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The enormous turmoil on the international capital markets did not leave the Hannover Re 
share unscathed in the third quarter. Having stood its ground very well in the second quar-
ter, it lost value particularly heavily in September. In October too, after massive liquidity 
problems came to light at a German bank, all financial stocks – hence including the Han-
nover Re share – were extremely hard hit. Following a period of recovery the share lost 
further ground due to our profits warning. In spite of everything, it is my expectation that 
when equity markets regain their composure the profit potential inherent in your company 
will again be appropriately recognised.  

I would like to thank you, our valued shareholders, – also on behalf of my colleagues on 
the Executive Board – most sincerely for your trust in Hannover Re. Going forward, as in 
the past, our overriding goal will be to lead your company responsibly and securely into 
a profitable future. 

Yours sincerely, 

 

Wilhelm Zeller 
Chairman of the Executive Board 
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INTERIM MANAGEMENT REPORT

Business development

The underwriting experience in non-life reinsurance busi-
ness as at 30 September 2008 was adversely affected by an 
above-average burden of catastrophe losses. In addition, 
the crisis on financial markets led to a sharp drop in the 
market value of investments – including those held in our 
portfolio.  

Prompted by the withdrawal from specialty business effec-
tive 31 May 2007 and weak exchange rates, especially 
affecting the US dollar and pound sterling in the first half-
year, gross written premium in total business contracted by 
5.0% as at 30 September 2008 to EUR 6.1 billion (EUR 6.4 
billion). At constant exchange rates the premium volume 
would have declined by 1.3%. The level of retained pre-
mium increased to  88.8% (86.4%) as a consequence of 
considerable savings on the costs of our own protection 
covers as well as reduced proportional cessions; net pre-
mium earned decreased by 6.0% to EUR 5.2 billion (EUR 
5.5 billion).  

The present turmoil on the international capital markets – 
especially the significant falls in share prices – has taken an 
appreciable toll on our investment income. The inflow of 
cash from the technical account, however, more than made 
up for the price declines, and the volume of assets under 
own management therefore showed modest growth. Ordi-
nary income remained almost unchanged at EUR 627.5 
million (EUR 635.3 million). Interest on deposits was also 
roughly on a par with the comparable period of the previous 

year at EUR 161.8 million (EUR 166.6 million). Investment 
income nevertheless suffered a clearly adverse impact, 
especially due to write-downs on equities totalling EUR 
355.3 million. Further write-downs of EUR 77.3 million were 
taken on fixed-income securities. Realised gains of EUR 77.0 
million on balance have so far failed to match up to the 
previous year (EUR 104.2 million). Overall, net investment 
income therefore fell sharply to EUR 370.4 million (EUR 
855.5 million). 

The operating profit (EBIT) consequently contracted by 
95.2% as at 30 September 2008 to EUR 32.5 million (EUR 
678.3 million). Group net income fell by 124.7% to EUR  
-142.8 million (EUR 577.3 million); it should, however, be 
borne in mind that the comparable period of the previous 
year was assisted by a positive special effect from corporate 
tax reform amounting to EUR 179.0 million. The perform-
ance as at 30 September 2008 was also adversely impacted 
by the fact that losses on equities are not tax-deductible and 
a tax load in excess of EUR 100 million was incurred – even 
though the pre-tax result was negative. Earnings per share 
came in at EUR -1.18 (EUR 4.79). 

Shareholders' equity decreased by EUR 735.8 million com-
pared to the level of 31 December 2007 to stand at EUR 
2.6 billion. The book value per share consequently also 
slipped by 22.0% to EUR 21.67. The policyholders' surplus, 
comprised of shareholders' equity, minority interests and 
hybrid capital, totalled EUR 4.5 billion (EUR 5.3 billion).   

Non-life reinsurance 

The development of our non-life reinsurance business was 
satisfactory overall. Although softening tendencies were 
still apparent on some major markets, conditions are largely 
acceptable and in most instances we obtained prices that 
were commensurate with the risks.   

Active cycle management and a profit-oriented underwrit-
ing policy continue to be the hallmarks of our underwriting, 
and accordingly we focus on those segments that offer the 
highest profitability – rather than the largest volume. We 
scaled back business that no longer satisfied these profit-

ability standards and reshuffled our portfolio in favour of 
other segments – such as German business, the worldwide 
credit and surety line and niche areas such as agricultural 
covers.  

Having reduced our North American casualty business in 
recent years due to the marked pressure on rates, we have 
now been able to obtain rate increases running into the 
double digits in some subsegments – hence prompting us to 
step up our involvement again. Prices for catastrophe risks 
remain adequate.   
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Our so-called retakaful business continues to fare well: 
having already got off to a good start in 2007, our Bahrain-
based subsidiary can look forward to even brighter business 
prospects in 2008. The vigorous economic growth in South-
east Asia and the Near East is fostering consistent growth in 
demand for Sharia-compliant products.   

We are similarly satisfied with developments on the Latin 
American insurance market. In the area of agricultural risks 
our strategy is geared to acquiring additional market shares.  

Curtailed by exchange rate movements, particularly in the 
first half-year, the gross premium income booked by our 

non-life reinsurance business group contracted to EUR 3.8 
billion (EUR 4.1 billion) as at 30 September 2008, a fall of 
7.6% compared to the same period of the previous year. At 
constant exchange rates, especially against the US dollar, 
the decline would have been 1.7%. The withdrawal from 
specialty business was another factor in the lower premium 
volume. The level of retained premium increased from 
83.9% to 88.4% as a consequence of significant savings on 
our own protection covers as well as reduced proportional 
cessions. Net premium earned fell by 8.5% to EUR 
3.1 billion (EUR 3.4 billion).    

Key figures for non-life reinsurance 

Figures in EUR million 2008 2007 

 1.1.–30.6. 1.7.–30.9. 
+/- previous 

year 
1.1.–30.9. 

+/- previous 
year 

1.7.–30.9. 1.1.–30.9. 

Gross written premium 2,656.2 1,135.7 -0.2% 3,791.9 -7.6% 1,137.8 4,102.3 

Net premium earned 2,082.6 1,020.6 -4.0% 3,103.2 -8.5% 1,062.9 3,391.3 

Underwriting result 23.6 (154.8)  (131.2)  5.8 (50.3) 

Net investment income 270.4 (127.3)  143.1 -75.6% 174.1 586.0 

Operating result (EBIT) 288.2 (374.2)  (86.0)  120.7 442.2 

Group net income 195.7 (373.7)  (178.0)  141.5 382.9 

Earnings per share in EUR 1.62 (3.10)  (1.48)  1.17 3.17 

Retention 89.4% 86.1%  88.4%  85.4% 83.9% 

Combined ratio 1) 98.4% 114.2%  103.6%  98.1% 100.9% 

1) Including expenses on funds withheld and contract deposits 

On the claims side the third quarter was especially notable 
for the repercussions of hurricane "Ike", which produced a 
net strain for our company of EUR 220.9 million; hurricane 
"Gustav", on the other hand, took a net toll of just EUR 
31.6 million on our account. Further losses of altogether 
EUR 64.3 million were incurred from two hailstorm events in 
Germany in the second quarter. Amounting to EUR 
444.9 million, the total net burden of catastrophe losses 
and major claims therefore clearly surpassed the compara-
ble period of the previous year (EUR 259.2 million). This is 
equivalent to 14.3 % of net premium in non-life reinsur-

ance, hence exceeding the expected level of 10%. As a 
result, the combined ratio reached 103.6% (100.9%).  

The net underwriting result in non-life reinsurance deterio-
rated to EUR -131.2 million after EUR -50.3 million in the 
corresponding period of the previous year. Owing to the 
decline in investment income, the operating result (EBIT) 
fell by a substantial 119.4% to EUR -86.0 million (EUR 
442.2 million). Group net income contracted sharply to  
EUR -178.0 million (EUR 382.9 million). Earnings per share 
stood at EUR -1.48 (EUR 3.17). 
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Life and health reinsurance

Our product range in life and health reinsurance encom-
passes five business segments: financial solutions, banc-
assurance, new markets, multinational insurance clients and 
conventional risk-oriented reinsurance. These five pillars 
ensure that we enjoy a diversified portfolio – with respect to 
both regions and products – and vigorous organic growth 
over the medium term. 

With an eye to the demographic trend in industrialised 
nations, the retirement of the US baby boomer generation 
and the rapid emergence of an urban middle class in many 
developing and threshold countries, we continue to take a 
favourable view of the business prospects in life and health 
reinsurance.  

The United Kingdom – the second-largest reinsurance 
market in the world – retains its exceptional importance for 

our company: it accounts for around a third of our total 
premium volume in life and health reinsurance. Risk-
oriented reinsurance covers in this market remain fiercely 
competitive, and we have therefore scaled back our accep-
tances of such products. We continue to regard ourselves as 
the market-leading reinsurer for new business in the area of 
enhanced annuities. In this subsegment, as with the rein-
surance of pension funds, we still see very good opportuni-
ties for further profitable expansion. 

We also have a close eye on the high-growth markets of 
China and South Korea, where we opened local branches 
this year in Shanghai and Seoul respectively. In the promis-
ing Indian market, too, we are well positioned through our 
cooperation with the leading domestic reinsurer.    

Key figures for life and health reinsurance 

Figures in EUR million 2008 2007 

 1.1.–30.6. 1.7.–30.9. 
+/- previous 

year 
1.1.–30.9. 

+/- previous 
year 

1.7.–30.9. 1.1.–30.9. 

Gross written premium 1,490.1 825.3 +3.0% 2,315.4 -0.8% 801.4 2,333.7 

Net premium earned 1,332.8 725.8 +0.4% 2,058.6 -2.0% 723.0 2,099.7 

Net investment income 154.8 51.5 -38.5% 206.3 -13.8% 83.7 239.2 

Operating profit (EBIT) 87.2 5.9 -92.5% 93.2 -55.4% 79.6 208.9 

Group net income 65.0 (3.5)  61.4 -69.7% 112.7 202.6 

Earnings per share in EUR 0.54 (0.03)  0.51 -69.7% 0.93 1.68 

Retention 89.6% 88.8%  89.3%  90.9% 90.5% 

EBIT margin 1) 6.5% 0.8%  4.5%  11.0% 9.9% 

1) Operating result (EBIT)/net premium earned 

Structurally induced premium stagnation is the hallmark of 
the German market; the impetus injected in the current year 
by the final step increase for Riester pensions will be of 
limited duration. Our product development activities are 
geared heavily towards the coverage needs of senior citi-
zens, a financially strong sector of the population still ne-
glected by the insurance industry.  

We also remain actively involved in the development of the 
Islamic insurance markets: not only do we support our  
clients with the design of insurance products according to 
Islamic principles, we also advise them on marketing and 
sales methods. Through our subsidiary Hannover ReTakaful 
in Bahrain we are able to cover the entire range of "family 
takaful" products.  
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Owing to the restraining effects of exchange rate move-
ments, gross written premium contracted by 0.8% as at 30 
September 2008 to EUR 2.3 billion (EUR 2.3 billion); at 
constant exchange rates we would have reported growth of 
6.1%. The level of retained premium slipped marginally to 
89.3% (90.5%); net premium earned decreased by 2.0% to 
EUR 2.1 billion (EUR 2.1 billion).  

The sharp decline of 55.4% in the operating result (EBIT) as 
at 30 September 2008 to EUR 93.2 million (EUR 208.9 
million) resulted largely from non-recurring positive special 

effects in the corresponding period of the previous year – 
attributable to the release of reserves that were no longer 
required – as well as from the required fair value measure-
ment of investments deposited with clients.  

The EBIT margin of 4.5% is therefore currently below the 
target corridor of 6.5% to 7.5%. In view of the aforemen-
tioned factors Group net income shrank by 69.7% to EUR 
61.4 million (EUR 202.6 million), equivalent to earnings per 
share of EUR 0.51 (EUR 1.68).     

Investments 

After the sharp falls in value already seen on international 
stock markets in the first half of the year, the downward 
slide continued – most strikingly in September – and indeed 
gathered pace. The deteriorating situation was attributable 

to the liquidity and capital crunch triggered in the banking 
sector by developments on the US real estate market as well 
as the associated crisis in confidence on financial markets. 

Net investment income 

Figures in EUR million 2008 2007 

 1.1.–30.6. 1.7.–30.9. 
+/- previous  

year 
1.1.–30.9. 

+/- previous  
year 

1.7.–30.9. 1.1.–30.9. 

Ordinary investment income 1) 407.9 219.7 +0.1% 627.5 -1.2% 219.5 635.3 

Results from participation in  
associated companies 4.1 0.3 -91.5% 4.4 -33.0% 3.1 6.6 

Realised gains/losses 102.3 (25.3)  77.0 -26.1% 6.6 104.2 

Impairments on investments 2) 130.6 (302.4)  433.0  12.8 13.4 

Unrealised gains/losses 3) (15.1) (18.3)  (33.4)  (3.0) (3.1) 

Investment expenses 25.8 8.1 37.2% 33.9 -16.6% 12.8 40.6 

Net investment income from assets  
under own management 342.8 (134.1) -166.8% 208.6 -69.7% 200.7 688.9 

Net investment income  
from funds withheld 102.3 59.5 -13.3% 161.8 -2.9% 68.6 166.6 

Net investment income 445.1 (74.7) -127.7% 370.4 -56.7% 269.3 855.5 

1) Excluding expenses on funds withheld and contract deposits 
2) Including regular depreciation/impairments on real estate 
3) Portfolio at fair value through profit or loss and trading 

Both European government bonds and US Treasury securi-
ties saw appreciable yield decreases over a one-year time-
frame. The change witnessed in the third quarter on the  

European market was significant in our preferred duration 
ranges. On the US market, by contrast, the decline in yields 
slowed. 
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Unfortunately, the increasingly dramatic upheavals on 
capital markets in the third quarter also left a clear mark on 
our investment income. Thanks to a positive cash flow from 
the technical account, it is nevertheless gratifying to report 
that the portfolio of assets under own management grew to 
EUR 19.9 billion, a figure slightly higher than the level as at 
31 December 2007 (EUR 19.8 billion). Ordinary income 
excluding interest on deposits remained almost unchanged 
at EUR 627.5 million (EUR 635.3 million), a testament to 
the fact that we are correct in pursuing an investment policy 
geared to generating stable ordinary income.   

Although movements on bond markets led to a decrease in 
unrealised losses in our available-for-sale portfolio of fixed-
income securities in the third quarter relative to the first 
half-year, total unrealised losses of EUR 283.9 million (EUR 
103.4 million) remained. Unrealised gains on equities stood 
at EUR 7.3 million (EUR 191.0 million) due to the large 
volume of write-downs that had to be taken. A large portion 
of the realised gains of EUR 204.3 million (EUR 164.3 mil-

lion) can be attributed to the tactical shortening of dura-
tions in the US Dollar portfolios in the first quarter. This 
contrasted with realised losses of EUR 127.2 million (EUR 
60.1 million). The considerable write-downs of altogether 
EUR 432.6 million (EUR 13.0 million) were due in very large 
measure to movements on the stock markets. Of the total 
write-downs that had to be taken, the equity portfolio alone 
accounted for an amount of EUR 355.3 million. The hedges 
on around one-fifth of our portfolio – which had similarly 
been put in place in the first quarter – nevertheless pre-
vented even more extensive write-downs. 

Primarily as a consequence of the aforementioned write-
downs, net income from total investments decreased by 
56.7% to EUR 370.4 million (EUR 855.5 million). This 
figure includes income from interest on deposits, which at 
EUR 161.8 million was somewhat lower than in the compa-
rable period of the previous year (EUR 166.6 million) owing 
to exchange rate effects. 

Risk report 

Overall assessment of the risk situation

As an internationally operating reinsurer we are exposed to 
a diverse spectrum of potential risks. These risks can have a 
considerable impact on our assets, financial position and 
net income. Our effective controlling tools nevertheless 
ensure that we are able to identify our risks in a timely 
manner and maximise our opportunities.  

Despite these tools the global crisis on the international 
capital markets has adversely impacted Hannover Re's 
investment income. Overall, though, the write-downs taken 
on fixed-income securities – which make up by far the bulk 
of the asset portfolio – have remained relatively modest. 
Hannover Re has, however, been affected by the dramatic 
slump in share prices, and the extent to which it can de-
couple itself from these global developments – e.g. through 
the already implemented reduction in the equity allocation 
– is limited. Principally due to hurricanes "Gustav" and "Ike", 
the burden of catastrophe losses and major claims is also 
significantly higher than our expected level of 10% of net 

premium in non-life reinsurance. In view of the depletion of 
capital resources – which has also made itself felt through-
out the insurance industry – Hannover Re nevertheless 
expects to see rising demand for insurance protection and 
hence hardening of the markets.   

Based on our currently available insights arrived at from a 
holistic analysis of the risk situation, we cannot discern any 
risks that could jeopardise the continued existence of our 
company in the short or medium term or have a significant, 
lasting effect on our assets, financial position or net income. 
Our fundamental remarks on risk management at Hannover 
Re contained in the Annual Report as at 31 December 
2007 remain valid and provide detailed insights into organ-
isational aspects and further risk management activities. 
Supplementary information on our risk management sys-
tem, and in particular quantitative data on individual risks, 
is provided in Section 5 of the Notes to this report, "Man-
agement of technical and financial risks".    
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Outlook 

In non-life reinsurance prices and conditions are largely 
acceptable and commensurate with the risks. While the 
treaty renewals that took place as recently as July in the 
United States pointed to a softening market, the present 
crisis on financial markets should usher in a trend reversal in 
view of the worsening state of insurers' capital resources: 
rates back then were still falling by up to 10% in casualty 
business, whereas now double-digit percentage increases 
will probably be seen in the directors' and officers' (D&O) 
and product liability lines. In industrial property business, 
too, prices are likely to move higher.  

In Germany major loss events – specifically winter storm 
"Emma" and hailstorms such as "Hilal" – will prompt in-
creased demand for catastrophe covers. Rates in other 
catastrophe business remain adequate.  

All in all, the situation on reinsurance markets is likely to 
improve appreciably, and it may therefore be assumed that 
the soft market has bottomed out. We do not expect to see 
any further softening of insurance terms and conditions. On 
account of our profit-oriented underwriting policy and very 
good diversification and thanks to our excellent rating, we 
are poised to profit disproportionately strongly from these 
upturns.  

Our net premium in non-life reinsurance is expected to 
contract slightly due to the restraining effects of exchange 
rate movements.  

Our business prospects in life and health reinsurance remain 
favourable. The increasing size of the upper levels of the 
age pyramid in industrial nations will continue to drive 
growth in annuity and health insurance for many years to 
come. Based on our superb worldwide positioning and 
diversification, we expect sustained favourable profitability; 
growth in premium volume will, however, be heavily de-
pendent on exchange rate movements affecting the curren-
cies of greatest relevance to our business, such as the pound 
sterling, US dollar and Australian dollar. With this in mind, 
we anticipate double-digit growth in the original currencies 
for 2008.   

Traditional life reinsurance in the United Kingdom will face 
special challenges over the coming 12 to 18 months owing 
to the faltering real estate market; we do, however, see 
opportunities for innovative morbidity products such as 
critical illness covers with a graduated benefit. UK enhanced 
annuity policies remain a vital core business with consider-
able growth potential over the medium term.  

In the United States we anticipate further attractive market 
opportunities going forward in the areas of block assump-
tion transactions and health insurance for seniors. Our main 
focus in Germany is on products aimed at senior citizens and 
unit-linked policies, with above all long-term care annuities 
likely to enjoy growing popularity.  

The so-called BRICK markets, i.e. Brazil, Russia, India, China 
and Korea, promise to deliver further positive growth stimuli 
going forward. By establishing new branches and offices in 
these countries we now enjoy even greater customer intimacy 
and are thus better able to act on market opportunities.  

We expect the net premium volume booked by the Group in 
the current financial year to come in roughly on the level of 
the previous year.  

In spite of our conservatively oriented asset portfolio, in-
vestment income will fall significantly short of the previous 
year in view of the crisis affecting markets all around the 
world. In light of the turmoil on equity markets we realised 
losses of around EUR 200 million in October so as to mini-
mise our equity exposure. This leaves only a modest share 
portfolio, the bulk of which is hedged; as things currently 
stand, then, we can no longer be affected by the historically 
unprecedented volatility. The volume of investments should 
remain on a par with the previous year due to the sustained 
positive cash flow from the technical account and the 
strengthening US dollar.  

For the fourth quarter, given a normal catastrophe loss 
experience, we consider a break-even result after tax to be 
attainable. This assessment makes no allowance for the use 
of accounting policy options or flexibility with respect to 
valuation measurements.  
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