SUMMARY OF THE GLOBAL FAMILY TAKAFUL

REPORT 2011

Barely scratching the surface — Unfolding the family Takaful potential
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Introduction

Milliman is proud to present the first ‘Global Family Takaful Report 2011".
Contents of the report include:

Industry growth in key regions

Overview of the Takaful regulatory landscape

Family Takaful business models and product proposition
Milliman Family Takaful Survey 2010

Special feature: UK mutuals and Takaful

Special feature: Focus on Malaysia

Issues and challenges facing family Takaful

This session provides a brief overview of the report.

The full report can be ordered online at

www.milliman.com/takaful2011
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Introduction

O Family Takaful accounted for 20% of the global Takaful gross written premiums in 2009.
0 Long term & sustainable proposition with strong bottom-line expectations
- Higher profit margins
- Potentials for surplus sharing
- Spiritual dimensions of Takaful
O The spirit of ‘risk sharing’ versus ‘risk taking’
O Industry report approaches ‘combined’ versus ‘specific’

U The report will cover most dimensions of family Takaful and Retakaful including industry
growth, financial highlights, regulatory updates, and pertinent contemporary issues facing
the world of family Takaful.

U Focus on Malaysia and UK Mutual Insurers



Industry growth in key regions
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Life iInsurance statistics - 2009

Life Insurance in Muslim countries is grossly under developed

Life Density

Life

Rank by Life Premium (USD Per Penetration (%
Premium Country (millions USD) Capita) of GDP)
33 Malaysia 5,682 206.9 2.9
34 Indonesia 5,066 22.0 0.9
44 Turkey 1,148 15.3 0.2
48 Morocco 825 258 0.9
49 United Arab Emirates 732 159.2 0.4
50 Egypt 704 8.5 0.4
54 Bangladesh 636 39 0.7
55 Pakistan 543 3.0 0.3
64 Saudi Arabia 267 10.4 0.1
67 Lebanon 232 55.0 0.8
69 Iran 225 3.0 0.1
73 Nigeria 147 0.9 0.1
75 Bahrain 137 173.6 0.6
79 Oman 102 35.9 0.2
80 Tunisia 100 9.7 0.3
82 Kuwait 88 29.6 0.1
83 Algeria 63 1.8 0.0
84 Kazakhstan 63 4.0 0.1
86 Jordan 49 7.8 0.2
1 United States 492,345 1,602.6 3.5
2 Japan 399,100 3,138.7 7.8
3 United Kingdom 217,681 3,527.6 10.0
4 France 194,077 2,979.8 7.2
5 Italy 115,290 1,878.3 5.3
World 2,331,566 341.2 4.0

Source: Swiss Re Sigma No 2/2010

0.72%

Life insurance premiums of
Muslim countries as %
of world premiums

Size differential based on Life
Insurance density between
highest ranked Muslim country
(Malaysia) and global leader
(USA)




Historic and projected growth in key regions

= No single source containing quantification of family Takaful
contributions .

= Milliman has estimated the family Takaful numbers from company
financials, industry reports and internal estimates.

= The global gross contribution industry estimates were aggregated
from:

» Southeast Asia (primarily Malaysia, Indonesia and Brunei)
» Middle East and Africa (primarily GCC countries and Sudan)
» South Asia (primarily Bangladesh, Pakistan an Sri Lanka)

We have considered the market share, historic growth and projected
growth by key countries and regions (listed above).



Global family Takaful gross contributions
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= The global family Takaful gross contributions in 2010 are estimated to be US$ 1.7 billion
(24% higher than 2009).

» The global family Takaful gross contributions increased at a compound annual growth rate
(CAGR) of 36 % (2007-2010).



Annual growth in Southeast Asia region
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Annual growth in the Middle East
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Projected global gross contribution

US$ millions
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Source: Milliman estimates based on a range of macro economic indicators and historical growth rates

The gross contribution is projected to increase to US$4.3 billion by 2015.



Projected global gross contributions by region

» The gross contributions are projected to
increase to US$4.3 billion by 2015.

» Southeast Asia is projected to continue 3,500

US$ millions SEA #-ME & Africa =+SA

as the market leader. 3028
3,000 2,587

* Indonesia is growing at a faster pace  , ., 2,196+

than Malaysia and is expected to have a ’ 1,849

similar market share to Malaysia within 2,000 1,540

Southeast Asia by 2015. 1,500 1,271

1,075

»= Due to the uncertainty and volatility in 1,000

the Saudi Arabia market, future growth 1921

_ . 500 g 519 028 o 143
rate in that market were projected 41 , 61, 90 207
conservatively. )
Y . AU SRR

= |f Takaful manages to breakthrough in S v Y v Y v

India, the growth in South Asia could Source: Milliman estimates based on a range of macro

accelerate rapidly and industry. economic indicators and historical growth rates



DETAILED REPORT

Further detalls are provided In
the full report

www.milliman.com/takaful2011



Overview of the Takaful regulatory landscape
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Overview of Takaful regulatory landscape

= Malaysia: Arguably has the most robust Takaful IFSB: Standard on Solvency Requirements
regulatory framework (e.g. TOF, RBC). for Takaful Undertakings’
= Bahrain: .Or.le of the first to recognise the distinct Shareholders' Fund Particpants' ek Fu
characteristics of Takaful for regulatory (SP (PRF)
purposes. Motional assets
. (nght to cal
» Pakistan, Qatar, and the UAE: Issued new Qard facily)

Takaful regulatory frameworks in recent years —
strives to be consistent with AAOIFI standards.

= Saudi Arabia: Strengthened its regulatory
framework on a cooperative model approach
without explicit recognition of Takaful.

= Indonesia: Takaful framework could be moving
towards the Malaysian approach though it
currently tolerates a window approach which is
likely to change in future.

= UK: Adopted a ‘level playing field’ approach in
regulating conventional and Takaful firms.

OVE RA L L J O U R N EY HAS J U ST B EG U N Source: Standard an selvency requirements for Takaful undertakings, December 2010, IFSB.
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Family Takaful business models

Popular models typically adopted

Country Model
Wakala (with or Wakala
Variant without Mudarabah
Mudarabah * incentive fee)** (hybrid)***
Bahrain ® o
Malaysia o ® o
Pakistan o
Qatar o
Saudi Arabia**** () ()
South Africa o
UAE ® o

*  There has been a gradual move away from it but legacy business remains on this model.
**  Primarily used for protection products such as term life.

**  Primarily used for saving products such as investment-linked.

***x | Jses the cooperative model

Wakala With Wagf Others
o
o
o

Further details on the various models and their practical application to
family Takaful products can be found in the full report.
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Family Takaful business models and product

offerings

= Key findings: Product offerings in key countries

PROTECTION SAVINGS GROUP
CRITICAL Ha /

> The Concept Of Takan| |S Often not SO, COMPANY TERM KEYMAN WORTGAGE |LINESS  GENERIC EDUCATION RETIREMENT UMRSH INVESTMENT  LFE ACCIDENT CREDIT

communicated fully / effectively to consumers. @ Lnee : R ' ;
> Takaful product features is typically not B o
highlighted in marketing literatures (e.g. surplus : s, « =~ s o : ;
distribution mechanism). s B «  » [ Lo
> Investment-linked products dominate globally, —=w: « o« K
whereas pure protection is still uncommon in =« wa: . . . - .
many emerging markets (e.g. the Middle East). & we: : -

There is not much distinction in product value proposition between
conventional and family Takaful products

Product innovation is significantly lacking within the Takaful space



Milliman Family Takaful Survey 2010
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Milliman Family Takaful Survey 2010

= Milliman carried out a qualitative questionnaire survey in late 2010 to
explore the key current issues and focus areas of Takaful players globally.

= Arange of Takaful and Retakaful operators from different key regions
worldwide participated in the survey.

= Six key areas were identified as the focus for future family Takaful
developments:
» Products
» Wakala fees
» Asset classes
» Surplus distribution
» Environment — regulatory, distribution, Retakaful
» Challenges and opportunities



Key findings of Family Takaful Survey 2010 (1)

 Products: Consumer education is key and retirement is a key growth area. Many operators
viewed Shariah restrictions as a unique selling feature and not an impediment to product
innovation.

 Wakala fees: Level varies significantly by region and is primarily derived from expense
analysis although Retakaful players felt this was driven by competitive pressures.

« Asset classes: Shortage of suitable assets is acknowledged which tends to limit product
design. Most operators are comfortable with concentration risk of assets (by class,
geography and ownership).

e Surplus distribution: Most have distributed surplus (only a handful have distributed 100%
of surplus arising or none at all). Only a small proportion of operators shared in underwriting
surpluses (incentive fees). Retakaful players believe that convergence of surplus distribution
policies between cedants pool unlikely. Many viewed surplus distribution is a major attraction
for Takaful product and crucial for the sustainability of the industry.

 Environment —regulatory, distribution, Retakaful: Many viewed that there is no issue
with retakaful capacity. Many operators felt that regulators do not take into account the
unique features of Takaful (e.g. Qard) but felt Shariah Board is cooperative in finding
solutions. Main distribution channels are direct sales agents and brokers followed by banks.



Key findings of Family Takaful Survey 2010 (2)

Key challenges

0 Competition intensifies as more players enter market.

QO Lack of awareness in certain markets in GCC is hampering growth in family Takaful.
Qinvestment related issues with the downturn has slowed down investment growth.
QLack of regulatory understanding of Takaful.

Qlirrational pricing of competitors (Retakaful).

QLack of suitably trained sales agents.

QLack of interest in savings products due to poor fund performance.

LShortage of experienced talent (e.g. actuaries).

QProduct approval cycle time.

QLack of growth in mortgage/real estate lending related products following economic downturn.
QUnresolved technical and Shariah issues.

L Shortage of Shariah compliant securities.

QLack of standard regulatory framework in many countries.

QLack of product innovation.

L Competition with conventional companies.



Key findings of Family Takaful Survey 2010 (3)

Key opportunities

UGrowth is here to stay.
LBancaTakaful is the way forward for effective Takaful distribution.

ULow penetration in family Takaful markets creates opportunities for
exponential growth.

UMicroTakaful in economies with relatively low GDP per capita.
UAvailability of retirement products.

WHigh growth of family Takaful within the growing middle class.
ULaunch of group savings.

UImproved financial and fund market performance.
UiIncreased appetite for Shariah compliant products.



Special feature: UK mutuals and Takaful

The differences between UK mutuals and
Takaful operators

The lessons that can be learned from UK
mutuals, such as:

Surplus distribution mechanisms

Overcoming the challenges faced by
mutuals

Factors that have helped mutuals succeed.
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Takaful operators vs. UK mutuals

Key differences between takaful operators and UK mutuals:
= Structure
» Product design

= Surplus distribution
» Reversionary Bonus (RB)
» Terminal Bonus (TB) (Final Bonus or Loyalty Bonus)
» Smoothing
» Estate Distribution

Lessons learned in surplus distribution:
= Many Takaful operators currently use ad hoc methods when distributing surplus.

= Much can be learned from the UK distribution methodologies for a fair and
equitable surplus distribution. Operators should also consider the various
smoothing mechanisms in operation in the UK



Lessons learned from UK mutuals

= Challenges in UK mutuals have arisen as a combination of industry wide
reputational damage and an economic climate no longer conducive to saving.

> Best avoided with tight and consistent regulation with clear and transparent
operational procedures. Therefore, further development of a standardised and
well regulated Takaful model should be encouraged to avoid such challenges.

e Other lessons learned:

» Target certain affinity groups who share the same careers, interests or live in
a similar area.

» Take advantage of any marketing opportunities that may arise from networks
already in place within these groups.

» Consider a strategy to concentrate all efforts in becoming known as the best
provider and market a single product across an entire region.

» In the significant consolidation witnessed in the UK life insurance industry over
the last ten years — it was only the proactive that survived.



Special feature: Focus on Malaysia

WS \We have considered:

The regulatory developments in Malaysia

The financial highlights of takaful operators
in Malaysia for family takaful

The new business contributions in Malaysia:
= By product type

= Distribution channel
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Malaysia: Takaful Operational Framework (TOF)

and the draft RBC framework for Takaful Operators

* Inthereport, we have summarised the regulatory developments in Malaysia,
including the TOF and RBC framework

Draft RBC framework for Takaful Operators in Malaysia Objectives of TOF

Shareholders’ Fund Participants’ Risk Fund .
(PRF) = To enhance operational
;‘E_xc:_e;s_c_aﬁﬁﬂ o .
} | PRE Exciuded | efficiency of Takaful business
| Aromthe TCA_,
Capital Capital - TO bUIId healthy Takan| fundS
Resources Resources
Sherahokdons’ g which are sustainable

Fund

= To safeguard the interests of
participants

Capital Available  Capital Required for Capital Available  Capital Required 0 0 0
in Shareholders' ~ Sharehoklers’ Fund in PRF for PRF = TO promote unlformlty In
Fund = Max(SVCC, = Max({SVCC,
Capital Charges for Capital Charges H
Crediit, Market, for Credit, Markst Takaful business
Expense Liabkilities and Takaful
and Operational Liabilities Risks)
Risks)

Further analysis on the framework, including details on the calculation of capital by key risks, as well as the
potential Impact of the proposed guidelines on the industry, are provided in-depth in the full report.
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Malaysia: Financial ratios

* Inthe report, we have summarised the financial highlights of the takaful operators
for family takaful. Examples are shown below.

- Operator’s Fees + Expenses of Net surplus as % Of Gross Contributions

104 Fund as % Of Gross
Contributions -
. B0 T
: Bh7
. B4
; 60%- 40 -
0 31
D4 2
o O 1%-
& 0%
200%h- 10
18% 2% 7% 2% Dl
lh -3l

2007 2008 2008 2010 -4
2007 2008 2009 2010

Source: Published company financials (seven companies in 2007-2009 and thres in 2010}

Surce; Published company financials (seven companies in 2007-2000 and three in 20400



Family Takaful: Product mix

e We have also

2,000+

1,500 -

1,000+

FR millions

500+

analysed the product mix and sales by distribution channel in Malaysia.

Annualised new business contributions in Malaysia

EDEIEI 2001 EEIDE Eﬂﬂﬁ Eﬂﬂ-‘l EDDE Eﬂt}E 2007 EDDE EIJEIQ
B Ordinary family including group/Annuity Investment-linked

Source: |SM - Insurance Service Malaysia Berhad



Family Takaful: Sales by distribution
channel

Annualised new business contributions by distribution channels in Malaysia

2004 2005 2008 2007 2008
Bancatakaful B DM/TM Brokers M Others

Source: Axco 2010




Conclusions

LIREELEE2ULE LR RN RRRERNRNG

5

,.
¢

ﬁ‘-¥

) Milliman



Conclusions

» Family Takaful remains the most attractive proposition — Growth is here to stay

» Regional growth and volatility remains with Malaysia continuing to dominate with
Indonesia and the Middle East experiencing the fastest growth

» Takaful Standards and Regulations diverse in spite of standardisation efforts
» Wakala Hybrid model remains the most favoured approach

= Huge room for innovation in product design

= Mutuality concept worth exploring

= Striving towards development of best practices with extensive opportunitites for
actuarial input

“For family Takaful to survive to the next generation and beyond, concerted
effort is required by practitioners, operators, Shariah scholars and regulators
to synchronise their efforts. This will ensure a convergence of ideas whilst at

the same time respecting plurality of thought and practicality of the
proposition. “



Details on obtaining the full report:

“Global Family Takaful Report 2011”

* The Global Family Takaful Report 2011 is a ‘first-of-its-
kind’ industry report, focusing on the recent developments
within family Takaful.

= This comprehensive report provides further analysis and
Insights on the issues and opportunities within the family
Takaful industry as highlighted in this summary report.

To purchase the full report, please visit

www.milliman.com/takaful2011


http://www.milliman.com/takaful2011

Any questions?

Farzana Ismail, FIA Consulting Actuary, London farzana.ismail@milliman.com
Safder Jaffer, FIA Takaful Practice Leader, Dubai safder.jaffer@milliman.com
Jabran Noor, FIA ,FSA Consulting Actuary, Dubai [abran.noor@milliman.com
Lindsay Unwin, FIA Consulting Actuary, London lindsay.unwin@milliman.com

Reliances and Limitations

This report may be reproduced in whole or in part, provided prominent acknowledgment of the source is given. In order to fully
comprehend this report, any user of this report should be advised by a suitably qualified person in Milliman with a substantial level of
expertise in areas relevant to this analysis to appreciate the significance of the underlying findings. This report should be read in its
entirety to be fully understood.

In carrying out our work and producing this report, we have relied upon information supplied to us by third parties as well as upon
published financial information. Data has been collected from a variety of sources and includes data obtained from market sources that is
not published. As such, although every effort is made to ensure that the information in this report is accurate, we cannot always verify
some of the data that has been presented and have hence relied on this data. To the extent that there are any material errors in the
information presented, the conclusions presented in this report may be affected. Milliman accepts no responsibility whatsoever for any
errors, or omissions, or the actions of third parties. This report and the information it contains should not be relied upon as advice from
Milliman or a recommendation to the future strategy for Takaful operators. No reliance should be placed on the results or graphs
presented herein and no inference should be made about the appropriateness of the different projections or assumptions presented. In
particular, independent verification and specific professional advice should be sought to reflect the individual circumstances.
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