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Al Madina Insurance Company SAOG
Update to credit analysis: Fiscal year 2017

Summary
Al Madina Insurance Company SAOG (”Al Madina”) is rated Ba1 for Insurance Financial
Strength rating (IFSR). Established in 2006 in Oman, Al Madina was previously a
conventional insurer, and converted to a fully-fledged takaful insurer in January 2014. Al
Madina writes a mix of non-life, health and takaful life insurance. Moody's Ba1 rating reflects
Al Madina's good position, as the top takaful provider and a top-five market share in the
overall Omani insurance market. Since its stock market listing via IPO and takful conversion
Al Madina has grown significantly faster than the rest of the Omani market, thereby gaining
significant market position from being the 8th in 2013 to being the 5th largest in 2017 with
around 7% market share.

Al Madina continued to report net profits in 2017 aided by management's decision in 2016
to prune off some loss making lines as well as be more selective in underwriting. The gross
contributions increased in 2017 by 10% to reach RO29.9 million as opposed to a 12%
reduction in 2016. Due to stringent underwriting Al Madina's combined ratio (CoR) continued
to improved to 96.0% from 98.1% in 2016 (2015: 103.6%). All in all, despite the improved
CoR the company reported a modest net profit of RO 0.7 million in 2017 (2016: RO 0.6
million) as investment income was somewhat low in 2017. Al Madina remains concentrated
within Oman (sovereign rating Baa3, negative) and remains vulnerable to Omani economic
environment.

Elsewhere, in 2017 Al Madina incurred a large loss claim under a property damage and
business interruption policy. As a result the loss reserves were significantly increased
temporarily impact our calculation of Al Madina's capital adequacy metric of gross
underwriting leverage (GUL) which deteriorated to 7.4x at YE2017 from 1.7x at YE2016, albeit
temporary in our view. However the impact of the loss on Al Madina's underwriting profits
was nominal as a result of the prudent reinsurance cover applied by the management. As a
result reinsurance recoverable increased at YE2017 with the ratio of reinsurance recoverable
as a percentage of shareholders' equity increasing to 570.3% from 53.8% at YE2016.
Excluding the large loss it would still be high at around 118%.

https://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBC_1124337
https://www.moodys.com/credit-ratings/Oman-Government-of-credit-rating-96600
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Exhibit 1

Al Madina's profitability is on an improving trend
Profitability indicators
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Credit strengths

» Good insurance market share within Oman, at around 7% in 2017

» Fairly balanced product mix with good diversification within the Omani market on a gross bases

» More conservative investment portfolio than similarly rated GCC peers

Credit challenges

» Maintaining and further improving invested asset quality

» Al Madina's ability to maintain its market position whilst maintaining underwriting profitability in a challenging economic
environment

» Deterioration of Oman sovereign rating which is currently at Baa3, Negative outlook

Rating outlook
The outlook is stable reflecting our expectation of a continued gradual improvement in results and stabilisation of capitalisation despite
the temporary deterioration due to the large loss.

Factors that could lead to an upgrade

» Combined ratios are consistently below 100% and RoC levels around 5% and above

» The current capitalisation levels were improved or maintained, with gross underwriting leverage consistently below 2.0x

» A reduction in equities and real estate risk occurs, with high risks assets to equity ratio consistently below 60% along with a more
geographically diversified high investment grade portfolio

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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» The economic environment of Oman stabilises

Factors that could lead to a downgrade

» Profitability were to weaken, either through combined ratios above 105% or negative RoC levels

» A significant increase in real estate/equity exposures

» A significant deterioration in Al Madina’s market position

» A significant delay in recovering or inability to recover the large loss from reinsurers

» Deterioration in the economic environment of Oman with the sovereign rating downgraded

What to watch for

» Al Madina's business and investment mix as it evolves- Capital adequacy and other regulatory compliance in light of new Omani
takaful regulations that are currently being drafted

» Nat Cat events, with Oman more exposed than most GCC countries to windstorms/cyclones

» The economic environment in Oman (currently rated Baa3, negative) given the highly negative impact of the structural shift in oil
prices
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Key indicators

Exhibit 2

Al Madina Insurance Company SAOG [1][2] 2017 2016 2015 2014 2013

As Reported (Omani Rial Millions)

Total Assets 165.7              53.2               50.9               47.0               42.2               

Total Shareholders' Equity 20.8               21.2                20.9               21.0                21.1                

Net income (loss) attributable to common shareholders 0.7                  0.6                 (0.9)                1.0                  2.3                 

Gross Premiums Written 29.9               27.2               31.0               23.1                17.7                

Net Premiums Written 15.6                14.2                13.0               12.9                8.5                 

Moody's Adjusted Rat ios

High Risk Assets % Shareholders' Equity 58.0% 61.7% 63.3% 65.5% 34.1%

Reinsurance Recoverable % Shareholders' Equity 570.3% 53.8% 63.6% 50.4% 41.9%

Goodwill & Intangibles % Shareholders' Equity 3.9%              3.6%              3.9%              4.1%              2.8%              

Gross Underwriting Leverage 7.4x 1.7x 1.9x 1.5x 1.1x

Return on avg. capital (1 yr. avg ROC) 3.0% 2.6% -3.9% 4.7% 14.6%

Sharpe Ratio of ROC (5 yr. avg) 63.2% 81.2% 7.7% NM NA

Adv./(Fav.) Loss Dev. % Beg. Reserves (1 yr. avg) NA NA NA NA NA

Financial Leverage 4.6% 5.5% 5.3% 3.6% 2.3%

Total Leverage 4.6% 5.5% 5.3% 3.6% 2.3%

Earnings Coverage (1 yr.) 15.7x 14.0x -9.3x 29.4x 68.5x

Cash Flow Coverage (1 yr.) NA NA NA NA NA

[1] Information based on IFRS financial statements as of Fiscal YE December 31 [2] Certain items may have been relabeled and/or reclassified for global consistency
Source: Moody’s Investors Service; Company Filings

Profile
Established in 2006 in Oman, Al Madina was previously a conventional insurer, and converted to a fully-fledged takaful insurer in
January 2014. Al Madina writes a mix of non-life, health and takaful life insurance. They were the fifth largest insurer in Oman in 2017
and primarily has corporate accounts, government business as well as personal lines insurance exposure.

Detailed rating considerations
Moody's rates Al Madina Ba1 for insurance financial strength which is in line with the adjusted rating indicated by the Moody's
insurance financial strength rating scorecard

Market Position and Brand: Baa - Good top line growth after a year of pruning off loss making lines
Al Madina's gross contributions grew by 10% to RO29.9 million in 2017 from RO27.2 million in 2016 after a year of premium
contraction due to selective underwriting and pruning off of loss making lines. The market position also improved from number 8 in
2013 to number 5 in 2017. In addition, Al Madina's successful conversion to takaful has established them as the first takaful operator
in the Omani insurance market and so is currently the largest takaful operator in Oman as it continues to serve the largely Muslim
population of the Omani market.

Previously Al Madina was focused on smaller corporate accounts and personal lines insurance but has, over the last couple of years,
penetrated into the large corporate and government business segment as well. Products are distributed through a number of channels,
with the share from direct distributions continuing to increase (43% in 2017), the balance was mainly through brokers (another 43%).
Al Madina also has a growing bancassurance channel (8% in 2017) with Al Madina teaming with Omani Islamic banks since 2014.

Product Focus and Diversification: Ba - Writes a variety of business, but concentrated in Oman
Although Al Madina provides a wide variety of insurance products, its business is fully concentrated in Oman. On a gross basis, the
portfolio is evenly split, with group life and health accounting for 33% followed by motor (24% in 2017) and warranties, fire, energy,
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engineering, marine cargo and hull and other industrial lines. On a net basis, the mix is more concentrated to motor. Approximately
>70% of the motor book comprises of profitable comprehensive motor class, the balance being third party liability insurance.

Asset Quality: Ba - Relatively conservative investment portfolio but Oman concentration poses a risk
Al Madina's investment portfolio is relatively conservative compared to most GCC peers with more than 60% of investments
comprising of cash & bank deposits and fixed income securities . However, Moody's still regards overall asset quality as a credit
weakness for Al Madina due to somewhat high equity (14%) and real estate (22%) exposure at YE2017 relative to global peers. This is
further exacerbated by Al Madina's invested assets being highly concentrated in Oman sovereign which is rated Baa3, negative outlook.
If Oman's sovereign rating moves to non-investment grade, majority of bank deposits will also be categorized as HRA, shooting the
HRA ratio up. However we understand that there are regulatory requirements around invested assets' geographical location.

High risk assets (HRA) as a % of consolidated (shareholders' and policyholders') equity improved to 58.0% at YE 2017 (YE2016: 61.7%)
(see below chart). The marginal improvement in the ratio was due to lower equity investments which represented 14% of the invested
assets at YE 2017 (down from 20% at YE 2016). In addition, investments in fixed income marginally increased to 17% of the investment
portfolio from 16% at YE 2016, although about 35% of these are below investment grade investments and so viewed as high risk
assets. Looking ahead, asset quality is expected to marginally improve as management applies its conservative investment policy which
aligns with Oman's Capital Market Authority (CMA) guidelines.

Reinsurance recoverable shot up at YE2017 due to a large loss claim and related loss recoverable and so reinsurance recoverable as
% of shareholders' equity equated to 570.3% at YE2017 (YE2016: 53.8%) (see below chart), excluding this loss, the ratio would have
been around 118%. Although the main reinsurance counterparties are strong international players like SCOR, Hannover Re and Partner
Re, Al Madina is also exposed to some smaller regional reinsurers, whose credit quality is viewed as potentially more questionable.
Subsequently we note that significant recoveries have been made from reinsurers and as a result expect the recoverable to be settled
by Q3 2018. More positively, exposure to goodwill and intangibles is excellent, at around 3.9%, representing deferred commission
expenses.

Exhibit 3

Al Madina's asset quality indicators
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Capitalisation: Ba - Lower capital due to dividend payment and deteriorated due to large loss, albeit expected to be temporary
Al Madina's shareholders' equity marginally declined by 2% at YE 2017 to RO20.8 million despite having a profitable year as the
company paid a dividend of RO1.1 million. Positively, the consolidated policyholders’ fund reported a slightly lower deficit of
RO2.4million (RO2.7million at YE2016). The reduction in total shareholders' equity was further exacerbated by the large loss and
resulting setting up of loss reserves resulting in a deterioration in gross underwriting leverage (GUL) to 7.4x in 2017 (YE2016: 1.7x).
However as noted above, the large loss was largely reisnured and is being settled and recovered. So if we exclude the large loss, the
ratio will improve to around 2.6x. Furthermore we expect continued gradual improvement in capitalisation in remainder in 2018 and
2019 as Al Madina organically strengthens its capital by means of favorable operating results and the outstanding claims are settled
and recovered.
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Further, the level of capital is significantly higher than the current regulatory minimum of RO10 million and Al Madina would also
be able to meet, capital requirement of RO10 million each if regulations for segregation of life and non-life businesses take place, a
process currently under consideration by the Omani regulator

Profitability: Ba - Improved profitability in 2017 compared to 2016
Al Madina continued to report net profits in 2017 aided by management's decision in 2016 to prune off some loss making lines as well
as selective underwriting. Due to stringent underwriting Al Madina's CoR continued to improved to 96.0% from 98.1% in 2016 (2015:
103.6%). This improvement in underwriting profitability coupled with the company's decision to lower the wakala fees rate to 14%
from 20%, resulted in a policyholders' profit of RO 0.27million (loss of RO1.0 million in 2016).

Investment income in 2017 was somewhat low in comparison to 2016 and despite the improvement in underwriting results,
Al Madina's net income only improved marginally and was RO0.7 million (RO0.6 million in 2016). The company's investment
performance has been volatile in the past due to HRA exposure and economic environment. However return on capital (RoC)
marginally improved to 3.0% in 2017 from 2.6% in 2016 (-3.9% in 2015). RoC has been volatile historically as indicated by the low
Sharpe ratio of 63% which measures the stability of RoC on a 5-year average (2017-2013).

Reserve Adequacy: Baa - Strengthened reserves since 2015
Al Madina continues to strengthen its reserves, a prudent measure applied by management since 2015. Moreover, Al Madina has
incorporated actuarial assistance in reserving and pricing, benefitting our assessment of its reserve adequacy for its largely short tail
nature of book, which in itself reduces reserving uncertainty.

Financial Flexibility: Baa - Very modest leverage
Al Madina has not issued any financial debt, with 2017 financial leverage an excellent 4.6% (2016: 5.5%), reflecting our standard
adjustment for operating leases. Moody's believes that the main source of additional capital for Al Madina would likely be through
existing shareholders, and/or modest short-term bank borrowings. On a separate note, the IPO in 2013 has created a 40% free float
and access to the Omani capital market, which enhances the financial flexibility of Al Madina.

Operating Environment: Ba - Insurance market growing albeit slower than most GCC countries
Al Madina operates in Oman which is rated Baa3, negative outlook. Oman's credit profile reflects heavy economic and fiscal reliance
on the oil and gas sector, as a result of which it has suffered a steep deterioration in its fiscal and external accounts since the middle
of 2014, including an increase in government debt to an estimated 40% of GDP at the end of 2017 from only 5% in 2014. These
credit features are set against Oman's still comparatively strong, but deteriorating, government balance sheet, low levels of contingent
liabilities from the banking system and wider public sector, long debt maturities that keep financing needs moderate as well as its high
wealth levels.

The insurance market in Oman is relatively small and undiversified, reliant mainly on business driven by Government contracts and
private compulsory lines and as the economic environment faces challenges, so will the insurance industry in Oman and so the impacts
of which will be monitored by us.
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Rating methodology and scorecard factors

Exhibit 4
Financial Strength Rating Scorecard [1][2] Aaa Aa A Baa Ba B Caa ScoreAdj Score
Business Profile Baa Baa
Market Position and Brand (25%) Baa Baa

- Relative Market Share Ratio X
- Underwriting Expense Ratio % Net Premiums Written 33.5%

Product Focus and Diversification (10%) Baa Ba
- Product Risk X
- P&C Insurance Product Diversification X
- Geographic Diversification X

Financial Profile Baa Ba
Asset Quality (10%) Baa Ba

- High Risk Assets % Shareholders' Equity 58.0%
- Reinsurance Recoverable % Shareholders' Equity 570.3%
- Goodwill & Intangibles % Shareholders' Equity 3.9%

Capital Adequacy (15%) Ba Ba
- Gross Underwriting Leverage 7.4x

Profitability (15%) Baa Ba
- Return on Capital (5 yr. avg) 4.2%
- Sharpe Ratio of ROC (5 yr. avg) 63.2%

Reserve Adequacy (10%) Baa
- Adv./(Fav.) Loss Dev. % Beg. Reserves (5 yr. wtd avg)

Financial Flexibility (15%) Baa Baa
- Financial Leverage 4.6%
- Total Leverage 4.6%
- Earnings Coverage (5 yr. avg) 23.7x
- Cash Flow Coverage (5 yr. avg)

Operating Environment Ba Ba
Aggregate Profile Baa3 Ba1
[1] Information based on IFRS financial statements as of Fiscal YE December 31
[2] The Scorecard rating is an important component of the company's published rating, reflecting the stand-alone financial strength before other considerations (discussed above) are
incorporated into the analysis
Source: Moody’s Investors Service, Company Filings

Ratings

Exhibit 5
Category Moody's Rating
AL MADINA INSURANCE COMPANY SAOG

Rating Outlook STA
Insurance Financial Strength Ba1

Source: Moody's Investors Service
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