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Research Update:
Austrian Non-Life Insurer HDI Versicherung

AG Assigned ‘A’ Ratings; Outlook Stable

Overview

* W are assigning 'A ratings to Austria-based non-life insurer HD
Ver si cherung AG

» The stable outlook reflects our assunption that the conpany will renmain
strategically inportant to its parent, Tal anx AG

Rating Action

On Cct. 2, 2009, Standard & Poor's Ratings Services assigned its "A long-term
counterparty credit and insurer financial strength ratings to Austri a-based
i nsurer HDI Versicherung AG (HDI Austria). The outl ook is stable.

Rationale

The ratings on HDI Austria reflect the company's strategic inportance to its
parent, Talanx AG (A-/Stable/--), the internedi ate hol ding conpany of

Ger many- based Tal anx i nsurance and reinsurance group (core primary operating
entities collectively referred to as Talanx Primary Group (TPG are rated
At/ Stable/--). The ratings also reflect the company's very strong
capitalization and strong operating performance.

O fsetting these positives is the conpany's linmted conpetitive strength
in the highly competitive personal l|ines business in Austria, where there is
i ncreasing pressure on rates and bottomline results, mainly in notor.

Because of HDI Austria's strategic inportance to TPG the ratings factor
in two notches of inplicit support. W regard HDI Austria as strategically
i mportant to TPG nainly based on the successful execution of its industrial
lines business in Austria and via branch offices in the Czech Republic,

Sl ovakia, and Hungary in line with the group's international strategy. In
addition, HD Austria acts as TPG s service platformin these countries
(around 16% of gross premiuns witten fromthe industrial |ines business) by
fronting international industrial lines progranms mainly for TPG s core
operating conpany HDI-Gerling Industrie Versicherung AG (HG1; A+/ Stable/--).
Mor eover, the conpany has denpnstrated a sustained track record of strong
operating performance, which has exceeded the group's financial targets.

We view the conpany's capitalization as very strong, based on extrenely
strong capital adequacy and strong quality of capital. The bal ance sheet is,
in our view, further protected by conprehensive quota share and catastrophe
rei nsurance covers.

We view HDI Austria's operating performance as strong, based on its track
record of sound underwriting results with a net conbined ratio of 87%in 2008
(three-year average: 88%. In our view, the conpany benefits fromits slim
cost base that provides a confortable cost advantage conpared with peers. W
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beli eve that the financial nmarket downturn had a negative effect on the
conpany's 2008 investnment performance; however, we think that it has resisted
relatively well, reflected in a strong return on adjusted equity of 20%in
2008 (five-year average: 18%.

We view HDI Austria's conpetitive strength in private |lines business as
l[imted, due to its small size and major focus on only two sel ected busi ness
lines--notor and | egal protection. W consider the conmpany's market share of
4% 5% as nodest in the highly concentrated Austrian insurance narket.

Mor eover, conpetition in the conpany's |ocal business |line, notor insurance,
has intensified and there is increasing pressure on rates and bottomline
results.

Outlook

The stable outlook reflects our expectation that HDl Austria will remain
strategically inmportant to TPG based on our assunption of the successful
profitable continuation of the conpany's business nodel in line with the
group's strategy, mainly in the industrial |ines business. W wll, however,
closely nmonitor the potential inmpact of TPG s recently announced mgj or
restructuring program The ratings could cone under pressure if TPG were to
spin-off the industrial |ines business fromHD Austria, which would,
therefore, raise concerns about the conpany's strategic inmportance, and with
it the inplicit support currently factored into the rating.

We expect capitalization to remamin very strong and operating performance
strong. The non-life conbined ratio should, in our view, not exceed 95% In
addition, we expect a return on equity well in excess of the parent's ninimm
target of the risk-free return plus 750 basis points.

Related Research

* Interactive Ratings Methodol ogy, April 22, 2009
e Group Methodol ogy, April 22, 2009
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then Ratings in the |l eft navigation bar, followed by Find a Rating.
Alternatively, call one of the followi ng Standard & Poor's nunbers: dient
Support Europe (44) 20-7176-7176; London Press O fice (44) 20-7176-3605; Paris

(33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm (46) 8-440-5914; or
Moscow (7) 495-783-4011.
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