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The official version of this Report is in English, which represents the only version of legal effect and must
always prevail. The translation has been produced for convenience only.
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Wethaq Takaful Insurance Co. K.S.C. (Closed)
s

=15 = bb + 0 —
Business Risk
ERM and —— Group
x Management -1 Liquidity 0 Support 0
Fair BB/Stable/--

Financial Risk Holistic 0 Sovereign 0 Gov't 0

Less than Analysis Rask et

Adequate

*Stand-alone credit profile.
See Ratings Detail for a complete list of rated entities and ratings covered by this report.

Rationale

Business Risk Profile: Fair

Owing to its sole operations in Kuwait, Wethaq Takaful Insurance Company K.S.C. (Wethaq) has an
intermediate industry and country risk exposure.

Less-than-adequate competitive position due to its small premium base, negative operating performance, and
small geographic footprint.

Negative operating performance due to technical losses, with a five-year average net combined (loss and
expense) ratio of 104% and five-year average return on shareholders' equity of -3.3% on a conventional basis.

Financial Risk Profile : Less than Adequate

Lower-adequate capital and earnings, with very strong risk-based capital adequacy in excess of the 'AA'
requirement, when modeled using our risk-based capital model, however constrained by a relatively small
capital base in absolute terms.

Moderate risk position, reflecting significant exposure to real estate and unlisted equity instruments.
Adequate financial flexibility, thanks to low need for additional capital.

Other Factors

We combine the company's fair business risk profile and less-than-adequate financial risk profile to derive our
'bb+' anchor.

We assess overall management and governance as fair and enterprise risk management (ERM) as weak. Owing
to the weak ERM, the 'BB' rating is one notch lower than the anchor.

We consider liquidity to be less than adequate because Wethaq has significant exposure to illiquid assets (real
estate and unlisted equity instruments) in its investment portfolio.
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Wethaq Takaful Insurance Co. K.S.C. (Closed)

Outlook: Stable

The stable outlook reflects S&P Global Ratings' expectation that Wethaq's liquidity will not deteriorate further and
that Wethaq will manage liquidity broadly in line with current levels. We also anticipate that Wethaq will continue
to maintain at least very strong capital adequacy over the coming 12 months, according to our models, and
attempt to moderate its exposure to high-risk assets as a proportion of adjusted capital. We expect underwriting
performance to stabilize, such that net combined ratios do not exceed 105%. We also anticipate that investment
income will provide a positive and less-volatile contribution to earnings. Furthermore, we expect that Wethaq will

remain unconstrained and operationally independent from its majority parent, Kuwait-based The Investment Dar.

Downside scenario
We could lower the ratings in the next 12-24 months by multiple notches if Wethaq's liquidity position deteriorates
further, which could trigger a revision of our liquidity assessment to weak, or we observed liquidity as a severe risk

to Wethag's ability to meet its financial obligations in a timely manner over the next 12 months.

We could also lower the ratings if;

e Operating performance fails to display a sustained improvement, and Wethaq materially underperforms our
base-case expectations; or

o Aggressive investment in what we regard as high-risk assets causes our view of the company's risk position to
deteriorate further. '

Upside scenario
We could raise the ratings in the next 12-24 months if:

e Our view of ERM improves to adequate from weak. This could occur if we see an improvement in Wethaq's risk
controls, particularly regarding its investments; or

e Improved overall earnings prove sufficient to permanently grow the adjusted capital base above the current,
depleted amount, while permitting modeled capital adequacy outcomes that are sustainable at very strong
levels, or better.

Base-Case Scenario

Macroeconomic Assumptions

e We believe real GDP growth will average about 2.4% in 2016-2019, but GDP per capita growth will remain
stagnant, partly because of high population growth.

e The nominal premium growth rate for the property/casualty (P/C) sector will be 8%-10% a year and the real
growth rate close to 7%, after inflation.

e For detailed macroeconomic forecasts, see "Kuwaiti Property/Casualty Insurance Sector Carries An
Intermediate Industry And Country Risk Assessment,” published on March 21, 2016, on RatingsDirect.
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Wethaq Takaful Insurance Co. K.S.C. (Closed)

Company-Specific Assumptions

e Gross premiums written (GPW) will increase by around 10% annually over 2016-2018.

o Wethaq will maintain very strong capital adequacy, in excess of our 'AA' requirements, according to our
risk-based capital model.

¢ Reported net combined ratios not exceeding 104% and marginal investment income, thereby leading to
break-even results or minor net losses on an cverall basis.

¢ Liquidity position will not deteriorate further and Wethaq will manage liquidity broadly in line with current
levels.

--Year ended Dec. 31--

(Mil KWD) 2017f 2016f 2015 2014* 2013 2012 2011
Gross written premium 5.7 5.2 4.8 4.3 7.8 6.9 6.6
Net income (0.1) (0.1) (0.9) (0.6) (0.1) 0.4 (0.3)
Return on shareholders' equity (%)  (1.0) (0.9) (10.3) (5.8) (0.9) 3.5 (2.8)
Net combined ratio (%) 104.0 104.0 102.8 100.7 107.2 109.2 100.0

*Restated. Egypt shown as discontinued operations. KWD--Kuwaiti dinar. f--Forecast.
EyP! P

Company Description

Wethagq, headquartered in Kuwait, was established in July 2000 and was listed on the Kuwait Stock Exchange in
December 2004. The insurer mainly provides general accident contracts, including comprehensive and third-party
liability (TPL) motor coverage; in addition to fire, marine, aviation, life, and health. These contracts are written in

accordance with Islamic (sharia) law.

Wethaq is 69.4%-owned by The Investment Dar (TID), a Kuwait-based financial services group conducting activities
such as consumer and commercial financing, investment management, and real estate development. Under our group
rating methodology, we consider TID to be a financial sponsor, a company with no long-term or strategic interest in
the group entity. Our assessment of Wethaq's group credit profile therefore excludes explicit considerations of TID's

financial strength.

In June 2015, Wethagq sold its Egyptian subsidiary, which used to generate almost 50% of the group's revenues, and
now operates solely in Kuwait. Wethaq reported a loss of Kuwaiti dinar (KWD) 1.1 million (about $3.6 million),
representing a loss on the sale of that subsidiary. Wethaq also owns 93% of Warid Lease and Finance Company, which

engages in car leasing and trading activities as well as the sale of spare car parts in Kuwait,

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT DECEMBER 29, 2016 4
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Wethagq Takaful Insurance Co. K.8.C. (Closed)

Business Risk Profile : Fair

We regard Wethaq's business risk profile as fair, reflecting its overall intermediate industry and country risk exposure

and less-than-adequate competitive position.

Insurance industry and country risk: Intermediate

Overall, Wethaq faces intermediate industry and country risk, with its business written solely in Kuwait. Our
assessment of Kuwait's country risk reflects the stable economic environment, and the country's very strong fiscal and
external positions, created by oil wealth. These compensate somewhat for what we consider poor government and

political transparency. We currently rate Kuwait 'AA' with a stable outlook.

Our view on Kuwait's P/C industry risk is supported by predictable claims settlement and the absence of insured
catastrophe risks. We therefore see product risk as unlikely to cause volatility. The P/C sector, however, faces high
competition in an overcrowded market where most of the profits are shared by the large key players. We also believe
that the country's regulation of the insurance sector is still undeveloped, particularly when compared with certain other

states in the Gulf Cooperation Council.

Table 1

Wethaq Takaful Insurance Company K.S.C. (Closed): Insurance Industry and Country Risk Assessment

Insurance Sector IICRA Business Mix (%)

Kuwait P/C Indermediate Risk 100%

P/C--Property/casualty. IICRA-Insurance Industry and Country Risk Assessment.

Competitive position: Less than adequate

In our view, Wethaq's competitive position is less than adequate, constrained by its small premium base, negative
operating performance, and low geographic diversity. It therefore incurs costs that are high relative to its scale of
operations, similar to a number of other takaful players in the Kuwaiti market. Also, the competitive nature of that
market combined with the absence of major new government infrastructure projects, drives our negative assessment
of the company’s geographic diversity. Wethaq uses a variety of channels to distribute its products and controls the

distribution of more than half of its premiums.

In 2015, Wethaq had KWD4.8 million of gross written premiums (GWP), 10% higher than in 2014. In terms of
segments, 53% came from general accident (2014: 56%), 23% fire (2014: 27%), and the rest from lines such as marine
and aviation, as well as life and medical contracts. In third-quarter 2016, Wethaq's GWP was KWD3.5 million,
compared with the company's target of about KWD5.2 million for the full year.

Wethagq is increasing its focus on customer service to retain existing clients and attract new ones. Through its Warid
subsidiary, it offers its motor customers replacement cars as well as a collect-to-repair service. It has also introduced
online sales and will launch a smartphone application to boost sales. The company is planning to promote new
products such as travel insurance. None of the takaful players in the market offer travel insurance and Wethag plans to

take advantage of this.
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Wethaq Takaful Insurance Co. K.S.C. (Closed)

Under our base-case assumptions, we expect Wethaq's annual GWP will increase by around 10% in nominal terms
over 2016-2018, in line with the market average and company's budget. We also assume the company will continue to
post net combined ratios not exceeding 104% and marginal investment income. We continue to view Wethag's
operating performance as a relative weakness to our overall assessment because its five-year average net combined

ratio is 104%. However, we note that the loss and expense ratios are fairly stable year on year.

Table 2

Wethaqg Takaful Insurance Company K.S.C. (Closed) Competitive Position

--Year ended Dec. 31--

(Mil. KWD) 2015 2014* 2013 2012 2011
Gross written premiums (GWP) 4.8 4.3 7.8 6.9 6.6
Change in GWP (%) 10.3 (44.3) 12.3 5.0 (14.8)
Net premiums written 2.3 2.5 4.4 4.0 3.9
Change mn net premiums written (%) (9.7) (43.1) 11.6 1.6 (33.3)
Net premiums earned T 2.5 4.2 3.9 3.7
Change in net premiums earned (%) 7.8 (40.3) 6.0 6.9 (37.5)
Reinsurance utilization 52.0 414 42.7 42.3 40.4

*Restated. Egypt shown as discontinued operations. KWD--Kuwaiti dinar.

Financial Risk Profile: Less than Adequate

We regard Wethaq's financial risk profile as less than adequate, reflecting its lower-adequate capital and earnings,

moderate risk position, and adequate financial flexibility.

Capital and earnings: Lower adequate
We view Wethaq's capital and earnings as lower adequate. We consider the group's capital adequacy ratios to be a
relative strength to its financial risk profile, being based on very strong risk-based capital adequacy ratios and

appropriate reinsurance usage. This is offset by the small absolute size of this capital by global standards.

Asset risk remains the principal sensitivity in our risk-based capital projections for Wethagq, reflecting the relatively
high investments in real estate and equity. Consequently, approximately 75% of the risk-based target capital

requirement relates to asset risk, with only 25% of capital required in our view to support underwriting exposure.

As of Sept. 30, 2016, total shareholders' equity (net of the deficit from policyholders' operations) stood at KWD7.5
million (around $24.7 million). For the first nine months of the year, Wethaq reported a policyholder deficit of
KWD676,000 but a shareholder net profit of KWD675,000, which on a conventional basis means break-even results.

Reinsurance protection is appropriate for the company's insured risks, in our view. Wethaq uses treaty contracts with

well-recognized, highly rated reinsurers globally, and this provides stability to its technical performance.
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Wethaq Takaful Insurance Co. K.5.C. (Closed)

Table 3

Wethag Takaful Insurance Company K.S.C. (Closed) Capitalization Statistics

--Year ended Dec. 31--

(Mil KWD) 2015 2014 2013 2012 2011
Common shareholders' equity 7.6 10.3 10.9 10.8 10.7
Change in common shareholders' equity (%) (25.7) (5.4) 0.6 0.8 (2.7)

KWD--Kuwaiti dinar

Table 4

Wethag Takaful Insurance Company K.S.C. (Closed) Earnings Statistics

--Year ended Dec. 31--

(Mil. KWD) 2015 2014 2013 2012 2011
Total revenue 2.3 3.1 6.0 6.4 4.8
EBIT adjusted (0.9) 0.0 0.6 1.3 0.5
Net income (0.9) (0.6) (0.1) 0.4 (0.3)
Return on revenue (%) (40.7) 0.4 10.7 20.2 10.9
Return on shareholders' equity (reported) (%) (10.3) (5.8) (0.9) 35 (2.8)
Net expense ratio (%) 48.6 47.6 43.6 51.8 41.0
Net loss ratio (%) 54.3 53.1 63.6 574 59.0
Net combined ratio (%) 102.9 100.7 107.2 108.2 100.0

KWD--Kuwaiti dinar

Risk position: Moderate Risk

We regard Wethagq's risk position as moderate. We believe that the proportion of high-risk assets is very large and
exposes the company's balance sheet to potential volatility. Most of the investments are in unlisted equities (including
funds) and real estate, which we classify as high-risk assets, and this constrains our risk position assessment. In 2015,
the portfolio of general account invested assets comprised 30% cash (2014: 58%), 42% equity (2014: 27%), and 28%
real estate (2014: 15%). The asset mix remained similar as of Sept. 30, 2016.

Table 5

Wethaq Takaful Insurance Company K.S.C. (Closed) Risk Position

--Year ended Dec. 31--

(Mil. KWD) 2015 2014 2013 2012 2011
Total invested assets 11.6 20.5 21.2 22.1 22.8
Net investment income 0.0 (0.2) 1.0 1.1 0.5
Net investment yield (%) 0.3 (1.1) 4.4 4.8 2.2

Portfolio composition (% of General account invested assets)

Cash and short-term investments (%) 304 58.7 54.7 52.2 488
Bonds (%) - - - - 1.5
Equity investments (%) 41.7 26.7 31.3 345 37.0
Real Estate (%) 278 14.6 13.9 13.2 12.8

KWD--Kuwaiti dinar.
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Wethaq Takaful Insurance Co. K.5.C. (Closed)

Financial flexibility: Adequate
We view Wethaq's financial flexibility as adequate, thanks to a debt-free balance sheet. The company has been
adequately capitalized since inception and therefore access to external funding is largely untested. However, we

believe Wethaq is unlikely to require extraordinary capital support over our two-year outlook horizon.

Other Factors

Enterprise risk management: Weak

We consider enterprise risk management (ERM) at Wethaq to be weak, particularly regarding the investments portfolio
and investment strategy. The risk management culture at Wethaq remains a key factor in our weak ERM assessment;
the company does not employ internal capital models or strategic risk management. This is mitigated by Wethaq's
information technology system, which integrates underwriting and claims management, linked with the financial

reporting system. We believe that this reduces operational risks.

In 2016, Wethaq has engaged an external consultant to develop its risk management framework. We believe once this
is implemented, and we see Wethaq using risk management practices to control underwriting and investments risk, we

could review our ERM assessment.

Management and Governance: Fair
Wethaq has a high tolerance for investment risk, particularly equities (listed and unlisted) and real estate. The
company does not use risk-adjusted capital management, but we note its small size and low need for more complex

models as a result of this.

We also believe that Wethaq has a very basic strategic planning process, which includes a very simplified business
plan highlighting specific targets by line of business. This, however, is offset by a management team that has largely

been together for many years and understands the local markets in which Wethaq operates.

Liquidity: Less than adequate
As a result of Wethaq's exit from Egypt, the assets and liabilities of the Egyptian operations have been deconsolidated
from its audited financial statements. This not only led to Wethaq reporting a loss of KWD1.1 million in 2015, on the

sale of that subsidiary, but has reduced Wethaq's asset base in absolute terms.

We believe the company’s liquidity position has weakened significantly. As a result of the deconsolidation of the
Egyptian operations, the proportion of cash and short-term investments to total invested assets decreased to 30% in
2015 from 59% in 2014, and the proportion of equity and real estate increased to 70% from 41%. Wethaq's liquidity
position remains similar on Sept. 30, 2016, when, out of KWD11.4 million in total invested assets, KWD3.3 million was
invested in unquoted securities and KWD3.4 million in real estate. We consider both asset classes to be illiquid for the
purpose of calculating the company's liquidity. However, we note that these assets serve as a back-up for Wethaq to
manage its liquidity position should a situation arise and Wethaq is forced to liquidate these investments. Nevertheless,
as of September 2016, our calculation of the company's total liquid assets (bank deposits and liquid equities) was

KWD4.7 million--only slightly in excess of net claims reserves of KWD4.5 million.
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Accounting Considerations

Wethaq prepares its consolidated financial statements under International Financial Reporting Standards. We view
accounting as broadly transparent and reflective of the company's economic substance. We have not made any

significant adjustments to the reported figures in our analysis.

Related Criteria And Research

Related Criteria

e Group Rating Methodology, Nov. 19, 2013

e Insurers: Rating Methodology, May 7, 2013

¢ Enterprise Risk Management, May 7, 2013

¢ Management And Governance Credit Factors For Corporate Entities And Insurers, Nov. 13, 2012

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

e Use Of CreditWatch And Outlooks, Sept. 14, 2009

Related Research
e Kuwaiti Property/Casualty Insurance Sector Carries An Intermediate Industry And Country Risk Assessment, 2016

Ratings Detail (As Of December 29, 2016)
Operating Company Covered By This Report
Wethaq Takaful Insurance Co. K.S.C. (Closed)
Financial Strength Rating

Local Currency BB/Stable/--
Counterparty Credit Rating

Local Currency BB/Stable/--
Domicile Kuwait

*Unless otherwise noted, all ratings in this report are global scale ratings. S&P Global Ratings’ credit ratings on the global scale are comparable
across countries. S&P Global Ratings’ credit ratings on a national scale are relative to obligors or obligations within that specific country. Issue and
debt ratings could include debt guaranteed by another entity, and rated debt that an entity guarantees.

Additional Contact:
Insurance Ratings Europe; Insurancelnteractive_Europe@spglobal.com
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