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Dear Shareholders,

The Directors of the Arab insurance Group (B.S.C.) (Arig) 
are pleased to present the Company’s 35th Annual Report 
and Consolidated Financial Statements for the 2015 
Financial Year.

GROUP PERFORMANCE

Market conditions for reinsurers remained challenging over 
the reporting period as surplus capital continued to keep 
rates and conditions under pressure. In addition, lower 
investment returns contributed to a decline in the overall 
result for the financial year 2015, as Arig sustained a net 
loss of US$ 4.4 million (2014: a profit of US$ 15.6 million). 

The Group generated a profit of US$ 0.8 million from its 
underwriting activities (2014: US$ 6.0 million). Arig and 
its Corporate Member at Lloyd’s contributed gains of US$ 
2.1 million whereas Takaful Re produced a loss of US$ 
1.3 million for Arig’s share. Investment returns were down 
30% compared with the previous year at US$ 14.3 million 
(2014: US$ 20.5 million) as the world economy continued 
to slow down, particularly in Arig’s  Emerging Markets.

Arig’s Gross written premiums decreased to US$ 220.4 
million over the year (2014: US$ 315.3 million), caused 
by shifts in Arig’s Lloyd’s portfolio, voluntary cutbacks and 
the influence of exchange rate developments. At the same 
time, a series of mid-size losses and the reduced premium 
pool resulted in pushing the Group’s combined ratio up to 
106.6% (2014: 101.7%).

THE MARKET

The 2015 calendar year went out with a bang and in many 
ways this was symptomatic of the state of our markets, 
perhaps even the global economy at large. While millions 
of spectators around the globe watched 9 tons of fireworks 
being turned into a dazzling display of pyrotechnics, next 
door the house was on fire - literally. The blaze at the 
nearby luxury hotel was serious, but not serious enough 
to stop the big show. It will leave reinsurers with a sizeable 
dent in their results and yet not change the market by 
one iota. Not even the massive explosion at the port of 
Tianjin has prompted a noticeable reaction though it left 
local insurers and their reinsurers with a bill of anywhere 
between US$ 1.6 to US$ 3.3 billion in its wake. It is safe 
to assume that the market hardly reacts to bad news any 
longer. Awash with capital, cycles that once used to reflect 
the volatile balance between supply and demand seem to 
have disappeared altogether. 

Cycles used to offer underwriters the chance to recover in 
hard markets what they may have lost when competition 
made them accept risks below cost. This option is no 
longer there. Prices are at a permanent low and the 
industry needs to adjust. Gone are the days of double-
digit returns. According to the Willis Reinsurance Index 
for the first half of 2015, underlying ROEs of reinsurers 
within the index were at 5.1% only after adjusting for 
reserve releases and abnormally low catastrophe losses. 
And while capital continues to flow into an already satiated 
market, operators are in limbo over how they can satisfy 
investors without exposing them to greater financial risk, 
which is equally common to the sector. 

Meanwhile, it is all about efficiencies: capital, operations, 
risk management and even distribution are under the 
microscope. It is therefore not surprising that economic 
scale is seen as one possible response. 2015 has seen 
the highest number of mergers & acquisitions (M&A) in 
recent years. According to Capital IQ, the global insurance 
sector M&A deal volume in 2015 totalled US$ 89 billion 
with 770 deals, compared to just US$ 31 billion in 2014. 
What is driving shareholders to such big investments in 
a market that is viewed as ‘negative’ by all of the big four 
rating agencies? Is it really worth-while to create large 
entities when the whole sector is struggling with achieving 
satisfactory returns? As so often, it all depends. Simply 
buying volume is usually not a good idea. But if, through 
an acquisition or merger, the new entity would increase its 
global reach, diversification, product depth and expertise, 
it could all start to come together. Add to it increased 
operational efficiencies and better use of capital, and it all 
starts coming together.

Typically these newer entities are multi-disciplinary and 
multi-regional, if not global. Increasingly, the lines between 
insurance and reinsurance are becoming blurred. We are 
witnessing regional powerhouses investing into Lloyd’s 
and global players pushing into areas they previously 
considered uneconomical. Not all may be based on Dollars 
and sense and often seems to display the desperate 
search for premiums lost. That helps explain the success 
of insurance and reinsurance hubs in Dubai, Singapore or 
Shanghai, even if many continue to struggle with turning 
their regional investments into profit earning operations. 
Efficiencies need scale, and scale requires volume so the 
hunt for premiums continues as long as capital is cheap 
and large catastrophe losses remain absent.

That was the situation in 2015. Global insured losses were 
down by an estimated 48% from their 10-year average1- 
the fourth year of decline after record-breaking catastrophe 

1  Source: Aon Analytics
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We are convinced that the key to a successful future will not 
simply be tied to premium volume, but the ability to develop 
our markets’ potential that has yet to be fully explored.”

“
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losses in 2011. The downward trend generated more 
interest from alternative capital providers who are 
estimated to have funded US$ 68 billion of convergence 
capital in the form of catastrophe bonds, ILWs, sidecars or 
collateralised reinsurance2- 13% more than in the previous 
year. Most of the alternative capital has come from Pension 
Funds that take a long-term view on sectors uncorrelated 
to equity, interest rates or credit risk. On the receiving end, 
this new capital needs to be engaged, which is one of 
the reasons why pricing has continued to remain under 
pressure throughout the year.

According to global broker Willis, Property rates have 
declined from anywhere between -3% to -15% over the 
past twelve months3. Only loss hit areas managed to 
stem the tide for a limited period. Much like in the global 
economy at large, versatile, enterprising and customer 
focused companies vie to lead ahead. “As reinsurance 
providers continue to evaluate how to compete in a 
market flush with capacity, an environment of innovation, 
responsiveness and customisation has become the norm”, 
as a senior executive at global broking firm Guy Carpenter 
puts it. But this strategy requires shareholders commitment 
to fund changes at the company level while the market 
is not helping. This could well develop into a watershed, 
especially for smaller operators.

Meanwhile, Emerging Markets are finding themselves in 
the midst of an economic crisis, especially if they have 
been reliant on a monoculture of natural resources. Efforts 
to raise demand through cheap money have run out of 
steam, yet are difficult to roll back as governments are 
trying to manage rising debt. The price of oil has plummeted 
to its lowest level since 13 years just before Iran, one of 
the largest oil producers in the world, is about to re-enter 
into the market. Producing countries look unprepared 
and unable to replace their previous income streams 
with alternative revenues. Past surplus has mainly gone 
into infrastructure investments, a few artificially nurtured 
industries and private consumption. Yet it has largely 
failed to create industries that are sustainable without 
the subsidies from oil revenues. The GCC in particular 
is expected to witness a sea change of budget cuts, the 
onset of a tax regime and lower spending in general. While 
the public sector is likely to remain the largest employer 
and unemployment among the youth may increase, not 
all is bad, especially as we are seeing a gradual shift of 
government services into the private sector. The creation 
of a fully funded social network along with the development 
of publically traded fixed income instruments is ushering 
in a new era that may eventually create more jobs, offer 

new choices for investors and possibly even replace the 
public sector as the employer of choice. This would offer a 
huge opportunity not only to our industry sector, but to the 
regional economies and populations at large.

ARIG’S POSITION

Two large earthquakes in Nepal, the fire at the Address 
Hotel in Dubai on New Year’s Eve and mid-size losses 
from the Far East completely consumed our 2015 treaty 
returns. The facultative book fared better and so did our 
business at Lloyd’s while Life reinsurance continued with 
its previous year’s strong performance. In total the Group 
generated US$ 13.2 million of technical returns (2014: 
US$ 16.1 million), down 18% year-on-year.

Gross written premiums were down by 30% for the 
year 2015, which marked the end of a sizeable fronting 
agreement with a Lloyd’s syndicate, generally lower 
premiums from the Lloyd’s market and other clients, and 
the softening of a number of key market currencies against 
the US Dollar.

Our company largely follows the regional markets in terms 
of product scope, coverage and terms. Equally, Arig is 
subject to the market conditions our clients and competitors 
are faced with. We have been managing our fortunes in a 
buyers’ market over the last ten years and it seems there 
is no end in sight. In fact, if we follow the premonition that 
market cycles may be a thing of the past, we need to find 
alternative ways to manage our company profitably in this 
challenging environment.

For the most part, Arig has done just that but as operating 
conditions keep changing, we need to keep pace and adapt. 
Internal cost is usually a good place to start. When margins 
are under pressure, wasting resources is not an option. 
In 2011, the company started streamlining operations and 
today we are happy to say that our expense level is now 
back to where it was back in 2007. Headcount has since 
been reduced by 40%. Today, Arig is a lean organisation 
yet we are mindful that the most valuable resource we hold 
is our human capital. It is the most difficult to replace in a 
knowledge based industry such as reinsurance.

In addition, we are addressing Group efficiencies by 
withdrawing from activities that are no longer adding value 
to shareholders. In 2015, we took stock of our overseas 
network and that has led to a number of actions. Ten years 
after the Group’s pioneering start into Islamic reinsurance, 
we recognised that the Re-Takaful market has failed to 

2  Source: Aon Analytics

3  Willis 1st View, January 2016
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deliver on its promise. While premiums grew, profits did 
not follow. Only a small number of operators are able to 
pay back surplus to their participants. In order to protect 
our capital from further loss, Takaful Re, in which Arig has 
a 54% shareholding, has since stopped accepting new 
business. Equally, though for different reasons, we are 
closing our Branch Offices in Singapore and Labuan. Low 
returns, increasing protectionism in the region and the high 
operational expenses were negatively affecting our bottom 
line. Judging from past experience, we are confident that 
the above measures have the potential of lifting our ROE. 

OUTLOOK

There is no hiding of the fact that low oil prices, rising interest 
rates, a strong Dollar and concerns over Emerging Market 
economies have precipitated global economic outlook. For 
oil exporting countries, the hit has been particularly hard 
when governments saw previous surplus replaced by 
gaping budget holes. For their societies, the shock may 
even prove to be greater as free benefits are superseded 
by the outlook of new taxes and rising unemployment 
while investments are stalling. More economic and socio-
political reforms may be expected in regions that are 
already struggling with stability.

In the GCC, the impact will be moderated by considerable 
cash reserves. Yet even the largest sovereign funds will 
quickly deplete, if spending is not adjusted. Already we 
are noticing that projects are deferred, subsidies cut 
and consumption is affected. As the new reality sets in, 
economic fortunes will increasingly favour those capable 
of employing creativity and innovation to run a sustainable 
business in a difficult environment. 

This is equally true for the insurance industry in the region, 
which has largely been relying on ceding commissions and 
returns from risky asset classes. But when regulators in 
Saudi Arabia, for example, took a greater interest asking 
for late reserving, profits started to decline. We expect this 
trend to continue as the UAE looks poised to place local 
insurers under a tighter regulatory regime, particularly in 
the critical Medical and Motor lines. Whether this would 
eventually put some companies out of business remains 
to be seen. But there is hope that the insurance sector 
would eventually progress from trading risk to actively 
underwriting it – which should equally benefit reinsurers.

Premium outlook for the Middle East insurance industry 
in the short term is forecasted at ‘modest growth or 
stagnation4’ while we continue to develop alternative 
income streams. Automatic treaty facilities with our clients 
have shown diminishing returns; hence, we have increased 
our appetite for individually underwritten accounts. Arig 
plans to have a physical presence in the Dubai International 
Financial Center (DIFC) in 2016. At the same time, the 
company has 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, we intend to deliver 
leading market know how and Lloyd’s ‘A’- rated security 
to our customers’ doorstep. Moreover, we have signed 
new agreements that will increase our involvement in the 
Lloyd’s market while adding global reach, new products 
and further diversification to our portfolio.

Arig views Personal Lines as a major area of future 
development. We believe that the private sector will need 
to become increasingly engaged when governments find 
they can no longer afford the giveaways their people have 
been enjoying. Medical, old age, disability, education and 
changing consumer behaviour are just few of the future 
areas where insurers need to start building in-house 
expertise. Arig is ready to assist them with its formidable 
team of underwriters that is already working on customised 
solutions. Rather than relying on commonplace products 
becoming subject to ruinous competition, we believe our 
sector should offer more to customers. We are convinced 
that the key to a successful future will not simply be tied 
to premium volume, but the ability to develop our markets’ 
potential that has yet to be fully explored. 

2016 may look like a very challenging year, but it also gives 
rise to many new opportunities.

4  Finance Forward Middle East Insurance Outlook Report 2016
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