GIC Re, the Indian Reinsurer, on its path to be a leading global reinsurer



The Asia and Paeifie region, which aceounts for a growing share of global GDP at purchasing power
parity (PPP), saw its share of this measure rise from 30.1% in 2000 to 42.6% in 2017. The region’s
three largest economies—the People’s Republie of China (PRC), India, and Japan—aceounted for
more than 70% of the region’s GDP at PPP in 2017, up from about 63% in 2000.

Figure 2.2 1: Distribution of Gross Domestic Product at Purchasing Power Parity, Asia and Pacific Region in the World Economy
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Global Economic Prospects

11 Recent outperformers achieved Long-term outperformers achieved 7

Uzbekistan South Korea

Vistnam " MCKINSEY GLOBAL INSTITUTE ) Thaiand

o After reaching 3.1 percent in both 2017 and 2018, global growth is expected to moderate over

the next two years as global slack dissipates, major central banks gradually remove policy
accommodation, and the recovery in commodity exporters matures.

* Progress in per capita income growth will be uneven across emerging market and developing
economies, and generally insufficient to tackle extreme poverty in Sub-Saharan Africa.

o The outlook is subject to significant downside risks, including the possibility of disorderly
financial market movements, escalating trade protectionism, heightened policy uncertainty,
and rising geopolitical tensions.

e To confront these risks and bolster long-term growth, policymakers need to rebuild policy
buffers and accelerate reforms to boost competitiveness, adapt to technological change, and
promote trade openness.

World Bank
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“a sound national insurance and reinsurance market
is an essential characteristic of economic growth.”

UNCTAD, 1964
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Growth looked upin . Led by emerging markets, premium growth improved to ~3% in 2017.

2017: despite . Profitability remained challenging due to interest rates staying low,
i b despite recent improvements and record NatCat losses in 2017
expected to reverse weak pricing regime in place since 2013.

2017 the largest - Three category 4+ hurricanes along with Californian wildfires and

insured loss year Mexican earthquakes led to largest ever insured losses (US$135b+).

SVED ~ With 93% of losses, impact was largely concentrated in North America.
Regulatory ~ 2017 saw insurers prepare for transition to new accounting and tax
pressure remained changes such as IFRS 17 and US tax regime change, implement data
high protection programs in light of regulations such as GDPR and refine

qualitative disclosures as follow-up to major changes introduced in
recent years such as Solvency Il

Technology-led - Technology continued to change nature of risk, open doors to new
disruption entrants, drive convergence of sectors and create new ecosystems.
continued to

~ Greater maturity was seen across major technologies, particularly in
blockchain where multiple platforms, proofs of concepts and even live
products were launched across lines.

unravel

Global life insurance premium growth improved slightly in

2017 vs. 2016, mainly led by savings products in emerging

markets. Profitability remained challenging due to low interest  [LgPdd LN VLR

rates, which stayed close to historic lows, though recent rate » Penetration (2016): 3.5%

revival is creating opportunities along with challenges. B 2017 YoY growth (est.): ~3%
(2016 YoY growth: ~2%)

Global life insurance

In 2017, global non-life insurance premiums rose an estimated

~3%, almost in line with the 2016 growth as macroeconomic Clobal non-life insurance

climate continued to improve. While underwriting conditions > 2016 GWP: USS2.1t
have stayed soft since 2013, large NatCat losses in 2017 may R R e Srs ]
drive a potential sustained correction. b 2017 YoY growth (est.): ~3%

(2016 YoY growth: ~2-3%)

E&Y Global insurance trends analysis 2018
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Increasingly, regulators arc looking to retain business within national borders through
compulsory cessions, systems of right of first refusal for domestic companies and restrictions
on foreign ownership and investment. There may also be local presence requirements for
foreign companies, often accompanied by higher solvency requirements (sce Exhibit 2).

Such measures are

Exhibit 2
Examples of Protectionism in Emerging Markets

usually implemented by
regulators to support

Multinational Non-Life and Life Insurers ~ the development of the
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Speakin dgneg\a(-\ wieet the Market” event in Miami on 14 February 2018, Carnegie-Brown explained how a combination of low insurance
penetratiu, and econemic growth should create the conditions for strong demand for insurance in Latin America over the coming years.

However “there is one barrier that could stop this future in its tracks”, he said. “And that is protectionism™
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Table 4: Top 10 Global Reinsurers— 2017 Versus 2008

Expznse managsment’

2017 2008
Rank Rating* Reinsurer Met Rank Rating** Reinsurer Met
reinsurance reinsurance
premiums premiums
written (Bil. 5} written (Bil. $)
1 A Munich Rz 3845 1 Ab- WMunich Be rane
2z B Swizs Re 3232 2 A+ Ewizz R 24.30
3 A Berkshire Hathawzy Re 24.21 3 0T Barkszhire Hathaway Be 1212
& A Hznnover R= 18.32 4 fLr. Hannover Re 10.20
5 M- SCoR 1816 5 A SCOR T.ED
8 A+ Lloyd'= 1075 [ A+ Lloyd'z 870
7 ) Chinz R= 9.a7 7 fLr. Reinsurance Group of e =]
America
] A Reinsurznce Group of 9.84 B A+ TransR= £11
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a A+ Everest Ba B.24 o A FartnerRa 389
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[GIC Re) Global Reinsurance Highlights 2018
Table 5: Real GDP Growth O Select Countries And The Eurozone
Country or Soversign foreign-currency 016 207 2018r 20101 2020t 2021r
region rating as of Aug. 15, 2018 % I O % 0% s
LS. Ab+ Etablaib-1+ 1.5 23 30 25 1.8 23
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Eurazaons MLA 1.8 28 21 1.7 1.8 1.4
Germany AALStabled-1+ 1.8 25 ] 1.8 15 13
France AASEtzble®-1+ 1.1 23 17 1.6 1.7 1.6
LK. LA Negative®-1+ 1.2 1.8 12 1.4 1.8 13
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Chart 5: Top Challenges And Opportunities
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State induced schemes-

Crop, Health Growing Middle Class Financial Inclusion
Infrastructure Growth Innovative Products
New distribution channels Hike in FDI limit Disinvestment

Web Aggregators On line Sales

Enabling regulation
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1818 — 1956 + 1972 _ Private and Foreign participation

1973 - 2000 Government ownership and control

2000 - 2018 Private and Foreign participation
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THE GENERAL INSURANCE BUSINESS (NATIONALISATION) ACT, 1972

ACT NO. 57 OF 1972 [ 20th September, 1972]

The Formation - the =

However, before these amendments could be effec-
tively implemented, the management of non-life insurance
was taken over by the central government on May 13, 1971
as a prelude to nationalization, because general insurance
had become by and large city-oriented, catering mainly to
the needs of organized trade and industry. The business was
nationalized with effect from January 1, 1973, by the Gen-
eral Insurance Business (Nationalization) Act, 1972,

The GIC was incorporated as a holding company
in 1972 to look after the non-life insurance business, and it
commenced business on January 1, 1973. This was done by
amalgamating 107 insurers, including branches of foreign
companies operating within the country. These were
grouped into four companies, viz. the National Insurance
Company Ltd.; the New India Assurance Company Ltd.;
the Oriental Insurance Company Ltd.; and the United India
Insurance Company Ltd., with head offices at Calcutta,
Bombay, New Delhi and Madras, respectively. The capi-
tal of Rs 2.15 billion of GIC was subscribed by the Govern-
ment of India, and that of the four companies, by GIC.
All the five entities are government companies registered
under the Indian Companies Act, 1956.

The purpose of establishing the GIC as a holding
company as stated in the General Insurance Business

(Nationalisation) Act, 1972, is superintending, controlling
and carrying on the business of general insurance. Its func-
tions as enunciated in this Act are as follows:

# the carrying on of any part of the general insurance
business as deemed desirable;

™ aiding, as,sisling and advising the companies in the
matter of setting up of standards of conduct and sound
practice in general insurance business, and in render-
ing efficient customer service;

® advising the acquiring companies in the matter of
controlling their expenses including the payment of
commission and other expenses;

* advising the acquiring companies in the matter of the
investment of funds; and

® issuing directions to acquiring companies in relation
to the conduct of the general insurance business.

S T

1973 - 2000

I'hus reinsurance operations in India were control-
led by the GIC with close interaction with companies. All
the domestic insurers were obliged to cede to it 20 per cent
of the gross direct premium in India. In order to ensure the
retention of maximum business in the country and to secure
the best terms from foreign reinsurers, the GIC and its sub-
sidiaries had a common prc for reinsurance cessions.
This programme was submitted by the GIC to the Govern-
ment of India for approval. The Reserve Bank of India (RBI)
allowed foreign exchange remittances on the basis of the
approved programme.

To control and ensure the quality of the inward
reinsurance business, the Single Window International
Facultative and Treaty (SWIFT) Division was formed in 1991
at the GIC. It works with the objective of concentrating on
and pooling of the reinsurance capacity of the individual
companies, thereby ensuring a better quality of business
acceptance. It has developed a well-balanced business port-
folio and has generated healthy cash balances. The volume
of reinsurance exchange (acceptance and cessions) has incre-
ased, reflecting the growing size of market and increasing
value of risks.

It also accepts overseas reinsurance business. The
premium earned by it on this account in 2000-2001 was
Rs 2.3467 billion.

It is no mean an achievement that the retention level
of Indian insurance is almost 92 per cent. That would mean
over the board, only 8 per cent is ceded to the foreign
reinsurers. In a sensitive area where foreign exchange drain

As of March 31, 2002, GIC's total investment was
Rs 71.3583 billion, the income from which amounted to
Rs 7.6638 billion. For the general insurance companies as a
whole, income from investments has been consistently
rising and was Rs 28,6369 billion in 2001-2002. GIC's reserves
as on March 31, 2002 stood at Rs 27.1560 billion and its
assets were of the order of Rs 103.7884 billion as at the end
of 2002.

Taxes paid by the general insurance industry during,
the same period amounted to Rs 1.2015 billion, of which
Rs 0.5 billion was from the GIC and Rs 0.7015 billion was
paid by the four companies.

In conclusion, it is fair to say that nationalization did
impart some benefits to the industry—in the spread of insur-
ance consciousness; in creating a large network of offices
throughout India; in creating a pool of technical talent; in
attempting to give a social and welfare content to its rural
insurance efforts; in taking steps to weed out undesirable
practices; in the areas of procurement of premium, agency,
and claims settlement; in avoiding forex drain by sagacious
reinsurance programmes, resulting in retention capacity; and

in channelizing large funds towards nation-building activi-
ties, The following is a brief sketch of upto what extent the
objectives as set out before the insurance industry after

nationalization have been fulfilled.
Over the years, the Indian insurance market has done

well in achieving the objective of increasing market reten-
tion consistent with safety. The percentage of retained pre-
mium within the country was 86.6 per cent in 1992-1993.
The GIC’s Annual Report 2001-2002 mentions that the
Reinsurance Programme for the market for 2001-2002 was
designed to maximize retention of premium within the coun-
try and securing the optimum protection with good securi-
ties at the minimum cost. Keeping in view the increased
net worth of the industry, the Indian market retention was
increased for all classes in 1999-2000.

The SWIFT Division generated a net premium
of Rs 2.3467 billion during 2000-2001 as against Rs 2.1791
billion in the previous year; but its net deficit was Rs 2128
million as against Rs 437.6 million in the previous year. The
business accepted by SWIFT until March 31,2001 was equally
shared between GIC and the four subsidiaries. However,
this sharing arrangement has been discontinued from April
1,2001.

The GIC has now been designated as the national
reinsurer for the entire public sector as well as for the pri-
vate sector companies is respect of business generated
in India.
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With the matrix of general insurance
business set for major changes after
January 1, 2007, and companies being
allowed to fix their own prices in fire,
engineering and motor insurance, the 20%
compulsory cession to GIC Re may
ultimately go, although in phases.

“It is possible that compulsory cession may
ultimately go. Actually, compulsory cession
is one of the key tools in the hands of the
regulator to optimise retention within the
country. They also create an automatic
capacity which is useful for the Indian
companies,” a senior GIC official said.

The national reinsurer is already preparing
ground to reduce the dependence on its
compulsory or obligatory premium, which
contributes 82% of the domestic
reinsurance premium at present. It is likely
to explore a larger pie in the international
business and also seek strategic
opportunities abroad.

‘ 2000 - 2018

Tae Economic TivES

| can only say that the phaseout of obligatory
cessions would have some impact on GIC Re,
but I will not give it much significance. GIC Re is
now competing for business on the basis of
price, service and expertise. We have diversified
our area of operation by accepting new lines
such as life reinsurance, off-shore energy and
liability business. Risk management and
assessment capabilities are being enhanced to
provide value-added services to clients. We are
now concentrating on increasing our international
portfolio.

In the various conferences and fairs that | have
attended, | have noticed that insurers in the
developing world hold GIC Re in high regard.
These insurers have also tried out some of the
large global players and have seen how they
have responded after a bad year. We thought if
that is the case why not encash that feeling that
insurance companies have.
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TNSURANCE REGULATORY AND DEVELOPMENT AUTHORITY OF INDIA

The primary legislation regulating the Indian insurance sector: The Insurance Act 1938
(Insurance Act) and The Insurance Regulatory and Development Authority Act 1999
(IRDA Act).

The IRDAI issues various regulations for governing the licensing, registration and
functioning of insurers, reinsurers and insurance intermediaries.

The IRDAI govern a wide range of aspects, including: # Registration of Indian
insurance companies, # The assets and solvency margins required to be maintained by
insurers, # Manner of preparation of financial statements, # Issuance of capital, #
Registration requirements and corporate governance norms for entities operating in the
insurance sector, # the permissible foreign investment limits, # minimum capitalisation
requirements, # minimum qualification requirements of directors/ principal officers, #
Separate sets of regulations governing reinsurance arrangements of general insurers
and life reinsurers, including the manner by which cross-border reinsurers (those
reinsurers who do not have a physical presence in India) can reinsure risks written by

Indian insurance/reinsurance companies. ::
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2000 - 2018

irdai

TNSURANCE REGULATORY AND DEVELOPMENT AUTHORITY OF INDIA

The overarching regulatory framework for the reinsurance of general insurance risks is
laid down by the IRDAI (General Insurance-Reinsurance) Regulations 2016
(Reinsurance Regulations).

The guiding principle is maximising retention within India, so each insurer must
maintain the maximum possible retention commensurate with its financial strength and
volume of business.

Insurers must comply with various requirements provided by the Reinsurance
Regulations, including filing of the reinsurance programme.

Placement of reinsurance by Indian insurers is subject to the prescribed order of
preference, which provides the hierarchy between the various entities with which an
Indian insurer can place its reinsurance business. At present, the General Insurance
Corporation of India has the right of first offer over any entity to which an Indian insurer

can offer its reinsurance business.
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»  Owned by Government of India, formed by an Act of the Indian Parliament and
incorporated under Indian Companies Act

Y

Was reinsurer as also holding company for four Public Sector General Insurance
Companies till 2000

Currently engaged exclusively in reinsurance business

Global reinsurer for General and Life insurance business

Provides reinsurance solutions for Indian insurers and emerging markets

Offers adequate capacity, automatic and optional to direct insurers

Supports various agricultural insurance schemes including weather based covers

YV V.V V V V

Manages pools:
= |ndian Terrorism Pool
= Marine Hull Pool
» |ndia Nuclear Insurance Pool
» FAIR Nat Cat Pool

S
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4 h . .
Branches [ Representative Office ]

> Dubai > Moscow

> London
\ » Kuala Lumpur y
f N

Wholly owned Subsidiary

GIC Re South Africa Limited
\ _J

Lloyd’s

4 N

Corporate Member

Joint Venture GIC Syndicate 1947

GIC Bhutan Re Limited

> Secure grade credit rating » Trained and dedicated manpower

> Very strong capitalization » Induction of fresh specialist talent

» Large capacities offered » Low Management Expenses

» Multi locational office network > Debt Free Organization

> Global spread of risks » Robust investment income

> Strong IT and ERM framework > Best global practices in the area

» Robust and dynamic risk of Corporate Governance
governance structure » Comfortable Solvency Margin

> Well defined Business Continuity Plan » Socially Responsible

in place @
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Key Financial Information and For the year ended on March 31st YoY Growth

Performance Indicators 2018 (US S Min)
Gross Premium 6423 24
Net Worth 7892 6.64
Total Assets 16938 16
Income From Investment 588 24.81
Profit Before Tax 563 0.75
Profit After Tax 496 2.8
. (CombinedRato 14
Net Commission Ratio 16.9
Operating Profit Ratio 6.2
Solvency Ratio 1.7
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Business Standard September 12, 2018 l’\te"I ent Business Today

Government-owned reinsurance Insurer —_
10-09-2018 GIC Re
company, GIC Re, has secured 10th . o 7 3
position amongst the top 40 global Whlll)e rftalmlzlgt ‘
reinsurers in a recent ranking a Tobust Marke
. : share in its - .
published by Standard and Poor's. home of India, Aiming High
The ranking was given on the basis of  GICReis Alice Vaidyan has set the
premium booked during FY18, the increasingly foundation for a bigger
company said in a release. competing on glay fo:. GIC (felnébf’th
. : 1 omestic an oba
In FY18, the company registered a top ﬂtle international market 8
- . stage. :
line g_rowth of 24.5 per cent, recording "GIC had a market share
premium of Rs 41,799 crore. of more than 65 per cent
. ) in 2017/18," says
GICReisa Top 10 Global Reinsurer GIC Re enters league of top AliceVaidyan, CMD, GIC
in the 2017 S&P rankings. 10 Global Reinsurers Re, who has successfully
With the Indian economy talken the company
d A - (Excellen (@ in crore) H H pubpiic. vuring ner
ASTNLES Y |y | weses | oo | aCHNG a5 3 driver OF 9I0BAl o G1C Re has
D e Reinsurars Globally o | ™ 2nd by market caL7e9 | wsses 9 OWLN dMONY €Merging grown its premium from
3 4th Largest Aviation Reinsurer | Financial Sector T;;;IOAs;;;s T;;;Agsze; ones, GIC Re can be Rs18,436 crore. The aim
iy Leaderin SAARC & Afro Asian | = 001 SI9SEKY vewon | nawow €Xpected to further enhance s to touch the Rs 50,000
) Major Agricultural & Life ™ Sth highest danpercceons | cransereoon  1tS pOSItion globall crore mark this year
- Reijnsurgrinlndian Market f;;’;lczzei:fg:::q' T51,360 ¥47,983 p g y' y , .
Manager of India Nuclear Profit/Employee Profit After Tax | Profit After Tax September 12’ 2018 The Lloy(‘l S
Insurance Pool Souree: Faruine India, March 2018 73,234 73,128 entryprOVIdes us an

opportunity to access
business from a globally
reputed platform and
enjoy better credit
rating," says Vaidyan.
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Data Analytics:
Global Footprint : India & SAARC markets Reinsurance Solutions:
Offices India & SAARC markets
London, Dubai, Kuala Lumpur
Johannesburg, Moscow

Alliances IT and Tools:
Singapore, Thailand, Modeling, Speciﬁc Research
Kegéa(;PTeargéaon r;aMflh J;Caﬂ Training/ Skillset Development:

Myanmar, Indonesia India, SAARC, ASEAN markets
Relationship Building: MoUs
Players, Regulators-
Global Association: SAARC, ASEAN, LATAM

FAIR, AIRDC, SAARC, BRICS Pools:

Local, International
Upscaling:
Lloyd’s, UK, USA, Canada, EU
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Coming together is a beginning;
keeping together is progress;

working together is success.

- Henry Ford

The Indian Reinsurer
with a global footprint

Leading Global Reinsurer
Moscow, 20 September 2018
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