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Disclaimer

© AM Best Company (AMB) and/or its licensors and affiliates. All rights reserved. ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY
COPYRIGHT LAW AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER
TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH
PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT AMB’s
PRIOR WRITTEN CONSENT. All information contained herein is obtained by AMB from sources believed by it to be accurate and reliable. Because
of the possibility of human or mechanical error as well as other factors, however, all information contained herein is provided “AS 1S” without warranty
of any kind. Under no circumstances shall AMB have any liability to any person or entity for (a) any loss or damage in whole or in part caused by,
resulting from, or relating to, any error (negligent or otherwise) or other circumstance or contingency within or outside the control of AMB or any of its
directors, officers, employees or agents in connection with the procurement, collection, compilation, analysis, interpretation, communication,
publication or delivery of any such information, or (b) any direct, indirect, special, consequential, compensatory or incidental damages whatsoever
(including without limitation, lost profits), even if AMB is advised in advance of the possibility of such damages, resulting from the use of or inability to
use, any such information. The credit ratings, financial reporting analysis, projections, and other observations, if any, constituting part of the
information contained herein are, and must be construed solely as, statements of opinion and not statements of fact or recommendations to
purchase, sell or hold any securities, insurance policies, contracts or any other financial obligations, nor does it address the suitability of any
particular financial obligation for a specific purpose or purchaser. Credit risk is the risk that an entity may not meet its contractual, financial
obligations as they come due. Credit ratings do not address any other risk, including but not limited to, liquidity risk, market value risk or price
volatility of rated securities. NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS,
MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR INFORMATION IS
GIVEN OR MADE BY AMB IN ANY FORM OR MANNER WHATSOEVER. Each credit rating or other opinion must be weighed solely as one factor
in any investment or purchasing decision made by or on behalf of any user of the information contained herein, and each such user must accordingly
make its own study and evaluation of each security or other financial obligation and of each issuer and guarantor of, and each provider of credit
support for, each security or other financial obligation that it may consider purchasing, holding or selling.
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Disclaimer

US Securities Laws explicitly prohibit the issuance or maintenance of a credit rating where a person involved in the
sales or marketing of a product or service of the CRA also participates in determining or monitoring the credit rating,
or developing or approving procedures or methodologies used for determining the credit rating.

No part of this presentation amounts to sales / marketing activity and A.M. Best’s Rating Division employees
are prohibited from participating in commercial discussions.

Any queries of a commercial nature should be directed to A.M. Best’s Market Development function.
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Low Takaful penetration * Contrast between Asian and
Enhanced and developing Middle Eastern markets
regulatory frameworks e Surplus generation and profit
Not reached the heights of distribution

Shari’a compliant banking * Mutuality: aligning shareholder
Influx of Takaful entrants and policyholder interests

Investment environment remains challenging
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Challenging investment
environment

* Low interest rates  Sustainability of currency

* Depressed oil prices pegs

» Volatile equity and real * Depressed returns in real
estate markets terms

* Sovereign downgrades

Increased pressure of return on shareholders’ equity
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Why do Insurance companies

fail?

100%
Affiliate Problems
90%
Catastrophe Losses
80%
Reinsurance Failure
A4 AWV . . 70%
i Significant Change in Business 6.6%
9 (V)
Bl Miscellaneous 515 15.1%

= Alleged Fraud 40%

B Rapid Growth 30%

M Inadquate Pricing / Deficient Loss Reserves 20%

(]

10%

Note: Exhibit percentages are based on companies where the cause of 0%

impairment was identified
Source: A.M. Best 1969-2013 U.S. P/C & Life Impairment Review, June 2014
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Key Rating Components

Balance Sheet Operating

Busi Profil
Strength Performance ustness Frotiie

Enterprise Risk
Management

Country Risk
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Investment iIssues

e Aggressive investment * Concentrated profile with
strategies in MENA limited counterparties

* Investment performance * Complexity of managing both
dictates earnings shareholders’ and

* Single market players — limited policyholders’ funds
diversification of assets * Segregation between

. Underdeveloped capital investment and underwriting
markets — restricted e Asset liability and liquidity
opportunities management
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Investment composition:

ear-end 2014
Middle East Takaful Asset Distribution Malaysia Takaful Asset Distribution

4% 2% 3%
13%

21% 33%

47%

16% 5% 35%

19%

M Cash M Fixed Income M Equities (public) B Equities (unquoted) M Real Estate = Other

B Cash ® Fixed Income Equities M Real Estate m Other

Gross Written Premium Split (Non-Life & Life) Gross Written Premium Split (Non-Life & Life)

33% 67%

Sources: Public financial data and A.M. Best research
The International Takaful Summit 23-24 February 2016 9




The International Takaful Summit 23-24 February 2016 b




Capital requirements

Best’s Capital Adequacy Ratio (BCAR)
Sources of Risk to Middle East Takaful Insurers

Risks B Fixed Income Securities
Associated
with B Equity Securities

Underwriting M Real Estate

M Interest Rate

M Credit

M Net Loss and LAE Reserve

Net Premium

21%

Note:
Risk is represented as Gross Required Capital in the BCAR model
Sources: Public financial data and A.M. Best research incorporating the BCAR model
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New operators with
insufficient scale

Policyholders’ fund assumes
underwriting risk
Shareholders’ fund assumes
investment risk

Investment profile creates
volatility in risk-adjusted
capitalisation

Capital buffers required to
absorb fluctuations in asset
prices

Malaysian operators have
more balanced risk profiles
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Capital Requirements:
Asset Charges

Investment policy should consider capital and solvency requirements.
MENA operators’ asset composition is generally higher risk

Cash Mutual Funds Private Equity

Low risk <—l | | I l 2 High risk

Rated Sukuks Quoted Equities Real Estate

Europe GCC Jordan Egypt
North America Malaysia Tunisia Africa )
Low | High
Country € : » Country
. Deep capital markets Weaker capital markets .
Risk Good liquidity Less liquid assets Risk
Low concentration High concentration
Low volatility High volatility
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Strain on technical
nerformance

MENA vs. Malaysia —

Non-Life Technical
Ratios

2012 2013 2014
B MENA combined ratio B MENA loss ratio Malaysia combined ratio B Malaysia loss ratio
. 0,
Margin of Wakala Fee S
over 40%
41% o
Expenses 38%
20% 24%
12% —
0% =

2010 2011 2012 2013 2014
B Malaysia ® Middle East

Note:
Malaysia data unavailable for 2010 to 2012.
Source: A.M. Best research
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Earnings Dependent on Investment

Income

Return on Equity —
MENA

Return on Equity —
Malaysia

Source: A.M. Best research
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M Return on Equity - Underwriting Bl Return on Equity - Investment

2012 2013 2014

H Return on Equity - Underwriting H Return on Equity - Investment
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Operating performance

e Weak technical performance e Marginal technical performance

e Excessive Wakala fees e Balanced Wakala fee

e Dependence on Qard Hasan e Llower dependence on Qard Hasan
e Increasing policyholder deficits e Adequate balance of earnings

e Weak Takaful model between policyholders’ and

shareholders’ funds

Dependent on investment income Conservative profile creates steady
investment income which

Investment profile creates volatility )
supplements earnings

in earnings
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Investment management

A few questions... A few observations...

e Are investments the main risk or threat to e MENA investment policies can be aggressive,
the company? introducing volatility to earnings and

e How does a company control and mitigate capitalisation
investment risk effectively? o Affected by external factors; global financial

e How does investment risk interact with markets, changes in oil price and regional
other key risks? instability

e What investment stress tests are ¢ Investment decisions generally controlled by
conducted? board - concerns over asset liability and

e How are investments managed between the liquidity management
policyholders’ and shareholders’ funds? e Limited availability of assets can lead to

e Important of investments when considering concentration risk (by country, asset or
capital or solvency requirements? counterparty)

The International Takaful Summit 23-24 February 2016



Final remarks

e I[nvestments are an important e Operators must consider
component of an insurer’s capital, solvency and
balance sheet; particularly regulatory requirements
for emerging market players e The market for Sharia’

¢ [Investment strategies compliant investments is
increase volatility in risk- steadily improving

adjusted capitalisation and

e Improve diversification /
operating performance

reduce concentration risk

Investment environment remains challenging
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A.M. Best MENA ratings

A.M. Best Rated Takaful Insurers Takaful Insurers as

(Feb. 17, 2016) percentage of A.M.

Best MENA ratings
Best's Long-Term (FEb. 17, 2016)

Issuer Credit Outlook/
Domicile Company Rating (ICR) Implication

Bahrain ACR ReTakaful MEA B.S.C. (c) bbb+ Stable

Bahrain Solidarity General Takaful BSC (c) Stable Talksa:;m
(1]

bbb
Jordan First Insurance Company bbb Stable

Qatar Qatar Islamic Insurance Company Q.S.C. bbb+ Stable

Saudi United Cooperative Insurance Company bbb-

(Wala'a) Stable

Saudi Arabia

United Arab Emirates Abu Dhabi National Takaful Company P.S.C. bbb+ Positive
United Arab Emirates Emirates Retakaful Limited bbb+ Positive

United Arab Emirates National Takaful Company (Watania) PJSC bbb- u Negative
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Q&A

Ratings Perspective on Investment Challenges for
Takaful Operators

with focus on Financial Strength, Operating Performance and Risk Management

Mahesh Mistry
Director, Analytics
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