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Research Update:

German Insurance Group Gothaer Affirmed At 'A-'
On Less Risk Exposure And Steady Earnings
Retention; Outlook Stable

Overview

e In our view, Cothaer has actively reduced credit risk and interest risk
exposure over the past years, bringing its risk levels in line with that
of its donestic peers.

« W forecast that stable earnings retention and reduced appetite for
credit and market risk exposure will support Gothaer's capital adequacy
sustainably in our 'A range over the next two to three years.

e W are therefore affirmng our "A-' long-termratings on the core
entities of the Gothaer insurance group.

 The stable outl ook reflects our expectation that Gothaer will continue to
prioritize earnings generation over growh, and that the group's capital
and earnings will not weaken fromthe current strong |evel in 2018-2020.

Rating Action

On Cct. 1, 2018, S&P G obal Ratings affirmed its 'A-' issuer credit and
financial strength ratings on Gothaer Lebensversicherung AG Got haer

Al I genei ne Versicherung AG and Cot haer Krankenversicherung AG the core
operating entities of Gernany-based Gothaer |nsurance G oup. The outl ook is
st abl e.

Rationale

The affirmation reflects our view that CGothaer has actively decreased its
credit risk and interest risk exposure over the past years, aligning its risk
levels with that of its peers in the Gernman insurance nmarket. W anticipate
that the group will mmintain a reduced appetite for credit and nmarket risk
exposure, allowi ng Gothaer's capital adequacy to remain firmy in the 'A
range of our nodel.

Cot haer's prospective capital adequacy is strong thanks to favorabl e earnings
contribution fromthe property and casualty (P/C) segnment and sound capital
buffers. W estimate that Gothaer's capital requirements nay increase
gradual Iy on the back of npdest business growh and a greater focus on capital
efficient products. This follows the group's strategic decisions regarding
busi ness m x and investnent policies. However, the |life backbook, in
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particular, is still affected by traditional products wi th guarantees that
wei gh on interest rate risk, sinmilar to nost peers in the Gernan narket.
Vari ous nmanagenent neasures--such as the introduction of new capital I|ight

products and an increase in asset duration in order to reduce the asset
l[iability m smatch--have hel ped to contain risks arising fromthe prol onged
low interest rates. Mreover, the group has gradually inproved the average
credit quality of its portfolio over the past three years, which has reached
the upper '"A" range in 2017 and 2018 year to date, with its fixed incone
portfolio accounting for about 82%of its total investrment portfolio. W
believe that, follow ng these sustained nmeasures, the group's interest rate
and credit risk exposure is inline with peers in the German market and that
the group remains comritted to maintain that prudence in its investnent

pol i cy.

That said, we project that the group's capital requirements will slightly
outwei gh the avail abl e capital, leading us to project that capital adequacy
will remain in the "A range

Qur view of Gothaer's strong conpetitiveness continues to reflect its diverse
earnings fromits P/C, life, and health segnents, supported by the group's

wel | -di versified product portfolio and distribution channels. However, the
busi ness profile is somewhat narrower than that of higher-rated peers, because
of the focus on donmestic narkets. W continue to note that the prevailing

l owvyield environment and additional reserving requirenents
(Zinszusatzreserve; €1.1 billion at year-end 2017) constrain Gothaer's life
subsidiary's earnings and its capacity to strengthen policyhol der capital
funds. Neverthel ess, we expect the group to generate net incone of about €130
mllion-€140 nillion annually over 2018-2020, mainly driven by the group's P/C
busi ness.

Outlook

The stable outlook reflects our expectation that the Gothaer group wll
continue to prioritize earnings generation over growth, and that the group's
capital and earnings will not weaken fromthe current strong | evel over
2018- 2020

Upside scenario

We could raise the rating over the next two years if Gothaer strengthens its
capital adequacy to at |east very strong levels, while investnent portfolio
ri sks consolidate at current |evels.

Downside scenario

We consider a downgrade as a renote possibility. But, we could [ ower the
rating over the next two years if the group underperfornms relative to our
capital and earni ngs benchmarks, or if heightened concerns fromits investnent
exposur es energe.
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Ratings Score Snapshot

To From
Fi nancial Strength Rating A-/ Stabl e/ - - A-/ Stabl e/ - -
Anchor a- a-
Busi ness Risk Profile Strong Strong
1 CRA I nternedi ate I nternedi ate
Conpetitive Position Strong Strong
Financial Risk Profile Strong Moderately Strong
Capi tal and Earni ngs Strong Strong
Ri sk Position I nternedi ate Moder at e
Financial Flexibility Adequat e Adequat e
Modi fiers 0 0
ERM and Managenent Strong Strong
Enterpri se R sk Managenent Adequate with Adequate with
Strong Ri sk Strong Ri sk
Control s Control s
Managenent & Gover nance Satisfactory Satisfactory
Hol i stic Analysis 0 0

Liquidity Excepti onal Excepti onal
Suppor t 0 0

G oup Support 0 0

Gover nment Support 0 0

Related Criteria

* General Criteria: Principles For

Prom ses, Dec. 19, 2014

e CGeneral Criteria: Group Rating Methodol ogy,
e Criteria - Insurance - GCeneral:

e Criteria - Insurance - Ceneral:

I nsurers:

Rati ng Debt |ssues Based On | nputed

Nov.

19, 2013
Enterprise R sk Managenent, May 7, 2013
Rati ng Methodol ogy, May 7, 2013

e Ceneral Criteria: Methodol ogy: Managenent And Governance Credit Factors

For Corporate Entities And Insurers, Nov. 13, 2012

» CGeneral Criteria: Criteria Carification On Hybrid Capital Step-Ups, Call

Options, And Repl acenent Provisions, Cct. 22, 2012

e« Criteria - Insurance - General: Refined Methodol ogy And Assunptions For
Anal yzing Insurer Capital Adequacy Using The Ri sk-Based | nsurance Capital
Model , June 7, 2010

e Criteria - Financial Institutions - General: Methodol ogy: Hybrid Capital
| ssue Features: Update On Dividend Stoppers, Look-Backs, And Pushers,
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Feb. 10, 2010

e Criteria - Financial Institutions - Banks: Assunptions: darification O
The Equity Content Categories Used For Bank And I nsurance Hybrid
Instruments Wth Restricted Ability To Defer Paynents, Feb. 9, 2010

e CGeneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

e Criteria - Insurance - General: Hybrid Capital Handbook: Septenber 2008
Edition, Sept. 15, 2008

Ratings List

Rati ngs Affirned

Got haer Lebensversi cherung AG

Got haer Krankenversi cherung AG

Got haer Al | genei ne Versicherung AG
| ssuer Credit Rating A-/ Stabl e/ --
Fi nancial Strength Rating A-/ Stabl e/ --

CGot haer Al |l genei ne Versicherung AG
Juni or Subordi nat ed BBB

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors.com for further
information. Conplete ratings information is avail able to subscribers of

Rati ngsDi rect at www. capitalig.com Al ratings affected by this rating action
can be found on S&P d obal Ratings' public website at

www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the follow ng S& d obal Ratings nunbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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