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Kuwait-Based Wethaq Takaful Insurance Co. K.S.C.
Downgraded To 'B-' On Weaker Capital Adequacy;

Outlook Negative

April 30,2020

Overview

- Wethagq Takaful Insurance Co. K.S.C.'s (Wethaq's) capital adequacy weakened in 2019, largely
due to a significant net loss for the year driven by further deterioration in its operating
performance.

- Afurtherdrop in the liquidity ratio, which was already unfavorable, has become a major rating
constraint after the release of the results.

- Furthermore, unresolved audit qualifications from 2017 and 2018 indicate financial reporting
deficiencies, which negatively affect Wethag's liquidity, capital adequacy, and governance
assessments.

- We are therefore lowering our ratings on Wethagq to 'B-' from 'B'.

- The negative outlook reflects the possibility of a downgrade over the next 12 months if we do
not observe a turnaround in Wethag's operating performance, leading to positive net income.

Rating Action

On April 30, 2020, S&P Global Ratings revised its long-term insurer financial strength and issuer
credit ratings on Kuwait-based Wethag Takaful Insurance Co. K.S.C. (Wethag) to 'B-' from 'B'. The
outlook is negative.

Qutlook

The negative outlook reflects the possibility of a downgrade over the next 12 months if we do not
observe aturnaround in Wethag's operating performance, leading to positive net income. The
absence of aturnaround is likely to put further pressure on capital adequacy and/or liquidity.
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Downside scenario
We could lower the ratings in the next 12 months if:

- Wethagq's liquidity positicn deteriorates further cr if it becomes a severe risk to the company's
ability to meet its financial obligaticns in a timely manner; or

- Wethag is unable to resolve its accounting issues with auditors, which could lead to investment
losses and further volatility in its capital adequacy and liquidity; or

- Operating performance does not materially improve in 2020.

Upside scenario
We could revise our outlook to stable in the next 12 months if:

- Wethaq is able to resolve its accounting issues, which could improve its liquidity and capital
and earnings;

- Wethag demonstrates a sustainable trend of improving operating performance.

- Wethag manages to improve its liquidity position.

Rationale

The rating action follows Wethag's publication of its 2019 results, which show significant
underwriting losses that have resulted in a policyholder fund deficit of Kuwaiti dinar (KWD) 1.7
million. Wethag's shareholders' equity (net of the deficit from policyholders' operations)
deteriorated by KWD1.5 million to KWD3.8 million (about $12 millicn), from KWD 5.3 million in
2018--the difference between policyholder deficit and drop in net shareholders equity is mainly
attributable to foreign-exchange gains on investment property. Given the small absolute size of
capital, the KWD1.5 million drop in net shareholders' equity led to a downward revision of our
capital and earnings assessment on Wethaq and, in turn, a direct negative effect on our financial
risk profile assessment.

In 2019, Wethaq's cash and bank deposits significantly decreased to KWD1.4 million from KWD2.3
million in 2018. This led to a further drop in the liquidity ratio, which was already unfavorable, to
less than 1x. We therefore view lower liguidity levels as one of the major rating constraints.

Wethaq's 2019 report, similar to 2018, includes two gualified opinions; One on doubtful debts of
KWD1.88 million without provisions, and a second for investment property under its Egyptian
subsidiary with no financial statement. We continue to write-off the audit qualification amount of
KWD1.88 million as provision for doubtful debt in our forecast. Given the significance, these audit
qualifications indicate governance weaknesses, in our view.

We also lowered our competitive position assessment on Wethag to reflect consistently poor
underwriting performance and a small idling market share. in 2019, the net combined ratio (loss
and expense) weakened further to 169% (five-year average 2015-2019 about 120%) due to higher
claims in the motor business from Kuwait's 2018 floods. We expect the combined ratio to improve
in 2020-2022.

In our view, the COVID-18 pandemic will have a limited effect on underwriting performance. Motor
insurance contributes about 64% of Wethag's premium income and with fewer cars on the road
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due to lockdowns claims are expected to drop. With minimal exposure to medical and
business-interruption policies, we believe the COVID-19 pandemic would not have a significant
negative effect on Wethaq's operating performance. On the investment side, Wethag had about
28% of its total investments in equity (including private equity) at year-end 2018. Any material
reduction in the value of Wethaq's equity portfolio from current levels could further weigh on its
capital adequacy and liquidity.

Despite 16% growth in 2018 and 2019, Wethaq remains a very small player in the Kuwaiti
property/casualty (P/C) market, with gross premiums written of KWD5.8 million ($18.6 million) in
2019 and a market share of 1.0%-1.5%. With the outbreak of COVID-19 in early 2020, we expect
growth in 2020-2021 to be muted or even negative, posing a further challenge for the company to
maintain its market position and turnaround profitability.

Ratings Score Snapshot

RSS Table
To From
Business Risk Profile Weak Fair
Competitive position Weak Fair
IICRA Intermediate Risk Intermediate Risk
Financial Risk Profile Yulnerable Weak
Capital and earnings Marginal Fair
Risk exposure High Risk High Risk
Funding structure Neutral Neutral
Anchor b- b+
Modifiers
Governance Moderately Negative Moderately Negative
Liquidity Less than Adequate Less than Adequate
Comparable ratings analysis 0 0
Financial Strength Rating B- B

Related Criteria

- Criteria| Insurance | General: Insurers Rating Methodology, July 1, 2019
- General Criteria: Group Rating Methodology, July 1, 2018

- Criterial Insurance | General: Refined Methodology And Assumptions For Analyzing Insurer
Capital Adequacy Using The Risk-Based Insurance Capital Model, June 7, 2010

- General Criteria: Use Of CreditWatch And Outlooks, Sept. 14, 2009
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Ratings List

Downgraded

To From

Wethaq Takaful Insurance Co. K.S.C.

Issuer Credit Rating B-/Negative/-- E/Stable,--

Financial Strength Rating B-/Negative/-- B/Stable/--

Certain terms used in this report, particularly sertain adjectives used to express our view on rating relevant factiors,
have specific meanings ascribed to ther in our etiteria, and should therefore be read in conjunction with such
criteria. Flease see Ratings Critena at www. standardandocors.com for further infarmation. A description of each of
S&P Glonal Ratings' rating catagories is cantamed in "S&P Global Ratings Definitions” at

https /wwiw.standardandpoors.com/en_US/web/guest/article/-/view/sourceld /504352 Completa ratings
information is available to subscribers of RatingsDirect at www.capitaliq.com. All ratings affected by this rating
acticn can be found on S&P Global Ratings’ publiic website at www standardandpoors com, Use the Ratings search
box located in the left column, Alternatively, call ona of the fallowing S8P Global Ratings numbers: Client Support
Europe [44) 20-7176-T176, London Press Office (44) 20-7176-3805: Paris (33} 1-4420-6702, Frankfurt (49)

69-33-05C-225; Stockholm (46) 8-540-5814; or Moscaw 7 (495} 783-4009
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