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General Remarkson Iraq’sInsurance Market

Current Insurance Regulations

Background

The history of insurance regulation in Iraq can be traced to the Ottoman Insurance Law of
1905. The current legidlation, which is still in force, is the Insurance Business Regulation
Law 2005 drafted under the guidance of USAID.

Effects of Current Legislation

The 2005 law created an open insurance market and pushed neo-liberalism to its extreme
by keeping silent on the requirement of the prospective insured to insure with an Iraqi
insurance company registered in Iraq and licensed by the regulator, the Iragi Insurance
Diwan. In effect, non-admitted insurance has become possible.

The law provided for the creation of a supervisory authority, the Iragi Insurance Diwan,
and an association, the Iragi Insurance Association.

Statutory Tariffs

There are tariffs for various classes of insurance but they are not applied by insurance
companies despite the instructions of the Association, the Diwan and Iraq Reinsurance
Co. Of late, the Association issued Instructions Number 64 of 13 November 2011
Regarding Engineering Insurance requiring companies to apply the minimum rates.

Breach of the tariffsis due to the pressure of competition among the insurance companies
and the inability of the regulatory bodies to ensure compliance as, to date, there are no
penalties against those companies that are in breach.

Additional Note on the 2005 Law and Market

It is expected that new privately owned insurance companies will be formed, the role of
the Diwan will be enhanced with the firming of the appointment of its acting president. It
is also expected that if the liberalization policy is implemented in full, the state-owned
companies will be restructured. This expectation is premised on a reported tender by the
Iragi government for consultancy on restructuring state establishments.

Capecity of Irag’s Insurance Market
The underwriting capacity of the market, as determined by the existing 2012 reinsurance
treaties.

Life Insurance

Life Insurance Companies

There are no specidlist life insurance companiesin lrag. At present, the two state-owned
companies, National Insurance Co (NIC) and Iraq Insurance Co (NIC), are active in
writing group and individual life insurance policies.

Not al the private insurance companies transact life insurance at present.
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Life Insurance Premiums

Life insurance business in Iraq is under development, especially in the area of individual
life insurance, while a number of group life insurance policies have been issued. The total
life insurance premium in 2009 reached 17billion Iragi dinar.

Changesin Market Structure and Practices

Based on Law No 21 of 1997 a number of private insurance companies were formed in
2000. Others followed in subsequent years. Thus, barriers to entry of new insurers were
removed and competition started again, after more than three decades.

Today there are thirty insurance companies operating in Irag. They will be introduced
with more detailsin later sections of this report.

The 2005 Insurance Regulatory Law consolidated the competitive structure of the market,
broadening entry to include operations by foreign insurance companies and insurance
entities. This law included provisions for procurement of insurance by public bodies
whereby procurement must be by tender and open to all Iragi registered insurance
companies. Thus, the historic traditiona route of state establishments insuring with state
insurance companies ended. However, the tendency of seeking insurance from state-
owned insurance companiesis still in place.

While some insurance companies apply available tariffs, others disregard them and
neither the Iragi Insurance Diwan nor the Iragi Insurance Association has intervened
effectively to ensure that the interests of the insured are not prejudiced.

TheIragi Insurance Diwan does not carry out onsite supervision.

The market makes extensive use of questionnaires and proposal forms especialy for
construction and engineering business.

Underwriting and risk rating is made by the companies themselves. The state-owned
companies have separate departments for underwriting various classes of insurance. The
underwriting function in the private companies is mainly handled by their managing
directors astheir staff is small in number and not all staff are proficient in insurance.

For major risks, the companies call mainly on international brokers to indicate rates and
other insurance terms or negotiate the same with professiona reinsurers in the
international market.

The sdlling of insurance policies is direct, as brokers have no role in distribution. A few
agents are engaged in production. The companies, especially the state owned, have their
own in-house producers.

Surveys are provided by in-house surveyors, if the company has the resources to do so.
The magjority do not have the requisite resources. The 10Cs use the services of
international surveyorsto provide reinsurers with site survey reports.

Loss adjustment is carried in-house except that international foreign companies will rely
on international loss adjusters. The latter are usualy nominated by reinsurers and/or
recommended by international brokers.
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Direct brokers are not a feature of the market although the 2005 law provides for their
establishment and regulation of their activities. International brokers, placing business on
behalf of their international clients with Iragi insurance companies, earn their income in
the form of a fee from the direct client or brokerage from reinsurers with whom the
businessis placed.

Bureaucracy is a feature of insurance operations with most powers and decision-making
concentrated in the hands of managing directors. This applies, with some variation, to the
state and private insurance companies.

Overall, the practices of the market are inherited from the past and the long years of
sanctions and wars that have cut off the market from developments outside Irag.

The mortality tables used for life insurance are old. Irag is not unique in this regard, as
other Arab insurance markets aso do not have their own mortality tables. Selection and
assessment of applicants for life insurance relies mainly on a Swiss Re underwriting
guide and sometimes the Munich Re guide or that of Mercantile & General.

Size and Characteristics of the lraq Insurance Market
Lack of Consistent Data

There are no market-wide statistical data. Most of the insurance companies do not
publish their annual reports. There is no consistency in the compilation and classification
of premiums and other relevant statistics, when these are available.

List of Major Non-Life Insurance Companiesin Iraq

List of Iragi Insurers and Reinsurers

As at June 2012, there were 30 registered insurance and reinsurance companies licensed
by the Iragi Insurance Diwan (the insurance supervisory authority) .

Brief Assessment of Insurance Companies
General Remark

The private insurance companies produce approximately 20% of the market's total
written premium. The largest producer in 2010 was Al-Hamra a Insurance Company
with apremium of 1QD 1,548,189,147.

The major insurance companies are first NIC followed by 11C, both of which dominate
the market in terms of premium income, capital and staff number as well as financial
resources.

Number of Employees of Iragi Insurance Companies 2012

Our research has found some information to help decision-making on the selection of
insurance companies with whom Japanese principals, contractors and their insurers can
work. It is now found that the number of employeesis not crucial in the selection process
but it is afactor to be taken into account.
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Capital of Insurance Companies

Discussions are underway to set the minimum capita at ID 15,000,000,000. The
regulatory intention is to create financially strong companies and mandating a capital
increase is the instrument chosen by the Diwan. If this minimum capital is legisated, it
might lead to merger of smaller companies.

Who Supervises Non-Life Insurance Companies?

The supervisory function is discharged by the Iragi Insurance Diwan (Diwan) formed on
1% June 2005 in accordance with the Insurance Business Law of 2005, known as Order
Number 10. The supervision appliesto life and non-life companies as well as reinsurance
companies and related insurance entities. At present, July 2012, there is only one
reinsurance company, the state-owned Irag Reinsurance Company (Irag Re). This
company was established in Baghdad in 1960.

Direct and Reinsurance Broking
The Regulatory Framework

The activities of direct and reinsurance brokers are regulated by the Diwan.

The Practice
Insurance companies in Irag are happy to work with reinsurance brokers.

The market has no traditions of direct insurance broking. Production of business was
either by in-house or external producers.

Direct Distribution

At present the distribution of insurance business continues to be on a direct basis by the
insurance companies themselves. The two state-owned companies have their own
salaried producers. Most of the private companies have no matching producers; their
managing directors and other senior staff engage in production.

Treaty and Facultative Broking Services

The insurance companies do not have their own treaty reinsurance brokers other than two
of the insurance companies operating in the Kurdistan Region. All the other insurance
companies have a consortium of three London-based international reinsurance brokers
handling the common treaty programme of the market through Irag Reinsurance
Company.

For their facultative requirements, the insurance companies rely on members of the treaty
broker consortium. Not all facultative inquiries pass through Irag Re; this is particularly
the case with major risks, e.g. the risks of the IOCs that are ‘controlled’ by the latter to
make use of their own captive insurance companies.

Compulsory Insurances and Supplementary Information on
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Compulsory Insurance

Motor Third Party Bodily Injury

The Law on Compulsory Insurance Against Motor Accidents (Law Number 82 of 1980)
and its amendments regulates the cover for third party bodily injury. Thelaw is based on
the presumptive liability of motorists, i.e. replacing the contractual relationship between
the insured and insurer with a legal relationship so that all vehicles in Iraq would be
automatically covered.

Comprehensive Motor Insurance, excluding third party bodily injury, is available from
the private and state insurance companies.

Compulsory Motor Insurance in Kurdistan-1rag

The cabinet of the Kurdish Regional Government (KRG) issued its own Regulation of
Compulsory Motor Insurance Law Number 9 of 2011. Thethird party liability cover isto
be provided competitively by insurers licensed by the KRG's competent departments.
The cover isin respect of bodily injury only.

Contractors' All Risks Insurance including Third Party Liability
Contractors All Risks (CAR) is compulsory for all state contracts.

Marine Cargo Insurance
Procurement of cover from Iragi insurance companies is left to the discretion of the
insured except that state organisations tend to insure with the state-owned companies.

When importing equipment and material for the development of Iragi oil fields, IOCs are
required to produce certificate of origin (boycott regulations) and insurance policy issued
by an Iraqi authorised insurance company (mandating insurance with a licensed Iraqi
insurance company).

Admitted versus Non-Admitted I nsurance

Although the 2005 Law stipulates that only registered insurance companies can transact
businessin Iraqg, it is silent on the subject of admitted and non-admitted insurance. This
silence has provided a “license’ to the insured, especially foreign corporations, large and
small, to insure their Iragi risks abroad with their captive insurance companies and/or
with open market insurers and reinsurers.

Any suggested insurance programme shall be dependent on the nature of the contract. If
the contract(s) stipulate arranging insurance policies with an Iragi registered insurance
company, then this can be done with either a public or private sector insurer. Depending
on the details and complexity of the project, major international reinsurance brokers can
recommend a panel of insurers.

Additionally, major international reinsurance brokers can place the policies with a local
insurer and then arrange reinsurance with A-rated international underwriters including a
Japanese insurance company. Magjor international reinsurance brokers can also negotiate
minimum retentions locally.

If the contract(s) are silent on the use of local insurance, then the contractor has the
choice of deciding to insure locally or not. In the absence of contractual requirements,
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the contractor can arrange a project’s insurances on a non-admitted basis. However,
international reinsurance brokers would recommend that as a minimum a local insurer is
utilised for third party liability covers, as this would add value in the event of local
litigation. Indeed, it would even be better to insure all covers, subject to terms to be
determined, with Iragi insurers as this would demonstrate a commitment by the foreign
contractor to working with Iragi service suppliers and hence contributing to the Iragi
economy.

Insurance and Reinsurance Premium Tax

Stamp Duty

Based on the Stamp Duty Law Number 16 of 1974, all written insurance premiums attract
the stamp duty.

Summary and Characteristic of Commercial Lines

EAR & CAR

Historically, Irag's insurance market applied the standard Munich Re EAR and CAR
Forms. Thisis still the case today except that foreign contractors and 10Cs require from
the Iragi insurance companies, fronting for construction and engineering and other risks,
to use 10C’'s own wordings. These are usualy the wordings of their own captive
insurance companies or those commonly used in international markets.

Marine Cargo and Inland Transportation
Marine Cargo, including Inland Transportation, is arranged based on the standard
Institute Clauses A, B and C.

Fire

Nowadays, the market uses the standard Arabic Fire Insurance Policy developed by an ad
hoc committee of the General Arab Insurance Federation, used in various Arab insurance
markets.

The market still uses an old Fire and Burglary policy but the insurance companies will
consider and do use modern versions of fire policies as well as All Risks Property
Insurance policies (ARPI). 10Cs and other major foreign companies operating in Iraq
mainly use ARPI wordings.

Legal Liability

Compensation for bodily injury varies between USD 23,000- USD 39,000 (for non-
professional victims) but this is changing with rising salaries and awareness of
entitlement to compensation enhanced since 2003.

Employer’s Liability (EL)

EL cover is available in Iraq but local demand for the cover is small. The limits of
insurance are also small. lrag Re's Genera Accident Treaty excludes this form of
liability.



1.13.6 GTPL/CGL
This form of liability is excluded from Iraq Re's General Accident Treaty. Therefore,
Iragi insurance companies cannot write this form of cover. Indeed, the GTPL/CGL
concept is not known in lrag.

1.13.7 Auto
Third Party Bodily Injury is automatically covered by a levy on petrol. Third Party
Property Damage and Own Damage (Coallision, Overturning, and Terrorism) are covered
by Iragi insurers at an additional premium. The ‘standard’ comprehensive cover is
limited to Fire, Theft and Collision.

1.13.8 Workmen’s Compensation Act (WCA)
The 1971 law stipulates a contribution of 2% (part of 12% contribution covering pension,
health and work accidents) by employers with a workforce not exceeding 100 workers.
Workers contribute 5% of their wages.
For other categories of employers (those with more than 100 workers), employers
contribute 3% (part of 22%)
This legal regime has not been strictly applied and foreign employers (contractors) have
opted not to be part of the social security system. The adternative has been arranging
Group Persona Accident insurance for their employees. Iragi employers also used this
insurance on a stand-alone basis or in conjunction with Employer’s Liability insurance.

1.13.9 Medical Insurance
The medical insurance plans available in Irag are not similar to the ones available in
advanced insurance markets.

1.13.10 War and Terrorism
Coverageisnot availablein Iraqg.
This cover is available in the international market.

1.14 Policy Language
Article 82 of the 2005 Insurance Business Law provides a blanket permit to have the
policy in any language. Thefull text of this article provides that

1.15 Policy Currency
Article 80 of the 2005 Law permits the formation of the insurance contract in Iragi dinar
or any other convertible currency. Equally, the insurance company can be paid in Iragi
dinar or one or multiple of foreign currencies.

1.16 Exchange Control

1.16.1 There is no control on Iragi insurance companies receiving premium from abroad or

remitting reinsurance premium or claim funds abroad. However, because of the
commitment to fight money laundering and compliance with international sanctions
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certain procedures would be followed as directed by the Iragi Central Bank. These
include:

Regarding sanctions, under current arrangements, it is not permitted to transfer funds to
or from Iran and Syria. But there is cash movement through unofficial channels.

I nsolvency Regulation and Policyholders Protection Fund

There is no “Poalicyholder’s Protection Fund” to reimburse the insured in the event of an
insurance company’s insolvency. The provisions of Chapter Five, Liquidation, Articles
57-74, of the 2005 Insurance Business Law, protect the rights of the insured. Insurance
companies and their regulator are of the view that these provisions are sufficient
protection to the insured.

Jurisdiction and Arbitration Clause
Law & Jurisdiction

Insurance contracts executed in Iraq are subject to Iragi law and the jurisdiction of the
competent Iragi courts. This is not aways stated in the insurance policy but when
facultative reinsurance is involved it is the practice, especially that of London-based
international brokers, to spell out what law and jurisdiction would apply in case of
dispute or difference. Accordingly, the direct insurance will be subject to Iragi law and
jurisdiction and the reinsurance contract will be subject to English law and jurisdiction.

Peculiar Risksin Iraq

Natural Catastrophic Risks
There are no classified insurance data on natural catastrophe losses in Irag. No attempts
are being made to compile data.

Recently, April and May 2012, the Iragi press reported seismic activity in the Missan
governorate, southeast of Iraq near the Irag-lran border.

Terrorism Coverage
It is possible to arrange terrorism cover locally in lrag. lragi insurance companies,
private but mainly public companies, provide alimited form of cover.

Fronting Arrangementsin Iraq

Availability

Fronting arrangements are known in Irag's insurance market. Most of the companies are
willing to provide the service for a mutually agreed fee. Even the state-owned insurance
companies will provide the service at terms to be agreed. Magjor international reinsurance
brokers have negotiated terms for fronting arrangements on behalf of international clients
with Iragi insurers. The fronting service can be narrow or broad and can include:
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The simple easy cost effective approach is to select one licensed company to provide
insurance fronting services. Magjor international reinsurance brokers can do this under
their clients’ instruction.

The recommended approach, though entailing additional cost and time, is to tender the
required fronting services among a pre-selected panel of licensed Iragi insurance
companies from the private and state sector.

Is Fronting Arrangement Legally Permitted in Iraq?
No provisions of the 2005 Law or instructions by the Diwan have been issued to prohibit
the practice of fronting.

Fronting Experience of Insurance Companies Licensed in Iraq

and Outline of Company Profile
List of a Few Insurance Companies

Although there are nearly thirty insurance companies operating in Iraqg, they differ in
terms of capital, work force resources, language and technical competencies, etc.

Availability of Financial Statements

Financial statements are not published athough the 2005 law (article 38) requires that
companies must issue annual reports and financial statements. These documents are
invariably in Arabic.

Financial Rating by S& P, A M Best, etc.

None of the lragi insurance companies is rated by any international or regional
classification agency. Awareness of the need or desirability of arating classification is
limited and not readily appreciated s.

Premium Cut Through and Claim Cut Through
While the definition gives some comfort to international reinsurers, it does not remove
their concern regarding compliance with local laws and regulations.

It would be helpful in this regard to demonstrate that the full premium for the insured risk
appears in the policy document; and the appropriate percentage of stamp duty and other
charges are paid or will be paid by the insured or the insurer or reinsurer. This gives
credence to the arrangement as one of facilitating the movement of premium and claim
funds and not evasion of statutory tax payments.

Acceptability of Terms Quoted by Japanese | nsurance Company
The terms quoted by a Japanese insurance company would be acceptable to the local Iragi
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insurance company selected to provide fronting services. Acceptance terms will of
course be subject to mutual agreement. Thus, some local companies would like to retain
a share of the risk for their own account or use their (Iraq Re's) treaty capacity, if
applicable. Other terms of acceptance include the fronting fee and/or ceding commission,
stamp duty application, etc.

Structure of Claim Payment

Loss Adjusters

There are no professional loss-adjusting firms in Irag. To date, no international loss-
adjusting firm has set up an officein Irag. Adjusters work either from regional officesin
UAE or Kuwait or Jordan, etc. or send a representative to collect the necessary data and
documents from the site. The actual adjustment is made outside Irag.

Claim Settlement

If the fronting company is not retaining any portion of the risk, then it is possible to
arrange for the flow of 100% of the claim funds directly from the reinsurer to the insured
when the appropriate CTC is in place. The arrangement can also work in case the
fronting company has a retention in which case the fronting company will pay its share of
the claim to the insured and the balance is paid by the reinsurer directly to the insured.

Indemnity Agreement on Inland Transportation in Iraq
Thereis no standard form of contract between cargo owner and inland carrier.

Remarks on Arranging Insurance in Iraq for Japanese Company

to Operatein Iraq

The general attitude in Irag towards Japan is one of admiration and respect for its people.
Commentators and politicians aike quote Japan's remarkable recovery from the
consequences of the Second World War. Japan has no imperial designs in Irag and its
past and present policies vis-a-vis Iraq has not been questioned.

Against this general background, a Japanese construction and engineering company, for
example, wishing to enter Irag and arrange its insurance programme with an Iragi
insurance company will be welcome. Japanese companies are considered to be honest
and not open to corruption.

Although it is hard to find an Iragi who is conversant in the Japanese language, most of
the better-operated insurance companies have the facility of using English as a standard
means of communication.

Although a Japanese company can dea directly with an Iragi insurance company, the
practice among international companies operating in Iraq is to rely on the expertise and
services of a competent broker, with the requisite knowledge of Iraq’'s insurance market,
capable of delivering:

@ Insurance and reinsurance services on a par with international standards and
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(b) Consultancy services.
This approach was adopted by major contracting houses and IOCsin particular.

Challenges Facing International Clientsin Iraq

Depending on the insurance company selected for writing an international client’s
policies, a major challenge would be coping with inefficient delivery of services, as not
all the companies are competent in delivering the required services efficiently.
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I ntroduction
Background

At the International Conference on Reconstruction in Iraq held in Madrid in October 2003 after
the Iraqg War came to an end, the Japanese government announced it would provide Irag with
USS5 hillion of assistance including yen loans of up to US$3.5 hillion equivalent, the second
largest aid package to that of the US. To date, 15 yen- loan-financed projects have been fully
implemented, representing JPY 364.6 billion (US$3.28 billion) in aid. In addition, in November
2011 the government issued a statement about the measures necessary for four additional yen
loans worth a total of US$750 million. Thus, the Japanese government is providing Irag with
assistance in excess of the commitment it made in the Madrid conference.

Iraq is currently undergoing the transition from the reconstruction phase to the development
phase, whereit isimportant to stimulate the private sector backed by high market potential. The
Iragi government is actively seeking overseas investment in its market, where there is major
demand in relation to, for instance, the development of infrastructure. The market does,
however, have some drawbacks such as deficiencies in the legal system, and there is a need to
build up a solid foundation from now on so that global investors are able to participate in Irag's
development with a sense of security.

Indeed, it is essential during the devel opment phase to broaden and reinforce activities aimed at
improving infrastructure, which forms the basis for the country’s existence. When private
enterprises take part in such activities, they usualy take out insurance such as
construction/erection all risks cover. Not only in construction/erection but in various business
operations, proper insurance coverage is indispensable for any foreign enterprises when they
launch their business in Iragq. But, at present, foreign companies likely hesitate to launch
business in Iraq because most of them are not sure of Iragi insurance in terms of legal system,
market situation, etc. To collect information and clarify “how to insure properly in Iraq” is
necessary in order to promote infrastructure projects by foreign companiesin Iraqg.

In Irag, there is a system in place whereby construction/erection insurance coverage is
compulsory and companies awarded civil engineering contracts must obtain insurance cover
from an insurer in Irag, after which the insurer has to reinsure the risk with an overseas
reinsurance company. Meanwhile, the participation of foreign companies in civil engineering
work in Iraqg is difficult due to an absolute lack of specific information on insurance and other
relevant laws and on insurance companies in Irag. It is thus essential to ascertain the actua
state of the insurance system in Irag in order to accelerate the development of the country’s
infrastructure through the involvement of foreign companies.

Objectives

On the basis of the situation described above, this survey was conducted with the following
objectives in mind: to shed light on the structure and mechanism of Irag’s insurance system by
collecting and analyzing information on the extent to which insurance-related and other
relevant laws and the control of insurance business in the country have been improved, and on
its insurance market, including insurance companies and the insurance system in general,
thereby identifying issues currently surrounding insurance business in Iraq and promoting the
participation of foreign companies in the country’s infrastructure development projects,
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including those being pursued under yen loans.

We hope this survey serves as a tool to stimulate interest among prospective participant
companies and organizations in Irag projects, and that this results in a competitive procurement
process in tenders for large-scale construction works in Irag, including yen loan-financed
projects.

M ethodology and Subject
M ethodology

During the short visit made to Iraq for this on-site survey, it was necessary to collect and
analyze awide range of information relating to the country’s insurance laws and other relevant
laws and to its insurance market, including insurance companies. For this reason, as part of the
preparations undertaken in Japan prior to the visit, we first studied what were generally
accepted as international standard insurance systems, systematically compiled the study results,
and effectively identified information to be collected in the on-site survey. It was only after
these preparations had been successfully completed that the on-site survey in Irag was done.

The production process used for this report is as follows:
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Subject of on-sitesurvey in Iraq
Interviews were conducted with the following subject organization/individual during the on-site
survey:
Table 1: Interviewees during the on-site survey

Organization Interviewee
Ahlialnsurance Co Sadoun Mishkel Khamis Al-Rubaiy, Managing
Director
Al-Etihad Insurance Co Muhammad Hadi Hussain, Managing Director
Michael Sami Sanoian, General Insurance Manager
Al-Hamra ainsurance Co Mohamed M Al-Sodani, Deputy General Manager

Munther Abbas Al-Aswad, Advocate, Advisor
Samir Qattan, Consultant
Shihab Al-Anbaki, Technical Department Manager

Al-Iktisad International Genera | Waleed Jasim Alqaisi, Managing Director

Insurance Co Karam Majid Abdul Karim, Deputy Director General
Al-Khair Insurance Co Mahdi Hashim Mohammed, Managing Director
Almaseer Insurance Co Arak Al-Bayati, Chairman

Sarah Safa Kasim (Ms), Chief Executive
Mekki Mustafa, Advisor

Cihan Insurance Co Tarek Khalil Ibraheem, Director General

Dar Al-Salam Insurance Co Mirza Majeed Murad Khan, Managing Director

Gulf Insurance Co Riyadh Salim Agha, Managing Director

Iraq Insurance Co Sadiq Abdul Rahman Hussain, Director General
Nesreen Abdul Azeez (Mrs), Technical Department
Manager

Iraq International Insurance Co Muhammad Jawad Al-Mudhaffar, Consultant

Dhia Hashim, Managing Director

Muhammad Wajeeh Muhsen, Deputy Director
General, Accounts Manager

Muhsin Mohammad Jawad, Administration Manager

Irag Reinsurance Co Riyadh M Hanna, Acting Director General, Senior
Manager, IT

Sahira Ridha Mustafa (Miss), Senior Manager,
Marine Department

Sattar Karmad Al-Faisal, Senior Manager, Non-
Marine Department

Iragi Insurance Association Falah Hassan Ali, Managing Director

Iragi Insurance Diwan Faisal Manhal Tayeh Al-Kilabi, Acting President
Shirook Adnan Ali (Miss), Technical Officer

Al-Yamama Insurance Co (under | Kamal Al-Zubaidi, Managing Director
formation)

Kurdistan International Insurance Co Abdulkadir Abdul-Razzak Fadil, Managing Director
Munem Al-Khafgji Munem Al-Khafgji, ex-Managing Director
National Insurance Co Sadig Fadhil Al-Khafgji, Director General

Bassam Al-Banna, Deputy Director General and
Head of Engineering
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Haifa Shamoon Essa (Miss), Senior Manager,
Accounts Department

Jamal Farid Mahmoud, Manager, Technical
Department

Structure of Report
Thisreport starts with a“ Survey Outline”, which is one of the pre-arranged report items.

The first chapter in the body of the report, “ General Remarks on Irag’s Insurance Market”, then
presents an overview of Irag's insurance market, providing a general explanation of the market
based on viewpoints typically adopted for the analysis of insurance market characteristics.

The second chapter, “ Specific Risks in Irag”, discusses the current status of natural disasters
and terrorist activities as risks which are specific to Iraq and may lead to major losses for
companies doing businessin the country.

The third chapter, “Present Status of Fronting Arrangements’, details the current situation in
Iraq surrounding various legal restrictions and other relevant matters which would influence the
underwriting capacity of overseas insurers, whose involvement will be mandatory in Irag from
now on when insurance cover is arranged for a local risk. This aspect is one of the important
subjects of the current survey.

The fourth chapter, “Response to Insurance Claims’, describes the situation in Irag concerning
the environment and systems whereby insurance payments can be made in an appropriate
manner following the occurrence of accidents.

The fifth and last chapter, “Insurance-related Issues and Measures for Companies Entering the
Irag Market”, is a summary and compilation of ideas and thoughts about issues which need to
be addressed by foreign companies endeavouring to secure proper insurance arrangements in
Irag, aswell as measures to deal with such issues.

Organization of Survey and Resear ch

InterRisk Research Institute & Consulting, Inc. took charge of summarizing and managing the
survey, the drafting of survey items and contents, and the production of a report in Japanese.
Meanwhile, United Insurance Brokers, Ltd. (UIB) conducted the on-site survey and produced a
report in English.

The framework, including personnel appointed to undertake the survey, was as follows:
Project Management
InterRisk Research Institute & Consulting , Inc., Kiyoshi Y oshida, Mr

InterRisk Research Institute & Consulting , Inc., Shinya Matsui, Mr
InterRisk Research Institute & Consulting, Inc., Kenta Hitomi, Mr
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On-site Survey in lrag
United Insurance Brokers, Ltd., Director, George Kabban, Mr
United Insurance Brokers, Ltd., Director, Misbah Kamal, Mr
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General Remarkson Irag’sInsurance Market
Current Insurance Regulations

Background

The history of insurance regulation in Irag can be traced to the Ottoman Insurance Law of
1905. The first insurance regulatory act was put on the statute book in 1936. Thereafter
many acts were passed. In 1964, al insurance companies were nationalized and three
speciaist General Insurance, Life Insurance and Reinsurance companies were set up as
part of the State Insurance Organisation (SIO). The SIO was disbanded in the late 1980s.
This market structure continued until 1997 when it was decreed that private insurance
companies could be formed. The first such company, Dar Al-Salam Insurance Co, was
formed in 2000.

The current legislation, which is till in force, is the Insurance Business Regulation Law
2005 drafted under the guidance of USAID.

Effects of Current Legidation

The 2005 law created an open insurance market and pushed neo-liberalism to its extreme
by keeping silent on the requirement of the prospective insured to insure with an Iraqi
insurance company registered in Irag and licensed by the regulator, the Iragi Insurance
Diwan. In effect, non-admitted insurance has become possible.

The law provided for the creation of a supervisory authority, the Iragi Insurance Diwan,
and an association, the Iragi Insurance Association. It also made provisions for the
regulation of insurance agents and intermediaries. Other features of the law will be
highlighted under other headings of this paper, as appropriate.

Despite the criticism of the 2005 law by lragi insurance practitioners and the
representations made to the Diwan/Ministry of Finance, to amend the law no legisative
action has been taken in this regard.

L egidative Process

The Insurance Business Regulation Law 2005 did not go through a proper legislative
process. It was written by an American insurance commissioner retained by
USAID/BearingPoint Inc, borrowing extensively from the Jordanian Insurance Law of
1999. The law was called Order Number 10, part of the numerous orders promulgated,
following the occupation of Irag in March 2003, by the US Administrator of Iraq Paul
Bremer, May 2003 - June 2004.

Since 2005 when the first elected body, the Council of Representatives (Parliament) was
elected, laws are passed by parliament. Draft laws can be initiated by the council of
ministers or by parliament itself.

The Diwan is empowered by the 2005 law to issue instructions that have the force of law.
To date, the Diwan has issued 17 Instructions.

Statutory Tariffs

There are tariffs for various classes of insurance but they are not applied by insurance
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companies despite the instructions of the Association, the Diwan and Irag Reinsurance
Co. Of late, the Association issued Instructions Number 64 of 13 November 2011
Regarding Engineering Insurance requiring companies to apply the minimum rates.

Breach of the tariffsis due to the pressure of competition among the insurance companies
and the inability of the regulatory bodies to ensure compliance as, to date, there are no
penalties against those companies that are in breach. Furthermore, the companies that
breach the tariff, especialy when writing large risks, tend to bypass declaration of the
risk to the reinsurance treaties managed by Iraq Re. Thus, the latter is not aware of such
abreach.

Fines and Penalties

The 2005 Law includes a section on penalties for breaching certain provisions of the law.
These penalties apply to Iragi insurance and reinsurance companies or branches of
foreign companies licensed to operate in Irag.”

Fines and Penalties applicabletoinsurers

The following is a brief description of selected fines imposed by the Diwan. A more
detailed exposition can be provided, if required.

Transacting insurance business without alicense — minimum ID 50,000,000 maximum |D
250,000,000.

Transacting insurance business without setting up a guarantee in a bank operating in Irag
and approved by the President of the Diwan — minimum ID 25,000,000 maximum ID
50,000,000.

Contravening the provisions on the qualifications for the chairman, branch manager and
principal employees of insurance companies — minimum ID 15,000,000 maximum 1D
250,000,000.

Money laundering — minimum ID 100,000 maximum 5,000,000.
The decision on finesis subject to appeal within 30 days after issuing the decision.

Fines and Penalties applicableto brokersand others
<Insurance Brokers>

Directive Number 10 of 2006 regulates the activities of insurance and reinsurance brokers
operating in Irag. No specific penalties are stated in this directive.

<Insurance Agents>

No fines are mentioned in Directive Number 11 of 2008 regulating the licensing of

insurance agents but the President of the Diwan is empowered to suspend or cancel the
license of an agent who is in breach of provisions made in the directive.

1 To date, there are no branches of foreign insurance companies operating in Iraqg.
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1.1.6 Additional Note on the 2005 Law and Market

The law has been the subject of criticism by Iragi insurance practitioners. Some of them
have published papers in Arabic on the negative consegquences of the law. The brunt of
the criticism lies in the absence of any provision prohibiting non-admitted insurance.

The Ministry of Finance and Economy of the Kurdish Regional Government has set up a
committee in July 2010 to draft an insurance regulatory act for the Kurdistan Region.
The committee produced a number of recommendations to be the basis of the act. The
draft act itself has not been published. It contains a number of anomalies and
discrepancies.

It is expected that new privately owned insurance companies will be formed, the role of
the Diwan will be enhanced with the firming of the appointment of its acting president. It
is also expected that if the liberalization policy is implemented in full, the state-owned
companies will be restructured. This expectation is premised on a reported tender by the
Iragi government for consultancy on restructuring state establishments.

Another development is an increasing interest of Arab insurers and investors in Iragi
private insurance companies. One such insurer has increased its shareholding to be the
majority shareholder in a privately owned insurance company.

The common treaty programme for the market, managed by Iraq Re, has been renewed
for 2012.2 It is expected that the programme will remain in place until such time when
the ‘tension’ between the state-owned and private companies is no longer containable. It
is also possible that a private company, when it succeeds in developing its premium
income to a sufficient level that would be attractive to professional reinsurers, will break
away from the programme. Already, one of the insurance companies in the Kurdistan
Region, formed by Kurdish, Gulf and other investors, decided not to avail itself of the
common treaty programme and negotiated its separate treaties with a European
professional reinsurer. Another newly formed insurance company in the Region did the
same.

As the market becomes more confident of its abilities and negotiating position, based on
the growth of premium income and good loss experience, it is expected that many of the
treaty restriction currently in place will be amended or removed in the 2013 renewal
negotiations.

The treaty restrictions have prompted the leading companies to provide cover for
particular risks that are excluded from the common treaty programme of the market, e.g.
cover for terrorist acts as part of Group Personal Accident policies. The treaty exclusions
have also prompted the companies to form pools to cover excluded risks, e.g. a Pool for
Warehouses.

1.1.7 Capacity of Iraq’sInsurance Market

The underwriting capacity of the market, as determined by the existing 2012 reinsurance
treaties, isasfollows:

Fire& General Accident

Fire: USD 7 million any one risk sum insured for private insurance companies and USD 9
million for NIC and IIC.

2 The common treaty programme is brokered by a consortium of three brokers.
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General Accident: thisincludes various classes of insurance as follows:

] Group Life: USD 150,000 for NIC and 11C but USD 100,000 for other companies
per person. Persona Accident limited to Accidental death.

] Group and Individual Personal Accident: USD 200,000 for NIC and I1C but USD
100,000 for other companies.

" Medical Expenses (following Accident Only): USD 25,000 any one person and in
the aggregate per annum per policy.

" Burglary: USD 750,000 for NIC and I1C but USD 500,000 for other companies any

one risk.

" Plate Glass: USD 100,000 for NIC and 11C but USD 50,000 for other companies
any one risk.

= Cash in Safe: USD 1,000,000 any one risk.

Engineering

This class includes Contractors' All Risks and Erection All Risks and associated TPL,
Machinery Breakdown, Boiler and Pressure Vessel Explosion, Deterioration of Stock in
Cold Storage and the like.

Limit: USD 21 million any one risk with an Event Limit of USD 50 million.
Marine Cargo
Limit: USD 4 million per policy and/or per letter of credit and/or per sending.

Life lnsurance
Life Insurance Companies

There are no specidist life insurance companiesin Irag. At present, the two state-owned
companies, National Insurance Co (NIC) and Irag Insurance Co (NIC), are active in
writing group and individual life insurance policies. Until the late 1980s, Iraq Insurance
Co speciaized in life insurance business. Its monopoly on this class was ended when
NIC was permitted to write life business and 1IC itself was permitted to write general
insurance business.

Not al the private insurance companies transact life insurance at present. Their life
portfolio is small.

Neither IIC nor NIC or the private insurance companies have treaty reinsurance
protection for their life insurance portfolio.

Life Insurance Premium - General

Life insurance business in Iraq is underdeveloped especially individua life insurance.
The majority of policies are for group life. In 2009, the sums insured and premium for
individual and group policies were as follows:
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Table 2: Life Insurance Premium in Irag

All figuresin Iragi dinar

Item New Policies Existing Policies
Sum Insured 312,061,045,000 | 883,960,787,000
Premium 5,587,251,000 | 11,563,759,000

Figures compiled from scattered sources.

1.2.3 Lifelnsurance Premium- |IC

Iraq Insurance Company is the premier life insurer in Irag, a position that reflects its
specialisation in this class of business. Based on official figures obtained by IIC the

distribution of premium for the years 2006-2011 was as follows:

Table 3: Life Insurance Premium - |IC

All figuresin Iragi dinar

Year Premium
Group Life Individual Life
2006 135,366,000 2,076,592,000
2007 2,825,630,000 1,614,997,000
2008 3,182,681,000 2,077,832,000
2009 4,585,033,000 2,494,130,000
2010 11,506,748,000 300,301,000
2011 14,420,010,000 3,118,276,000

Source: Iraq Insurance Co.

1.2.4 Lifelnsurance Premium - Private Insurance Companies

At the time of making this report in 2012, we were able to obtain the following data from
two privately owned insurance companies.

Dar Al-Salam Insurance Co, 2008-2010 Life Premiums. No split of premium was given.

Table 4 :Life Insurance Premium - Private Insurance Companies
All figuresin Iragi dinar

Y ear Premium
2008 73,525,662
2009 81,377,456
2009 67,613,115

Source: Dar Al-Salam Insurance Co.
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Al-Hamra a Insurance Co, 2006-2011 Life Premiums

Table 5: Al-Hamra a Insurance Co, 2006-2011 Life Premiums
All figuresin Iragi dinar

Y ear Premium
Group Life Individual Life
2006 - 1,021,333
2007 - 1,001,400
2008 270,00 325,200
2009 5,078,970 1,112,200
2010 5,902,530 2,941,010
2011 15,586,666 4,603,990

Source: Al-Hamra a lnsurance Co.

Changesin Market Structure and Practices

Prior to the formation of the National Insurance Company in 1950 as a government
owned insurer, foreign insurance offices and agencies dominated the market, which was
open and competitive. Thefirst Iragi private insurance company, Rafidain Insurance Co,
was established in 1946. It was owned by Iragi and foreign interests. Other Iraqi private
companies were established after the 1958 revolution, notably Iraq Insurance Co and
Baghdad Insurance Company. The competitive market came to an end when the
insurance sector was nationaized in July 1964 and risk carriers were reduced to three
companies:

= National Insurance Co, for direct non-life insurances
= |rag Insurance Co, for direct life business
» |rag Reinsurance Co, for reinsurance business

These companies formed part of the State Insurance Organization (SIO), which also acted
as asupervisory authority.

The specialization of the two companies was ended in 1988 together with the ending of
compulsory cessions to Irag Re. The SIO was abolished in 1988 as part of restructuring
insurance business and the supervisory function was assigned to an insurance
commissioner at the Ministry of Finance.

In 1997, two laws were put on the statute book: Companies Law No. 21, which opened
the ground for the formation of private companies, and Law No. 22, which regulated the
activities of public (state-owned) companies.

Based on Law No 21 of 1997 a number of private insurance companies were formed in
2000. Others followed in subsequent years. Thus, barriers to entry of new insurers were
removed and competition started again, after more than three decades.

Today there are thirty insurance companies operating in lrag. They will be introduced
with more details in later sections of this report.

The 2005 Insurance Regulatory Law consolidated the competitive structure of the market,
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1.3.7

broadening entry to include operations by foreign insurance companies and insurance
entities. This law included provisions for procurement of insurance by public bodies
whereby procurement must be by tender and open to all Iragi registered insurance
companies. Thus, the historic traditional route of state establishments insuring with state
insurance companies ended. However, the tendency of seeking insurance from state-
owned insurance companiesis still in place.

Competition is intense and it is the subject of complaints in many insurance quarters but
so far, no attempt has been made to curb the deleterious effects of rampant competition.
While some insurance companies apply available tariffs, others disregard them and
neither the Iragi Insurance Diwan nor the Iragi Insurance Association has intervened
effectively to ensure that the interests of the insured are not prejudiced.

The Iragi Insurance Diwan does not carry out onsite supervision. It is expected that this
regulatory activity will evolve when the Diwan acquires a sufficient number of qualified
staff and the supervisory function becomes sophisticated.

The Iraqgi Insurance Association is slowly becoming active in providing some training,
guidance to insurance practice and beginning to compile information on market activity.
This development came after appointing a managing director for the Association who is
an experienced surveyor.

The market makes extensive use of questionnaires and proposal forms especialy for
construction and engineering business.

Underwriting and risk rating is made by the companies themselves. The state-owned
companies have separate departments for underwriting various classes of insurance. The
underwriting function in the private companies is mainly handled by their managing
directors as their staff is small in number and not all staff are proficient in insurance.

For major risks, the companies call mainly on international brokers to indicate rates and
other insurance terms or negotiate the same with professiona reinsurers in the
international market.

The selling of insurance policies is direct, as brokers have no role in distribution. A few
agents are engaged in production. The companies, especialy the state owned, have their
own in-house producers.

Surveys are provided by in-house surveyors, if the company has the resources to do so.
The majority do not have the requisite resources. The |OCs use the services of
international surveyorsto provide reinsurers with site survey reports.

Loss adjustment is carried in-house except that international foreign companies will rely
on international loss adjusters. The latter are usualy nominated by reinsurers and/or
recommended by international brokers.

Direct brokers are not a feature of the market although the 2005 law provides for their
establishment and regulation of their activities. International brokers, placing business on
behalf of their international clients with Iragi insurance companies, earn their income in
the form of a fee from the direct client or brokerage from reinsurers with whom the
businessis placed.
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Bureaucracy is a feature of insurance operations with most powers and decision-making
concentrated in the hands of managing directors. This applies, with some variation, to the
state and private insurance companies.

Overall, the practices of the market are inherited from the past and the long years of
sanctions and wars that have cut off the market from developments outside Irag.

Iragi insurance companies do not have a rating classification. So far, none of the
companies has sought a rating from one of the international rating agencies.

It is expected that the market will consolidate by virtue of mergers between the smaller
insurance companies in order to meet the new capital requirements of 1QD 5,000,000,000
(= USD 4,300,000 approximately) rising later to IQD 15,000,000,000. It is also expected
that Arab and foreign insurance companies will acquire some of the Iragi companies
especially those that cannot meet the new minimum capital requirements.

The mortality tables used for life insurance are old. The market has first used French
tables dating back to the 1890s followed by Indian tables (1925-1935). The French
mortality tables were still in usein early 1975 when a new tariff was introduced based on
a 1958 US mortality table. Irag is not unique in this regard, as other Arab insurance
markets also do not have their own mortality tables. Selection and assessment of
applicants for life insurance relies mainly on a Swiss Re underwriting guide and
sometimes the Munich Re guide or that of Mercantile & General.

Size and Characteristics of the Irag Insurance Market
Lack of Consistent Data

There are no market-wide statistical data. Most of the insurance companies do not
publish their annual reports. There is no consistency in the compilation and classification
of premiums and other relevant statistics, when these are available.

Our research found some hearing information by an international reinsurance broker who
had discussed with the managing director of the Iragi Insurance Association the
importance of compiling data on activity in the market. The fruit of that discussion is a
32-page study by the Association that has not yet been approved by the Association’s
board.

NIC Earned Premium 2006-2010

NIC, being a state-owned company, reports its results to the Ministry of Finance. The
results of the company for this period are summarized in the table below. The earned
premium isfor all classes of insurance
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Table 6: NIC Earned Premium 2006-2010
All figuresin Iragi dinar

Year Earned Premium
2006 15,507,013,000
2007 19,810,973,000
2008 42,859,018,000
2009 48,281,770,000
2010 60,581,538,000

Source: NIC

The figures show a steady annual increase in premium reflecting partly improved security
conditions and increasing economic activity especialy at state level. The majority of
state enterprises resort to buying protection from NIC despite the provisions of the 2005
Insurance Law to tender their insurance programmes.

Irag Re Written Premium 2005-2011

Table 7: Irag Re Written Premium 2005-2011
All figuresin Iragi dinar

Y ear Written Premium
2005 3,693,000,000
2006 5,614,000,000
2007 7,069,000,000
2008 8,647,000,000
2009 12,977,000,000
2010 10,083,000,000
2011 14,137,000,000

Source: Iraq Re

For more information on market premium, please read item 1.5.4 below.

1.5 List of Major Non-Life Insurance Companiesin Iraq
151 Listof Iragi Insurersand Reinsurers
As at June 2012, there were 30 registered insurance and reinsurance companies licensed
by the Iragi Insurance Diwan (the insurance supervisory authority) listed below in
alphabetical order.
Table 8: List of Iragi Insurers and Reinsurers
No Name Selected Remarks
1 | Ahlialnsurance Company Established in 2000. Managed by an
experienced ex member of NIC.
2 | Al-Ameen Insurance Company Established in 2000.
3 | Al-Batik Insurance Company
4 | Al-lktisaad Insurance Company
5 | Al-Hamra alnsurance Company Established in 2001. Managed by a
qualified non-practising doctor of
medicine.
6 | Al-Khair Insurance Company Managed by an ex staff member of Irag
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7 | Al-Reham Insurance Company

8 | Al-Maseer Insurance Co

9 | Al-Watan Insurance Company

10 | Asialnsurance Company Newly formed; commenced operations
in June 2012

11 | Badialnsurance Company Established in 2011. Recently it
recruited awell experienced insurance
practitioner as managing director but
left because professional standards
were hot kept by the company.

12 | Cihan Insurance Company Managed by the ex-director general of
NIC, pensioned off after 2003.

13 | Dar Al-lrag Insurance Company

14 | Dar Al-Salam Insurance Company Established in September 2000. It was
the first private company to be licensed
on the basis of Companies Law No 21
of 1997. Managed by an ex senior staff
member of Irag Insurance Co.

15 | DilniaInsurance Company Managed by an ex NIC lawyer but left
to work for Kar Insurance Co.

16 | Gulif Insurance and Reinsurance | Despite thetitle, the company does not

Company transact reinsurance. Managed by an
ex staff member of NIC.

17 | Irag International Insurance Company | Managed by the highly experienced ex
manager of NIC’s Engineering
Reinsurance Branch

18 | Iragi Insurance Company Has a strong life portfolio reflecting its
origins as alife company until 1988
when its specialisation was ended.

19 | Iragi Reinsurance Company The only professional reinsurance
company in the market. It was
established in 1960.

20 | Kar Insurance Company No officially appointed managing
director but practically managed by an
experienced ex legal officer of NIC.

21 | Kurdistan Insurance Company Managed by an ex staff member of
NIC.

22 | Middle East Insurance Co

23 | Moa lim Insurance Company Branch of an Iranian company.

24 | National Insurance Company The oldest company in Irag, established
in 1950. It hasasmall portfolio of
reinsurance business.

25 | Shatt Al-Arab Insurance Company Managed by the ex-manager of NIC's
technical department.

26 | StarKar Insurance Company Thefirst privately owned insurance
company formed in the Kurdistan
Region of Iraq. Managed by an ex
senior member of I1C.

27 | Trust House Insurance Company The company islinked to a Gulf
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insurance group.

28 | Union International Insurance | Managed by an ex senior marine officer
Company [Al-Etihad] of Irag Re.
29 | Ur International Insurance Company The company islinked to a UAE

insurance company. Managed by a
highly experienced ex senior member
of IIC.

30

Wadi Al-Rafidain Insurance Company

152
1521

Geographical Distribution.  Dilnia Insurance Company, Kar Insurance Company,
Kurdistan Insurance Company, StarKar Insurance Company, Trust House Insurance
Company, Asia Insurance Company and Ur International were incorporated in the
Kurdistan Region of Irag. Asiaand Dilnia operate from Sulaymaniyah; the others operate
from Erbil.

The majority of the other companies are headquartered in Baghdad. Some of them have
branches in other governorates. NIC has the largest network of branches followed by 11C
and Al-Hamra a

Private and State-Owned Companies. Irag Insurance Co, Nationa Insurance Co and
Iraq Reinsurance Co are all state-owned. All other companies are privately owned, some
of which have Arab and foreign shareholding.

Foreign Insurance Companies. At present, there are no foreign insurance companies or
branches of such companies registered in Iraq other than Moa lim Insurance Co.

Brief Assessment of I nsurance Companies
General Remark

The private insurance companies produce approximately 20% of the market's total
written premium. The largest producer in 2010 was Al-Hamra a Insurance Company
with a premium of 1QD 1,548,189,147.

The major insurance companies are first NIC followed by 11C, both of which dominate
the market in terms of premium income, capital and staff number as well as financial
resources. Among the privately owned insurance companies, outside the Kurdistan
Region, the following stand out.

¢ AhliaInsurance Co

o Al-Etihad Insurance Co

¢ Al-Hamra a Insurance Co

o Almaseer Insurance Co

e Dar Al-Salam Insurance Co

e Irag International Insurance Co

In the Kurdistan Region, Ur International Insurance Co is said to be the most professional.
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1.5.2.2 Number of Employeesof Iraqgi | nsurance Companies

Our research has found some information to help decision-making on the selection of
insurance companies with whom Japanese principals, contractors and their insurers can
work. It is now found that the number of employeesis not crucial in the selection process
but it isafactor to be taken into account.

Table 9: Number of Employees of Iragi Insurance Companies
As of the end of July, 2012

No Company Name Number
of
Employees
1 | Ahlialnsurance Co® 19
2 | Albadialnsurance Co 4
3 | Al-Etihad International Insurance Co 18
4 | Al-Hamra alnsurance Co* 34
5 | Al 5I ktisad International General Insurance 56
Co

6 | Al-Khair Insurance Co 6
7 | Almaseer Insurance Co 11
8 | Asialnsurance Co 25
9 Dar Al-Salam Insurance Co 22
10 | Dilnealnsurance Co 5
11 | Gulf Insurance Co 6
12 | Irag Insurance Co 345
13 | Iraqg International Insurance Co 8
14 | Kar Insurance Co 7
15 | Kurdistan International Insurance Co 3
16 | Nationa Insurance Co® 729
17 | StarKar Insurance Co 20
18 | Ur International Insurance Co 8

Not all these numbers are accurate as the respondent managing directors of some of the
companies stated that the numbers are approximate, possibly reflecting temporary
employment of producers. Pouching of producers and other staff is common asthereisa
dearth in producers with insurance expertise and qualified staff. Most of the figures were
obtained in the course of meetings between an international reinsurance broker and the
companies in Baghdad or through correspondence. The other companies whom they have
approached have not responded.’

311 at head office in Baghdad and 8 at the Basrah Branch.
4 The Financial Statements of the company for the year ending 31.12.2011 state the number of employees to be 22.
The additional 12 employees could be new recruits or producers.
The company is linked to a bank and some of the employees are stationed in the bank’ s branches to administer letters
o of credit and where possible direct clients to the company.
The NIC figure is for the year 2010. In 2009, the number of employees was higher at 745. NIC suffers from over
staffing.
" The information under this section is taken from the Onsite Investi gation Report dated 12 July 2012.
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15.3 Capital of Insurance Companies

The capital of the companies should be judged against the legal minimum requirements
that are as below, based on the Diwan Directive Number 14 of 2009.

Table 10: Capital of Insurance Companies

All figuresarein Iraqgi dinar

Category of Insurance Minimum Capital
Business
General insurance 1,500,000,000
Life insurance 2,000,000,000
General and Life insurance 2,000,000,000
Reinsurance only 3,000,000,000

Source: Iragi Insurance Diwan

Discussions are underway to set the minimum capital at 1D 15,000,000,000. The
regulatory intention is to create financialy strong companies and mandating a capital
increase is the instrument chosen by the Diwan. If this minimum capital is legislated, it
might lead to merger of smaller companies.

Directive No 15 of 2011 provides for a minimum capital of 1QD 5,000,000,000. After
the date of implementation of this directive the minimum capital will be 1QD
15,000,000,000. The directive will become effective when it is published in the Iraqi

Official Gazette.

Directive No 16 of 2011 sets the minimum guarantee for transacting insurance activity as
follows:

Table 11: Minimum guarantee for transacting insurance activity
All figuresarein Iragi dinar

Type of Activity Minimum
Guarantee
Genera Insurance 5,000,000,000
Life Insurance 7,000,000,000
Reinsurance Only 10,000,000,000
Generd & Life Insurance 7,000,000,000

Source: Iragi Insurance Diwan

These changes will take effect after publication of the directive in the Official Gazette.
Here follows alist of Iragi insurance companies and their capital as at June 2012.2

8 Based on reliable sources, there are at least two ‘insurance companies that transact business without a license from
the Diwan, one in Basrah and one in Baghdad.
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Table 12: Capital of each Iragi company

All figuresarein Iragi dinar unless otherwise indicated

No Name Capital

1 | Ahlialnsurance Company 1,508,000,000
2 | Al-Ameen Insurance Company 1,250,000,000
3 | Al-Batik Insurance Company 2,000,000,000
4 | Al-Eqgtisad International General Insurance Company 5,000,000,000
5 | Al-Hamra aInsurance Company”’ 2,000,000,000
6 | Al-Khair Insurance Company 1,000,000,000
7 Al-Maseer Insurance Company 1,500,000,000
8 | Al-Reham Insurance Company 500,000,000
9 | Al-Watan Insurance Co 1,500,000,000
10 | Asialnsurance Company 30,000,000,000
11 | Badialnsurance Company 2,000,000, 000
12 | Cihan Insurance Company 1,500,000,000
13 | Dar Al-lrag Insurance Company 1,000,000,000
14 | Dar Al-Salam Insurance Company 2,400,000,000
15 | DilniaInsurance Company 1,000,000,000
16 | Gulf Insurance and Reinsurance Company 1,000,000,000
17 | Irag International Insurance Company 1,650,000,000
18 | Iragi Insurance Company 3,200,000,000
19 | Iragi Reinsurance Company™® 3,000,000,000
20 | Kar Insurance Company ™ 40,000,000,000
21 | Kurdistan Insurance Company 1,000,000,000
22 | Middle East Insurance Co 1,000,000,000
23 | Moa lim Insurance Company™ Not available
24 | National Insurance Company 15,000,000,000
25 | Shatt Al-Arab Insurance Company 3,000,000,000
26 | StarKar Insurance Company 500,000,000
27 | Trust House Insurance Company 1,012,000,000
28 | Union International Insurance Company [El-Etihad] 2,000,000,000
29 | Ur International Insurance Company 2,250,000,000
30 | Wadi Al-Rafidain Insurance Company 5,000,000,000

Source: Iragi Insurance Diwan, direct communication with insurance companies.

154 Development of Written Premium in Iraq 2006-2010

The table below is in respect of Fire, General Accident and Engineering for which the
Iragi insurance market has treaty reinsurance. 1IC, NIC and some private insurance
companies write other classes of insurance for their own account, e.g. life, agricultura
insurance, complementary motor own damage liability and bodily injury that are not
covered by the current treaties.

® The company is in the process to increasing its capital to 1QD 3,000,000,000 (three billion).

10 pians are underway to increase the paid up capital to 1D 14,000,000,000 to be financed from reserves.

1K ar Insurance Co has not applied for license from the Iragi Insurance Diwan. Thus, it has no authorization to transact
insurance business outside the Kurdistan Region of Irag.

2 Thisis a branch of an Iranian company.
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Table 13: Development of Written Premium in Iraq 2006-2010

All figuresarein Iragi dinar

Branch Y ear Premium Paid Claim
Fire 2006 1,472,524,635 395,241,006
2007 1,671,107,214 264,199,877
2008 2,326,690,209 734,299,953
2009 2,446,301,935 2,716,894,738
2010 3,411,101,462 656,219,307
General 2006 398,398,884 102,635,370
Accident 2007 434,578,392 63,776,832
2008 1,157,685,841 53,052,577
2009 624,997,666 38,056,479
2010 487,927,845 56,524,087
Engineering 2006 2,891,693,053 188,748,885
2007 3,939,201,364 87,506,795
2008 7,074,457,968 68,560,500
2009 5,900,909,569 266,313,778
2010 4,083,044,872 32,371,000

Source: Iragi Reinsurance Co.

155 Sizeof Premium Volume
1.5.5.1 General Presentation

The information required is not readily available in respect of premium volume as there
are no published statistics for individual companies or for the entire market yet. The
following, however, can be presented.

Table 14: Size of Premium Volume
All Figuresin Iragi dinar unless otherwise specified

Name 2008 2009 2010

Ahlia Insurance Company 779,082,320 498,720,717 379,776,448

Al-Hamraa | nsurance Company 9,074,763,632 | 1,066,136,516 | 1,548,189,147

Al-Khair Insurance Company 353,166 300,000 N/A

Figuresin USD

Dar Al-Salam Insurance 577,953,566 546,390,021 526,234,884
Company

Gulf Insurance and Reinsurance 74,738,288 183,188,264 310,073,607
Company

Iragi Insurance Company 9,739,579,000 | 11,092,391,00 | 18,891,893,00

Figuresinclude life insurance 0 0
premium

Iragi Reinsurance Company 8,647,000,000 | 12,977,000,00 | 10,083,000,00

0 0

National Insurance Company 42,859,018,00 | 48,281,770,00 | 60,581,538,00

0 0 0

Shatt Al-Arab Insurance 44,254,269 52,119,932 308,556,620
Company

Source: insurance companies.
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1.5.5.2 Iraq Insurance Co— Premium Development 2006-2011

Table 15: Iraq Insurance Co — Premium Devel opment 2006-2011

All figuresarein Iraqgi dinar

Branch Y ear Premium
General Insurance 2006 115,259,600
2007 3,086,030,000
2008 4,550,114,000
2009 4,013,218,000
2010 4,558,814,000
2011 6,754,893,000
Group Lifelnsurance 2006 135,366,000
2007 2,825,630,000
2008 3,182,681,000
2009 4,585,033,000
2010 11,506,748,000
2011 1,442,001,000
Individual Life Insurance 2006 2,076,592,00Q
2007 1,614,997,000
2008 2,077,832,000
2009 2,494,130,000
2010 300,301,000
2011 3,118,276,000

Source: Iraq Insurance Co.

1.5.5.3 Ahlialnsurance Co - Premium Development 2006-2011

Table 16: AhliaInsurance Co - Premium Devel opment 2006-2011

All figuresarein Iragi dinar

Y ear Premium
2001 52,250,202
2002 10,1926,204
2003 59,684,265
2004 202,696,000
2005 337,523,593
2006 378,330,425
2007 324,957,338
2008 599,189,998
2009 455,942,051
2010 337,061,828
2011 674,543,839

Source: Ahlialnsurance Co.

15.5.4 Al-Hamra'alnsurance Co — Premium Development 2006-2011
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Table 17: Al-Hamra alnsurance Co — Premium Development 2006-2011
All figuresin Iragi dinar

Branch Y ear Premium
(written)
Fire 2006 63,224,194
2007 50,488,083
2008 284,939,745
2009 169,342,377
2010 486,014,456
2011 439,474,080
General Accident 2006 14,574,458
2007 161,360,467
2008 259,699,551
2009 3,550,834,993
2010 579,457,110
2011 6,296,619,008
Engineering 2006 -
2007 75,547,494
2008 4,108,071
2009 43,459,062
2010 183,212,160
2011 3,317,838,713
Group Life 2006 -
2007 -
2008 270,000
2009 5,078,970
2010 5,902,530
2011 15,586,666
Individual Life 2006 1,021,333
2007 1,001,400
2008 325,200
2009 1,112,200
2010 2,941,010
2011 4,603,990

Source: Al-Hamra a lnsurance Co.
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15,55 Al-Khair Insurance Co — Premium Development 2006-2011
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Table 18: Al-Khair Insurance Co — Premium Development 2006-2011
All figuresin Iragi dinar

Branch Y ear Premium
Fire 2006 -
2007 -
2008 1,056,000
2009 252,000
2010 151,000
2011 151,000
General Accident 2006 -
2007 -
2008 5,456,000
2009 3,750,000
2010 10,970,000
2011 3,880,000
Engineering 2006 -
2007 197,920,000
2008 2,365,000
2009 324,310,000
2010 80,857,000
2011 158,450,000
Lifeand related insurances 2006 -
2007 -
2008 -
2009 -
2010 -
2011 -

Source: Al-Khair Insurance Co.

Who Supervises Non-L ife Insurance Companies?

The supervisory function is discharged by the Iragi Insurance Diwan (Diwan) formed on
1% June 2005 in accordance with the Insurance Business Law of 2005, known as Order
Number 10. The supervision appliesto life and non-life companies as well as reinsurance
companies and related insurance entities. At present, July 2012, there is only one
reinsurance company, the state-owned Iraq Reinsurance Company (Irag Re). This
company was established in Baghdad in 1960.

The Diwan is not comparable to the UK Financial Services Authority (FSA) as it lacks
the necessary complement of qualified staff to carry out the proper work of supervision.
Moreover, the Diwan does not conduct onsite investigation of the insurance companies.
The regulatory function of the Diwan has, so far, been confined to licensing companies to
transact insurance and issuing a number of Directives. Some of these directives include
regulation of the following:

= Calculation of technical provisions



1.6
16.1

16.2

= The Minimum Guarantee

= Security deposit

= Accounting policies to be followed by insurance companies
» |nvestment of insurance funds

= Determine the nature and location of the insurer’s assets corresponding to its
insurance obligations

= Branches of insurance

= Granting license to practice insurance and reinsurance business

= Solvency margin

= Insurance brokers and other entities, e.g. assessors and |oss adjusters.

To date, the Diwan has no permanent president. The current occupant of the position, an
ex NIC accountant, is employed as acting president.

Direct and Reinsurance Broking
The Regulatory Framework

The activities of direct and reinsurance brokers are regulated by the Diwan. Its authority
in this regard is derived from the Insurance Business Regulation Law of 2005. The
relevant articles are 12 and 76

Article 12, sub-article 12 states that

The president of the Diwan shall, (90) ninety days after his appointment, issue
instructions to regulate:

12. the requirements and conditions of regulating the business of insurance
service providers, and set the bases for their regulation and supervision.

Article 76 of thislaw states that

No person is permitted to practice the business of insurance broker or
reinsurance broker except after obtaining a license from the Diwan in
accordance with the conditions set in instructions by the president of the Diwan
to regulate that person’s business, his liability and procedures and requirements
for hislicensing.

The detailed instructions for the operation of brokers were included in Directive Number
10 of 2006 consisting of 7 articles.

The Practice

Despite these regulations, insurance companiesin Irag, while they are happy to work with
reinsurance brokers, tend not to entertain working with direct brokers; they look upon
brokers as though they are taking business away from the companies. The market has no
traditions of direct insurance broking. Production of business was either by in-house or
external producers. The 1960s and 1970s saw a flourishing of private insurance agencies
producing business to the state-owned NIC and |1C.
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1.6.3 Direct Distribution

At present the distribution of insurance business continues to be on a direct basis by the
insurance companies themselves. The two state-owned companies have their own
salaried producers. Most of the private companies have no matching producers; their
managing directors and other senior staff engage in production.

1.6.4 Treaty and Facultative Broking Services

The insurance companies do not have their own treaty reinsurance brokers other than two
of the insurance companies operating in the Kurdistan Region. All the other insurance
companies have a consortium of three London-based international reinsurance brokers
handling the common treaty programme of the market through Irag Reinsurance
Company.

For their facultative requirements, the insurance companies rely on members of the treaty
broker consortium. Not all facultative inquiries pass through Iraq Re; thisis particularly
the case with mgjor risks, e.g. the risks of the I0OCs that are ‘controlled’ by the latter to
make use of their own captive insurance companies.

1.7 Compulsory Insurances and Supplementary Information on
Compulsory Insurance

1.7.1 Motor Third Party Bodily Injury

The Law on Compulsory Insurance Against Motor Accidents (Law Number 82 of 1980)
and its amendments regulates the cover for third party bodily injury. The law is based on
the presumptive liability of motorists, i.e. replacing the contractual relationship between
the insured and insurer with a legal relationship so that al vehicles in Irag would be
automatically covered.

Initially, paper work was involved to confirm payment of premium and coverage but this
reguirement was removed by subsequent amendment of the law. In 1988, cash payment
for the compulsory premium was replaced by alevy on the petrol purchased by motorists.
Part of the revenue from petrol sale is then transferred by the Oil Products Distribution
Company, part of the Ministry of Qil, to amotor fund out of which claims are financed.

Motor claims are exclusively handled by the state-owned National Insurance Co.*®

Comprehensive Motor Insurance, excluding third party bodily injury, is available from
the private and state insurance companies but at present, these companies do not have
reinsurance treaty protection for this class of insurance.

Compulsory Motor Insurancein Kurdistan-Iraq

Law Number 82 of 1980 has not been effective in the Kurdistan Region of Iraq since
1991 when the government at the time freezed the work of al state-owned establishments
and withdrew their staff.

The cabinet of the Kurdish Regional Government (KRG) issued its own Regulation of
Compulsory Motor Insurance Law Number 9 of 2011. Thethird party liability cover isto

3 some of the privately owned insurance companies have voiced objections to the exclusive role of NIC as it it is
privileged with getting a management fee for the administration of claims.
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be provided competitively by insurers licensed by the KRG's competent departments.
The cover isin respect of bodily injury only.

Contractors All RisksInsuranceincluding Third Party Liability

Contractors All Risks (CAR) is compulsory for al state contracts. Thisis based on the
directive issued in 1971 by the Planning Board of the Ministry of Planning (since 2003
the name changed to Ministry of Planning and International Co-operation). The directive
provided for the following:

1. Adopting a unified wording for all civil engineering construction contracts carried
out for the benefit of the public sector.

2. Government departments not to sign contract with the contractor (private or public,
domestic or foreign) after the award unless the contractor demonstrates that
insurance quotations are being obtained.

3. No advance payment or other payments due to the contractor are made unless the
appropriate insurance policy is produced.

This directive was confirmed in recent years by the Ministry of Planning and
International Co-operation.

Some contractors do not follow the directive strictly, as they insure the construction
works outside Irag on a non-admitted basis. When the principa asks for a policy
document they obtain a receipt from one of the privately-owned Iragi insurance
companies that they have paid the premium. In these cases, the premium is not shown on
the receipt and the policy arranged with an Iragi insurance company is for limited
coverage.

The state-owned and some of the better organised privately-owned insurance companies
have criticised this practice asit is detrimental to the interests of Irag’s insurance market
— abusing regulations, undermining underwriting standards, siphoning off premium
outside Iraqg.

Contractual Insurances

These insurances are not required by law but by contract. For example, the contracts
associated with the ail licensing rounds require that the the International Oil Companies
(I0Cs) and their contractors and sub-contractors take out a number of insurance covers
that are common in the international energy industry. The insurances are not specified in
the model contracts (article 24) but usually they include Marine Cargo, Construction,
Operators Extra Expense, Operational Property and Third Party Liability insurances.

Other Classes of I nsurance

At present, there are ho compulsory insurances for other classes. Employee related
insurance covers like Personal Accident, Employer’s Liability and Medical Insurance
including Repatriation are taken out by international contractors operating in Iraqg.

Other forms of insurance like Kidnap and Ransom, Sabotage and Terrorism are also
arranged by international contractors with risk carriers outside Iraq but the practice is not
uniform.
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Marine Cargo Insurance

Procurement of cover from Iragi insurance companies is left to the discretion of the
insured except that state organisations tend to insure with the state-owned companies.
The volume of marine premium is still small because contracts are not arranged on C&F
basis.

Recent developments, however, point to a change that will benefit Iragi insurance
companies. This is particularly visible in the insurance taken out by 10Cs. When
importing equipment and material for the development of Iragi oil fields, 10Cs are
required to produce certificate of origin (boycott regulations) and insurance policy issued
by an Iragi authorised insurance company (mandating insurance with a licensed Iraqi
insurance company).

Admitted ver sus Non-Admitted I nsurance

Although the 2005 Law stipulates that only registered insurance companies can transact
business in Irag, it is silent on the subject of admitted and non-admitted insurance. This
silence has provided a “license” to the insured, especialy foreign corporations, large and
small, to insure their Iragi risks abroad with their captive insurance companies and/or
with open market insurers and reinsurers.

The bypassing of registered Iragi insurance companies was very strong immediately after
2003 but it is still practised, as non-admitted insurance is not prohibited and there are no
penalties or fines for insuring outside the regulatory framework. The only restriction is
contractual as is the case with the oil contracts that mandate arranging insurance cover
with an Iragi insurance company.

There are no provisions in the law requiring non-admitted insurers to file their activity
with the Diwan. If aforeign risk carrier wishes to operate in Iraq, by establishing a full-
fledged company or opening a branch, then it has to seek alicense from the Diwan.

If a class of insurance is not available in Iraq's insurance market, the insured can seek
cover from the international insurance market.

Despite the absence of prohibition against non-admitted insurance the genera trend is to
insure with insurance companies registered with the Diwan. One reason is that state
contracts now stipulate insuring with an Iragi registered insurance company. In asimilar
vein, the contracts relating to the three ail licensing rounds mandate insurance with an
Iragi insurance company. The reader’ s attention is drawn to items 1.7.3 and 1.7.5 above.

Any suggested insurance programme shall be dependent on the nature of the contract. |If
the contract(s) stipulate arranging insurance policies with an Iragi registered insurance
company, then this can be done with either a public or private sector insurer. Depending
on the details and complexity of the project, major international reinsurance brokers can
recommend a panel of insurers.

Additionally, major international reinsurance brokers can place the policies with a local
insurer and then arrange reinsurance with A-rated international underwriters including a
Japanese insurance company. Major international reinsurance brokers can also negotiate
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minimum retentions locally.

If the contract(s) are silent on the use of local insurance, then the contractor has the
choice of deciding to insure locally or not. In the absence of contractual requirements,
the contractor can arrange a project’s insurances on a non-admitted basis. However,
international reinsurance brokers would recommend that as a minimum a local insurer is
utilised for third party liability covers, as this would add value in the event of local
litigation. Indeed, it would even be better to insure al covers, subject to terms to be
determined, with Iragi insurers as this would demonstrate a commitment by the foreign
contractor to working with Iragi service suppliers and hence contributing to the Iragi
economy.

Summary and Trends of Outward Reinsurance

There are no legal restrictions on Iragi insurance companies regarding buying facultative
or treaty reinsurance outside Irag. As the financia resources of the majority of the
insurance companies are meagre, the companies rely heavily on reinsurance protection
through the common treaty programme managed by Irag Re or through facultative
arrangements from international (including the treaty leader), regional insurance and
reinsurance companies. Magjor international reinsurance brokers can assist in directing
facultative risks to the Japanese insurance market.

Some of the private insurance companies tend not to declare al the business they write to
Irag Re. They write the business cheap and pass it on to a regional company which
‘hides’ the businessin itstreaty bordereaux. Thisisa‘dangerous game but it is common.

Insurance companies are free to join the Irag Re managed treaties or buy treaty protection
from the international market. So far, only two privately owned companies, located in
Erbil and Sulaymaniyah in the Kurdistan Region of Irag, have arranged their treaties with
international reinsurers bypassing Iraq Re completely.

It is expected that some of the companies, once they develop their premium income
substantially, will leave the Irag Re programme and buy reinsurance, directly or via
brokers, from international reinsurers.

The two state-owned companies are not particularly happy with the behaviour of the
private companies in quoting cheap and siphoning premiums abroad rather than feeding
the Irag Re treaties to make these treaties balanced and contribute to the growth of
premium income. So far, Irag Re has not been able to discipline the direct insurance
companies, who also produce the losses for the treaties adding to the complaint of the two
state-owned companies.

It is expected that the displeasure of the two state-owned companies will lead them to
leave the partnership with Iraq Re. What is stopping them from doing this, at the present,
isthe pressure of the Ministry of Finance to keep Iraq Re going. At present, Iraq Re itself
does not write non-Iragi business asit is not arated reinsurer.

IOCs achieve their desired ends through fronting arrangements where the Iragi insurer is
reduced to an office issuing the policy document and the services associated with that and
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its role ends with that. The insistence of some privately owned insurance companies on
not retaining any portion of the risk complements the desire of 10Cs and other large
corporation to reinsure with their captives and/or with open market reinsurers.

1.95 Insurance Pools

Because of the exclusions in the common treaties of the market, Iragi insurers have set up
the following pooals:

= Cashin Transit Pool
=  Cashin Safe Pool
»  Warehouse Pool**

1.10 Obligatory Reinsurance Cessions

Until 1988, insurance companies (there were only two companies then) were obliged to
cede part of their portfolios to Iraq Re. Law No 136 of 1988, amending Law No 21 of
1960 establishing Iraq Re, ended all compulsory cessions.

Today, Irag Re continues to operate without the privilege of enjoying legal compulsory
cessions from Iragi insurance companies. Under the provisions of the 2005 Law (article
27), insurance companies are permitted to “reinsure inside or outside Irag.”

Iraq Re's role today is to handle the common treaty reinsurance programme of Iraqi
insurance companies. These companies, public and private, do not have their own
separate treaty protections (other than two companies in the Kurdistan Region). Within
the existing Irag Re bouquet of treaties, the two state-owned companies enjoy certain
benefits: higher underwriting limits.

1.11 ODA Projects

1.11.1 Previous Experience on ODA Projects

ODA projects after 2003 were insured on a non-admitted basis because the relative
contracts did not contain insurance clauses. Indeed, some contracts authorised the
donor/contractor to insure outside Irag. The UN projects in Iraq were also silent on
insurance; hence, contractors working on such projects either did not buy insurance or
arranged for insurance outside Irag. None of these projects has given rise to dispute,
between the donor and recipient, over the arrangement of insurance protection.

The majority of Iragi insurers are not aware of ODA and projects associated with it.
Some insurers have not heard of ODA. The Iragi insurers do not know how different the
ODA projects are from other projects and different forms of aid although Japan pledged
USD 5 billion, including USD 1.5 bhillion as grant aid, at the October 2003 Iraqg
Reconstruction Donors Meeting in Madrid.

Therefore, the issue of insuring ODA projects have not crossed the mind of Iragi insurers.
Some of them are aware of US DBA (Defence Base Act) insurance requirements but
none of these were insured by them. They all ended being insured outside Irag.

14 Coverage is limited to Property Damage only. The current capacity of the pool is IQD 1,885,000,000 (Fire) and 1QD
1,475,000,000 (Burglary).
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1.11.2 Availability of Information on ODA Projects Insurances in Iraq

There are no published data on ODA project insurances arranged by foreign contractors
with Iragi insurance companies.

No foreign contractor, from any country, or their donor principals, implementing an ODA
project in Irag, were questioned by either the Diwan or other competent Iragi departments
for not insuring the project’ s risks with an Iragi insurance company.

No attempt has been made by any insurance entity in Iragq to compile information on
ODA projects or their insurances.

1.12 Insurance and Reinsurance Premium Tax
1.12.1 Stamp Duty

Based on the Stamp Duty Law Number 16 of 1974, all written insurance premiums attract
the following stamp duty:

Life Insurance

5% of the premium.™ This category includes life, personal accident and related
insurances. The duty appliesto the Policy and its Endorsements.

Transport Insurance

2.1% of the premium. This category includes transport by sea, inland water, land and air,
marine and aviation hull. The duty applies to the Policy and its Endorsements.

All other Classes of Insurance

3.1% applied to the Policy and its Endorsements. This is a broad category that includes
non-marine and liability insurances.

The law states that the stamp duty shall be collected from the insurance company but the
law does not state if the duty is loaded on the premium and paid by the insured or paid by
the insurance company. One interpretation is that the context points to the duty to be paid
by the insurance company; hence, the burden of the stamp duty lies with the insurance
company.

Practice, though inconsistent, differs as some insurance companies collect the duty from
the insured while other insurance companies pay the duty themselves. In the latter case,
the insurance company will seek reimbursement for the stamp duty from reinsurers. This
isjustified on the ground that payment of the duty is part of the cost of production of the
business to reinsurers.

Because of the lack of clarity in thelaw, it is recommended that the issue of stamp duty is
resolved with the Iragi insurance company and/or the foreign reinsurance company prior

15 Although this percentage appears in the law, it iswrong. Some international reinsurance broker checked it with the
legal counsel of a privately owned insurance company and he confirmed that it must be a printing error.
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to the issuing of insurance policies.

1.12.2 Insurance & Reinsurance Premium Tax
Direct Insurance Premium

The same Stamp Duty Law Number 16 of 1974 mandates that a duty of 0.1%, applied to
the total written premiums, shall be collected from the insurance company.

Insurance companies have to pay the duty in two instalments. The first instalment on 1%
July of each year and the second instalment on the following 1% January.

Reinsurance Premium

Thereis no duty on reinsurance premiums.

1.12.3 Stamp Duty in the Kurdistan Region of Iraq

Stamp Duty Law Number 3 of 1993, issued by the Kurdistan Regional Government,
regulates the application of stamp duty. It follows the 1974 law except that a duty of
0.2%, applied to the total written premiums, shall be collected from the insurance
company.

1.12.4 Other Charges

Insurance companies also pay charges for transacting business. These charges are for
their own account and are not passed on to the insured.

Other charges include 1% levy on the gross premium payable annually to the Diwan in
respect of transacting insurance business.’® There are also registration fees for setting up
an insurance company and registration with the Iraq Stock Exchange (I1SX) in case the
shares of the company are publically traded.

1.12.5 Withholding Taxes on Premiums Paid Overseas

In respect of reinsurance premiums paid inside or outside Irag, these are not subject to a
withholding tax. However, some western tax advisers of 10Cs wrongly maintain that a
withholding tax of 3% (increased to 7%) is to be deducted from all services provided to
oil companies including insurance and reinsurance and broking services. Thisis strongly
contested by Iragi insurers.'’

1.13 Summary and Characteristic of Commercial Lines
1131 EAR&CAR

Historically, Iragq’'s insurance market applied the standard Munich Re EAR and CAR
Forms. Thisis still the case today except that foreign contractors and 10Cs require from
the Iragi insurance companies, fronting for construction and engineering and other risks,
to use 10C’s own wordings. These are usualy the wordings of their own captive

16 Attempts are made to change the 2008 Directive of the Iragi Council of Ministers so that the levy is applied to the net
and not gross premium.

7 The withholdi ng tax problem for insurance and reinsurance was discussed in a collective article in Arabic published in
Iraq Insurance Monitor: http://iraginsurance.wordpress.com/2012/04/16/iocs-and-withol ding-tax-in-irag/
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1.13.2

1.13.3

1134

insurance companies or those commonly used in international markets.

The use of such wordings, by virtue of their broad scope, restricts the retention of Iragi
insurers. They are also unable to declare the risks associated with the broad policy
wordings under the Engineering Treaty because the treaty has many exclusions and
restrictions. Therefore, Iragi insurance companies are unable to take advantage of the
higher treaty commissions. Facultative commissions tend always to be lower than treaty
commissions.

Marine Cargo and Inland Transportation

Marine Cargo, including Inland Transportation, is arranged based on the standard
Institute Clauses A, B and C.

Broader forms of cover are written by way of fronting arrangements. International
reinsurers require details of the cargo, its route, whether in convey and security provided.

The volume of Marine insurance written by Iragi insurance companies is small because
the sale contracts are based on CIF. This is dowly changing to ensure that Iragi
insurance companies are more involved and thus can feed the Marine Treaty.

Fire

Historically, Iraq's insurance market followed the policy forms and clauses of the now
defunct Fire Offices Committee (Overseas) of the United Kingdom. Nowadays, the
market uses the standard Arabic Fire Insurance Policy developed by an ad hoc committee
of the General Arab Insurance Federation, used in various Arab insurance markets.

The fire policy can be extended to include additional perils like storm, flood, neighbour’s
liability, etc.

The market still uses an old Fire and Burglary policy but the insurance companies will
consider and do use modern versions of fire policies as well as All Risks Property
Insurance policies (ARPI). 10Cs and other major foreign companies operating in Iraq
mainly use ARPI wordings.

Legal Liability

Liability is based on negligence (tort system). The role of Islamic Sharia is confined to
personal status (marriage and inheritance) but it is customary, for some people, to resort
to settlement of an injury claim based on restitutive payment (Arabic diyah, commonly
referred to as ‘blood money’). Although this traditional practice has been receding since
the 1950s it has resurfaced with some vigour after 2003.

Compensation for bodily injury varies between USD 23,000- USD 39,000 (for non-
professional victims) but this is changing with rising salaries and awareness of
entittement to compensation enhanced since 2003. Claims are mostly settled by
composition out of court. In many cases, lawyers acting on behalf of the insured or the
lawyers of the victim's family negotiate with the insurers or their lawyers to arrive at an
amicable settlement. An appropriate level of compensation is arrived at by way of
compromise. One of the highest recorded TPL settlements was approximately USD
80,000.
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1.13.6

1.13.7

Legally, and according to Iragi civil law, compensation for death of athird party resulting
from an accident insured under a CAR policy is regulated by the terms and conditions of
the insurance contract. Among other elements, the compensation takes into account the
TPL limit of indemnity insured under the policy, the social and personal status of the
victim, occupation (earning capacity), number of people supported by him/her, age, etc.
The same rules and criteria are applied in TPL compensation cases of bodily injury
including death for motor vehicle victims.

Since the early 1980s, following the introduction of presumptive liability for motor third
party bodily injury, clever lawyers, familiar with the compensation culture of other
countries as much as the laws of Irag and traditional compensation practices of Irag, can
inflate the heads and size of claims. They do this as they get a percentage cut of the
indemnity.

Employer’s Liability (EL)

EL cover is available in Iraq but local demand for the cover is small. The limits of
insurance are also small. lrag Re's Genera Accident Treaty excludes this form of
liability.

Reinsurance in the international market would not be readily available for stand-alone EL
without wrapping it with a General Third Party Liability policy and creating a CGL
policy.

Requests for cover up to USD 1 million have been made to Iragi insurers. Asthe limit is
high, coverage may be provided on a coinsurance basis with NIC and facultative
protection by Iraq Re or by resorting to the international market by way of facultative
reinsurance when EL forms part of alarger CGL policy.

GTPL/CGL

This form of liability is excluded from Iraq Re's General Accident Treaty. Therefore,
Iragi insurance companies cannot write this form of cover. Indeed, the GTPL/CGL
concept is not known in Irag.

Usually demand for the cover comes from sub-contractors of international companies
working in Irag. This has been particularly the case with IOC’s. The cover would only
be available with international reinsurance support.

Most Iragi insurers are willing to provide fronting services for such policies. Premium
for the cover can be obtained from international underwriters.

Auto

Third Party Bodily Injury is automatically covered by a levy on petrol. Third Party
Property Damage and Own Damage (Coallision, Overturning, and Terrorism) are covered
by Iragi insurers at an additional premium. The ‘standard’ comprehensive cover is
limited to Fire, Theft and Collision.

There is no standard rate/premium for providing comprehensive cover as each case is
assessed separately.

Although third party bodily injury liability isin theory unlimited, the practice is to restrict
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compensation to small amounts.

Stand-alone auto liability reinsurance is not available in the international market. The
solution lies in wrapping it with a General Third Party Liability policy and creating a
CGL policy. The cover would then be on an excess auto liability basis.

Workmen’s Compensation Act (WCA)

Workers Pension & Socia Security Law Number 39 of 1971 regulates the
responsihilities of employers for pension, health and work accidents.

Thislaw was originally applicable to Iragi employers. 1n 1977, alaw was passed to ratify
the International Labour Organisation’s Convention Number 118 Concerning Equality
between National and Non-National Workers.

The 1971 law stipulates a contribution of 2% (part of 12% contribution covering pension,
health and work accidents) by employers with a workforce not exceeding 100 workers.
Workers contribute 5% of their wages.

For other categories of employers (those with more than 100 workers), employers
contribute 3% (part of 22%)

This legal regime has not been strictly applied and foreign employers (contractors) have
opted not to be part of the social security system. The alternative has been arranging
Group Persona Accident insurance for their employees. Iragi employers also used this
insurance on a stand-alone basis or in conjunction with Employer’s Liability insurance.

WCA insurance does not exist in Iragq. It is excluded from the General Accident Treaty
arranged by Iraq Re on behalf of insurance companies.

The recommended substitute cover is Group Persona Accident. The maximum limit for
Personal Accident available in Irag, with treaty reinsurance protection, is USD 100,000
per person; a higher limit of USD 200,000 is available from NIC and IIC. Higher limits
can be arranged on afacultative basis.
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1.13.9 Medical Insurance

The medical insurance plans available in Irag are not similar to the ones available in
advanced insurance markets. The following plans are typically on offer by some private
insurance companies:

Coverage Level — Stand-alone M edical Plans

Limited Plan. A unified plan offering cover for only Surgica Procedures performed
under general anaesthesia with a limit of 1D 500,000 (USD 420 approximately) as per
local agreement with Irag Reinsurance Co.

Broader Plan. In certain cases, a company offers higher limits up to ID 5,000,000
(=USD 4,200) but restricted to a certain number of operations per policy and for certain
clients. The availability of the broader cover depends on the number of the persons
included in the plan.

The plans provide post-operation expenses for up to ID 50,000 which covers doctor’s
visit and medication.

Essentially, the plans are for in-patient treatment.

The cover is arranged through a contract between the insured and insurer. The contract
sets out the terms of cover and the exclusions. It is not a standard policy. A copy of this
contract, in Arabic, is available.

The plans are mainly offered to government entities with large number of employees.
They are a'so marketed among major private sector companies.

The plans can cover non-lragi nationals, as they do not have exclusion in thisarea. Some
insurers restrict treatment within Irag.

Coverage Level — Medical Expenses
Medical Expenses

The above plans are stand-alone covers. It is possible to complement these plans with
Medical Expenses cover available from Iragi state and private insurance companies. The
scope of this cover is restricted to expenses following Accident only and the limit is low:
USD 25,000 any one person and in the aggregate per annum per policy.

Group Personal Accident

AsWorkers Compensation insurance is not available in Irag, companies resort to buying
Group Personal Accident. The limits available in Iraq are USD 200,000 (National
Insurance Co and Iraq Insurance Co) and USD 100,000 for other (private) companies.

1.13.10 War and Terrorism

Coverageis not availablein Irag. For more comment on terrorism, please refer to section
2.2 of thisreport.

This cover is available in the international market. Internationa contractors and others
operating in lrag seek terrorism cover, which is available for Iraq in the London and other
international insurance markets. Wider cover under Political Violence is also available
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from these markets.

Some Iragi insurers have proposed setting up a Terrorism Pool to provide protection to
property and motor vehicles.® |IC was among the first to provide terrorism cover for
property, without the benefit of facultative or treaty reinsurance, subject to a maximum
limit of 1QD 50,000,000 any one occurrence.

Victims of terrorist acts are compensated in accordance with the provisions of Law No 3
of 2005 and its subsequent amendments. According to statistics released by Baghdad
Municipality the family of a person killed in a terrorist act receive IQD 3,750,000. The
injured victims receive compensation proportionate with the percentage of their disability,
which is not less than the minimum of 1QD 1,750,00 plus pension entitlement.

1.14 Policy Language

Article 82 of the 2005 Insurance Business Law provides a blanket permit to have the
policy in any language. Thefull text of this article provides that

In the case where a policy is prepared in different languages, the policy written in
the language of the insured shall be the one that has to be considered in case of
dispute.

It is possible to obtain a full Policy Wording in English for all insurance policies. The
historical tendency was to make al policy wordings available in Arabic athough CAR
and EAR policies were issued in English to foreign contractors operating in Irag. In
recent years, the tendency has been to make English wordings once again available to
foreign companies.

1.15 Poalicy Currency

Article 80 of the 2005 Law permits the formation of the insurance contract in Iragi dinar
or any other convertible currency. Equally, the insurance company can be paid in Iragi
dinar or one or multiple of foreign currencies.

Based on this legal provision insurance policies can be issued in US dollar, euro or
Japanese yen. Consequently, the premium can be paid by the insured in Iragi dinar or
any other convertible foreign currency.

To facilitate the movement of funds NIC, for example, maintains USD accounts in
Bahrain and Lebanon. Other companies make use of the facilities provided by Irag Trade
Bank with J P Morgan acting as the vehicle for the transfer of funds.

1.16 Exchange Control

1.16.1 There is no control on lragi insurance companies receiving premium from abroad or
remitting reinsurance premium or claim funds abroad. However, because of the
commitment to fight money laundering and compliance with international sanctions
certain procedures would be followed as directed by the Iragi Central Bank. These
include:

18 Munther A Al-Aswad, A Proposal for a Terrorism Pool, Iraq Insurance Monitor,
http://iraginsurance.wordpress.com/2012/02/01/pool-for-terrorism/ (in Arabic)
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1.17.3

1. A statement by the insurance company to the bank setting the reason for the
transfer, in the form of a formal letter or a debit note, containing appropriate
details, for the amount to be transferred.

2. If the transfer is in excess of USD 10,000 it will be scrutinized for money
laundering purposes.

The relevant legislation in this regard is the Anti-Money Laundering Act of 2004. Under
Article 17: Further Verification of Identity, provisions are made for those cases where
“the financial institution has reason to doubt the identity of the customer or the beneficial
owner of the funds, the financia institution shall take steps to further verify identity.”
More specificaly,

“If an insurance company refunds a premium or distributes or transfers a benefit,
the insurance company shall verify the identification of the beneficial owner if
the beneficial owner is not the person designated as beneficial owner when the
contract was entered into.”

Thanks to the benign nature of these procedures, they have not made transfer difficult.
This has been the experience in receiving premium from abroad or remitting reinsurance
premium from Iraq to international brokers abroad.

Regarding sanctions, under current arrangements, it is not permitted to transfer funds to
or from Iran and Syria. But there is cash movement through unofficial channels.

I nsolvency Regulation and Policyholders Protection Fund

There is no “Poalicyholder’s Protection Fund” to reimburse the insured in the event of an
insurance company’s insolvency. The provisions of Chapter Five, Liquidation, Articles
57-74, of the 2005 Insurance Business Law, protect the rights of the insured. Insurance
companies and their regulator are of the view that these provisions are sufficient
protection to the insured.

The Diwan has no plans at present to create a Policyholder's Protection Fund to
indemnify the insured when an insurance company isliquidated. However, the 2005 Law
empowers the president of the Diwan (article 83) to set up a fund to indemnify third party
victims of motor accidents in those cases where there is no legal provision to compensate.

The president is also empowered to establish a fund to indemnify the insured in case an
insurance company is declared bankrupt.

But to date no such funds have been established.

If an insurance policy contains a Cut Through Clause (CTC), it can be activated and
“Any objection to activate the Cut Through Clause by the insured or the beneficiary from
the insurance policy shall not be allowed.” (Article 71 of the 2005 Law). This same
article defines the clause as follows:

For the purposes of this article, the Cut Through Clause means the condition that
is included in the reinsurance contract relating to the responsibility of the
reinsurer for its share of losses that have been reinsured with it, in case of the
insurer going into liquidation. These rights shall be assumed by the insured
whereupon a direct relationship between the insurer or the beneficiary from the
insurance policy and the reinsurer shall be established (contrary to the general
rule where the relationship between the insured and the reinsurer shall be
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cancelled).

1.18 Jurisdiction and Arbitration Clause
1.18.1 Law & Jurisdiction

Irag's laws are based on the Code Napoleon. The provisions of Iraq's Civil Code
regulate the contract of insurance.

Insurance contracts executed in Iraq are subject to Iragi law and the jurisdiction of the
competent Iragi courts. This is not aways stated in the insurance policy but when
facultative reinsurance is involved it is the practice, especially that of London-based
international brokers, to spell out what law and jurisdiction would apply in case of
dispute or difference. Accordingly, the direct insurance will be subject to Iragi law and
jurisdiction and the reinsurance contract will be subject to English law and jurisdiction.

Invariably Iragi insurance companies insist on Iragi law and jurisdiction for the direct
insurance policy.

1.18.2 Arbitration Clause

The generd ruleis that an arbitration clause or contract must be in writing containing the
elements of a valid agreement. Disputes or differences arising from contracts, e.g.
validity or quantum of an insurance claim, are open to arbitration. However, this is
subject to the dispute or difference being of a nature capable of compromise.

Irag’s Civil Code Number 40 of 1951 and its amendments regulate arbitration.”® The
relevant article is 985. Sub-article 985 — 4 deals with arbitration, which states the
following:

Article 985
Any of the following conditionsin the insurance policy shall beinvalid:

4 - The arbitration clause if it is included in the printed general conditions, and
not in the form of a special agreement separate from the General Conditions.

To ensure the validity of the arbitration clause the practice was to use glue to attach the
clause to the policy document. Because this was cumbersome, the current practice is to
give prominence to the clause under the general conditions by pre-printing it in red font.

1.19 New Insurance Companies

One of the researchers of AXCO calls on some international reinsurance broker to update
him on developments in Irag’'s insurance market. The updated list of Irag insurance
companiesisincluded under item 1.5.1 of this report.

The newest established company is the Sulaymaniyah based Asia Insurance Co (AIC)
that has obtained license from the Diwan and set to commence operations in early June
2012 (postponed from an earlier date). The company is part of the Faruk Group Holding,
a Kurdish conglomerate and majority owner of one of the three mobile companiesin Iraqg.
Jordan Insurance Co (JIC) has a share and one of its young officers has joined the

19 Articles 977 to 2007 of the Civil Code regulate insurance related activities including arbitration.
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company as acting general manager.®

Munich Re is aleading reinsurer of JC. The managing director of JIC used to work for
Munich Re in Munich; hence, the reported potential shareholding of Munich Rein JIC.#

The reinsurance treaty programme of AIC isled by Swiss Re.

2 The Diwan has been reluctant to recognise a non-Iragi as general manager or managing director of an Iragi insurance
company. Theissueis the subject of discussion.

2 Munich Re s regularly approached by companies under formation to take a share but these approaches do not always

end in actual shareholding, according to the Client Manager for MENA, of Munich Re. At present, Munich Re is
committed to Iraq Re and the two state owned companies.
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2. Peculiar Risksin Irag
2.1 Natural Catastrophic Risks

There are no classified insurance data on natural catastrophe lossesin Irag. No attempts
are being made to compile data. In the early 1970s, an engineer of Iraq Re made a study
(in Arabic) of floods in Irag to determine the scope of exposure. The study was not
published and remained in private circulation.”

Recently, April and May 2012, the Iraqi press reported seismic activity in the Missan
governorate, southeast of Iraq near the Irag-lran border, an area rich in oil and its fields
are now being developed by IOCs. According to these reports (not verified), very small
damages to houses and injuries were sustained. The ail installations were not affected.

2.2 Terrorism Coverage
Please refer to item 1.13.10 of thisreport for similar information.

It is possible to arrange terrorism cover locally in lrag. lragi insurance companies,
private but mainly public companies, provide alimited form of cover.

The cover is arranged by one of the companies at an additional premium as part of Group
Persona Accident Insurance or Motor Comprehensive Insurance. The maximum limit of
indemnity (June 2012) is ID 50,000,000 any one occurrence regardless of the number of
persons affected.

There are no plans underway to increase the current limit of indemnity, which is much
higher than what the governorates pay to the injured and the families of victims.

The state-owned insurance companies extend terrorism cover to property for a maximum
limit of 1D 50,000,000 without the benefit of treaty reinsurance.

2 Our research found that an international reinsurance broker contacted the writer of the study in Bahrain, where heis
currently working, but he has no copy of his own study.
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3. Fronting Arrangementsin Iraqg
3.1 Availability

3.1.1 Fronting arrangements are known in Iraq’s insurance market. Most of the companies are
willing to provide the service for a mutually agreed fee. Even the state-owned insurance
companies will provide the service at terms to be agreed. Magjor international reinsurance
brokers have negotiated terms for fronting arrangements on behalf of international clients
with Iragi insurers. The fronting service can be narrow or broad and can include:

" Level of feesto be charged

" Scope of services required: issuing the local policy only or providing other
services.

" Cut through Clauses for the flow of premium and claim funds

" Percentage retention or non-retention of the fronting company

" Retention for own account or gross retention under treaties managed by Iraq Re”

" Assumption of liability, in part corresponding to retained share by the fronting

company or shifting the liability in full to reinsurers, be they the captive or
preferred insurance companies of international clients, facultative reinsurers
nominated by clients or open market reinsurers.

3.1.2 The simple easy cost effective approach is to select one licensed company to provide
insurance fronting services. Major international reinsurance brokers can do this under
their clients’ instruction. In deciding on this course of action, the following two points
should be considered:

" This approach means that other Iragi insurance companies are denied the
opportunity of providing their terms for the required fronting services.

" Singling out one company to act as a front may not reflect well on the client,
being a foreign entity, in not providing a fair opportunity for other companies to
compete for the required services.*

3.1.3 To counter these two points, the recommended approach, though entailing additional cost
and time, is to tender the required fronting services among a pre-selected panel of
licensed Iragi insurance companies from the private and state sector.

3.2 IsFronting Arrangement Legally Permitted in Irag?

3.2.1 The fronting concept does not appear in the 2005 Insurance Business Law or other
legislation. The law has no provision in this regard and no instructions have been issued
by the Diwan to regulate this activity. The concept was not applied before 2003 when the
two state-owned insurance companies, NIC and |1C, monopolized the market.?®

3f therisk is of atype admitted in one of the treaties managed by Irag Re.

2Thus, the private insurance companies have been critical of state establishment for insuring only with state-owned
insurance companies and have expressed their dissatisfaction and disapproval to the Diwan.

BThe concept of fronting arrangements was known to NIC in the 1970s onward but it was frowned upon, as it takes
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To date, no one in Irag has challenged the concept of fronting or its application.
Therefore, for all intent and purposes fronting would be looked upon as avalid agreement
between two contracting parties that have been mutually made. Indeed, some of the
insurance companies, and because of their limited resources, prefer not to retain a part of
the risk and seek 100% reinsurance with a hold harmless agreement to absolve them from
any liability in case areinsurer fails to fulfil its obligations to the insured.

Furthermore, sub-article 81- First, lends broad indirect support to this activity. The
provision of this sub-article states that

Any individual, natural or legal, corporate or private shall have the right to
choose insurance products and services, and to buy from any insurer or reinsurer,
unless the law stipulates otherwise. [italics added)]

No provisions of the 2005 Law or instructions by the Diwan have been issued to prohibit
the practice of fronting.

Fronting Experience of Insurance Companies Licensed in Iraq
and Outline of Company Profile

List of a Few Insurance Companies

Although there are nearly thirty insurance companies operating in Irag, they differ in
terms of capital, work force resources, language and technical competencies, etc. The
following short list, in aphabetical order, includes companies with whom some
international reinsurance broker hasin fact worked or known their management.

Insurance Companiesin Baghdad:
Ahlialnsurance Co

Al-Ameen Insurance Co

Al-Etihad Insurance Co

Al-Hamra a Insurance Co

Al-Khair Insurance Co

Gulf Insurance Co

Irag Insurance Co

Irag International Insurance Co
National Insurance Co

Shatt Al-Arab Insurance Co
Insurance Companiesin the Kurdistan Region:
Asialnsurance Co

Kar Insurance Co

StarKar Insurance Co

away underwriting authority from the local company.
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342

Ur Internationa Insurance Co

Availability of Financial Statements

Financial statements are not published athough the 2005 law (article 38) requires that
companies must issue annual reports and financial statements. These documents are
invariably in Arabic.

We have found that some international reinsurance broker can and has secured statements
in those cases where it was appointed to manage the insurance programmes of
international clients.

When the clients appoint mgjor international reinsurance brokers to manage its insurance
programme in Irag or elsewhere the brokers will undertake the procurement of financial
statements from those insurance company(ies) selected to provide local services.

Financial Rating by S& P, A M Best, etc.

None of the Iragi insurance companies is rated by any international or regiona
classification agency. Awareness of the need or desirability of a rating classification is
limited and not readily appreciated even when it comes to buying facultative reinsurance.
This is why some of the private companies reinsure with reinsurers whose rating and
claims paying ability are questionable.

It is expected that some of the better-informed companies will seek information on the
rating of their reinsurers.

Premium Cut Through and Claim Cut Through

The Cut Through Clause (CTC) was aso deat with under item 1.17.3, Insolvency
Regulation, of this report but to provide context here the limited legal provisions are first
guoted. Under Section 5, Liquidation, of the 2005 law, article 71 regulates CTC. The
first part of the article mandates that the insured or beneficiary shall not be alowed to
object to activation of the clause. The second part states that

For the purposes of this article, the Cut Through Clause means the condition that
is included in the reinsurance contract relating to the responsibility of the
reinsurer for its share of losses that have been reinsured with it, in case of the
insurer going into liquidation. These rights shall be assumed by the insured
whereupon a direct relationship between the insured or the beneficiary from the
insurance policy and the reinsurer shall be established (contrary to the general
rule where the relationship between the insured and the reinsurer shall be
cancelled).

It is to be noted that the second part of the article provides a standard definition of CTC
where reference is made to rights of the insurer assumed by the insured.

While the definition gives some comfort to international reinsurers, it does not remove
their concern regarding compliance with local laws and regulations.

This ‘premium cut through’ and ‘claim cut through’ is operative only when the direct
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insurer isin liquidation whereas most international clients (the insured) would be keen to
have in place a mechanism for the payment of premium directly to reinsurers and
receiving claim funds directly from reinsurers. This arrangement effectively bypasses the
direct insurer. Therefore, the need arises for drafting a responsive cut through clause that
would be acceptable to the insured, the direct insurer and reinsurers.

The ‘premium cut through’ and ‘claim cut through’ clause would require the agreement
of al contracting parties, i.e. the insured, insurer and reinsurer. Not all reinsurers are
readily willing to enter such agreement, as their preferred instrument is that of legal
assignment. Each case, however, attracts its own problems and solutions.

It would be helpful in this regard to demonstrate that the full premium for the insured risk
appears in the policy document; and the appropriate percentage of stamp duty and other
charges are paid or will be paid by the insured or the insurer or reinsurer. This gives
credence to the arrangement as one of facilitating the movement of premium and claim
funds and not evasion of statutory tax payments.

The CTC itself will not be mentioned in the insurance policy. It will be produced as a
separate document signed by all the contracting parties and made to be part of the policy.

Major international reinsurance brokers can assist in negotiating appropriate clauses
under reinsurance contracts and co-ordinate their signing among the contracting parties.

Acceptability of Terms Quoted by Japanese | nsurance Company

The terms quoted by a Japanese insurance company would be acceptable to the local Iraqgi
insurance company selected to provide fronting services. Acceptance terms will of
course be subject to mutual agreement. Thus, some local companies would like to retain
a share of the risk for their own account or use their (Iraq Re's) treaty capacity, if
applicable. Other terms of acceptance include the fronting fee and/or ceding commission,
stamp duty application, etc.

For construction and engineering risks, the use of the Munich Re Form for EAR and
CAR and associated TPL is standard as this form is recognised in the Engineering Treaty
of Irag Re. Some insurance companies do not question the wording of the policies
introduced by foreign clients especially when retention is restricted for their own account,
which isvery small, or therisk is not declared to their reinsurance treaties.
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4.2

Structure of Claim Payment
LossAdjusters

There are no professional loss-adjusting firms in Irag. To date, no internationa loss-
adjusting firm has set up an officein Iraq. Adjusters work either from regiona officesin
UAE or Kuwait or Jordan, etc. or send a representative to collect the necessary data and
documents from the site. The actual adjustment is made outside Irag.

Thereis alimited number of surveyors-cum-loss adjustersin Irag. The two state-owned
insurance companies have their own in-house surveyors and loss adjustors. The survey
and loss reports produced by Iragis are not recognised internationally as most of them are
written in Arabic needing translation or do not use an internationa template that
addresses specific concerns of reinsurers.

Where there CTCs in place, arrangement will be made to facilitate the entry of surveyors
and loss adjusters to the work site or the loss area. In certain cases and because of
security issues, special permits would have to be obtained by the insured from the
competent authorities to facilitate the movement of loss adjusters.

The work of international loss adjusters in Irag can be facilitated in co-operation with
Iragi insurance companies.

Claim Settlement

If the fronting company is not retaining any portion of the risk, then it is possible to
arrange for the flow of 100% of the claim funds directly from the reinsurer to the insured
when the appropriate CTC is in place. The arrangement can also work in case the
fronting company has a retention in which case the fronting company will pay its share of
the claim to the insured and the balance is paid by the reinsurer directly to the insured.

The arrangement can be in the form of a Cut through Clause dedicated to claim payment.
Such a clause would be signed by the Insured, Reinsured (Fronting Company) and
Reinsurer.
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Indemnity Agreement on Inland Transportation in Iraq

There is no standard form of contract between cargo owner and inland carrier. Inland
transit is regulated by Transportation Law No. 80 of 1983, and section 6 of the
Commercial Law No. 30 of 1984. These two laws regulate the operation of
transportation activities, the rights and liabilities of each of the parties to the contract, i.e.

the buyer, the seller, and the carrier.
Similarly, there is no Standard Contract between Cargo Owner and Warehouse Company.
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6.1

6.2

6.3

Remarks on Arranging Insurance in lIrag for a Japanese
Company to Operatein Iraq

The genera attitude in Irag towards Japan is one of admiration and respect for its people.
Commentators and politicians aike quote Japan's remarkable recovery from the
consequences of the Second World War. Japan has no imperial designs in Irag and its
past and present policies vis-avis Irag has not been questioned. The recent projects
implemented in Iragq (water purification, reconstruction and re-establishment of public
facilities) are looked upon as genuine assistance to the Iragi people and as contributing to
the amelioration of social conditions. These projects were the work of the Japan Self-
Defence Forces Iraq Reconstruction and Support Group, a humanitarian contingent that
operated in Southern Iraq for two years (2004 -2006).

Against this general background, a Japanese construction and engineering company, for
example, wishing to enter Irag and arrange its insurance programme with an Iragi
insurance company will be welcome. Japanese companies are considered to be honest
and not open to corruption.

Major trading houses and corporations of Japan have a record of achievements in Irag
traced back to the 1970s when they were involved in the construction of major industrial
and civil engineering projects.

Although it is hard to find an Iragi who is conversant in the Japanese language, most of
the better-operated insurance companies have the facility of using English as a standard
means of communication.

Although a Japanese company can deal directly with an Iragi insurance company, the
practice among international companies operating in Iraq is to rely on the expertise and
services of a competent broker, with the requisite knowledge of Iraq's insurance market,
capable of delivering:

€) Insurance and reinsurance services on a par with international standards and
(b Consultancy services.

This approach was adopted by major contracting houses and 10Csin particular.
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Challenges Facing International Clientsin Iraq

Depending on the insurance company selected for writing an international client’s
policies, a major challenge would be coping with inefficient delivery of services, as not
all the companies are competent in delivering the required services efficiently.

However, bureaucracy is prevalent and is not confined to the insurance sector. The
experience of some 10Cs is instructive in this regard. Some of them have been
negotiating their insurance plan in connection with the Development and Production
Sharing Contracts (DPSC), associated with the ail licensing rounds, for almost two years,
reflecting concern by the Iragi partner with legal issues and cost of insurance (premium,
training and workshops and consultancy and related services), which is classified as
petroleum cost.®

State-owned insurance companies are described as bureaucratic but the same feature
applies, to varying degrees, to private companies. Moreover, the operations of private
insurance companies revolve round their director generals. In some cases, companies do
not have corporate email addresses and reliance has to be put on the private address of the
director general whose availability would thus become crucial to providing services.

Major international reinsurance brokers can assist to smooth out problems and facilitate
processing of communications and delivery of services, thanks to personal contact and
availability of senior staff with competency in the Arabic language.

Service delivery by the insurance company is affected by poor quality of the employees
English language. Competency is not uniform. There is also a concentration of skills
among a few staff who are overworked. Patience becomes a virtue in these
circumstances.

In the majority of cases, the role of managing director is pivotal for the operation of the
companies. In their absence, progress of work and service delivery, in many cases, is
affected.

There are taxes and duties on insurance policies, as briefly outlined earlier, that need to
be taken on board to avoid future surprises.

% This is exceptional and requires explanation but this is not the place for it suffices to say that the lengthy period
leading to approval of insurance plans has not stopped the |OCs (operators) to protect the various risks under the

contract.
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Abbreviations & Acronyms

2005 Law
Association
CAR
CTC
Diwan
EAR

InHc

I0C

Irag Re
KRG

NIC

TPL

Insurance Business Regulation Act 2005 (Order Number 10)
Iragi Insurance Association

Contractors' All Risks

Cut Through Clause

Iragi Insurance Diwan (insurance supervisory authority)
Erection All Risks

Irag Insurance Co

International Oil Company

Iraq Reinsurance Co

Kurdistan Regional Government

Iraq Insurance Co

Third Party Liability

-60 -



	Cover
	Table of Contents
	List of Tables
	Executive Summary
	Introduction
	1. General Remarks on Iraq’s Insurance Market
	2. Peculiar Risks in Iraq
	3. Fronting Arrangements in Iraq
	4. Structure of Claim Payment
	5. Indemnity Agreement on Inland Transportation in Iraq
	6. Remarks on Arranging Insurance in Iraq for a JapaneseCompany to Operate in Iraq
	7. Challenges Facing International Clients in Iraq
	8. Abbreviations & Acronyms



