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BADRISaudiArabia’s Insurance Industry Performance Analysis

- H1 2022

2021 was one of the worst years for profitability in the
KSA Insurance sector and H1 2022 continues to be
challenging, particularly for companies with heavier
exposure to motor. Compared with the same period
last year, the insurance industry in the Kingdom has
witnessed a dramatic decline in profitability for HI
2022.

Overall gross written premiums have increased by
23.8% from SAR 21.9 billion to SAR 27.1 billion
but profitability after zakat & tax has plummeted by
88% from a profit of SAR 517 million in H1 2021
to a reduced profit of SAR 114 million in HI 2022.
However, we note there are some positive signs of
recovery and there is a welcome return to profitability
for the sector as a whole in H1 2022 compared with the
heavy loss for Q1 2022.

Motor underwriters have struggled in very challenging
market conditions, as underwriting profits have fallen
by 127% compared with HI 2021. Whilst this was
very much affecting the whole market the difference
in performance between the largest players and the rest
of the market is stark. The 5 largest motor writers had
an average loss ratio of 82% whereas the others had an
average loss ratio of 95%. Based on the position at H1
2022 it will be difficult to achieve underwriting profits
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for motor for FY 2022 for many of these insurers.
Retail TPL aggregator business has been heavily loss
making and premiums need to increase significantly
across the market for many insurers to be profitable in
this segment.

By contrast, Medical GWP has grown substantially by
26% and underwriting profits have increased by 13%
compared with last year. This remains an extremely
competitive line of business and the overall industry
loss ratio remains high at around 85%.

The Industry Combined Ratio has increased sharply
by 3% to 103%, compared with H1 2021 mainly due
to an increase in the industry loss ratio as expense
ratios remain at similar levels. Claims incurred have
been significantly higher than expected. Investment
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returns have remained positive offsetting some of
the underwriting losses. The Combined Ratio shows
a modest improvement compared with Q1 2022 but
unless motor results improve dramatically its hard to
envisage this falling below 100% by the end of the year.

The overall industry retention ratio of 83% has
increased by 1% compared to H1 2021.

Commission expense ratio has increased by
approximately 1% and no changes in the G&A expense
ratio is observed.

Motor and Medical are the backbone of the KSA

Regional Insurance

Insurance industry that altogether contributes 78% of
GWP in the insurance sector of KSA.

Protection & Savings continues to show good
profitability albeit with smaller overall volumes. The
Protection and Savings Insurance continues to grow
and has doubled in terms of GWP compared with the
same period last year.

The profitable Property and Casualty lines saw an
increase of 16%, however with an average retention
ratio of 23% this continues to be heavily reinsured.

To download full report, please click here
Source: BADRI

Syndicates urged to note DIFC Court’s reaffirmation of expansive

approachtojurisdiction

In a decision that will be of particular interest for insurers and lenders entering into syndicated agreements, the
Dubai International Financial Centre (DIFC) Court of First Instance recently found that it had jurisdiction to hear
a claim brought by four reinsurers (the Claimants) for a declaration of non-liability, despite the fact that none of

the parties to the claim were DIFC entities.

In a brief about the case, Mr Graham Lovett, a partner
of the law firm Akin Gump Strauss Hauer & Feld, and
Mr Michael Stewart, an associate, say that jurisdiction
existed because Zurich Insurance (DIFC Branch)
(Zurich DIFC), a fifth reinsurer which had already
conceded liability and was thus not a party to the
proceedings, was a Licensed DIFC Establishment and
had executed and performed the relevant reinsurance
contracts in the DIFC.

The authors say that the case is a useful reminder that the
DIFC Courts will generally take an expansive approach
to jurisdiction, and parties that have no connection with
the DIFC can find themselves unintentionally before
the DIFC Courts.

Background

The defendant, a Qatari insurance company with a
branch in onshore Dubai, had insured United Arab
Bank (UAB) against criminal acts of its employees.
The Qatari insurer obtained reinsurance from a number
of reinsurers, including the Claimants.

One of UAB’s employees misappropriated customer
funds and was found criminally liable. UAB paid
AED38m ($10.4m) to the customer as compensation,
and claimed an indemnity from the Qatari insurer under
its insurance policy. The Qatari insurer in turn claimed
indemnity from its reinsurers.

Some reinsurers, including Zurich DIFC, accepted
liability. The Claimants, however, contested liability,
and sought a declaration from the DIFC Courts that

they were not liable under the reinsurance contracts.
The Qatari insurer in response applied for a declaration
that the DIFC Courts had no jurisdiction to hear the
claim.

The reinsurance contracts

The reinsurance was structured in five ‘layers’ (a
primary layer and four excess layers), each with a
different amount of insured liability. The reinsurers
subscribed for a percentage of the insured liability
for a given layer. Importantly, each layer of insurance
comprised a single contract. Members of a reinsurance
syndicate in respect of a layer were all parties to the
same contract and did not have individual contracts
with the Qatari insurer.

The Claimants were subscribers to four of the contract
layers. Zurich DIFC was also a subscriber to those
four layers and thus a party to each of the four relevant
contracts (the Reinsurance Contracts).

The Reinsurance Contracts were in essentially identical
terms, and said as follows regarding governing law
and jurisdiction, “This contract...is in all respects to be
construed in accordance with and governed by United
Arab Emirates law only...[and] any dispute(s) arising
out of or in connection with this contract are subject to
the exclusive jurisdiction of the United Arab Emirates
Courts” (the Jurisdiction Clause).

To read Findings of the Court and original text of the
brief, please click here

Source: Middle East Insurance Review
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Maintaining resilience as a new world order takes shape

The role of P&C insurance in a new world order will be to maintain resilience as the global economy undergoes

fundamental changes.

The pandemic and war in Ukraine have heightened
concerns over national security in different fields,
including food supply. Increasingly, we expect local
and regional self-preservation instincts will come
to underlie policy decisions, with three main tenets
leading to a new multi-polar world of blocs of economic
influence.

A realignment global supply chains

The pandemic served as a wake-up call for advanced
economies to become more supply-chain resilient, not
least to mitigate hold-ups to delivery in key sectors such
as healthcare and electronics. To strengthen supply
chain resilience, many advanced countries have been
discussing “re-shoring” and “friend-shoring” part of
overseas production activities back home, and raising
local procurement rates. Despite reducing overall trade,
in this sigma we simulate that reshoring would boost
global GDP by 0.2% over five years, with the US, UK
and Germany benefitting most. Export-substitution
countries with higher external trade dependency such as
Mexico and Vietnam lose most in a reshoring scenario
but, conversely, gain most from friend-shoring activity.

From the insurance angle, we estimate that the same
reshoring activity would generate USD 30 billion in
global commercial insurance premiums over five years,
mostly from engineering, property and liability covers.
Marine and trade credit premiums would fall. Friend-
shoring would generate USD 3 billion in premiums.

The green transition

Heightened concerns over energy security because of

Global agricultural premium growth (2020 and 2030F, USD billion)

2020 W2030F

804
45.82
:

Source: Swiss Re Institute
Note: Premium data includes agriculture insurance government programmes run through insurance companies, and life and
property covers when available.

Simulated GDP growth impacts from re- and friend-shoring activities (% change,
2022-2026)

B Reshoring GDP growth impact Friend-shoring GDP growth impact

Emerging markets excl. China

China ‘World

Source: Swiss Re Institute

Note: Note oring scenario, we assume major advaneed eountries including the US, UK, Germany and Japan
reduce real imports by 10% over a 5-year horizon, and increase domestic private investment accordingly. In friend-
shoring case. we assume the US and EU reduce their imports from China by 30% in strategically-important sectors, and
twrn to their top 3 alternative exporting countries to fill the production gap

the war in Ukraine has focussed attention on the need
to accelerate the transition to green energy. Many
countries have targets for investments in renewable
energy capacity and we estimate that meeting those
targets would generate cumulative global insurance
premiums of USD 237 billion by 2035 from, for
example, construction and engineering all risk covers.
These premiums will in part replace business from
fossil-fuel risks as insurers pull back from underwriting
the latter.

Food security

We expect that deglobalisation, the second-order
effects from high energy prices and climate change
impacts will keep food prices elevated. In a multi-
polar world of more fragmented trade flows, countries
highly dependent on food imports (many low-income
countries) will be most exposed to disruptions to supply
chains. Agricultural insurance can be a key tool in
maintaining food security: we forecast a near-doubling
of global agricultural premiums by 2030.

To get full report, please click here

Source: Swiss Re
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Cyber incidents — new report delves into the extent of the threat

In its newly released 2022 Cyber Claims Report, Coalition has revealed that fewer claims were made in the
first half of this year as the frequency and severity of ransomware attacks plummeted — but that doesn’t mean

organisations are safe.

Ransomware demands fell from $1.37 million in
H2 2021 to $896,000 in H1 2022. Manufacturing
and industrial businesses related to the supply chain
remain the most targeted victims, while non-profit
policyholders note a shocking 57% increase in claims
frequency.

Chris Hendricks, head of incident response at Coalition,
said this good news comes as “organizations [become]
increasingly aware of the threat ransomware poses.” In
fact, Coalition policyholders experienced 50% fewer
claims compared to the broader market. The severity
of these claims has also waned, with almost half of the
incidents resolved at no cost.

“They have started to implement controls such as
offline data backups that allow them to refuse to pay the
ransom and restore operations through other means,”
Hendricks said.

However, the lower effectivity rate of ransomware
attacks has caused hackers to turn to more “reliable”
phishing methods like funds transfer fraud (FTF) to
target individual employees. The percentage of claims
with phishing as the primary attack vendor jumped
from 42% in H2 2021 to 58% in H1 2022.

Small- to medium-sized organizations under $25

million in revenue are asked to be more vigilant
since they have fewer resources to respond to attacks.
H1 2022 saw the average cost of a claim for a small
business increase 58% to $139,000.

“Across industries, we continue to see high-profile
attacks targeting organizations with weak or exposed
infrastructure — which has become exacerbated
by today’s remote working culture and companies’
dependence on third-party vendors,” Catherine Lyle,
head of claims at Coalition, said. “Small businesses
are especially vulnerable because they often lack
resources. For these businesses, avoiding downtime
and disruption is essential, and they must understand
that active insurance is accessible.”

With ransomware gangs on the rise, Coalition warned
that cyber incidents have the power to put small
organizations out of business, which is why they need
an active approach to managing risk.

“Our claims data on the top cyber incident trends
reinforces the need for continued vigilance from
organizations of all sizes,” Coalition wrote in the
report. “Cyber criminals have created a profitable
revenue model that is here to stay.”

Source: Insurance Business mag.

Hannover Re expects price hikes and programme restructuring
next year in aviation & marine branches

For the various rounds of treaty renewals in 2023, Hannover Re anticipates rising prices as well as some restructuring
of reinsurance programmes in both aviation and marine business, the global reinsurance giant says in comments on

how specialty lines will fare in the 1 January renewals.
Since the outbreak of the war in Ukraine in February
2022, Hannover Re has agreed on far-reaching
exclusions in its treaties as part of both the aviation and
marine renewals. Among other things, it was important
to protect the portfolio against any expansion of the
war going forward, even if this meant relinquishing
business.

Aviation

In aviation business, the lifting of many measures
put in place to fight the pandemic contributed to an
initial recovery in passenger numbers, with positive
implications for the premium volume. The resumption
of operations presented the sector with logistical
challenges, although these did not result in higher loss

expenditure. On the other hand, lease arrangements
with Russian airline companies have been affected by
the war in Ukraine and associated sanctions, giving
rise to new coverage issues between insurers and
policyholders. It is important to closely monitor these
discussions and keep in close dialogue with customers.

Marine

Similarly, marine business is also seeing a normalisation
of global trade flows. Here, too, delays are still being
experienced, among other things in connection with
the loading and unloading of vessels due to a shortage

of personnel. This is not, however, expected to result in
significant expenditure for Hannover Re.

On the other hand, the marine market may also be
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affected by the war in Ukraine. For example, there
is a potential for losses in connection with merchant
vessels, some of which are still being detained. In
addition, possible losses from covers for political
violence, which in some cases are reinsured in the
marine market, have the potential to adversely affect
the performance of Hannover Re’s book of business.
On the marine side, this is predominantly written on a
non-proportional basis.

Credit and surety

Loss ratios in credit and surety insurance, as well as
in the area of political risks, have remained stable
compared to previous years and are still below average.
Increasing loss expenditure is to be anticipated in the
coming months as a consequence of the war in Ukraine,

persistent supply bottlenecks, surging energy prices,
inflation and higher interest rates. With this in mind,
the price level in primary insurance and reinsurance
business should largely be maintained.

Agriculture

When it comes to agricultural risks, demand for
insurance and reinsurance solutions continues to grow.
Nevertheless, last year’s enormous losses due to the
drought in the south of Brazil once again highlighted
the consequences of climate change. Improving
profitability on both the insurance and reinsurance side
is vital to sustainable development of the market for
agricultural risks. The rising exposures must therefore

be clearly reflected in rate movements.
Source: Asia Insurance Review

RMS: Extreme weather vindicates investment in flood, wildfire

models

The tie-up is increasingly allowing RMS to bring its
climate risk expertise to bear with Moody’s broader
array of clients, such as the banking and commercial
property sectors — well beyond the modelling firm’s
historical (re)insurance stomping ground.

This comes after a year characterised by extreme
weather events — from winter storms and riverine
floods to summer droughts and wildfires — with the
blame firmly pinned on climate change.

“Catastrophe risk volatility has been a huge issue
for the insurance industry. The climate signature has
increased for the industry,” said Michael Steel, general
manager at RMS. “I think the insurance industry is
really struggling with how to deal with this type of
volatility.”

Last year saw the $100bn insured loss threshold
breached for only the third time on record, Howden
said in a report issued on the eve of this year’s Monte
Carlo Rendez-Vous. The broker also noted that primary
and secondary tags for perils are becoming increasingly
redundant.

Steel said that while the industry’s cat models are
well set up for its primary perils of hurricane and
earthquakes, increased frequency and severity of so-
called secondary perils such as wildfires and floods
have seen them become the leading driver of income
volatility for insurers and reinsurers.

RMS has been investing around half its income into
research and development (R&D), he stressed. “When
you see the impact of climate change, you really see
the benefits of that type of investment,” said Steel.

RMS has pursued “a proactive approach” beyond the

insurance community in working with governments on
areas such as flood and sea defences, for example, Steel
noted. Not all cat risk modellers have been so willing
to invest in R&D in such areas, he suggested.

“Companies brought out cheaper models, and they
were licensed in the market. A number of years ago, a
good enough model was good enough, if you never had
any cats happen. It didn’t matter what sort of model
that you licensed as long as you had something.”

Answers for climate risk

The acquisition by Moody’s is further expanding RMS’
outward-looking approach to finding new answers for
how to model and manage climate risk.

Developing common language for climate risks
beyond the insurance community brings fresh benefits
in how such risks are managed and modelled within the
insurance sector, Steel explained.

“The sector has been using our models for 30 years,
so they’re familiar with our catastrophe models and
they’re familiar with our approach to climate risk.
Now they have a much greater expanded customer
base using that same common language. So it creates

more opportunities for them to expand in that space,”
he said.

This is the biggest strategic benefit of the Moody’s
acquisition, Steel emphasised. Historically Moody’s
has had a small footprint in the property and casualty
insurance space, although strong in the life insurance
sector, as well as banking and asset management.

“It’s a natural fit into the Moody’s business, they have
a very strong footprint in financial services, looking at
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banks, looking at asset managers, looking at a broad
landscape of other financial services companies. RMS
brought the insurance industry dimension to that, and
the ability to deliver climate change across all of those
other industries,” Steel said.

ESG underwriting solution

Moody’s has made its own strides in data and analytics
investments in recent years, such as in providing
metrics for ESG investments, a broad banner that also
includes combating climate change.

Within the past week, Moody’s has launched its new
ESG underwriting solution for insurers. The product
highlights the integration between the two businesses
and their combined, more holistic approach to risk.

“This marks the story about integrated risk assessment
coming to life,” said Colin Holmes, general manager
for insurance modelling and analytics at Moody’s
Analytics.

“We’re bringing the ESG capabilities of Moody’s and
leveraging the expertise of RMS and the P&C sector,
to bring that into the underwriting workflow, so the
insurers gain a much more integrated, holistic view of
risk.

“Insurers at the point of underwriting have to assess the
risk they’re taking on, but they also have to think about
whether it fits with the firm’s ESG strategy and is it a
firm that they want to do business with?”

Source: The insurer

Global Insurance Sector Outlooks at Risk from Inflation, Rising

Rates

Insurance sector outlooks in several markets around the world could move to ‘deteriorating’ if high inflation and
rising interest rates persist beyond our latest forecasts, Fitch Ratings says in a new report.

Fitch has analysed the potential impact of a conservative
economic scenario with mid-to-high single-digit
inflation throughout 2023 in most regions, together
with escalating US and European interest rates. The
scenario, which is more adverse than Fitch’s base-
case economic forecast, would be likely to trigger
deteriorating sector outlooks for many insurance
markets in 2023, and some weaker insurers could face
negative rating actions.

Non-life insurance sectors would typically be most
exposed under the scenario, particularly those with a
high proportion of long-tail business where higher-
than-anticipated claims inflation could lead to reserve
deficiencies. High inflation could also lead to margin
pressure for short-tail business in markets where strong
competition or societal pressure limit insurers’ ability

Arab Insurance .
Bahrain

to increase prices. Non-life insurance companies that
already have weak reserving levels or lack pricing
power would be most at risk of negative rating action
due to the adverse impact of claims inflation on margins
and capital.

Life sectors with large books of spread-based business
backed by assets of shorter duration than liabilities
would be net beneficiaries from rising interest rates.
We would expect the positive effects on capital and
medium-term earnings to offset the negative short-
term effects of increased investment volatility, higher
lapse rates and lower new business volumes. However,
financial market volatility and lower asset values would
be detrimental to margins in life sectors with a high
proportion of fee-based business, such as unit-linked

savings. Source: Fitch
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Wafa Assurance : D’ou vient la forte croissance des bénéfices au premier

semestre2022

Morocco: Wafa Assurance publie vendredi 16
septembre des résultats trés au-dessus des attentes pour
le premier semestre. Le titre en Bourse a d’ailleurs tout
de suite réagi, gagnant 6% dans les premiers échanges
avec I’annonce d’un bénéfice net de 554 MDH sur 6
mois, contre 376 MDH au S1 2021 et 431 MDH au
S1 2019. A noter que c’est la premicre fois que la
compagnie publie un semestriel en consolidé (les
résultats annuels 2021 ont été publiés en consolidé).
Alors d’ou vient cette performance ? Trois éléments
d’explication.

Amélioration de la sinistralité

«La hausse des résultats entre 1’année derniere et
cette année est principalement tirée par la baisse de la
sinistralité, en particulier dans la partie Vie, parce que
I’on avait constaté en 2020 et 2021 une surmortalité par
rapport aux années précédentes. Le retour a la normale
fait progresser nos résultats de maniére substantielle»,
résume Ramses Arroub a I’occasion de la présentation
des résultats vendredil6 septembre .

Une bonne gestion de la volatilit¢é sur le marché
financier

Malgré un contexte difficile sur les marchés, la
compagnie voitsonrésultatfinanciernon-Vie augmenter
de 36% et son résultat financier Vie s’apprécier de 4%.

Bonne contribution des filiales

Enfin, Wafa Assurance profite de la montée en charge
des filiales avec un chiffre d’affaires de 784 MDH
au S1, soit 13,3% du CA consolidé¢ du groupe. De
plus, elles sont plus rentables, profitant a la capacité

bénéficiaire globale.

Bonne dynamique commerciale

Au 30 juin 2022, le Groupe réalise un chiffre d’affaires
consolidé de 5.894 MDH, en hausse de 7,7%. En Vie,
le chiffre d’affaires consolidé s’éléve a 2.990 MDH, en
hausse de

7,7%. En non-vie, le chiffre d’affaires consolidé s’éléve
a 2 .904 MDH, en progression de 7,6%. Le RNPG
ressort a 554 MDH en forte progression de 47,4%.

Le Takaful démarre moins rapidement que prévu

Fraichement lancée, au début de 1’été, Wafa Takaful
a déja commercialisé 3.500 contrats Takaful, soit un
taux d’équipement de 42% des clients de Bank Assafa,
son partenaire Bancatakaful. Ramsés Arroub ne cache
pas que ce démarrage a ét¢ moins rapide que prévu,
peut-étre a cause de la période estivale. Il s’attend
a un rattrapage d’ici la fin de ’année pour équiper
I’ensemble des clients Mourabaha.

Source: Bourse News
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