
1

Our values remain
the same. Our clients
want strong and
consistent partnerships.
That it is what we
continue to provide.
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Group

US$ in millions 2001 2000

Gross premium income 823 779

Insurance operating result –120 6

Investment operating result 47 67

Income before tax –76 69

Net income for the year –54 56

Combined ratio 119% 103%

Solvency capital 876 1,091

Solvency ratio 124% 172%

Number of employees 200 201

A. M. Best’s rating: A+ (superior)

Standard & Poor’s rating: A (strong)
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Sirius International
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Yet again our teams
turned in a performance
better than the industry
average.

revious annual reports have referred

to the volatility of the reinsurance

industry; during 2001 we experienced just

what that word means.

As a result I am unable to offer my

usual upbeat message. It was by any

standards an extremely difficult year. We

had to tackle the full range of difficulties

that reinsurers face from time to time – and

more. The outcome was that Sirius Interna-

tional reported its first loss ever.

Despite these setbacks, we emerged

with our strength intact, bloodied but

unbowed. Fortunately the year ended on a

high note, with the best renewal season for

several years and demand for our services

greater than ever.

In this report I shall outline the

problems that Sirius International faced

during 2001, how we responded and our

plans for the future.

September 11

Anyone who was at the reinsurance rendez-

vous at Monte Carlo on September 11 will

always remember how a sense of disbelief

gave way to shock as we learnt that many

of the people we had just met were directly

affected by the atrocity. I would like to

make a record of our condolences, already

Comments from the President & CEO

P
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Comments from the President & CEO

a time when all reinsurers had underpriced

their products in the soft market prevailing

at the previous renewal season. Add in the

high cost of our own retrocession (out-

wards reinsurance), and you get a heady

cocktail practically guaranteed to produce

underwriting deficits.

To add still further to the industry’s

woes, investments did not shine as they

have for so much of the past decade.

Sirius International’s investment income

dipped by 10 % as the world’s main mar-

kets fell by between 15% and 20%.

This outcome actually represents

something of an achievement in a year

when many portfolios lost money. Our

investment philosophy is deliberately

unadventurous. It remains a fundamental

principle that we will not gamble with the

funds that support our security. During

2001 our customers and shareholders had

particular reason to value that approach.

Underwriters deliver

Given the circumstances described above,

our underwriters acquitted themselves well.

It is always painful to report a combined

ratio of 119%, especially when you have

Sirius’ proud track record. Yet again,

though, our teams turned in a performance

better than the industry average. Hardly

cause for celebration, but it promises well

now that market conditions have improved.

Scandinavian Re

A large proportion of our underwriting

losses stemmed from Bermuda, where our

subsidiary Scandinavian Re ran into serious

difficulty. Accounting changes, combined

with some unexpectedly large claims,

completely changed the profile of this

company. Scandinavian Re has since

suspended underwriting while we consider

expressed informally on many occasions,

especially to our friends from Aon and

Marsh who lost colleagues on that terrible

day.

The financial consequences for the

reinsurance industry are, of course, unim-

portant by comparison, but they are severe.

Although it will be a long time before we

know the final figure, it was certainly much

the biggest insured loss in history.

Sirius International came through it

relatively well. A central plank of our

disaster planning is that no single event

should ever cost us more than $50 million

net of reinsurance. The ability to control

and predict aggregate losses in whatever

circumstances underpins the security that

any reinsurer offers its customers.

Our initial estimate of $50 million

has held good, despite the complexity of

the calculations and the fact that it

exceeded all previously accepted worst

case scenarios. The fact that we stayed

within our own self-imposed limit is a

tribute to our underwriters, the colleagues

who support them and our ability to write

in a controlled manner.

Red lights all the way

If the World Trade Centre had been our

only big challenge, it would have been a

demanding, but still reasonably successful

year. Unfortunately, it was just part of the

story.

Even without September 11, it was

going to be one of the most expensive

years ever. The Petrobras oil rig, the

Toulouse chemicals factory explosion,

storms in Texas, attacks on aircraft in Sri

Lanka, an earthquake in Seattle, floods in

Taiwan and satellite failures head the list of

other substantial reinsurance losses.

This unprecedented sequence came at
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Comments from the President & CEO

the options. Whatever our ultimate

decision, all Scandinavian Re’s legitimate

claims will be met in full.

Security ratings

In view of our difficulties, it is hardly

surprising that Sirius’ security ratings came

under pressure, especially when our parent

company ABB saw its rating reduced to A+.

At the time of writing A.M. Best have

reaffirmed our A+ (excellent) rating, but

Standard & Poor’s have moved us down to

A (strong), and Moody’s to A2  (Good).

The fact that other reinsurers have

faced similar problems or worse is little

consolation. We believe that we are an

extremely secure company. Our solvency

ratio stands at 124 %, well above what is

normally considered necessary for our type

of business. As already explained, 2001

demonstrated the effectiveness of the

controls designed to protect our capital

base.

Nonetheless, there are criteria that

have to be met, and we intend to do so.

Resuming our previous upward trend is a

priority for the future.

Whenever the going gets tough it is

tempting to make dramatic gestures to

show that you are in control. As I said at

the start, however, we are in a volatile

industry and our fundamental strengths

remain intact. Of course, we always try to

learn from our experiences but, with the

exception of Scandinavian Re, we have

concluded that there is no need for radical

action.

We have reviewed our already strict

underwriting guidelines, and tightened

them in some areas. Although our catastro-

With premium rates
back to commercially
acceptable levels, we
predict a quick return
to profit.
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Comments from the President & CEO

phe models proved remarkably robust after

September 11, we have revisited the

assumptions that we use. It is worth record-

ing, however, that we are aware of the

difficulties our staff faced last year, and

grateful to them for their dedication and

professionalism in such testing circum-

stances.

Similarly, we believe our strategy to be

sound. Controlled, profitable growth in our

core areas remains our driving goal, with a

continuing shift from Proportional to

Excess of Loss. With premium rates back to

commercially acceptable levels, we predict

a quick return to profit.

Our customers

In years of heavy losses our customers

depend on us more than ever, and

reinsurers are called upon to show their

true colours. I would like to think that we

have responded in a prompt and helpful

way during 2001, minimising the financial

impact of terrible events. It is a role that

we continue to be happy to fulfil.

GÖRAN THORSTENSSON

PRESIDENT & CEO

...we are in a
volatile industry and
our fundamental
strengths remain
intact.
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REINSURANCE AND COMMERCIAL INSURANCE
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2001was a year when the

reinsurance industry had to

stand up and be counted. It was put to the

test by a series of losses that some com-

mentators predicted would threaten the

very integrity of the global insurance

system.

Now that the real picture is starting to

emerge, our industry has shown itself far

more resilient than the pessimists had

feared. Nonetheless, 2001 set new records

for insured losses worldwide. Even before

the World Trade Center atrocity it was

going to be one of the most expensive

years ever for the insurance industry.

A positive response to a terrible year

As the President of Sirius International says

in his report, the human consequences of

September 11 outweigh any other consid-

eration. The group’s underwriting teams

join him in expressing their deeply felt

sadness, and in extending their sympathy to

the victims and their families.

Our main job as reinsurers is to

protect customers from the financial effects

of terrible events such as this, and to help

minimise economic disruption. During 2001

Sirius International responded positively in

the most challenging economic conditions

that reinsurers have ever experienced.

In these exceptional circumstances,

our results reflect well on our underwriters

and managers – they underline the stability

that is the very bedrock of our company.

Before going into detail, it is worth

pointing out that the unprecedented loss

experience was far from the only problem

faced by reinsurers everywhere. Although

premium rates had improved at the 2000/

2001 renewal season, they were still near

the bottom of the cycle and below commer-

cially acceptable levels. Meanwhile, our

own outwards reinsurance protections were

hard to buy, because of a combination of

lack of retrocession capacity and substan-

Reinsurance and Commercial Insurance

… underline the
stability that is the
very bedrock of our
company.
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Reinsurance and Commercial Insurance

tially increased pricing.

As a result, we faced a triple squeeze,

with low market prices for our products,

costly retrocession and then enormous

industry-wide losses. Premium income net

of reinsurance was $252 million, up 17 %

on 2000. Net claims totalled $243 million,

of which the World Trade Center accounted

for $48 million.

The results demonstrated the robust-

ness of our risk models and of our monitor-

ing techniques. Although the World Trade

Center attack was unprecedented, we

remained within our aggregate limits for

any one loss. Furthermore, our initial

estimate of exposure made two weeks after

the event has held good without requiring

any upward revision.

A combined ratio of 124% would be

unacceptable if repeated on a regular basis,

but we had the consolation of once again

outperforming most of our competitors. The

end of the year saw reinsurance rates

respond strongly, and prices at the 2001/

2002 renewal season reached levels that

should see a return to profit.

Of course there are lessons to be

learnt. Like all reinsurance companies, for

example, we are reassessing the assump-

tions behind our risk models. Any adjust-

ments should not, however, detract from

the fact that Sirius International showed

itself more than equal to the challenges of

this, the most demanding of years. Nor

should it draw attention from the continued

underlying progress in all our operations.

Controlled expansion in core areas

After a period of expansion, which saw two

new branches established during 1999, the

emphasis last year was on consolidation.

Our teams in Brussels, Liege and Singapore

have raised Sirius International’s profile in

Asia, much of Europe and Latin America,

and also in certain classes of business.

Our London branch has continued to

expand its presence. The core Medical

Health book recorded a 20% growth in

international business, while maintaining

levels of profitability. Our team was af-

fected by the World Trade Center, but

remained within the branch’s reinsurance

protections. The Political Risk team has

enjoyed a promising first year after joining

Sirius from Lloyd’s.

During 2001 underwriters in these and

all our centres saw a steady stream of new

business opportunities, especially in our

core areas. The Property portfolio contin-

ues to be our mainstay, accounting for 42%

of overall premium income. During the year

there was a further shift of emphasis

towards non-proportional treaty

reinsurance.

Harnessing information technology

Having successfully adopted CLASS, the

electronic system that has streamlined and

improved our claims service, we are now

embarked upon an ambitious IT project to

support our underwriters. An information

management system is being evaluated at

all our offices worldwide. This reflects our

desire to create an IT infrastructure that

will enable us to operate as a truly global

entity, monitoring and controlling our

worldwide exposures on a line-by-line

basis, and reducing our administration

costs.

Strength and consistency

Although reinsurance has changed for ever,

our values remain the same. Our clients

want strong and consistent partnerships.

That it is what we continue to provide, and
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why the Sirius Group continues to gain

customers and build relationships.

The volatility of our industry is such

that it is usually unwise to predict future

financial performance. Nonetheless, we had

a very successful year-end renewal season,

which witnessed a sizeable increase in

demand for our products, helped by the

Stockholm

Hamburg

Brussels

Labuan

Singapore

London

Liège

withdrawal of  several of our competitors.

Reinsurance once again commands rates

that are sustainable, and Sirius is well

placed to take advantage of the opportuni-

ties to be found in the market. We look

forward with confidence to 2002 and

beyond.
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FINANCIAL RISKS
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Financial Risks

...to deliver solutions
that are of practical
and financial value.

he Financial Risks unit produced

record volumes of business and

healthy profits in 2001 – for the seventh

year in succession. Premium income

increased by almost 15%, while the under-

writing result was similar to 2000’s record

level, despite a very tough and volatile

market. We have continued to leverage off

our structuring skills and closeness to our

customers to deliver solutions that are of

practical and financial value.

If this message has now become

familiar to regular readers of the annual

report, the statistics only tell part of the

story. There were other important develop-

ments during the year, in our markets and

in the products and services we offer. The

boundaries between insurance, reinsurance

and banking are among the most dynamic

and fastest moving areas of risk manage-

ment. During 2001, we continued to evolve

with our customers, while carrying forward

the changes that we had started in earlier

years.

Unlike many of our colleagues, we

were not directly affected by the attack on

the World Trade Center. One of our main

roles, however, is to help export companies

manage the uncertainty associated with

overseas projects. The aftermath of

September 11 has increased the need for

this type of security.

New markets, new products

Last year’s report highlighted the growth of

new geographical markets, as we expand

beyond our historic role of servicing

companies belonging to the ABB Group.

2001 saw considerable further progress in

this respect. We maintained our position in

Scandinavia, and developed business

partnerships in several other European

countries.

T
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Financial Risks

Our customers continue to come

mainly from large international firms and

finance banks that require tailored

solutions. A notable trend during the year

was the growing involvement in the actual

structuring of the underlying transactions,

especially in emerging markets. These

included several engineering and construc-

tion contracts, such as a large infrastructure

project in the former Soviet Union, where

we facilitated the completion of the trans-

action itself as well as its financing.

Another theme of 2000 that gained

momentum last year was the development

of new products as we combined different

types of risks and techniques into single

packages. We are proud of our ability to

put multi-disciplinary teams together in

order to produce innovative, workable

solutions.

A developing pool of expertise

It is more than 15 years since we identified

the trend that has provided the intellectual

and commercial basis of our Financial Risks

activity,  namely the  convergence of

capital and insurance market products.

Time has justified our original decision to

enter this field, and we continue to grow

our range and depth of expertise, which is

focussed on achieving practical results for

customers.

The Credit and Capital Market team

exceeded previous volumes, building an

even more high quality portfolio. It has

been at the forefront of developing

Stockholm

London

Zürich
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Financial Risks

Organisation  The ART Reinsurance team

completed more excellent work in helping

Sirius to provide services to its reinsurance

customers by utilising our proven skills in

structuring complex insurance and

reinsurance deals.

An ability to assume risk

The world was a less secure place at the

end of 2001 than it had been at the start of

the year. This situation has increased the

demand for our products and services.

Export projects need protection more than

ever, whether from default or from political

or military threats. The changed environ-

ment  requires new steps in the way

companies manage their credit and other

financial exposures.

Whereas some rivals have pulled out,

either because of losses or increased

uncertainty, we at Sirius International

welcome the opportunity to structure and

underwrite these risks. We are in the

business of solving our customers’ prob-

lems, and have the experience and re-

sources to assess situations, be they in

capital markets or in troubled regions such

as Latin America or the Middle East and

other emerging markets.

The Financial Risks section of Sirius

International exists to help businesses

thrive in challenging environments. It is a

service that is needed now more than ever,

and one we are happy to provide.

combined products that directly help

financial businesses achieve their goals.

Much of this work is truly at the cutting

edge of innovation, and our customers

come from an increasingly diverse spread.

For example we have structured, priced

and underwritten several credit risk port-

folios, whose benefits have included

increased return on capital for our

customers.

Our Trade Credit and Political Risk

team saw further growth, especially among

European corporate clients, who we serve

mainly from our London office. It has a

well-diversified portfolio, conservatively

selected to underpin stability.

From our Zurich office we have

worked alongside our financial institutions

customers in order to structure transactions

and insurances that ultimately provide

support to international trade and invest-

ments.

What we did not forecast, however,

was the large number of competitors that

would withdraw or reduce capacity during

2001, especially from Lloyd’s. As a result,

we are now even better placed for the

future in this important market.

The multi-disciplinary approach was

also in evidence in the work that we have

done for Captives. This segment is growing

in both size and sophistication, and we

have been able to employ several more

“cross-over” or combined solutions.

Our Project Insurance area has been

affected by the global economic slowdown,

which has reduced the level of investment

in infrastructure projects, and therefore the

demand for protection. Despite slightly

lower business levels, we have maintained

our market position and reputation for

being able to devise solutions that are

innovative and practical.
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Our conservative,
but flexible approach
to investment underpins
the security that our
underwriters offer their
customers.

n the last annual report we set out our

reasons for a conservative investment

strategy. We predicted that market condi-

tions would be difficult during 2001, with

the world economy likely to slow down

further. This was not a good time for risk

taking.

The past twelve months have fully

justified our defensive tactics, which have

protected the value of our funds. Although

the overall return of nearly 4.5% was much

less than our historic average, the result

has to be seen in the context of a year of

financial turbulence and low inflation.

There were several factors behind our

relative success, most notably the fact that

85% of our assets are invested in bonds. Of

these, 50% are USD bonds, which produced

returns of 8% during 2001.

Fixed interest securities

The US economic slowdown that started in

2000 developed into an outright recession,

which accelerated after September 11.

Investments
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Investments

LONG-TERM INTEREST RATES 2001

EQUITY MARKETS 2001

40

50

60

70

80

90

100

110

%

   Jan         feb         mar          apr         maj          jun           jul           aug         sep          okt          nov          dec  

Japan Nikkei 22% US (SP 500) Sweden OMX Index Germany (DAX) UK FTSE 100 Index

3.5

3.0

4.0

4.5

5.0

5.5

6.0

UK 5 YEAR US 5 YEAR Sweden 5 YEAR German 5 YEAR 

 jan    feb    mar    apr    maj    jun     ju l     aug    sep    okt     nov    dec



19

Investments

To stimulate the economy, Federal

Reserve cut the Fed funds rate 11 times,

from 6.5% to 1.75% without much visible

effect. The European Central Bank and the

Swedish Riksbank showed reluctance to

follow the US interest rate cuts, but

lowered rates in the autumn.

Yield curves steepened considerably,

but bond interests rates also declined until

November, when they reversed due to some

improvements in leading indicators and

consumer confidence. Still, 5-year bond

rates finished about 0.5% lower in the US,

slightly down in Euroland and 0.5% up in

Sweden. Towards the end of the year we

reduced the interest rate risk by reducing

the duration of the US$ bond portfolios.

Equity portfolios

After a short-lived recovery in April-May

equity markets continued down and

collapsed after September 11. The bottom

was reached on Sept 21. Despite a strong

recovery in the fall, which brought equity

indices back above levels before September

11, major indices still finished the year 15-

20% lower for the year. Like in 2000 the

technology and telecom sectors performed

the worst, whereas pharmaceuticals and

consumer products showed the best

returns.

At the start of the year we delayed the

planned expansion of our equity portfolio.

With the major stock markets falling, our

caution proved well founded. Although our

investment in equities rose slightly during

2001, much of our buying activity took

place in the second half of the year, by

which time the markets had stabilised.

During the year we decided to invest

$10 million in a global technology fund,

$15 million in a global fund and $5 million

in each of two investment companies

focused on the pharmaceutical and finance

sectors. We also added around $7.5 million

to our portfolio of hedge funds.

Return on investments

The year-end market value of investment

assets amounted to SEK 15,424 million

(2000: SEK 12,644 million); US$ 1,464

million (2000: US$ 1,328 million); of which

85 % was in fixed income securities and

15 % were in shares.

The total return on investment assets

based on market values was 4.5 % for the

group, which was slightly below the market

indices against which Sirius measures its

investment performance.

Gross investment income amounted to

SEK 773 million (2000: SEK 862 million);

US$ 74 million (2000: US$ 93 million). After

SEK 283 million (2000: SEK 246 million);

US$ 27 million (2000: US$ 27 million) in

allocated interest to insurance operations,

net investment income was SEK 487 (2000:

SEK 616 million); US$ 47 million (2000: US$

67 million).

Optimism returns – slowly

There is a growing view that the worst is

now over, that we are at or perhaps even

past the bottom of the business cycle.

Judging from historical patterns 2002 should

see the world economy moving up a gear.

In keeping its usual close watch on

financial developments, the investment

team is looking for opportunities to in-

crease its stake in the equity markets when

the time is right. Our conservative, but

flexible approach to investment underpins

the security that our underwriters offer

their customers, and that will continue to

be paramount.
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Financial Highlights

SEK million 2001 2000 1999 1998 1997

Net premium income 7,454 6,023 4,029 2,964 2,746
Net premiums earned 7,877 6,007 3,754 3,021 2,776
Other technical income 124 125 71 42 45
Allocated interest 283 246 114 135 113
Net claims incurred –8,163 –4,932 –2,046 –1,863 –1,591
Net operating expenses –1,370 –1,391 –1,835 –1,134 –1,167
Insurance operating result –1,249 55 58 202 176
Investment operating result 489 616 1 018 631 621
Other expenses –35 –34 –10 –9 –6
Net income for the year –557 522 781 584 575

Net technical provisions 14,686 9,593 6,667 4,212 3,974
Market value on investment assets 20,299 18,384 18,806 15,351 13,789

Insurance operating result
Claims ratio 102% 80% 53% 61% 57%
Cost ratio 17% 23% 48% 37% 41%
Combined ratio 119% 103% 101% 98% 98%

Investment result
Investment yield 5% 5% 4% 5% 5%
Total yield 4% 8% 4% 8% 7%

Solvency capital
Shareholders’ equity 7,398 8,001 6,826 5,898 5,417
Deferred tax on untaxed reserves 2,032 2,253 1,901 1,714 1,622
Deferred tax other –161 –43 –52 58
Deferred tax on reserve for unrealised capital gains 40 94 129 33 40
Excess values on investment assets
– Other investment assets –78 83 –145 512 330

Total solvency capital 9,231 10,388 8,659 8,215 7,409
Solvency ratio 124% 172% 215% 277% 270%

FIVE-YEAR SUMMARY –  GROUP

Financial Highlights
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FIVE-YEAR SUMMARY –  PARENT COMPANY

SEK million 2001 2000 1999 1998 1997

Net premium income 3,573 2,767 2,656 2,419 2,442
Net premiums earned 4,094 2,854 2,327 2,471 2,454
Allocated interest 268 232 91 124 105
Net claims incurred –3,513 –1,807 –1,531 –1,638 –1,518
Net operating expenses –1,277 –1,073 –871 –810 –919
Insurance operating result –428 206 16 148 122
Investment operating result –31 380 958 741 691
Other expenses –84 –452 –8 –9 –6
Net income for the year 2 –95 215 6 0

Net technical provisions 5,413 4,907 4,178 3,473 3,257
Market value on investment assets 13,819 13,668 12,116 10,805 10,012

Insurance operating result
Claims ratio 86% 63% 66% 66% 62%
Cost ratio 31% 38% 37% 33% 38%
Combined ratio 117% 101% 103% 99% 100%

Investment result
Investment yield 4% 5% 5% 6% 6%
Total yield 3% 7% 6% 10% 8%

Solvency capital
Shareholders’ equity 1,023 1,022 1,117 902 896
Deferred tax on reserve for unrealised capital gains 34 95 113 26 36
Untaxed reserves 7,256 8,048 7,174 6,449 5,819
Excess values on investment assets
– Other investment assets –17 44 –8 434 312

Total solvency capital 8,296 9,209 8,396 7,811 7,063
Solvency ratio 232% 333% 316% 323% 289%

Financial Highlights

............................................................................................................................................................................................................................................
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The ABB Group

ABB (www.abb.com) is a global leader in

power and automation technologies that

enable utility and industry customers to

improve performance while lowering

environmental impact. ABB has some

155,000 employees in more than 100

countries.

ABB Group Reports

The ABB Group publishes the Group

Annual Report in English, German and

Swedish. The English-language version is

binding. ABB  also issues quarterly finan-

cial results in April, July and October. All

figures shown for the ABB Group are in

U.S. dollars. ABB also publishes annual

sustainability and technology reports. For a

copy of these reports, please contact ABB

Corporate Communications at the address

stated below, or download the reports from

www.abb.com.

ABB Ltd

Corporate Communications

P.O. Box 8131

CH-8050 Zurich

Switzerland

phone: +41 43 317 7111

fax: +41 43 317 7958

Ownership structure

Sirius International Insurance Corporation

(publ) is a wholly owned subsidiary of ABB

Financial Services within the ABB Group.

ABB Ltd, in Zurich, Switzerland, is the

holding company of the international ABB

Group.

ABB Financial Services

ABB Financial Services supports the group’s

businesses and customers with innovative

financial solutions in structured finance,

leasing, project development and owner-

ship, financial consulting, insurance and

treasury activities. With operations in every

major market of the world, ABB Financial

Services offers its customers the unrivaled

combination of deep industry knowledge

and financial expertise globally.

ABB


