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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 M&E), Gard is also one of the largest marine

insurers globally.

• Favorable brand recognition and diversification within the marine insurance sector.

Financial Risk Profile: Very Strong

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

• Protection and indemnity (P&I) sector relatively volatile.

• 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 do

not consider Gard's strong and diversified business risk profile as fully captured in our strong assessment of its

competitive position. Moreover, its capital base continues to grow and it capital adequacy continues to

strengthen.

• 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 Standard & Poor's Ratings Services' view that the group's capital and earnings will be

sufficient to absorb underwriting and investment volatility, and continue to be assessed as strong. We also expect

the group to maintain its leading position among the P&I clubs.

Downside scenario

We could take a negative rating action if the group were to suffer significant claims or investment losses outside of

its tolerances, leading us to assess its capital and earnings below the strong level.

Upside scenario

We do not envisage taking a positive rating action in the next two years.

Base-Case Scenario

Macroeconomic Assumptions

• Continued excess tonnage capacity, but at more sustainable levels. Freight rates will remain low. Scrapping

activity expected to remain above average for the past 10 years.

• Ship financing remains tight. Banks still provide most financing--debt finance--but private equity is gaining

volume.

• No significant change to the International Group (IG) pool structure or pool sharing methodology following

changes applied in 2013 and 2014.

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

retention protection premium/terms.

• Increased competition in fixed-premium business.

Company-Specific Assumptions

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

expect net earned premiums to dip to $765 million in FY2016, through weaker rates before recovering to $800

million in FY2017.

• A combined ratio (loss and expense ratio) of 90% in FY2016, reflecting good loss experience in 2015 to date. For

FY2017-2018, we expect loss experience to normalize and for the combined ratio to revert to around 100%.

• We expect that investment losses will restrict Gard's FY2016 profit to about $20 million, before reverting closer

to historical norms of $35 million-$45 million in FY2017 and FY2018.

• We expect the group's risk-based capital to be managed at 'AA' (very strong) or above on the Standard & Poor's

model over the next three years.
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Key Metrics

Key Metrics

2017F 2016F 2015 2014 2013

Gross premiums written (Mil. $) 941 905 953.3 923.9 852.3

Net income (Mil. $) 35 20 49.5 49.3 69.0

P/C net combined ratio (%) 99.0-101.0 90.0-93.0 92.4 101.7 107.6

Net investment yield (%) 2.0 (2.0) 2.0 2.5 2.2

S&P capital adequacy Very Strong Very Strong Very Strong Very Strong Very Strong

P/C--Property/casualty. F--Forecast.

Company Description

Gard P&I 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 P&I is the largest of the 13 global P&I clubs that make up the International Group

of P&I clubs.

Gard P&I (Bermuda) Ltd. underwrites the majority of direct insurance business, 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% (previously

15%) 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 risks. 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 for Gard as intermediate, reflecting our assessment of the global marine P&I

sector. The overall 'country risk' assessment is low because the insurers operating in this sector typically write business

in multiple countries around the world, resulting in high levels of geographic diversification. Our industry risk score is

moderate. Although we see profitability and product risk as negative, these factors are offset by the sector's operational

barriers to entry. The mutual marine sector is less focused on profitability than other sectors and is more exposed to
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high-risk assets than other non-life insurers, increasing earnings volatility. The size and frequency of claims are also

unpredictable, increasing product risk. We do not expect our assessment of country and industry risk to change over

the next two years.

Competitive position: Strong, as the leading player within the IG pool and supported by its
diversification into the M&E business

Gard has a strong competitive position, in our view, mainly stemming from its leading position within the International

Group of Protection and Indemnity Clubs (IG), 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 IG Agreement (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 M&E), Gard is also one of the largest

marine insurers globally. The group posted gross premiums written of $953 million at year-end February 2015, a

growth of 3.2% over 2014. The club approved a 15% deferred call for the 2014 policy year. The reduction in deferred

call amounts to $37.3 million. Had it not been for this deduction, premium growth would have been 7.2%.

Premium growth in FY2016 YTD has been slower than expected due to weaker rates (especially in energy and fixed

business) and lower insured values due to the lack of demand for global shipping. H1 Premiums for the first half (H1) of

2015 were $781 million, down from $829 million in H1 2015. Falling insurance rates have lowered reinsurance costs

from 17% of gross premiums in FY13 to 12% in FY15.

P&I retention was again strong at 99%. Most of the 2% growth in tonnage in FY 2015 came from existing members.

The gain of 18 million gross tonnes was the highest in the IG ; however, some fixed premium business was lost in Q2

2016.

Table 1

Gard Group Competitive Position

--Year ended Feb. 20--

(Mil. $) 2015 2014 2013 2012 2011

P&I

Gross premiums written 953.30 923.80 853.50 829.90 775.00

Change in gross premiums written (%) 3.2 8.2 2.8 7.1 1.2

Net premiums written 797.0 738.7 678.2 660.3 635.7

Change in net premiums written (%) 7.9 8.9 2.7 3.9 (0.2)

Reinsurance utilization (%) 16.4 20.1 20.0 20.4 18.0
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Financial Risk Profile: Very Strong

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

recent years. The group's capital base has also grown in absolute terms, giving the group's greater stability.

Capital and earnings: Capital adequacy expected to be at '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. Gard posted a net income of $49.5 million for FY 2015,

with a combined ratio of 92.4%. Four significant losses in Q4 pushed up the combined ratio from 72% at Q3.

The year-end figure includes $37.3 million resulting from a reduction in the deferred call for the 2014 policy year to

15% from the original estimate of 25%of the advanced call. Excluding this, the combined ratio would have been 88.3%.

A lack of major losses in H1 2016 supported a combined ratio of 84% and a profit of $52 million. However, investment

losses in Q3 have lowered our expectation of FY 2016 profit to $20 million.

Table 2

GARD Group Capital

--Year ended Feb. 20--

(Mil. $) 2015 2014 2013 2012 2011

Total capital (reported) 969.1 944.6 895.3 826.1 790.2

Change in total capital (reported) (%) 2.6 5.5 8.4 4.6 23.8

Table 3

GARD Group Earnings

--Year ended Feb. 20--

(Mil. $) 2015 2014 2013 2012 2011

Total revenues 851.2 760.3 706.4 694.0 683.0

EBIT adjusted* 77.1 18.3 (16.0) 22.0 54.0

Net income 49.5 49.3 69.0 36.0 147.0

Return on revenue (%) 9.1 2.4 (2.3) 3.2 7.9

Return on revenue (incl. realized capital gains/losses) (%) 15.0 6.1 0.0 13.0 7.0

Return on shareholders' equity (reported) (%) 5.2 5.4 8.0 4.4 20.6

Net expense ratio (%) 14.0 13.6 21.3 15.4 17.4

Net loss ratio (%) 78.4 88.2 86.3 86.3 81.6

Net combined ratio (%) 92.4 101.7 107.6 101.7 99.0

*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
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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.

As of February 2015, bonds accounted for 71% of the group's total invested assets, equities 16% and real estate 3%,

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 57% of this asset class was held in 'AAA' rated

bonds as of February 2015. Bonds rated 'A' or higher represented 68%, while bonds rated 'BB' or below accounted for

12%

Gard matches liabilities by currency and duration. The average duration of Gard's bond portfolio, at about three years,

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 4

GARD Group Risk Position

--Year ended Feb. 20--

(Mil. $) 2015 2014 2013 2012 2011

Total invested assets 2,239.8 2,220.9 2,055.7 1,991.4 1,919.5

Change in invested assets (%) 0.1 8.0 3.2 3.7 15.7

Net investment income 44.6 29.3 24.0 33.7 47.5

Net investment yield (%) 2.0 1.4 1.2 1.7 2.7

Net investment yield including realized capital gains/(losses) (%) 3.7 2.5 2.2 5.5 2.2

Net investment yield including all gains/(losses) (%) 1.0 3.3 5.7 3.0 8.4

Investment portfolio composition (%)

Cash and short term investments (%) 5.4 10.4 7.0 9.8 12.8

Bonds (%) 71.2 65.6 65.3 66.9 63.0

Equity investments (%) 15.6 17.7 17.8 17.6 17.2

Real estate (%) 3.1 4.2 6.4 4.6 4.6

Loans (%) 0 0 0 0 1.6

Other investments (%) 4.7 2.0 3.5 1.1 0.8

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 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 M&E policyholders or fixed premium P&I business.
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Other Assessments

We regard Gard's ERM as strong and management and governance practices as satisfactory, and therefore assess its

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

Enterprise risk management: Strong

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 legal, technical, and
administrative capabilities, and a focus on meetings 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 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 $2.2 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

• 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 November 26, 2015)

Operating Company Covered By This Report

Gard P&I (Bermuda) Ltd.

Financial Strength Rating

Local Currency A+/Stable/--
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Ratings Detail (As Of November 26, 2015) (cont.)

Counterparty 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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