FINANCIAL INSTITUTIONS

CREDIT OPINION
26 August 2019

Oil Insurance Limited
Unique structural features secure capitalization and liquidity

Update

Summary

RATINGS

Oil Insurance Limited
Domicile

HAMILTON, Bermuda

Long Term Rating

A2

Type

Insurance Financial
Strength - Fgn Curr

Outlook

Stable

Please see the ratings section at the end of this report
for more information. The ratings and outlook shown
reflect information as of the publication date.

Analyst Contacts
James Eck
VP-Sr Credit Officer
james.eck@moodys.com

212-553-4438

Rocio Nunez
Associate Analyst
rocio.nunez@moodys.com

212-553-2850

Sarah Hibler
Associate Managing Director
sarah.hibler@moodys.com

212-553-4912

Marc R. Pinto, CFA
MD-Financial Institutions
marc.pinto@moodys.com

212-553-4352

Oil Insurance Limited's (OIL) A2 insurance financial strength (IFS) rating is based on the
mutual insurance company's unique retrospective loss recovery funding structure (in which
it recovers contractually, on a post-event basis, all of its incurred losses through subsequent
year premiums charged to members), as well as its strong membership support from many
of the world's leading petroleum and energy companies, its strong capital base, good
geographic diversification, its efficient operations and its strong internal liquidity profile.
Tempering these strengths are the insurer's significant exposures to large claims associated
with natural and man-made catastrophes, its moderate product and client diversification
relative to other specialty insurers, significant credit correlation among its members, as well
as the potential volatility associated with its investment portfolio, which has a high weighting
of common equities and alternative investments relative to most other property & casualty
insurers and reinsurers.
OIL’s membership base is heavily skewed toward higher credit quality companies within
the energy sector. As of August 2019, the weighted average credit rating of OIL’s members
was around A3 with approximately 88% of OIL’s insured exposure (and source of future
premiums) derived from members with investment grade debt ratings.
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Credit strengths
» Unique franchise as mutual insurer serving the global energy industry
» Retrospective rating plan and loss recovery mechanisms, together with an overall strong membership credit profile, help secure
capitalization and liquidity
» Low cost and efficient operations, ample liquidity and strong capitalization
» A significant portion of future premiums receivable are recorded as capital and surplus for Bermuda statutory purposes
» Competitive advantages relating to taxation and regulation associated with Bermuda domicile

Credit challenges
» Significant catastrophe exposures, primarily arising from high value facility explosions and fires as well as natural catastrophe events
globally
» Moderate product and client diversification relative to other specialty insurers
» Energy industry concentration of membership results in the aggregation of somewhat correlated credit risks, which, under extreme
stress scenarios, could impair post-loss recovery mechanism
» Substantial equity/alternatives investment allocation can lead to volatility in investment returns and capitalization

Outlook
The outlook for OIL's A2 insurance financial strength and Baa1 preference share ratings is stable reflecting its strong membership
support, strong capital base and internal liquidity offset by significant catastrophe exposure and potential investment volatility.

Factors that could lead to an upgrade
Given the current rating of OIL and its business and financial profile, there is limited potential for upward rating movement. However,
we would view a material reduction in the firm’s high risk assets (equities/alternatives and speculative grade bonds) as a percentage of
shareholders’ equity as an enhancement to the firm’s overall credit profile.

Factors that could lead to a downgrade
» Any breakdown in the company's post-loss premium recovery mechanism
» A significant reduction in the number of Members or their weighted average credit rating
» A decline in shareholders’ equity of more than 20% over a 12 month period (exclusive of underwriting losses).

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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Key indicators
Exhibit 2

Oil Insurance Limited
Oil Insurance Limited [1][2]

2018

2017

2016

2015

2014

As Reported (US Dollar Millions)
Total Assets

6,318

7,324

6,899

6,734

7,337

Total Shareholders' Equity

3,210

4,351

4,026

4,224

4,606

(691)

575

202

18

721

Gross Premiums Written

379

396

428

415

496

Net Premiums Written

379

396

428

415

496

Net income (loss) attributable to common shareholders

Moody's Adjusted Ratios
High Risk Assets % Shareholders' Equity

90.5%

79.5%

81.1%

75.3%

75.7%

Reinsurance Recoverable % Shareholders' Equity

0.8%

0.0%

0.1%

0.4%

0.9%

Goodwill & Intangibles % Shareholders' Equity

0.0%

0.0%

0.0%

0.0%

0.0%

Gross Underwriting Leverage

1.0x

0.7x

0.7x

0.6x

0.6x

-18.3%

13.7%

4.9%

0.4%

16.4%

Sharpe Ratio of ROC (5 yr. avg)

24.9%

142.6%

138.7%

90.0%

129.9%

Adv./(Fav.) Loss Dev. % Beg. Reserves (1 yr. avg)

-2.7%

-3.2%

-1.9%

-22.2%

-16.0%

4.6%

3.4%

3.6%

3.5%

3.2%

Return on avg. capital (1 yr. avg ROC)

Financial Leverage
Total Leverage
Earnings Coverage (1 yr.)

9.1%

6.7%

7.3%

6.9%

6.4%

-41.8x

45.4x

23.0x

2.4x

69.6x

[1] Information based on US GAAP financial statements as of Fiscal YE December 31
[2] Certain items may have been relabeled and/or reclassified for global consistency
Source: Company Reports, Moody's Investors Service

Profile
Established in 1971, OIL is a mutual insurer that provides property, well control, non-gradual pollution liability, windstorm, terrorism,
cyber terrorism, construction and cargo insurance to 56 energy companies located in the United States, Canada, Australia, Europe,
Latin America and Asia (as of July 2019). OIL offers insurance limits of up to $400 million on a per occurrence basis and $1.2 billion
on an aggregate basis for multiple policyholder claims arising out of one event (for non-Atlantic named windstorm events). Effective
January 1, 2018, OIL discontinued writing Offshore Gulf of Mexico windstorm coverage. The company continues to offer windstorm
coverage in all other onshore and offshore areas of the Atlantic Basin and the world.
OIL's post-loss premium plan results in a credit profile similar to that of a collateralized debt obligation in that OIL's policyholders and
creditors bear the senior unsecured credit risk of the Member companies. Additionally, OIL's credit profile is enhanced by the ability of
the company’s board of directors to allocate any unpaid obligations from defaulting Members to the remaining Members. As a result,
the mutualization of losses on an effectively “joint and several-like” basis greatly reduces the likelihood of a credit loss.
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Detailed credit considerations
OIL’s A2 insurance financial strength rating is in line with the adjusted rating indicated by Moody's insurance financial strength
scorecard.
Insurance Financial Strength Rating
The key factors influencing the ratings and outlook are:
Market position, brand and distribution: Unique franchise and large limits provide cornerstone insurance capacity for
members
As a result of OIL’s focused strategy as a mutual insurer to the energy industry, the company’s market position is modest relative to
most of its Bermuda peers in terms of net premiums written. However, OIL provides some of the largest limits in the energy insurance
market (up to $400 million per occurrence for non-Atlantic Named Windstorm events) and the company’s client base is comprised
solely of its members, who value the large and stable capacity provided by the company to serve as a “cornerstone” around which to
build their risk management programs.
While OIL has historically placed its coverage directly with its members, the company has recently established close relationships
with the brokerage community as part of its strategy to broaden its marketing and distribution channels in an effort to attract high
quality global members. Moody’s believes the alignment of long-term interests between the company and its member/shareholders
is unusually strong relative to its commercial market peers, which enhances the company’s market position. As such, we view the
company market position and brand in line with A-rated reinsurers rather than the unadjusted Baa scorecard metric.
Business and geographic diversification: Energy industry focus limits diversification
OIL’s insurance products include property (physical damage), windstorm, non-gradual pollution liability, control of well, terrorism,
cyber terrorism, construction and cargo coverages for its energy industry membership base. Moody’s views the company’s product
mix as having the potential to produce highly volatile results, with large losses arising from hurricanes or explosions/fires at high
value facilities. While product and client diversification is relatively low, geographic diversification is good, as the company insures
property exposures located throughout the world. Given the company's product concentration, we view this factor in line with Baarated reinsurers as compared to the unadjusted A scorecard metric.
Asset quality: Significant equities/alternatives allocation contributes to earnings and capital volatility
OIL's investment strategy is designed to provide strong short-term liquidity and ensure long-term capital appreciation. To this end,
OIL's bond portfolio (mainly high investment-grade credits) and cash position support reserves and annual expected claim losses while
equity and alternative investments support the firm's capital growth. While this strategy has produced superior long-term investment
returns, it can also result in meaningful earnings and capital volatility during market downturns.
At year-end 2018, OIL had approximately $6.2 billion of investments and cash. Fixed income securities and cash represented
approximately 59.6% of total invested assets, while equity securities and other investments represented the remaining 40.4%. Total
high-risk assets at year-end 2018 (including equities, below investment grade bonds, alternative investments and other invested assets)
were approximately 45% of total invested assets and approximately 90% of adjusted shareholders' equity, which is considerably higher
than most of its similarly-rated peers.
OIL’s fixed income portfolio is of good credit quality, with 67.4% rated in the A range or higher, 24.3% in the Baa range and 8.3% below
investment grade/not rated at year-end 2018.
OIL has not historically used reinsurance to supplement its capital position. At year-end 2018, there were no reinsurance recoverables
on the balance sheet. While presenting modest credit risk, the future contractually obligated premium receivables from its members
are off balance sheet. Given the level of high risk assets, we view asset quality in line with A-rated reinsurers as compared to the
unadjusted Aa scorecard metric.
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Capital adequacy: Strong capital position and loss recovery mechanism provide balance to significant catastrophe and large
loss exposures
At year-end 2018, OIL’s gross underwriting leverage was approximately 1.0x, which Moody’s considers to be low relative to the current
rating and the company’s business mix. We note that this metric can be volatile over time, depending on the extent of large losses
(which impacts equity capital, loss reserves and future premium volumes) and investment performance.
Historically, OIL’s largest losses have arisen from hurricane damage to offshore energy platforms in the Gulf of Mexico. While the single
event aggregation limit of $1.2 billion (lower for Atlantic hurricane events) is an important risk mitigant, the ability of the company to
recover losses over a five year period in the form of higher future premiums is a unique feature that greatly enhances the firm’s capital
adequacy. Effective January 1, 2018, OIL discontinued writing Offshore Gulf of Mexico windstorm coverage, which significantly reduces
the firm’s exposure to hurricane losses. The company continues to offer windstorm coverage in all other onshore and offshore areas of
the Atlantic Basin and the world.
OIL has received permission from the Bermuda Monetary Authority to record the estimated amount of the theoretical withdrawal
premium due from existing members who have not elected to withdraw or redeem their shares in the company as statutory capital and
surplus. At year-end 2018, the discounted value of the theoretical withdrawal premiums from current members with investment grade
credit ratings was approximately $1.3 billion. We view the company's capital adequacy in line with Aa-rated reinsurers rather than the
unadjusted Aaa scorecard metric.
Profitability: Volatile short term returns reflect accounting treatment of unrealized gains/losses on investments and loss/
premium mismatch
OIL’s short-term profitability is highly volatile, and is heavily influenced by large loss activity and the ups and downs of the financial
markets, as unrealized gains/losses flow through the income statement. Over the longer term, however, the company’s loss recovery
mechanism through premium increases to recover all insured losses over a five year period serves to smooth the longer term results.
For the five years 2014-2018, OIL’s average return on capital was 3.4%.
During 2018, OIL reported a net loss of $676 million, reflecting higher than usual incurred losses, as well as $342 million of realized
and unrealized investment losses. Through the first six months of 2019, OIL reported net income of $569 million (6M2018: $8 million),
reflecting higher underwriting income and significant unrealized investment gains.
Reserve adequacy: Contractual recovery of losses removes reserve uncertainty over longer term
For the seven years ended 2018, OIL reported average favorable loss reserve development of 8.4%. Like its reported profitability, OIL’s
reserve position can be volatile – and large reserve charges and releases can occur in any given year. Moody’s is generally not concerned
with the year-to-year fluctuations, however, as any adverse case reserve development will ultimately be recovered through higher
premiums in future years. This is an important feature that further insulates the company from the uncertainties associated with the
loss reserving process.
Financial flexibility: Low financial leverage with strong liquidity
At year-end 2018, OIL’s adjusted financial leverage was a modest 4.6%, and has been stable over the past five years at levels between
3.2% and 4.6%. Earnings coverage of preferred dividends is very strong, reflecting good profitability as well as the low level of leverage
in the capital structure. As a mutual company, however, OIL does not have the ability to sell common equity.
During 2018, OIL paid $450 million in dividends to its members (2017: $250 million). The company has declared a $250 million
dividend payable to its members in Q3 2019.
OIL has announced that it will redeem the remaining $273 million (net of issuance cost) of outstanding preference shares in September
2019.
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Liquidity analysis
OIL maintains sufficient liquidity in its operating cash flows and high cash / short term investment balances to finance claims payments
and the modest amount of dividends associated with its outstanding preference shares (2018 preference share dividends: $15.8
million). OIL has no debt outstanding.

Structural considerations
OIL's A2 IFS rating is two notches above that of its preference shares (rated Baa1). The two-notch differential between these ratings
reflects Moody's assessment of OIL's probabilistic expected loss scenarios for each of these classes of obligations, rather than the
application of our standard notching conventions.

Methodology and scorecard
Exhibit 3

Oil Insurance Limited
Financial Strength Rating Scorecard [1][2]

Aaa

Aa

A

Baa

Ba

B

Business Profile
Market Position and Brand (20%)
- Relative Market Share Ratio
- Business profile - reinsurance - direct premiums % GPW (rating)

- Business and Geographic Diversification

- High Risk Assets % Shareholders' Equity

A

A

Baa

Aa

A

Aa

A

Aaa

Aa

Ba

A

Aa

Aa

A

A

Aaa - A

Aaa - A

A1

A2

90.5%

- Reinsurance Recoverable % Shareholders' Equity

0.8%

- Goodwill & Intangibles % Shareholders' Equity

0.0%

Capital Adequacy (20%)
1.0x
X

- Net Natural Catastrophe Exposure

X

Profitability (10%)
- Return on Capital (5 yr. avg)

3.4%

- Sharpe Ratio of ROC (5 yr. avg)

24.9%

Reserve Adequacy (10%)
- Adverse (favorable) development % Beg. Reserves (7 yr. avg)

-8.4%

Financial Flexibility (15%)
- Financial Leverage

4.6%

- Total Leverage

9.1%

- Earnings Coverage (5 yr. avg)

19.7x

Aggregate Profile

A

Baa

X

Asset Quality (10%)

Operating Environment

Adj Score

A

X

Financial Profile

- Gross Natural Catastrophe Exposure

Score

X

Product Focus and Diversification (15%)

- Gross Underwriting Leverage

Caa

[1] Information based on US GAAP financial statements as of Fiscal YE December 31
[2] The Scorecard rating is an important component of the company’s published rating, reflecting the stand-alone financial strength before other considerations (discussed above) are
incorporated into the analysis
Source: Company Reports, Moody's Investors Service
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Ratings
Exhibit 4

Category
OIL INSURANCE LIMITED

Rating Outlook
Insurance Financial Strength
Pref. Stock

Moody's Rating

STA
A2
Baa1 (hyb)

Source: Moody's Investors Service

Moody’s related publications
Sector research
» Reinsurance - Global: Reinsurers are well capitalized ahead of the 2019 Atlantic hurricane season (June 2019)
» Reinsurance – Global: Strong Q1 2019 earnings as price hikes gain momentum (May 2019)
» Reinsurance - Global: 2018 earnings improve despite catastrophe losses; pricing on positive track (April 2019)
» Reinsurance - Global: Catastrophe PML disclosures show diverging risk appetites (March 2019)
» Reinsurance - Global: January renewal prices tick up; further gains expected on retro capacity crunch (February 2019)
» Reinsurance - Global: Reinsurance property prices flat to lower as competition weighs, buyers' survey suggests (September 2018)
Compilations
» Reinsurance Monitor, Issue No. 36, July 2019
» Reinsurance Monitor, Issue No. 35, April 2019
Industry Outlook
» Reinsurance - Global: Strong capital and sector consolidation drive stable outlook (September 2018)
Rating methodology
» Reinsurers (May 2018)
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