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In our view, GIC Re South Africa Ltd. (GIC Re SA) remains supported by its
parent GIC Re. This is reflected in its robust capital position,
particularly via the planned capital injection in 2017 following the
increase in 2016.
Operating performance is weak and its competitive position is limited.
This mostly reflects the difficult operating conditions in GIC Re SA's
core markets, notably the highly competitive South African sector.
We are affirming our 'BB+' global scale and 'zaA+' national scale ratings
on GIC Re SA.
The stable outlook reflects our opinion that the company will remain well
supported by its parent. Hence, we expect it to retain its strategic
status to GIC Re.

On July 20, 2017, S&P Global Ratings affirmed its long-term counterparty
credit and insurer financial strength ratings on GIC Re South Africa Ltd. (GIC
Re SA) at 'BB+'. The outlook is stable.

At the same time, we affirmed our South Africa national scale rating at
'zaA+'.

The affirmation primarily reflects GIC Re SA's weak operating performance and
its limited competitive position, offset by strong support from its parent,
GIC Re. In particular, the company's financial profile is likely to benefit
significantly from a planned capital injection of South African rand (ZAR) 910
million (US$70 million) by the end of September 2017. This is likely to
facilitate the buildup of the company's business position as well as its
risk-adjusted capital.

In our view, the company's weak operating performance reflects its
start-up-like characteristics. We recognize GIC Re SA recorded strong growth
in its first three years of operation but has not managed to maintain
bottom-line profitability. It has posted weak underwriting results,
particularly compared to some of its peers in the region. At year-end March
2017, it posted a high combined (loss and expense) ratio of 126%. This,
coupled with foreign exchange losses, led to a bottom-line loss (ZAR27
million). We forecast that the company is likely to post combined ratios above
100% over 2017 and 2018, partly reflecting the difficult operating conditions
and competitive market.
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After the planned capital injection, we believe that the company's
capitalization will be better positioned to absorb potential large losses, and
support our growth projections. We forecast that its risk-based capital
(measured using our model) is likely to remain at the 'AAA' range over the
next two to three years.

We believe premium growth of between 20%-40% is likely to be achieved over the
coming three years through new business and growth in its existing business.
The insurer continues to pursue an organic growth strategy within key regions,
which has translated into strong premium growth within South Africa. We
consider the economic and industry environment within South Africa (accounting
for about 60% of its gross premium) to be challenging and highly competitive.
Outside South Africa, core markets include Kenya and Nigeria. These regions
are characterized by weaker economies and challenging operating environments.

In our opinion, GIC Re SA is exposed to foreign currency mismatches on its
balance sheet caused by its exposure across Africa and investments denominated
in U.S. dollars. This has led to bottom-line volatility. GIC Re SA has sought
to introduce enhanced asset-liability matching in this regard. Nevertheless,
its earnings are exposed to volatility from translation changes, particularly
relating to African emerging markets given the volatility of the South African
rand.

The entity maintains a conservative investment stance and well-diversified
investment base. However, we consider its concentration in the South African
financial sector introduces some financial risk.

We view the parent as providing retrocession support to the entity. This,
combined with the capital injections, supports our assessment of GIC Re SA's
financial flexibility.

We apply a one-notch negative adjustment to reflect the start-up nature of the
reinsurer and the accompanying execution risk in a competitive market. The
robust growth target amid difficult business conditions raises the possibility
of accessing weaker quality business, thereby undermining profitability over
the medium term.

We consider GIC Re SA to be of strategic importance to the parent given its
integration with the parent and role within broader group strategy. We also
believe GIC Re SA's ownership gives the group and the subsidiary greater
financial flexibility through access to capital and liquidity when needed. We
uplift our ratings on GIC Re SA by one notch due to support from the parent.

The outlook on the entity reflects our opinion that the company will remain
well supported by the parent and retain its strategic status to GIC Re. In
particular, we factor in the capital injection from the parent during the
third-quarter of 2017. The outlook also reflects our expectation that the
entity will continue to post a net income loss at year-end 2017, before
breaking even during 2018 and 2019. This primarily reflects the difficult
operating conditions in its key markets, exacerbated by the entity being a new
entrant gaining scale in the mature South African market.

Downside scenario
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We could lower the ratings over the next 12-24 months if the quantum or timing
of the capital injection is smaller or lags our expectations, or we see group
support weakening. This could also arise if earnings are weaker and/or
volatility increases beyond our expectations. A further weakening of the
competitive position could also place negative pressure on the ratings.

Upside scenario

We are unlikely to raise the ratings over the next 24 months, at least not
until underwriting performance improves significantly.
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This rating has been determined by a rating committee based solely on the
committee's independent evaluation of the credit risks and merits of the
issuer or issue being rated in accordance with S&P Global Ratings published
criteria and no part of this rating was influenced by any other business
activities of S&P Global Ratings.

This credit rating is solicited. The rated entity did participate in the
credit rating process. S&P Global Ratings did have access to the accounts,
financial records and other relevant internal, non-public documents of the
rated entity or a related third party. S&P Global Ratings has used information
from sources believed to be reliable but does not guarantee the accuracy,
adequacy, or completeness of any information used.

GLOSSARY
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Anchor: The starting point for rating an insurer, based on S&P Global
Ratings' assessments of the business and financial risk profiles.
Business risk profile (BRP): Assesses the risk inherent in the insurer's
operations and therefore the potential sustainable return to be derived
from those operations.
Capital and earnings: Measure of an insurer's ability to absorb losses.
Combined ratio: The ratio of the sum of loss expense, loss adjustment
expense, and operating expenses divided by premiums earned.
Competitive position: An assessment based on an insurer's operating
performance, branding, market position, diversification and control over
its distribution channels.
Date initial rating assigned: The date S&P Global Ratings assigned the
long-term foreign currency issuer credit rating on the entity.
Date of previous review: The date S&P Global Ratings last reviewed the
credit rating on the entity.
Earnings before interest and taxation (EBIT): Profit before tax and
interest expenses.
Enterprise risk management (ERM): Our assessment of ERM examines whether
insurers execute risk management practices in a manner that effectively
limits future losses.
Financial flexibility: The balance between an insurer's sources and uses
of external capital and liquidity over the current and next two years.
Financial risk profile (FRP): The consequence of decisions that management
makes in the context of its business risk profile and its risk tolerances.
Financial strength rating (FSR): A forward-looking opinion about the
financial security characteristics of an insurer with respect to its
ability to pay under its insurance policies and contracts, in accordance
with their terms.
Foreign exchange risk exposure: Assesses currency mismatches between
assets and liabilities (including equity). The criteria define a
significant mismatch as more than about 10% of total insurer's
liabilities.
High-risk assets: Volatile or illiquid assets.
Insurance Industry And Country Risk Assessment (IICRA): Addresses the
risks typically faced by insurers operating in specific industries and
countries, and is generally determined at a country or regional level.
Issuer credit rating (ICR): A forward-looking opinion about an obligor's
overall creditworthiness, focusing on its capacity and willingness to meet
its financial obligations in full and as they come due.
Risk position: Assesses material risks not incorporated in the capital and
earnings analysis and specific risks that could affect the volatility of
an insurer's TAC.
Return on equity (ROE): Measures the return available to stockholders.
Calculated as reported net income divided by the year-end average of
reported stockholders' equity for the past two years.
Stand-alone credit profile (SACP): S&P Global Ratings' opinion of an
insurer's creditworthiness, in the absence of extraordinary intervention
from its parent, affiliate, or related government.
Total adjusted capital (TAC): S&P Global Ratings' measure of the capital
an insurer has available to meet capital requirements.
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Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific meanings ascribed
to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.standardandpoors.com (http://www.standardandpoors.com/) for further
information. Complete ratings information is available to subscribers of
RatingsDirect at www.globalcreditportal.com (http://www.globalcreditportal.com/) and at spcapitaliq.com (http://www.spcapitaliq.com). All
ratings affected by this rating action can be found on S&P Global Ratings'
public Web site at www.standardandpoors.com (http://www.standardandpoors.com/). Use the Ratings search box
located in the left column. Alternatively, call one of the following S&P
Global Ratings numbers: Client Support Europe (44) 20-7176-7176; London Press
Office (44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49)
69-33-999-225; Stockholm (46) 8-440-5914; or Moscow 7 (495) 783-4009.

Trevor Barsdorf, Johannesburg +27112144852;
trevor.barsdorf@spglobal.com (mailto:trevor.barsdorf@spglobal.com)
Neil Gosrani, London (44) 20-7176-7112;
Secondary Contact:
neil.gosrani@spglobal.com (mailto:neil.gosrani@spglobal.com)
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