This material has been prepared by Twelve Capital AG, Twelve Capital (UK) Limited, Twelve Capital
(DE) GmbH or their affiliates (collectively, “Twelve Capital”). This material has been furnished solely
upon request and is intended for the recipient personally and may not be reproduced or otherwise
disseminated in whole or in part without prior written consent from Twelve Capital. It is expressly not
intended for persons who, due to their nationality or place of residence, are not permitted access to
such information under local law as the product may not be authorised or its offering may be restricted
in certain jurisdictions. It is the responsibility of every investor to satisfy himself as to the full observance
of such laws, regulations and restrictions of the relevant jurisdiction. This is an advertising document.

This information was produced by Twelve Capital to the best of its knowledge and belief. However, the
information herein may be based on estimates and may in no event be relied upon. All information and
opinions contained in this document are subject to change without notice. Twelve Capital’'s analyses
and ratings, including Solvency Il compliance analysis, Twelve Capital’'s Counterparty Credit Rating and
Twelve Capital’s Legal Rating, are statements of Twelve Capital’s current opinions and not statements
of fact. Source for all data and charts (if not indicated otherwise): Twelve Capital. Twelve Capital does
not assume any liability with respect to incorrect or incomplete information (whether received from public
sources or whether prepared by itself or not). This material does not constitute a prospectus, a
request/offer, nor a recommendation of any kind, e.g. to buy/subscribe or sell/redeem investment
instruments or to perform other transactions. The investment instruments mentioned herein involve
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significant risks including the possible loss of the amount invested as described in detail in the offering
memorandum(s) for these instruments which will be available upon request. Investments in foreign
currencies involve the additional risk that the foreign currency might lose value against the investor's
reference currency. Investors should understand these risks before reaching any decision with respect
to these instruments. The information does not take account of personal circumstances and therefore
constitutes merely promotional communication, and not investment advice. Consequently, Investors are
advised to take all necessary legal, regulatory and tax advice on the consequences of an investment in
the product. Past performance is no indication or guarantee of future performance. The performance
shown does not take account of any commissions and costs associated with subscribing to and
redeeming shares.

This presentation contains information about Twelve Capital and its products as at the date of this
presentation. The information contained herein is of a general nature and does not purport to be
complete or contain all the information that an investor should consider when making an investment
decision nor does it contain all the information which would be required in a disclosure document or
prospectus prepared in accordance with the requirements of the Australian Corporations Act 2001 (Cth)
("Corporations Act"). To the maximum extent permitted by law, Twelve Capital makes no representation
or warranty (express or implied) as to the accuracy or completeness of the information contained herein
and disclaims all responsibility and liability for the information (including without limitation, liability for
negligence). This presentation is for information purposes only and is not a prospectus, disclosure
document, product disclosure statement or other offering document under Australian law or any other
law (and will not be lodged with the Australian Securities and Investments Commission (“ASIC”)). The
presentation is not and should not be considered an offer or an invitation to subscribe for or acquire
securities or any other financial products. The presentation is available to persons who are "wholesale”
investors (as defined in sections 708 and 761G of the Corporations Act). Determination of eligibility of
investors for the purposes of the Offer is by reference to a number of matters, including legal
requirements and the discretion of Twelve Capital. To the maximum extent permitted by law, Twelve
Capital disclaims any liability in respect of the exercise of that discretion or otherwise. The distribution
of this presentation in other jurisdictions outside Australia may also be restricted by law and any such
restrictions should be observed. Any failure to comply with such restrictions may constitute a violation
of applicable securities laws. By accepting this presentation you represent and warrant that you are
entitled to receive such presentation in accordance with the above restrictions and agree to be bound
by the limitations contained herein. This presentation contains certain “forward looking statements”.
Forward looking statements can generally be identified by the use of words such as, “expect’,
“anticipate”, “likely”, “intend”, “should”, “could”, “may”, “believe”, “forecast’, “estimate”, “target” “outlook”
and other similar expressions and include, but are not limited to, indications of, or guidance or outlook
on, future earnings or financial position or performance of the funds or Strategies mentioned. The
forward-looking statements contained in this presentation are not guarantees or predictions of future
performance and involve known and unknown risks and uncertainties and other factors, many of which
are beyond the control of Twelve Capital, and may involve significant elements of subjective judgement
and assumptions as to future events, which may or may not be correct. There can be no assurance that
actual outcomes will not differ materially from these forward-looking statements. A number of important
factors could cause actual results or performance to differ materially from the forward-looking
statements, including the risk factors set out in this presentation. Investors should consider the forward-
looking statements contained in this presentation in light of those disclosures and not place reliance on
such statements. The forward-looking statements are based on information available at the date of this
presentation. Except as required by law or regulation, Twelve Capital undertakes no obligation to
provide any additional or updated information whether as a result of new information, future events or
results or otherwise. Indications of, and guidance or outlook on, future earnings or financial position or
performance are also forward looking statements. Twelve Capital does not guarantee any particular
rate of return or performance nor does it guarantee the repayment of capital invested or any particular
tax treatment.

Note to EEA investors: when distributed in the EEA, this information has been distributed by Twelve
Capital (DE) GmbH in accordance with the terms of its authorisation and regulation by the
Bundesanstalt fir Finanzdienstleistungsaufsicht (BaFin).
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Note to US investors: Neither this information nor any copy thereof may be sent, taken into or distributed
in the United States or to any U.S. person (within the meaning of Regulation S under the US Securities
Act of 1933, as amended). The products and services described herein may not be offered to or
purchased directly or indirectly by US persons.

Twelve Capital AG is licensed as "Manager of collective investment schemes" by the Swiss regulator
FINMA. Twelve Capital AG is incorporated in Switzerland, registered number 130.3.015.932-9,
registered office: Dufourstrasse 101, 8008 Zurich. Twelve Capital (UK) Limited is incorporated in
England & Wales: company number 08685046, registered office: Moss House, 15-16 Brook’s Mews,
London, W1K 4DS. Twelve Capital (UK) Limited is authorised and regulated by the UK Financial
Conduct Authority and is registered as a commodity pool operator (“CPQO”) with the U.S. Commodity
Futures Trading Commission (“CFTC”) and is a member of the National Futures Association (the “NFA”)
in such capacity. Such registrations and membership in no way implies that the FCA, the CFTC or the
NFA have endorsed Twelve Capital (UK) Limited’s qualifications to provide the advisory services
described in this document. Twelve Capital (DE) GmbH is authorised and regulated by the
Bundesanstalt fur Finanzdienstleistungsaufsicht (BaFin) in Germany. Twelve Capital (DE) GmbH is
incorporated in Munich, Germany, commercial register number (registry court: Munich) HRB 252423,
registered office: Theatinerstrasse 11, 80333 Munich.

© 2022 Twelve Capital. All Rights Reserved
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