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Rationale

Business Risk Profile: Strong

• Gard has a strong competitive position supported by significant barriers to entry in the protection and indemnity

sector.

• Through its ownership of Gard Marine & Energy Ltd., Gard is also one of the largest marine insurers globally.

• Favorable brand recognition supports its business risk profile.

Financial Risk Profile: Strong

• Very strong risk-based capital adequacy (measured using our model) supports its strong capital and earnings.

• Gard has an intermediate risk position because, like most of its sector peers, it has material exposure to high-risk

assets.

• It has strong financial flexibility based on its ability to make unbudgeted supplementary calls and impose

significant premium increases for its mutual business.

Other Factors

• Under our criteria, these factors lead to an anchor of either 'a-' or 'a'. We have used an 'a' anchor because we

consider that Gard's strong business risk profile and strong financial risk profile understate their contribution to

its overall creditworthiness.

• Gard's strong enterprise risk management (ERM) implies that it has the ability to appropriately manage its

capital such that its capitalization continues to support the ratings.
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Outlook: Stable

The stable outlook reflects our view that the group's earnings are likely to support its capital adequacy such that

our assessment of its capital and earnings does not fall below strong. Furthermore, we expect the group to

maintain its strong business risk profile through the strength of its brand.

Downside scenario

We could take a negative rating action if the group's risk-based capital adequacy falls below 'AA' (very strong), or if

operating performance materially deteriorates below our expectations during the next two years. This could result

from substantial investment losses outside its risk tolerance.

Upside scenario

Based on current information, we do not expect to raise the ratings during the next two years.

Base-Case Scenario

Macroeconomic Assumptions

• Excess tonnage capacity will continue, but at more sustainable levels. Lower premium rates for new tonnage

will suppress growth in premium volumes, while freight rates will remain low.

• Ship financing will remain tight. Banks are still providing the majority of financing, but private equity is gaining

volume.

• There will be no significant change to the International Group (IG) of Protection and Indemnity (P&I) Clubs

Agreement (IGA) or the pool structure between the P&I clubs. IG is a group of 13 mutual marine clubs providing

P&I insurance cover, whose members operate within the framework of the IGA.

• Increased capacity in reinsurance markets will continue to have a positive impact on IG reinsurance and

retention protection premium and terms.

• Interest rates will increase only slowly over the next two-to-three years, according to our forecasts, remaining

below long-term historical norms until at least 2016.

Company-Specific Assumptions

• Gard will retain its position as the largest IG club, as measured by gross written premium and total assets. We

assume an average annual increase in gross premium of about 8% for year-end Feb. 20, 2015, and 7% for the

financial year (FY) 2015-2016.

• Gard will post an abnormally high post-tax surplus of over $150 million for year-end Feb. 20, 2015, reverting

closer to historical norms of around $40 million-$50 million annually for FY2016-2017, with a combined ratio

averaging close to 100%, barring catastrophes.

• The group will manage its risk-based capital at 'AA' (very strong) or above over the next three years.
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Key Metrics

Key Metrics

2016F 2015F 2014 2013 2012

Gross premiums written ($ in m) >1050 >990 923.9 852.3 829.9

Net income ($ in m) 50-60 140-150 49.3 69.0 36.0

Return on shareholders' equity (%) 5 5 5.4 8.0 4.4

P/C net combined ratio (%) 99-101 99-101 101.7 107.6 101.7

Return on revenue (%) 2.0 2.5 2.4 (2.3) 3.2

Net investment yield (%) 2.5 2.5 2.5 2.2 5.5

S&P capital adequacy Very strong Very strong Very strong Very strong Very strong

Company Description

Gard was established in Norway in 1907 as a marine mutual P&I club. Measured by size of gross premium calls, total

assets, and free reserves, Gard is the largest of the 13 global P&I clubs that make up the IG of P&I clubs.

Gard P&I (Bermuda) Ltd. underwrites the majority of direct P&I insurance business (80% at February 2014), with the

rest written by its subsidiary Assuranceforeningen Gard (AF Gard), domiciled in Norway. The members of Gard P&I

(Bermuda) Ltd. are also members of AF Gard and vice-versa. Gard P&I (Bermuda) Ltd. has about 80% of the member

vote in AF Gard, which means that Gard P&I (Bermuda) Ltd. governs and controls AF Gard's business activities. The

Bermudian association assumes 25% of AF Gard's risk via a quota share reinsurance arrangement, while AF Gard

assumes 2% of the risks incurred in relation to members directly entered into the Bermudian association.

Gard Marine & Energy Ltd. is a wholly owned subsidiary of Gard P&I (Bermuda) Ltd. and underwrites direct marine

and energy (M&E) risks. From Dec. 31, 2014, Gard Marine & Energy Ltd.'s newly incorporated 100% subsidiary,

Norway-based Gard Marine & Energy Insurance (Europe), will write primarily the business in the EU and the European

Economic Area previously written by Sweden-based Gard Marine & Energy Forsäkring AB, which has ceased

operations. Furthermore, Gard Reinsurance Co. Ltd. (Gard Re), a Bermuda-based captive reinsurer, was established in

2010. Both Gard P&I (Bermuda) Ltd. and Gard Marine & Energy Ltd. cede about 50% of their retained business (after

external reinsurance) to Gard Re.

Business Risk Profile: Strong

We regard Gard's business risk profile as strong, reflecting our assessment of the group's leading position and

reputation within the IG and the wider marine sector.

Insurance industry and country risk: Intermediate risk, owing to globally diverse insurance
operations; limited by high product risk

We assess the industry and country risk assessment for Gard as intermediate, reflecting that for the global marine P&I

sector as a whole. For the purposes of our industry and country risk analysis, we assume that the group's non-P&I
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M&E business are exposed to similar risks as its P&I business. The overall country risk assessment is low because, in

common with its peers, the group typically writes business in multiple countries around the world, resulting in high

levels of geographic diversification. Our industry risk score is moderate, chiefly because of our negative view of

profitability and product risk. That said, this is offset by operational barriers to entry in the sector, which we see as a

positive factor.

The marine mutual sector does not tend to focus on profitability and is more exposed to high-risk assets than other

non-life insurers, increasing earnings volatility. Therefore, we view profitability as negative. The size and frequency of

claims are also unpredictable, increasing product risk.

Table 1

Industry And Country Risk

Insurance sector IICRA Business mix (%)

Global P&I 3 100

Weighted average IICRA Intermediate 100

Competitive position: Strong, thanks to Gard being the leading player within the IG and its
diversification into the M&E business

Gard has a strong competitive position, in our view, mainly stemming from its leading position within the IG of P&I

Clubs, a group of 13 mutual marine clubs providing P&I insurance cover to more than 90% of world shipping.

Members operate within the framework of the IGA and benefit from a substantial excess-of-loss reinsurance program

and the pooling of risks. The IG's dominance of the P&I market is the key factor in our assessment of the operational

barriers to entry. Historically, non-IG players and fixed-premium providers have had limited success in the sector.

The significant barriers to entry within P&I insurance support Gard's strong competitive position. Gard P&I (Bermuda)

Ltd. is the largest and most widely respected of the 13 IG clubs. It has a P&I market share of about 15%, as measured

by gross premiums. Through its ownership of Gard Marine & Energy Ltd., Gard is also one of the largest marine

insurers globally. For FY2014, Gard's consolidated gross premium was $924 million (after reduction of the deferred

premium call).

As of August 2014, Gard P&I (Bermuda) Ltd. insured 198 million gross tons (gt), of which 179 million gt (170 million gt

for FY2014) derived from owners' poolable entries, and 18 million gt (18 million gt for FY2013) from owners'

nonpoolable mobile offshore unit entries. Of the total owned tonnage, 67% was domiciled in Europe, 23% in Asia, and

10% in the Americas. By type, the largest groupings are 18% tankers, 15% bulk carriers, and 13% container vessels,

with the remainder spread between mobile offshore units, gas carriers, other dry cargo vessels, and other types of

vessel. In terms of membership concentration, the share of premium represented by the 10 largest members (eight of

which have both P&I and M&E cover) remains relatively stable at 11%.

Under our base case, we assume an annual increase in gross premium of about 7% for FY2015, reflecting premium

rate increases and new business in P&I, offset by softening pricing in the energy and marine sectors. For FY2016 and

FY2017, we forecast an increase in the 5%-8% range, again driven primarily by rate increases in the P&I sector.
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Table 2

Competitive Position*

--Year ended Feb. 20--

(Mil. $ ) 2014 2013 2012 2011 2010

P&I

Gross premiums written † 585.6 530.0 504.8 464.0 447.6

Change in gross premiums written (%) 10.5 5.0 8.8 3.7 (2.7)

Net premiums written 409.2 381.4 389.1 363.7 354.9

Change in net premiums written (%) 7.3 (2.0) 7.0 2.5 (4.7)

Owned tonnage (m gt) 186.7 174.4 162.6 144.6 132.9

Change in owned tonnage (%) 7.1 7.3 12.4 8.8 4.6

Gard Marine & Energy Ltd.

Gross premiums earned 326.9 322.4 325.0 311.9 318.3

Annual change (%) 1.4 (0.8) 4.2 (2.0) (6.5)

Reinsurance utilization (%) 20.1 20.0 20.4 18.0 16.8

Business Segment (% of GPW)

P/C 100.0 100.0 100.0 100.0 100.0

*Combined consolidated accounts of P&I association Gard P&I (Bermuda) Ltd. with Assuranceforeningen Gard - gjensidig. P&I--Protection and

indemnity. †Post reduction in deferred call.

Financial Risk Profile: Strong

We assess Gard's financial risk profile as strong, reflecting the very strong capital adequacy that it has maintained in

recent years.

Capital and earnings: Capital adequacy expected to be 'AA' or above on sustainable earnings

We expect the group to maintain strong capital and earnings, supported by its very strong risk-based capital (measured

using our model), over the next three years.

The group has a solid track record of operating performance, and we anticipate that at year-end Feb. 20, 2015, the

group will have grown its free reserves by about 30% over the previous three years. Our base-case scenario assumes

that Gard's retained earnings will be more than sufficient to support its organic growth. As of August 2014, Gard

reported an impressive combined (loss and expense) ratio of 78% (before deferred call reduction), partly due to a

largely benign claims environment, in particular an absence of large pool claims.

Overall, Gard reported a bottom-line surplus of $135 million (before deferred call reduction) in August 2014. Our

base-case assumption is that the group is likely to achieve combined ratios averaging close to 100% over the next

two-to-three years, barring catastrophes. This reflects its disciplined pricing and mutual status. We assume an

unusually high group post-tax surplus of over $150 million for FY2015, falling to more historical levels of about $40

million-$50 million annually for FY2016 and FY2017.
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Table 3

Capital

--Year ended Feb. 20--

(Mil. $ ) 2014 2013 2012 2011 2010

Common equity 944.6 895.3 826.1 790.2 638.4

Change in common equity (%) 5.5 8.4 4.6 23.8 48.3

Total capital (reported) 944.6 895.3 826.1 790.2 638.4

Change in total capital (reported) (%) 5.5 8.4 4.6 23.8 48.3

Table 4

Earnings

--Year ended Feb. 20--

(Mil. $ ) 2014 2013 2012 2011 2010

Total revenues 760.3 706.4 694.0 683.0 685.0

EBIT adjusted* 18.3 (16.0) 22.0 54.0 54.0

Net income (attributable to all shareholders) 49.3 69.0 36.0 147.0 201.0

Return on revenue (%) 2.4 (2.3) 3.2 7.9 8.0

Return on revenue (incl. realized capital gains/losses) (%) 6.1 0.0 13.0 7.0 (5.0)

Return on shareholders' equity (reported) (%) 5.4 8.0 4.4 20.6 37.5

Net expense ratio (%) 13.6 21.3 15.4 17.4 16.4

Net loss ratio (%) 88.2 86.3 86.3 81.6 82.6

Net combined ratio (%) 101.7 107.6 101.7 99.0 99.0

Operating Earnings by Segment

Non-life 100.0 100.0 100.0 100.0 100.0

*Before (un)-realized capital gains/losses

Risk position: Intermediate, reflecting well-managed above-average exposure to high-risk assets

We assess the group's risk position as intermediate because, like most of its sector peers, it has material exposure to

high-risk assets. The level of market risk in its balance sheet is high compared with non-life insurance industry norms.

Market risk stems from high-risk assets such as equities and real estate funds. These exposures create potential

volatility in its capital and earnings. That said, the group has managed this well in recent years, demonstrating its

strong ERM. It has been using futures contracts since 2005 to manage its net exposure to equities. This hedging

program has proved effective and therefore we give credit for it in our risk-based capital analysis.

In August 2014, bonds accounted for 67% of the group's total invested assets, risky assets (21%), and cash (11.7%),

which is in line with its strategic asset allocation. We expect the asset mix to remain broadly similar to the current level

over the next two years. The portfolio is well spread by sector and obligor.

The credit quality of the fixed-income portfolio is very strong; about 9% of this asset class was held in 'AAA' rated

bonds at the end of August 2014. Bonds rated 'A' or higher represented 74%, while bonds rated 'BB' or below

accounted for 14%.

Gard matches liabilities by currency and duration. The average duration of Gard's bond portfolio, at about three years,
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is consistent with the company's estimate of the duration of the respective underlying liabilities, which is two years for

the P&I business and one-and-a-half years for M&E.

Table 5

Risk Position

--Year ended Feb. 20--

(Mil. $) 2014 2013 2012 2011 2010

Total invested assets 2,220.9 2,055.7 1,991.4 1,919.5 1,658.7

Change in invested assets (%) 8.0 3.2 3.7 15.7 20.6

Net investment income 29.3 24.0 33.7 47.5 47.8

Net investment yield (%) 1.4 1.2 1.7 2.7 3.2

Net investment yield including realized capital gains/(losses) (%) 2.5 2.2 5.5 2.2 (2.6)

Net investment yield including all gains/(losses) (%) 3.3 5.7 3.0 8.4 13.4

Investment portfolio composition (%)

Cash and short-term investments (%) 10.4 7.0 9.8 12.8 14.6

Bonds (%) 65.6 65.3 66.9 63.0 60.9

Equity investments (%) 17.7 17.8 17.6 17.2 15.2

Real estate (%) 4.2 6.4 4.6 4.6 3.8

Loans (%) 0.0 0.0 0.4 1.6 5.3

Other investments (%) 2.0 3.5 1.1 0.8 0.2

Total 100.0 100.0 100.0 100.0 100.0

Financial flexibility: Strong, reflecting unlimited call option

Financial flexibility (defined as the ability to source capital relative to capital requirements) remains strong, based on

the club's ability to collect unlimited additional premiums by making unbudgeted supplementary calls from members

on open policy years, or to impose significant premium increases at renewal. However, the club's financial flexibility is

not quite as strong as for some of its peers because this ability applies only to the P&I club's mutual members

(accounting for about 45% of total premium), and not to Gard Marine & Energy Ltd.'s policyholders or the fixed

premium P&I business.

Needs and sources

Operational needs for additional capital are very modest, given only gradual growth in underwriting exposures and an

excess of free reserves. Although unlikely, a need for additional capital could arise if the group were to suffer an

exceptional volume of underwriting and investment losses. The preferred means of capital reinforcement would be

through retained earnings and, particularly, stronger earnings generation from for-profit operations. Alternatively,

hybrid debt capital could be raised, dependent on market conditions, or solvency enhanced through the increased use

of reinsurance.

Ultimately, in the event of a catastrophic claim or claims that exceed the protections available, Gard P&I, like other

such clubs, has unlimited recourse to its members through unplanned, supplementary premium calls, with the last such

call for Gard P&I having been in 1992.
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Other Assessments

We regard Gard's enterprise risk management (ERM) and management and governance practices as strong, and

therefore assess its stand-alone credit profile one notch higher than the anchor of 'a'. Liquidity is strong.

Enterprise risk management: Strong with high importance to the rating

We assess Gard's ERM as strong overall, and we believe it is highly unlikely that Gard will experience losses outside of

its risk tolerances. We consider ERM to be of high importance because the club is exposed to potential earnings

volatility from investment risk and potential exposure to large losses, notably in its non-mutual business. The major

factors supporting the overall strong ERM assessment are our positive views of risk management culture, risk models,

strategic risk management, and controls for material risks (insurance, reserving, and investments). Gard's strong ERM

implies that it has the ability to appropriately manage its capital such that its capitalization continues to support the

ratings.

Management and governance: Satisfactory, with cost-effective access to world-class legal, technical,
and administrative capabilities, and a focus on meeting members' needs

Gard's management and governance is satisfactory, in our opinion. The group has cost-effective access to world-class

legal, technical, and administrative capabilities. This enables it to assist members and clients in the marine industries

to manage risk and its consequences. The change of CEO in 2014 has not caused us to revise our assessment of the

group's management and governance.

Liquidity: Strong, supported by a liquid portfolio

We regard the group's liquidity as strong, owing to the strength of the liquidity sources available to it. The main source

is a liquid asset portfolio of $2.1 billion, but the group also has a committed funding line of $40 million. Were claims to

increase in size or frequency, we would consider the group well positioned to meet any liquidity needs that may arise,

largely because of the generally very strong credit quality of its bond portfolio.

Related Criteria And Research

Related Criteria

• Group Rating Methodology, Nov. 19, 2013

• Insurers: Rating Methodology, May 7, 2013

• Enterprise Risk Management, May 7, 2013

• Management And Governance Credit Factors For Corporate Entities And Insurers, Nov. 13, 2012

• Refined Methodology And Assumptions For Analyzing Insurer Capital Adequacy Using The Risk-Based Insurance

Capital Model, June 7, 2010

• Use Of CreditWatch And Outlooks, Sept. 14, 2009

Ratings Detail (As Of February 13, 2015)

Operating Companies Covered By This Report

Gard P&I (Bermuda) Ltd.

Financial Strength Rating

Local Currency A+/Stable/--
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Ratings Detail (As Of February 13, 2015) (cont.)

Counterparty Credit Rating

Local Currency A+/Stable/--

Assuranceforeningen Gard - gjensidig -

Financial Strength Rating

Local Currency A+/Stable/--

Issuer Credit Rating

Local Currency A+/Stable/--

Gard Marine & Energy Insurance (Europe) AS

Financial Strength Rating

Local Currency A+/Stable/--

Issuer Credit Rating

Local Currency A+/Stable/--

Gard Marine & Energy Ltd.

Financial Strength Rating

Local Currency A+/Stable/--

Issuer Credit Rating

Local Currency A+/Stable/--

Domicile Bermuda

*Unless otherwise noted, all ratings in this report are global scale ratings. Standard & Poor's credit ratings on the global scale are comparable

across countries. Standard & Poor's credit ratings on a national scale are relative to obligors or obligations within that specific country. Issue and

debt ratings could include debt guaranteed by another entity, and rated debt that an entity guarantees.

Additional Contact:

Insurance Ratings Europe; InsuranceInteractive_Europe@standardandpoors.com
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