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“

ARAB INSURANCE GROUP (B.S.C.)

We are gradually shifting our portfolio away 
from regional treaty facilities towards lines 
where we have better control over our fortunes. 
This may result in lower business volumes yet 
help in retaining profitability.

“
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REINSURANCE

According to global reinsurer Munich Re, insured losses 
from natural catastrophes amounted to US$ 27 billion in 
2015, the lowest level since 2011. After four years of benign 
claims experience, risk carriers may hardly be pleased as 
this takes away their last straw of hope that terms of trade 
may improve anytime soon.

Reinsurers mainly rely on two revenue streams: premiums 
and investment income. Depending on the state of the 
market, either one of them can be more relevant to net 
earnings. In most years, one tends to compensate for the 
other. However, there are times when downward trends 
coincide and that would generally drive down industry 
results. In 2015, risk adjusted premiums further declined 
while financial markets continued to underperform, 
especially during the second half of the year. It is hardly 
surprising that many reinsurers are now reporting lower 
results for 2015.

The extraordinary level of M&A activities during the 
reporting period is pointing towards consolidation in our 
industry. Like the volume of air in an accordion, the market 
tends to expand with growth, and to contract when under 
pressure. Even then, companies are fighting for market 
share, adding to the problem. Industry professionals 
appear to be at a loss trying to predict what could change 
the toxic combination of oversupply and declining demand, 
while investments appear to be locked into very low single 
digit returns.

Surely the global economy is not helping, resulting in 
extreme pricing sensitivity that is driving buyers’ behaviour 
and, in fact, the entire food chain of brokers and risk 
managers. Digitisation is adding momentum through 
aggregator portals, the formation of crowd funded risk 
management concepts, or simply more sophisticated 
modelling tools. While every party involved in insurance is 
bent on cost saving, investors are expecting higher returns 
on their capital, often ignoring that inflation has reduced 
dramatically in most markets. It is that gap between the 
realities of the business and the growing unhappiness of 
shareholders that is driving more change.

Emerging markets are presenting challenges of their own. 
Current economic growth is far away from its heydays 
as new ‘national’ reinsurers are launched to domesticate 
more premium, or at least profits, within the country. New 
legislation in China, Indonesia and as of late India is either 
shutting out foreign reinsurers completely or placing them 
at a disadvantage vis-à-vis their state funded competitors. 
This is a dangerous game that could quickly backfire, if a 
large natural catastrophe event was to occur.

These are truly testing times for all stakeholders and 
whoever feels isolated from the global dynamics should 
better look twice. It may be early days but we believe that 
the face of our industry is about to change dramatically.

BUSINESS REVIEW  

Portfolio development 

The Group’s 2015 gross premium income reduced by 
30% compared to the previous year, of which 9% was the 
result of a discontinued fronting arrangement for one of the 
Lloyd’s syndicates we worked with. Another 7% reflected 
movements within Arig’s portfolio, mostly reductions in our 
client’s premium income, cyclical cutbacks and exchange 
rate movements. The remaining 14% constituted shifts in 
our Lloyd’s portfolio, where we discontinued or reduced 
two of our larger quota share support treaties.

Diversification within our book of business remains one of 
Arig’s top priorities, while managing our risk exposures in 
a challenging market place especially as the pricing trend 
continues its slide. We are gradually shifting our portfolio 
away from regional treaty facilities towards lines where we 
have better control over our fortunes. This may result in 
lower business volumes; yet, help in retaining profitability.
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Group Technical Results by line (in US$ 000)

Technical Results by source (in US$ 000)
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Performance

Arig’s underwriting fortunes in 2015 were marked by treaty 
losses: two large earthquakes in Nepal, mid-size claims 
from the Far East and Turkey, and finally the highly visible 
blaze at the Address Hotel in Dubai on New Year’s Eve. In 
the end, the Group’s overall loss ratio registered at 67.4% 
for the year, an increase by 0.6% over its 2014 level.  

Closer analysis of the 2015 results shows a mixed picture. 
Our facultative, treaty excess of loss, Life and Lloyd’s 
portfolios all continued to perform well. There was a 
reduction in returns year-on-year, but this was mostly driven 
by negative scale effects. Technical returns on premiums 
remained almost constant, with only a slight reduction in 
our Lloyd’s book. However, continued pricing competition 
keeps eroding margins in areas where clients hold 
delegated underwriting authority. Treaty bouquets, a key 
contributor to our regional portfolios, are typically placed 
as a combination between several lines of businesses. 
While one or two of these classes may generate losses, 
others are expected to compensate with profits so that 
the overall result should remain profitable. This was no 
longer the case in 2015 when margins proved too narrow 
to accommodate a series of mid-size losses. We therefore 
implemented higher hurdles for acceptances before the 
end of the year, even if it should come at the price of lower 
trading volumes. 

Please note that the majority of the treaty losses accounted under Arig’s 
2014 financial year relate to the Nepal earthquakes, which occurred in 2015 
but technically fell under the 2014 underwriting year for that market.

Risk Capital Position

As has been the Company’s practice, we commissioned 
independent external actuaries to provide an updated 
estimate for the amount of capital required to cater for 
risk events throughout the Group’s operations at a 1:200 
probability, or 99.5th percentile. Arig’s Economic Capital 
shows substantial redundancy against the Company’s 
shareholders equity at that confidence level. It demonstrates 
that the Group is offering substantial financial security to its 
customers even in a stressed model scenario. 

The consolidation of Takaful Re under Arig’s risk pool 
has been moderated by the fact that our subsidiary does 
not share accounts in Arig’s peak risk territories where 
exposure to natural catastrophe risks tends to drive capital 
requirements. 

Arig’s reinsurance book, which represents 92% of the 
Group’s portfolio, has seen limited changes over the 
position one year ago. Key drivers for the Group’s risk 
capital are underwriting risk and, to a lesser extent, 
reserve risk followed by market risk, operational risk, 
liquidity risk and credit risk. Subsequent to a recent review 
by our independent actuaries, reserve risk has seen a 
notable reduction while market risk increased moderately. 
All movements combined resulted in a marginal decrease 
in the Group’s Economic Capital requirement.

As it was endorsed through actuarial analyses and despite 
the 2015 operational loss, we remain highly confident 
that the diversity and the quality of the Group’s portfolio 
provide solid protection to Arig’s reinsured clients and 
shareholders’ capital alike.
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Outlook

The state of the Chinese economy continues to be a major 
preoccupation for analysts while economic recovery in 
the U.S. may be less pronounced than initially assumed. 
Together with the slump in the price of natural resources 
and fossil fuels, global demand is likely to remain weak in 
2016 – also for mainstream insurance products. 

Economic necessity dictates that commercial insurance 
buyers minimise their expenditure and optimise risk 
management. Competitive pressure and further decline in 
product pricing is making it harder for Arig’s clients to meet 
their planned premium income. Counter to that, we see 
reserve strengthening in Motor and Medical lines pushing 
up premiums in these volume classes. On the balance, 
we expect low single digit growth in the MENA region 
throughout 2016.   

To reinforce our profitable facultative book of business, Arig 
plans to have a physical presence in the Dubai International 
Financial Centre (DIFC) in 2016. The Company has also 
renewed its interest of bringing selected Lloyd’s products 
into our home markets and beyond. Through coverholder 
agreements with individual Lloyd’s syndicates in the 
London market, Arig intends to deliver leading market 
know how and Lloyd’s ‘A’ rated security to our customers’ 
doorstep. 

Arig views Personal Lines as a major area for development. 
While our Life team is working on customised solutions 
catering to regional needs, we are partnering with 
specialised insurance managers in introducing novel 
consumer products into our part of the world. Rather 
than chasing premium alone, we believe that profitability 
increasingly rests with product diversification. At the same 
time, we are revisiting under-performing businesses and 
addressing capital inefficiencies within the Group.

With the exception of Lloyd’s business, we see limited 
growth opportunities for our proportional treaty portfolio, 
especially as margins have eroded over years of intense 
competition in the regional markets. As for Lloyd’s, we have 
concluded new agreements that will increase our income 
from the London market. We view our involvement as a 
suitable platform for the joint development and introduction 
of new products into our regional markets as well as an 
important further diversifier of our portfolio.

While we are investing into profitable lines of business, 
we are critically reviewing the under-performing segments 
in our portfolio. It was decided that our subsidiary Takaful 
Re, in which Arig holds a 54% stake, should cease active 
underwriting after extended efforts to increase profitability 
in the business written from the Re-Takaful market failed 
to show the desired effect. Arig will continue to support 
Takaful clients through the parent’s balance sheet. 

For similar reasons we concluded that it would be better for 
the Group to close its branch operations in Singapore and 

Labuan. The continued absence of meaningful returns, 
increasing protectionism in the region and the high cost 
of operation finally convinced us that the branch network 
was no longer viable. We would like to stress, however, 
that Arig’s Head Office capacity remains available to all 
regional cedents. At the same time, we will be working with 
our clients and all other parties involved to ensure orderly 
and secure run off for our existing Branch portfolios. On 
this note, we wish to emphasise that Arig’s financial status 
remains unfettered. As you may have seen from the press 
release in December 2015, A.M. Best has maintained 
its ‘B++’ rating with positive outlook on Arig throughout, 
highlighting its “solid risk-adjusted capitalisation” that is 
“supported by modest underwriting leverage, conservative 
asset allocation and prudent reserving”.

INVESTMENTS 

Global growth diverged in 2015. The US registered steady 
growth and a decline in the unemployment rate. The Euro 
zone & Japanese economies continued to be sluggish. 
China, the biggest emerging economy, experienced 
significant slowdown. In this paradigm, the monetary 
policies of major Central Banks differed for the first time in 
recent years. The US Federal Reserve adopted a tightening 
bias and increased short-term rates while the ECB and the 
Bank of Japan continued their policy of quantitative easing. 

Apprehensions of a global recession and uncertainty over 
the timing and extent of interest rate hikes by the Federal 
Reserve resulted in high levels of volatility across various 
asset classes. Currencies, commodities, equities and fixed 
income securities of emerging markets lost ground as 
riskier assets became less appealing. Many equity indices 
registered negative returns. US indices closed lower for 
the year. The Morgan Stanley World Index shed 2.7% for 
developed markets  while the Emerging markets Index lost 
a whopping 17%. GCC stock markets were substantially 
impacted.  

There was brisk demand for government securities while 
Emerging Market bonds and high yield securities fell out 
of favour. The benchmark ten-year US Treasury note was 
range bound and closed up marginally in yield at 2.27%. 
The continuation of the ECB’s of ‘easy money’ policy 
resulted in a further drop in yields on European sovereign 
paper. In December 2015, yields on European government 
bonds up to a tenor of five years were negative. 

The Dollar retained its safe haven status with the Dollar 
Index increasing by 9.26%. The strong Dollar pushed 
commodities lower. Crude oil closed down for the second 
year in a row. 

The majority of our investment portfolio continued to be 
deployed in lower risk asset classes in line with the risk 
tolerance of the Group. At year-end, investments totalled 
US$ 746.6 million (2014: US$ 715.4 million) with 89% 
allocated to cash, short-term securities and bonds. In spite 
of our moderate exposure to equities, we were impacted by 
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the price action, which reduced Group investment income 
to US$ 14.3 million in 2015 (US$ 20.5 million in 2014).
  
Going forward, major challenges remain. There is 
continuing decline in asset prices. Crude oil is at a 
twelve-year low. This has profound implications for GCC 
economies. Carefully calibrated fiscal and monetary 
strategies are required to renew confidence and stimulate 
growth outside of the fossil fuel related market sectors. 

The prevailing low rates of interest remain challenging 
to a predominantly short duration investor such as Arig, 
especially as financial and reinsurance markets are 
concurrently being tested. In this environment, we will 
continue to do the utmost in shielding our investors from 
extreme loss events by managing a diversified low-risk 
portfolio within the Company’s defined risk appetite and 
by carefully balancing market opportunities against our 
standing obligation to policyholders and shareholders. 
We continue to be at a low point in the investment cycle 
especially in terms of interest rates. Preservation and 
safety of capital at this stage is paramount in preserving 
the potential of exploiting opportunities as and when 
markets pick up. 

SUBSIDIARIES

Takaful Re Limited (TRL)

The Group’s Islamic reinsurance subsidiary reported a net 
loss of US$ 7 million (2014: net loss of US$ 9.1 million) for 
the year. While the loss from underwriting activities reduced 
year-on-year, impairment provisions of US$ 4.9 million on 
its office premises and reduced investment earnings took 
a toll. Arig’s share in the Company’s net loss was US$ 3.8 
million (2014: loss of US$ 4.9 million). 

Gross underwriting contributions reduced by 9% to US$ 
16.8 million (2014: US$ 18.4 million). Motor represented 
30% of total revenues (2014: 11%), Property 21% (2014: 
30%) and Medical 15% (2014: 24%). The subsidiary 
ceased accepting new business in late 2015.
 
Takaful Re’s investments yielded an average return of 
0.8% with investment earnings of US$ 0.9 million (2014: 
US$ 1.9 million). The Company maintained its conservative 
investment strategy maintaining a high degree of liquidity.  
About 53% of the US$ 107.7 million (2014: US$ 111.5 
million) of invested assets were held in cash and short-
term Islamic deposits.

Gulf Warranties (GW)

Gulf Warranties returned a net profit of US$ 0.6 million over 
the reporting period (2014: profit US$ 0.03 million). New 
business had motor warranty revenues grow by 52% to 
US$ 3.5 million (2014: US$ 2.3 million) while non-warranty 
income increased to US$ 1 million (2014: US$ 0.9 million) 
over the year. 

Arig Capital Limited (ACL)

ACL is a registered and fully owned corporate member 
at Lloyd’s of London that allows Arig to share in business 
written by Lloyd’s syndicates. In 2015, ACL accepted 
reinsurance from five syndicates generating gross written 
premiums of US$ 46 million (2014: US$ 129 million). 
Movements in Arig’s Lloyd’s portfolio and the effect of 
exchange rate developments led to a noticeable reduction 
in 2015 premiums. 

ACL retains limited risk for its net account and cedes the 
majority of its business to Arig. For its net share alone ACL 
recorded a nominal loss of US$ 0.3 million for the year 
(2014: net profit US$ 0.2 million).


