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Mozambique Insurance Analysis August 2007
Security class Rating scale Currency Rating Rating watch Expiry date
Claims paying ability National Metical A No 07/2008
Financial data: Rating rationale
(USD’m Comparative)

The rating is based on the following key factors:

31/12/05  31/12/06 . s . .
e (A is one of the leading insurers in the Mozambican market,

MYUSD (ave) 23,001 26,112 reflecting a market share of around 21%
MUUSD (close) 23720 25.250 g a mat una ~1z.
Total assets 95 143 e The company’s strong relationship with large employer
Total capital 2.8 2.8 groups, web based IT systems infrastructure and high levels
GPI 11.7 13.0 of service were favourably viewed.
U/w result (0.0) 0.3 e The reinsurance programme provides adequate protection,
NPAT (0.1) 03 while counterparties are of a high credit quality.
Market cap. na. e Solvency has decreased in recent years, reflective of the
Market share* 21% growth achieved and low rate of capital accumulation.

*Based on GPI at 31 December 2006

Fundamentals:

Global Alliance Seguros (GA) was
registered as an insurer in 1992.
The company is licensed to transact
both non-life and life insurance,
however, at this stage, is
predominantly a non-life insurer.
GA is a 100% owned subsidiary of
Global  Alliance Holdings, a
diversified investment company.
The bulk of GA’s business is
sourced from the corporate market,
which includes the large
multinationals and several large
parastatals.
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e Liquidity measures were considered to be adequate.

e The insurer has evidenced a higher level of claims over the
review period, as well as high operating costs.

e The rating was constrained by the difficult and previously
unregulated operating environment, although this is
improving.

Solvency and liquidity

Supported by the net profit posted, shareholders funds increased by
7% to Mt72bn in F06. However, following significantly higher
growth in NPI (of 31%), the international solvency margin contracted
to 54% in F06 from 65% previously. The financial base ratio
remained high at 118% (F05: 128%). Cash and cash equivalents were
posted at a higher Mt128bn in F06 (F05: Mt52bn), which supported
an increase in the claims cash coverage ratio to 25 months (F05: 16
months). The bulk of cash holdings are held in US$’s, as policies and
claims are largely US$ based. The conservative reinsurance
programme, led by Munich Re, provides additional support to the
capital base. Debtors constitute a high proportion (61%) of total
assets, whilst reinsurance transactions are shown on a gross basis,
thereby inflating assets.
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GPI increased by a robust 26% to Mt339bn in FO06.
While the growth achieved in FO5 was purely a
function of the depreciation of the Metical to the
US$, GA recorded growth in GPI of 16% in US$
terms in FO6. The 40% retention ratio saw NPI grow
by 31% to Mtl34bn. Earned premiums were 38%
higher at Mt130bn.

Claims incurred rose by a high 61% to Mt61bn (47%
increase in US$ terms), driven by large losses in the
vehicle and personal liability classes. This resulted in
the earned loss ratio increasing for a fourth
consecutive year to a high of 47% (F05: 40%), well
above budget of 39%. In addition, commission paid
increased to 8.6% of earned premiums from 6.5%
previously. Although management expenses, at
Mt49bn, were posted at a level below budget, these
remained high and amounted to 37% of earned
premiums.
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GA posted a Mt9bn underwriting profit in FO06,
which equated to 6.9% of earned premiums.
Investment income, which has been sub par due to
the zero interest bearing charge on group loans and
the low yields on US$ deposits, amounted to only
Mt0.4bn in FO6. The investment yield (inclusive of
unrealised movements) reverted to a negative
position (of 1.3%) from 9.9% in F05. Overall, net
income after tax amounted to Mt6.8bn (F05: Mt1.8bn
loss). The return achieved on average equity
(including forex movements) was posted at 7.4% in
F06, compared to 6.9% in FO5. The return does not
meet inflation.

Future prospects

structure significantly increases financial risk. While
a Mt6.6bn underwriting profit is budgeted, the strong
growth in net premiums is expected to see the
solvency margin reduce further to around 45%.

Table 9: Income statement YTD June F07 Budget
(Mtm) Budget Actual L3
Gross premium income 219,885 227,315 403,174
Reinsurance premiums (125,840)  (142,430) (230,794)
Net premium income 94,045 84,885 172,380
Unearned premium reserve (5,983) (8,167) (2,692)
Net premium earned 88,002 76,718 169,688
Claims paid (35,979) (42,987) (67,361)
Net commission (13,052) (4,842)  (24,618)
Management expenses (39,542) (29,806)  (71,138)
Underwriting result (512) 916) 6,571
Ratio analysis (%)

GPI growth n.a. n.a. 3.7
Retention ratio 42.8 37.3 42.8
Loss ratio 409 56.0 39.7
Management expenses 44.9 38.9 41.9
Commission ratio 14.8 6.3 145
U/W ratio (0.6) 1.2) 39
International solvency n.a. n.a. 455

An analysis of the insurer’s budget for FO7 reveals
higher anticipated retention levels than F06, which
together with strong growth forecasts is expected to
see NPI 28% higher at Mt172bn. The insurer has
budgeted for a 7 percentage point decrease in the loss
ratio to 40%. This is, however, expected to be more
than offset by an increase in the delivery cost ratio to
56%, from 46% in F06. The company’s high cost

* Translation rate of Mt26,000 used to convert from US$’s.

A tropical cyclone struck central Mozambique during
February 2007, damaging several tourist lodges and
homes in the area. While net retentions prevented
catastrophe losses to the company, the cyclone has
increased the relative level of claims somewhat as
evidenced by the half year performance (subsequent
to the cyclone, GA no longer underwrites risk in
remote tourist areas). The claims experience has also
been impacted by a recent spate of vehicle hijackings
and theft, which are almost total loss events to the
insurer given that it retains the bulk of net premiums
on the motor business for its own account.

Growth opportunities in the medium to longer term

stem from the following:

e Several large international corporates have
recently invested in or are assessing investment
opportunities in Mozambique.

e Strengthening relationships with brokers.

e The economy continues to perform well.

e There exist several unexploited opportunities to
bring new products into the Mozambican market.
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Global Alliance CGSM

(Meticais in millions except as noted)

Year ended : 31 December 2002 2003 2004 2005 2006
Income Statement

Gross premium income (GPI) 145,358.3 195,123.6 214,890.0 269,118.1 339,076.3
Reinsurance premiums (90,973.1) (102,696.5) (122,131.3) (166,740.7) (204,909.5)
Net Premium income (NPI) 54,385.2 92,427 .1 92,758.7 102,377.4 134,166.8
(Increase) / Decrease in insurance funds (5,494.0) (9,838.6) (904.0) (7,743.7) (3,836.7)
Net premiums earned 48,891.2 82,588.5 91,854.6 94,633.8 130,330.1
Claims incurred (11,142.7) (28,257.8) (33,846.0) (38,205.0) (61,496.8)
Commission (3,607.5) (5,404.3) (2,208.8) (6,117.2) (11,246.2)
Management expenses (23,184.4) (34,800.5) (37,597.7) (50,334.0) (48,580.3)
Underwriting profit / (loss) 10,956.6 14,125.9 18,202.1 (22.4) 9,006.8
Investment income 4,009.4 4,489.3 3,880.5 522.2 388.9
Other income / (expenses) 447 1 1,535.5 0.0 (189.7) (151.3)
Taxation 0.0 0.0 0.0 (2,098.5) (2,419.8)
Net income after tax 15,413.0 20,150.6 22,082.6 (1,788.4) 6,824.6
Unrealised foreign exchange gains / (losses) (1,413.0) 219.3 (15,613.8) 6,247.7 (1,682.4)
Balance Sheet

Shareholders interest 36,068.4 56,000.8 62,469.6 66,928.9 71,8123
Insurance funds 8,109.1 17,947.7 15,458.2 22,589.3 27,507.7
Other liabilities 72,152.6 111,478.5 103,753.5 136,661.7 262,107.6
Total capital & liabilities 116,330.1 185,427.0 181,681.3 226,179.9 361,427.6
Fixed assets 2,268.6 4,283.6 4,322.2 3,880.5 4,209.7
Investments 320.2 190.2 673.1 4,773.8 7,699.6
Cash and short term deposits 50,385.5 57,126.8 80,365.6 51,511.5 127,928.3
Other current assets 63,355.8 123,826.5 96,320.3 166,014.0 221,589.9
Total assets 116,330.1 185,427.0 181,681.3 226,179.9 361,427.6
Key Ratios

Solvency / Liquidity

Shareholders funds / NP!I % 66.3 60.6 67.3 65.4 53.5
Financial base % 119.4 106.0 119.6 128.2 118.4
Claims cash coverage months 54.3 243 28.5 16.2 25.0
IBNR / EPI % 4.3 5.4 5.2 8.0 7.5
Net outstanding claims / NPI % 38.2 26.0 35.6 40.8 44.4
Insurance funds / NPI % 14.9 194 16.7 221 20.5
Profitability

ROaE (before foreign exchange gains / losses) % 55.7 43.8 37.3 (2.8) 9.8
ROaE % 50.6 44.2 10.9 6.9 7.4
Investment yield (including unrealised gains / losses) % 6.0 8.7 (17.0) 9.9 (1.3)
Cash investment yield (average) % 9.3 8.3 5.6 0.8 0.4
Efficiency / Growth

GPI Growth % 140.5 34.2 10.1 252 26.0
Premiums reinsured / GPI % 62.6 52.6 56.8 62.0 60.4
Earned loss ratio % 22.8 34.2 36.8 40.4 47.2
Commissions / Earned premiums % 7.4 6.5 24 6.5 8.6
Management expenses / Earned premiums % 47.4 421 40.9 53.2 37.3
Underwriting result / Earned premiums % 224 171 19.8 (0.0) 6.9
Trade ratio % 77.6 82.9 80.2 100.0 93.1
Operating

Effective tax rate % 0.0 0.0 0.0 676.7 26.2





