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Research Update:

Assuranceforeningen SKULD (Gjensidig)
Outlook To Positive On Strong Underwriting
Performance; 'A-' Rating Affirmed

Overview

e Assuranceforeni ngen SKULD (G ensidig) continues to outperformits peers
in ternms of underwiting perfornance.

« W are therefore revising the outlook to positive fromstable.

W are affirming our "A-' long-termcounterparty credit and financial
strength ratings on the company.

Rating Action

On July 27, 2011, Standard & Poor's Ratings Services revised its outlook to
positive fromstable on Osl o-based marine insurer Assuranceforeni ngen SKULD
(Gensidig) (Skuld or the club). At the same tine, we affirnmed our 'A-'

long-termcounterparty credit and financial strength ratings on the conpany.

Rationale

The ratings reflect the club's strong conpetitive position, strong technica
operating performance, and strong capitalization supported by strong financi al
flexibility. These positive factors are offset by the [ower |evel of reserving
relative to its peers.

We consider Skuld's competitive position to be strong. It is supported by
Skul d's nmenbership of the International Goup of Protection & Indemity Cd ubs
(1G a group of nutual organizations that insures approximtely 90% of the
world's shipping for third-party liability); conpared with peers, Skuld is a
m dsi ze, albeit increasingly prom nent and diversified, protection and

i ndemity (P& ) club. W believe that Skuld's recent setting up of its own
syndicate within Lloyd' s of London has the potential to constitute a strong
differentiating factor relative to the club's peers.

We consider Skuld's operating performance to be strong. In the year to Feb
20, 2011, it recorded a conmbined ratio of 87% and a record pretax surplus of
$68 million, based on positive contributions fromunderwiting and

i nvestments. Skul d has achi eved ei ght consecutive years of underwiting
profitability, which remains the strongest underwiting track record in the
e

Capitalization is strong and supports the rating. Free reserves increased by
32%to $266 mllion at the February 2011 year-end, although this has been
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of fset by the club's investment in its new Ll oyd's syndicate and by capita
charges derived froman increase in higher risk investments. Consequently,
Skul d's capital adequacy, as measured by Standard & Poor's risk-adjusted
nodel, is in the lower end of the ' AA" range. Capitalization is supported by
Skuld's strong financial flexibility (defined as the bal ance between capita
requi renents and sources), due to its ability to inpose prem umincreases at
renewal and to nake unbudgeted supplenmentary calls on its menbers on open
policy years.

However, our overall view of capitalization is constrained by Skuld' s |ower

| evel of reserving relative to its peers. In 2010/2011, the ratio of
outstanding clainms reserves to net premuns witten (153% increased slightly.
Al t hough Skul d has generally recorded a positive run-off of reserves relating
to clainms fromprevious policy years, this ratio still appears | ow by
conparison with the |1 G average, which is around 200% We largely attribute
this to Skuld's policy of settling claims with the m ninum of delay. Despite
operating in P&, a long-tail class of business, Skuld' s average duration is
2.5 years, which is lower than the |G average.

Outlook
The positive outlook reflects Skuld' s strong underwiting track record and our
ensui ng expectation that Skuld will maintain capital adequacy at |east at a

strong |l evel. W therefore expect the conbined ratio to remain at the | ower
end of the |1G average over the nediumterm Al though the club's |evel of
investment risk has fallen belowits target range, we would not expect to see
any significant shift into higher-risk investments above the current target

al l ocation of around 15% of invested assets.

The ratings could be upgraded should Skuld neet the expectations outlined
above and al so denonstrate a satisfactory outcome fromthe new Ll oyd's
syndicate's first year of operation (currently budgeted to break even) which
woul d not inpair Skuld's operating performance and capital. W expect growth
inthis area to be carefully managed to ensure that financial strength and
nmenber service are not weakened. In our view, Skuld' s gross prenium vol unmes
are likely to increase by around 14%to $310 mllion in the next policy year
We foresee that approximately $20 million of this increase will conme fromthe
new vehicle. If Skuld does not neet our expectations, the outl ook would likely
revert to stable.

Related Criteria And Research

Al articles listed below are available on RatingsDirect on the dobal Credit
Portal, unless otherw se stated.

e Principles O Credit Ratings, Feb. 16, 2011

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

* Interactive Ratings Methodol ogy, April 22, 2009

e Counterparty Credit Ratings And The Credit Franework, April 14, 2004
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Ratings List
Ratings Affirned; CreditWtch/Qutlook Action

To From
Assur ancef or eni ngen SKULD (G ensi di g)
Counterparty Credit Rating A-/ Positivel-- A-/ Stabl e/ --
Fi nancial Strength Rating A-/ Positivel-- A-/ Stabl e/ --

Additional Contact:
Insurance Ratings Europe;Insurancelnteractive_Europe@standardandpoors.com

Conplete ratings information is available to subscribers of RatingsDirect on
the A obal Credit Portal at www gl obal creditportal.com All ratings affected
by this rating action can be found on Standard & Poor's public Wb site at
www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the follow ng Standard & Poor's 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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