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S&P Global
Ratings RatingsDirect®

Research Update:

Kuwait-Based Wethaq Takaful Insurance Outlook
Revised To Stable From Negative; 'B' Rating
Affirmed

September 30,2019

Overview
PRIMARY CREDIT ANALYST

- QOver the past few months, Wethag's liquidity has improved due to derisking of its investment bt
portfolio, although it remains less than adequate. in our view. Dubai
(971) 4-372-7190

sachin.sahni
@spglobal.com

- Nevertheless, audit qualifications, exposure to high-risk assets, and potential governance
weaknesses continue to weigh on Wethag's creditworthiness.

- We are revising our outlook on Wethagq to stable from negative and affirming our 'B' ratings. SECONDARY CONTACT
- The stable outlook reflects our view that, over the next 12 months, Wethag can maintain its Emir Mujkic
current competitive position, capital adequacy, and liquidity while further derisking its Bibsi
investment portfolio. (871) 4-372-7179
emir.mujkic

@spglobal.com
RESEARCH CONTRIBUTOR
Ratlng Action Ronak Chaplot

CRISIL Global Analytical Center, an

On Sept. 30, 2018, S&P Global Ratings affirmed its 'B' long-term insurer financial strength and S&PaFliate. Wumbai

issuer credit ratings on Kuwait-based Wethaq Takaful Insurance Co. K.S.C. The outlook is stable.

Outlook

The outlook is stable because we believe Wethag can maintain its competitive position, capital
adequacy, and liquidity over the next 12 months, while further derisking its investment portfolio.
Furthermore, we expect that Wethag will remain unconstrained and operationally independent
from its majority parent, Kuwait-based The Investment Dar.

Downside scenario

We could lower our ratings over next 12 months if:

www.spglobal.com/ratingsdirect September 30,2019 1
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- Wethag's competitive position comes under pressure, due to deteriorating operating
performance resulting from underwriting or investment losses or lost market share; or

- The audit qualifications in Wethaq's financial statements highlight significant governance
deficiencies or result in further volatility of its capital adequacy and liquidity.

Upside scenario
We could raise the ratings over that period if Wethag:

- Continues to derisk its investment portfolio, thereby reducing its risk exposure, or further
strengthens its liquidity to a level we consider as adequate;

- Resolves its accounting issues with auditors, without major volatility to its capital and earnings;
and

- Demonstrates a stable and improved operating performance, alongside an increase in market
share.

Rationale

The outlook revision is not directly related to the implementation of our revised "Group Rating
Methodology," and "Insurers Rating Methodology," published July 1, 2019. Rather, today's rating
action stems from the recent improvement in Wethag's liquidity, and its management's measures
to derisk its investment portfolio. During 2018 and the first half of 2019, Wethagq liquidated a large
portion of its unlisted real estate equity investment, using the proceeds to strengthen its cash and
short-term liquid assets. As a result, the proportion of illiquid assets {unlisted equities and real
estate) accounted for only 53% of the company's total investments as of June 30, 2019, compared
with 56% on Dec. 31, 2018, and 68% on Dec. 31, 2017. We expect that liquidity will improve further
if the company continues disposing of equity and property assets.

Derisking the investment portfolio has also strengthened Wethag's capital adequacy, which now
stands at the 'AAA' level according to our risk-based capital model. However, Wethaq's external
auditor issued two qualified opinions on the insurer's interim financial statements as of June 30,
2019. One relates to doubtful debts amounting to Kuwaiti dinar (KWD) 1.7 million (about $5.6
million) without provisions, and the other for Wethag's investment property under its Egyptian
subsidiary for which there are no financial statements. We continue to treat that amount as a
provision for doubtful debt in our forecast, which is negative for our assessment of Wethag's
capital and earnings, These audit qualifications also highlight weak spots in Wethaq's governance
structure, due to financial reporting issues.

Wethag's underwriting performance has remained volatile in the past five years, showing no
underwriting profits. However, we note some improvement in 2018 and the first half of 2019, with
the combined (loss and expense) ratic at about 103% versus 125% in 2017. Furthermore, despite
higher growth in 2018, Wethag remains a very small player in global terms, with gross premiums
written of KWD5.0 million ($16.4 million) in 2018. Any significant deterioration of Wethag's
operating performance or local market share could lead us to revise our assessment of its
competitive position to weak.
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Ratings Score Snapshot

Business Risk Profile Fair
Competitive position Fair
IICRA, Intermediate risk
Financial Risk Profile Weak
Capital and earnings Fair
Risk exposure High risk
Funding structure Neutral
Anchor* b+
Modifiers
Governance Moderately Negative
Ligquidity Lessthan adequate
Comparable ratings analysis 0
Financial Strength Rating B

*This is influenced by our view of the improving trend in Wethag's liquidity and capital adequacy.

Related Criteria

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

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

- General Criteria: Use Of CreditWatch And Qutlooks, Sept, 14, 2009

Ratings List

Ratings Affirmed; Outlook Action

To From

Wethaq Takaful Insurance Co. K.S.C.

Issuer Credit Rating B/Stable/-- EBE/Negative/--

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

Certainterms used in this report, particularly certain adjeclives used to express our view on rating relevant factors
have specific meanings ascribed to thern inour criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www standardandpoors.com for further infermation. Complete ratings
information is availatle te subscribers of RatingsDirect at www capitalig.comn. All ratings affected by this rating
action can be foeund on S&P Global Ratings’ public website at www.standardandpoors.com. Use the Ratings scarch
box located n the left column, Alternatively. call ana of the following S&P Global Patings numbers: Client Support

ama

Eurcpe (44) 20-7176~7178, Londgn Press Office (44) 20-7176-3605, Parns (33) 1-4420-8708. Frankfurt (42)
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£3-33-099-225: Stockholm (48) 8-440-5214. or Moscow 7 (495) 783-4002
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