Arab Insurance Group (B.S.C.)

Consolidated interim condensed
financial statements for the
six months ended 30 June 2014



e

KPMG Fakhro CRNo 6220

Audit Tel +973 17 223807
12th Floor Fax +973 17 227443
Fakhro Towar nternet  www kpmg com &h

PO Box 710, Marama
Kingdom al Bahrain

Independent auditors’ report on review of condensed consolidated Interim financial information

The Board of Directors

Arab Insurance Group (8.5.C.)

Manama

Kingdom of Bahrain Date: 6 August 2014

Introduction

We have reviewed the accompanying 30 June 2014 condensed consolidaled interim financial

information of Arab Insurance Group (B.S.C.) (“the Company”) and ils subsidiaries (logether

the Group™), which comprises:

* the condensed consclidaled stalement of financial position as at 30 June 2014;

» the condensed consalidated income statement for the three-month and six-month periods
ended 30 June 2014;

* tha condensed consolidated slatemenl of comprehensive income for the three-month and
six-month pericds ended 30 June 2014;

¢ the candensed consolidated statement of changes in equity for the six-month period ended
30 June 2014;

¢ the condensed consolidated statement of cash flows for the six-month period ended
30 June 2014; and

* notes to the condensed consolidated interim financial information.

The Board of Directors of the Company is responsible for the preparation and presentation of
this condensed consolidaled inlerim financial information in accordance with 1AS 34, ‘Interim
Financial Reporling'. Our responsibility is to express a conclusion on this condensed
consolidated Interim financial information based on our review.

Scope of Review

We conducled our review in accordance with the Inlernational Standard on Review
Engagements 2410, “Review of Interim Financial Informalion Performed by the Independent
Auditor of the Entity”. A review of inlerim financial information consists of making inquiries,
primarily of persons responsibla for financial and accounting matters, and applying analytical
and other review pracedures. A review is substantially less in scope than an audit conducted in
accordance with International Slandards on Auditing and consequently does not enable us to
oblain assurance that we would become aware of all significant matiers that might be identified
in an audil. Accordingly, we do not express an audit opinion,

Conclusion
Based on our review, nothing has come 1o our attention that causes us to belisve thal the

accompanying 30 June 2014 condensed consolidated Interim financial informalion is not
prepared, in all material respects, in accordance with IAS 34, 'Interim Financial Reporting'.
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ARAB INSURANCE GROUP (B.S.C.)

CONSOLIDATED INTERIM CONDENSED FINANCIAL STATEMENTS
CONSOLIDATED STATEMENT OF FINANCIAL POSITION AS AT 30 JUNE 2014

{In thousands of U.S. Dollars)

ASSETS

Cash and bank balances

Investments

Accrued income

Insurance receivables

Insurance deposits

Deferred policy acquisition costs
Reinsurers’ share of technical provisions
Other assets

Property and equipment

LIABILITIES

Technical provisions
Insurance payables
Borrowings

Other liabilities

EQUITY

Attributable to shareholders of Parent
Company

Share capital

Treasury stock

Reserves

Retained earnings/(accumulated deficit)

Non-controlling interests

Note

0~N®»
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1

30 June 31 December 30 June
2014 2013 2013
{reviewed) {audited) {reviewed)
273,379 273,231 317,550
406,773 366,707 320,331
150,459 84,482 157,027
105,678 114,332 121,106
44,351 46,538 49,168
35,946 28,230 42,092
71,824 59,082 64,973
45,239 56,568 39,724
27,267 27,472 27,461
1,160,916 1,056,642 1,139,432
774,366 678,648 757,677
35,851 45,588 57,193
10,000 - -
42,198 41,073 44,881
862,415 765,309 859,751
220,000 220,000 220,000
(14,793) {14,793} {14,793)
43,410 38,844 35,313
10,016 5173 (6,580)
258,633 249,224 233,930
39,868 42,109 45,751
298,501 291,333 279,681
1,160,916 1,056,642 1,139,432

These consolidated interim condensed financial statements were approved by the Board of Directors

Y) AR fyn.

Yassir Albaharna
Chief Executive Officer

on 6 August 2014 and signed by:

Cow 4

Khalid A. Al Bustani
Vice Chairman

Khalid J. Bin Kalban
Chairman

The accompanying notes 1 to 22 are an integral part of
these consolidated interim condensed financial statements.
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ARAB INSURANCE GROUP (B.S.C.)
CONSOLIDATED INTERIM CONDENSED FINANCIAL STATEMENTS

CONSOLIDATED STATEMENT OF INCOME

FOR

{In thousands of U.S. Dollars)

Note
Gross premiums written
Net earned premiums
Claims and related expenses
Policy acquisition costs
Investment income atiributable to
insurance funds 13
Operating expenses 14
Underwriting result 12
Investment income altributable to
shareholders’ funds 13
Operating expenses - non underwriting
activities 14
Borrowing cost
Other income 15
Other expenses and provisions 16
Profit for the period
Attributable to:

Non-controlling interests

Shareholders of Parent Company

Earnings per share attributable to
shareholders (basic and diluted) 17 US$

Khalid J. Bin Kalban
Chairman

THE SIX MONTHS ENDED 30 JUNE 2014

For the Faor the For the For the For the
threa three financlal year- | financtal year- year
months months to-date to-date ended
anded ended 30 June 30 June 31 December
30 June 2014 | 30 June 2013 2014 2013 2013
({reviewed) {reviewed) {raviewad) ({reviewed) {audited)
29,451 44,239 1 236,815 224,253 261,988
69,977 65,093 | 134,185 118,165 237,712
(45,621) | (38,464)] (90,841) [ (76,589) | (150,103)
(21,449) | (18,556)| (38,421) | (31,287) (66,854)
2,646 1,653 6,419 5,305 11,160
(5530) | (6.217) (10,814) | (11,393) (18,492)
23 3,509 528 4,201 13,423
2,267 1,268 5,312 4,076 9,263
(1812) |  (1,753)| (4,204) (3.418) (10,442)
(39) - (57) (63) (63)
620 790 2,239 2,185 4,887
(653) (638)|  (1,291) (1,848) (2,195)
406 3,176 2,527 5,133 14,873
(1,525) 175 | (2,202) (39) (3,730)
1,931 3,001 4,729 5172 18,603
406 3,176 2,527 5,133 14,873
0.01 0.02 0.02 0.03 0.09

alid A. Al Bustani
Vice Chairman

YIRR frre

Yassir Albaharna
Chief Executive Officer

The accompanying notes 1 to 22 are an integral part of
these consolidated interim condensed financial statements.




ARAB INSURANCE GROUP (B.S.C.)
CONSOLIDATED INTERIM CONDENSED FINANCIAL STATEMENTS

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
FOR THE SIX MONTHS ENDED 30 JUNE 2014

(In thousands of U.S. Dollars)

Profit for the period

Other comprehensive income

Items that will be reclassified to profit
or loss:

Changes on remeasurement of
available for sale investments

Transfers for recognition of losses
{gains) on disposal of available for
sale investments

Other comprehensive income for the
period

Total comprehensive income for the
period

Attributable to:
Non-controlling interests

Shareholders of Parent Company

For the

For the For the For the For the
thrae three financial | financial year- year
months months year-to-date to-date ended
ended ended 30 June 30 June 31 December
30 June 2014 | 30 June 2013 2014 2013 2013
(reviewad) {reviewead) {reviewad) {reviewed) {audited)
406 3,176 2,527 5,133 14,873
1,674 (6,366) 4,171 (6,479) (4,275)
633 (73) 470 (440) (732)
2,307 {6,439) 4,641 {6,919) {5,007)
2,713 (3,263} 7,168 {1,786) 9,866
{1,504) (157) | (2,241) (487) (4,129)
4,217 (3,106) 9,409 (1,299) 13,995
2,713 (3,263) 7,168 {1,786) 9 866

The accompanying notes 1 to 22 are an integral part of
these consolidated interim condensed financial statements.
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ARAB INSURANCE GROUP (B.S.C.)
CONSOLIDATED INTERIM CONDENSED FINANCIAL STATEMENTS

CONSOLIDATED STATEMENT OF CASH FLOWS

FOR THE SIX MONTHS ENDED 30 June 2014

{In thousands of U.S. Dollars)

CASH FLOWS FROM OPERATING ACTIVITIES

Premiums received

Reinsurance premiums paid

Claims and acquisition cosls paid
Reinsurance receipts in respect of claims
Investment income

Interest received

Dividend received

Operating expenses paid

Other income/expenses, net
Insurance deposits received {paid}, net
Purchase of trading investments

Sale of trading investments

Net cash {used in) provided by operating activities
CASH FLOWS FROM INVESTING ACTIVITIES
Maturity/sale of investments

Purchase of investments

Term deposit with bank

Interest received

Investment income

Collaleralised cash deposits received (paid) ,net
Purchase of property and equipment

Purchase of intangible assets

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES
Borrowings

Interest on borrowings

Dividends paid

Net cash provided by (used in) financing activities
Net decrease in cash and cash equivalents

Effect of exchange rate on cash and cash equivalents

Effect of assets held for sale on cash and cash
equivalents

Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period
Term deposit with bank

Cash and bank balances, end of period

Note

18

For the For the For the year
financial financial ended
year-to-date year-to-date | 31 December
30 June 2014 | 30 June 2013 2013
{reviewed) {reviewed) (audited)
143,787 146,236 278,901
{7,581) {5,151) (9,662)
(132,918) (127,307) (247,767)
9,205 10,195 15,278
350 112 600
1,225 2,747 4,352
977 811 1,188
(14,869) (15,808) (25,288)
2,899 (4,610) (636)
2,320 (3,549) (919)
{34,558) (29,659) (43,099)
22,090 23,246 44,088
{7,073) {2,737) 17,036
81,140 69,966 112,928
(98,305) (72,108) {161,648)
(3,475) 5,629 (32,988)
3,182 3,300 5,779
162 908 1,503
11,749 {9,075) (28,847)
{333) (197) (928)
- (276) (393)
(5,880) (1,853) (104,594)
10,000 {20,000} {20,000)
(57) (371} (371)
{9) (31} (43}
9,934 (20,402) (20,414}
(3,019) {(24,992) (107,972}
(307) {183) (19}
- - (120}
124,085 234,856 232,196
120,759 209,681 124,085
152,620 107,869 149,146
273,379 317,550 273,231

The accompanying notes 1 to 22 are an integral part of
these consolidated interim condensed financial statements.




ARAB INSURANCE GROUP (B.S.C.)

NOTES TO THE CONSOLIDATED INTERIM CONDENSED FINANCIAL
STATEMENTS FOR THE SIX MONTHS ENDED 30 JUNE 2014

INCORPORATION AND PRINCIPAL ACTIVITY

Arab Insurance Group (B.S.C.) {the “Company’, “Parent Company”) is an international
insurance company registered as a Bahraini Shareholding Company having its registered office
at Arig House, Manama, Kingdom of Bahrain. The Parent Company and its subsidiaries (the
“Group”} are involved in provision of general (non-life) and life reinsurance and related service
activities.

SIGNIFICANT ACCOUNTING POLICIES

These consolidated interim financial statements of the Group has been prepared in accordance
with International Accounting Standard 34 (Interim Financial Reporting) which allows the interim
financial information to be prepared in condensed form. The interim financial information does
not include all of the information required for full annual financial statements, and should be
read in conjunclion with the consolidated financial statements of the Group as at and for the
year ended 31 December 2013.

The Group's financial statements are presented in U.S. Dollars, which is its functional currency
as its share capital and a significant proportion of its business, assets and liabilities are
denominated in that currency.

The accounting policies and methods of computation are consistent with the most recent
consolidated financial statements of the Group at 31 December 2013 that were prepared in
accordance with International Financial Reporting Standards (IFRS) except as described below.
Comparative figures have been reclassified, where necessary, to conform to the current
period's presentation.

The Group has adopted all new and revised IFRS and interpretations applicable for accounting
periods beginning on or after 1 January 2014, including IAS 19 Employee benefits; 1AS 32 -
Financial instruments: Presentation; IAS 36 — Impairment of Assets; IFRS 10 Consolidated
Financial Statement; IFRS 12 Disclosure of Interests in Other Entities.

SEASONALITY OF INTERIM OPERATIONS

As a result of the seasonality associated with the insurance business, the Group registers
approximately 67% of its gross premiums during the first quarter of every year. Gross
premiums written over the remainder of the financial year are almost evenly spread out. This
seasonality does not however, have any material impact on the Group's underwriting result as
the premiums are taken to income over the terms of the related contracts or policies.



INVESTMENTS

US$ ‘000
30 June 31 December 30 June
2014 2013 2013
At fair value through profit or loss
Held for trading
Common stock of listed companies 70,234 53,934 54,584
70,234 53.934 54,584
Designated at fair value on initial
recognition
Debt securities
- Other investment grade 24,771 24,206 23,975
~  Other 25,066 17,737 11,847
49,837 41,943 35,822
Held to maturity
Debt securities
- Supra-nationals and OECD country
governments 22,984 22,973 29,967
- Other investment grade 13,014 20,024 20,027
- Non OECD country government 2,654 2,663 2,655
- Other 9,863 9,850 2,469
48,515 55,510 55,118
Available for sale
Debt securities
- Supra-nationals and OECD country
governments 41,903 32,694 22,990
- Other investment grade 134,588 118,796 81,332
- Non-OECD country governments - 2,648 2,553
- Other 37,465 38,342 44,902
Common stock of unlisted companies 7,858 7,160 6,701
Other 16,265 15,542 16,198
238,079 215,182 174,676
Investment in joint venture 108 119 112
Investment in associate - 19 19
406,773 366,707 320,331

Debt securities amounting to US$ 74.9 million (31 December 2013: US$ 73.7 million:
30 June 2013: US$ 70.2 million) have been pledged as security for reinsurance trust
agreements, letters of credit and guarantees and US$ 15 million for borrowings (31 December
2013: Nil; 30 June 2013: Nil)

10



ACCRUED INCOME

Accrued insurance premiums
Accrued interest

REINSURERS’ SHARE OF TECHNICAL PROVISIONS

General insurance business

- Claims outstanding
- Unreported claims
- Deferred retrocession premium reserve

Life insurance business

- Claims outstanding
- Unreported claims

OTHER ASSETS

Intangible assets :
- Computer software

Less: Accumulated amortisation

Net intangible assets

Disposable group held for sale {(Note 8)

Other assets:
- Collateralised cash deposits
- Prepayments and other receivables

11

Us$ '000
30 June 31 December 30 June
2014 2013 2013
148,037 82,182 154,530
2,422 2,300 2,497
150,459 84,482 157,027
US$ '000
30 June 31 December 30 June
2014 2013 2013
45,605 45,420 46,876
5,870 8,388 9,885
20,170 5,079 7.630
71,645 58,887 64,391
178 185 582
1 - -
179 195 582
71,824 59,082 64,973
US$ '000
30 June 31 December 30 June
2014 2013 2013
9,464 11,336 11,221
9,464 11,336 11,221
{8,502) {10,167) (9,985)
962 1,169 1,236
493 543 -
33,604 45,353 25,581
10,180 9,503 12,907
44,277 55,399 38,488
45,239 56,568 39,724




DISPOSAL GROUP HELD FOR SALE

In December 2013, management commitied to a plan to sell 51% of its equity stake in ARIMA
Insurance Solutions W.L.L. Accordingly, ARIMA is presented as a disposal group held for sale.
Sale is expected to be completed during 2014, The arrangement was approved by the board of
directors at the meeting held on 8 December 2013.

At 30 June 2014, the disposal group include:

USs$ '000
30 June 31 December
2014 2013
Assets of disposal group held for sale:

- Cash 177 20
- Accounts receivables 1,158 757
- Fixed Assets 3 -
1,338 777

Liabilities of disposal group held for sale:
- Accrued expenses and other payables B45 234
845 234

The results relating to assets held-for-sale included in the consolidated statement of income are
as follows:

US$ 000
30 June 31 December
2014 2013
Income 953 1,945
Expenses {1,003) (1,918)
{50) 27

The cash flow relating to assets held-for-sale included in the consolidated statement of cash
flows are as follows:

US$ '000
30 June 31 December
2014 2013
Net cash provided by (used in) operating
activities - (100)
- (100)

The fair value has been measured on the indicative price multiple expected from the buyer for
this disposal group and classified as level 1 in fair value hierarchy.

12



10.

11.

PROPERTY AND EQUIPMENT

UsS$ '000
30 June 31 December 30 June
2014 2013 2013
Land 1,340 1,340 1,340
Building 26,790 26,741 26,279
Work in progress 111 50 -
Information systems, furniture, equipment
and other 10,063 14,217 14,035
38,304 42,348 41,654
Less: accumulated depreciation {11,037) (14,876) {14,193)
27,267 27,472 27,461

Land and Building comprises the head office property owned and occupied by the Company
since 1984. The property was revalued in March 2012 by independent external valuers and
classified as level 2 in the fair value measurement hierarchy as it has been valued using
indicative transaction prices for similar payments and adjusted to reflect the characteristics of
the property. Building also includes office premises of the subsidiary Takaful Re Limited in

Dubai, U.A.E; US$ 19.1 million.

TECHNICAL PROVISIONS

Technical provisions comprise:

US$ ’000
30 June 31 December 30 June

2014 2013 2013
General insurance business
Claims outstanding 336,622 323,420 316,789
Unreported losses 153,454 156,667 162,669
Unearned premiums 197,799 117,642 186,588

687,875 597,729 666,046
Life insurance business
Claims outstanding 17,817 15,21 17,825
Unreported losses 56,192 58,828 63,085
Unearned premiums 12,482 6,820 10,721

86,491 80,819 91,631

774,366 678,648 757,677

OTHER LIABILITIES
US$ '000
30 June 31 December 30 June

2014 2013 2013
Post employment benefits 13,376 14,058 13,306
Reinsurance premiums accrued 8,619 8,619 8,619
Dividends payable 1,919 1,928 2,106
Accrued expenses 5,744 7,245 4,212
Employee share scheme 5474 3,440 2,761
Cther 7,066 5,783 13,877

42,198 41,073 44 881

13
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13.

14.

INVESTMENT INCOME

US$ '000
Flnagg ijzsza;i—lt‘? ;date Financial Year ended
Insurance [Shareholders’ year-to-dats | 31 December
funds funds Total 30 June 2013 2013
Interest income
- Investments
designated at fair
value through profit
or loss 285 160 445 621 909
- Others 2,177 2,026 4,203 4,928 9,222
Dividends 515 462 977 811 1,188
Realised gains (loss)
- Trading investments 2,423 1,824 4,247 1,045 3,032
- Investment
designated at fair
value through profit
or loss {53) (32) (85) 46 (56)
- Available for sale 883 806 1,689 1,480 2,407
Gain (loss) on
remeasurement of
investments at fair
value through profit &
loss
- Trading investments 262 162 424 1,606 6,416
- Investments
designated at fair
value through profit
or loss 267 161 428 (584) (333)
Impairment loss -
available for sale - - - (83) {1,602)
Other (340) (257) {597) (489) {760)
6,419 5,312 11,731 9,381 20,423
OPERATING EXPENSES
Uss$ '000
F'"agg'j{lf:a;:ffate Financial Year ended
Non- year-to-date 31 December
Underwriting Underwriting Total 30 June 2013 2013
Salaries and benefits 7,419 3,090 10,509 10,639 20,456
General and
administration 3,395 1,114 4,509 4,172 8,478
10,814 4,204 15,018 14,811 28,934
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15. OTHER INCOME

US$ '000
Financial Financial Year ended
year-to-date year-to-date 31 December
30 June 2014 30 June 2013 2013
Software sales and related services 778 564 1,945
Third party administration services 1,618 737 2,317
Other (157) 884 625
2,239 2,185 4,887
16. OTHER EXPENSES AND PROVISIONS
Us$ '000
Financial Financial Year ended
year-to-date year-to-date 31 December
30 June 2014 30 June 2013 2013
Foreign exchange loss 972 626 941
Provision for doubtful receivable &
deposits - - 30
Other 319 1,222 1,224
1,291 1,848 2,195
17. EARNINGS PER SHARE ATTRIBUTABLE TO SHAREHOLDERS
Basic and diluted earnings per share has been computed as follows:
Financial Financial Year ended
year-to-date year-to-dale 31 December
30 June 2014 30 June 2013 2013
Weighted average number
of shares outstanding ‘000 198,032 198,032 198,032
Net profit US$'000 4,729 5172 18,603
Earnings per share Uss 0.02 0.03 0.09
18. RECONCILIATION OF NET RESULT TO CASH FLOWS FROM OPERATING
ACTIVITIES
Us$ '000
Financial Financial Year ended
year-to-date year-to-date 31 December
30 June 2014 30 June 2013 2013
Profit for the period 2,527 5,133 14,873
Increase (Decrease) in insurance funds 77,447 (17,155) 6,220
Change in insurance receivable/
payable, net (1,083) 1,667 (2,402)
Change in accrued insurance premiums (65,977) 20,313 17,078
Change in other assets/liabilities, net (19,987) {12,695) (18,733)
Net cash (used in) provided by
operating activities {7,073) (2,737) 17,036
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19.

FAIR VALUE DISCLOSURE

The following table presents the fair values of the Group's financial instruments:

ASSETS

Cash and cash
equivalents

Investments

Accrued income

Insurance receivables

Insurance deposits

Other assets

LIABILITIES
Insurance payables
Borrowings

Other liabilities

ASSETS

Cash and cash
equivalents

Investments

Accrued income

Insurance receivables

Insurance deposits

Other assets

LIABILITIES
Insurance payables
Other liabilities

Uss$ ‘000
30 June 2014
Book Value
Att:‘ilor: a|l1ue Loans and Held to | Available | Amortised Total v';?::;
profit &QI . receivables | maturity | for sale Cost
- 273,379 - - - 273,379 | 273,379
120,071 - 48,515 238,079 - 406,665 | 407,339
- 748 | 148,671 1,040 150,459 | 150,459
“ 105,678 - - - 105,678 | 105,678
- 44,331 - - - 44,351 44,351
- 44,277 - - - 44,277 44,277
- - - - 35,851 35,851 35,851
- - - - 10,000 10,000 10,000
- - . - 36,454 36,454 36,454
US$ '000
31 December 2013
Book Value
Al fair value ) R Fair
Loans and Held to | Available | Amortised
lhrougl;gspsroﬁl & receivables | malurity | for sale Cost Total value

- 273,231 - - - 273,231 | 273,231

95,877 - 55,510 | 215,182 - 366,569 (367,631

- 421 82,908 1,153 - 84,482 84,482

- 114,332 - - - 114,332 | 114,332

- 46,538 - - - 46,538 46,538

- 55,399 - - - 55,399 55,399

- - - - 45,588 45,588 45,588

- - - - 33,828 33,828 33,828
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19.

FAIR VALUE DISCLOSURE (CONTD.)

US$ ‘000
30 June 2013
Book Value .

At fair value . . air

brovghpot | (OST | Bl | Auelatie | Amrieed | toar | vaie
ASSETS
Cash and cash
equivalents - 317,550 - - - 317,550 | 317,550
Investments 90,407 - 55,118 174,675 - 320,200 | 321,596
Accrued income - 430 | 155,482 1,118 - 157,027 | 157,027
Insurance receivables - 121,106 - - - 121,106 | 121,106
Insurance deposits - 49,168 - - - 49,168 | 49,168
Other assets - 38,492 - - - 38,492 | 38,492
LIABILITIES
Insurance payables - - - - 57,193 57,193 | 67,193
Other liabilities S - - - 40,669 40,669 40,669

The information disclosed in the table above is not indicative of the net worth of the Group.

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date in the principal, or in
its absence, the most advantageous market to which the Group has access at that date. The fair
value of a liability reflects its non-performance risk.

When available, the Group measures the fair vaiue of an instrument using the quoted price in an
active market for that instrument. A market is regarded as aclive if transactions for the asset or
liability take place with sufficient frequency and volume to provide pricing information on an
ongoing basis.

When there is no quoted price in an active market, the Group uses valuation techniques that
maximize the use of relevant observable inputs and minimize the use of unobservable inputs.
The chosen valuation technique incorporates all the factors that market participants would take
into account in pricing a transaction.

The following methods and assumptions were used to estimate the fair value of the financial
instruments:

i. General:

The book values of the Group's financial instruments except investments and forward
foreign exchange contracts were deemed to approximate fair value due to the immediate or
short term maturity of these financial instruments.

ii. Investments:

The Group measures fair values using the following fair value hierarchy that reflects the
significance of the inputs used in making the measurements:

» Level 1: quoted prices (unadjusted) in active markets for identical assets and liabilities.

» Level 2: Valuation techniques based on observable inputs, either directly (i.e. as prices)
or indirectly (i.e. as derived from prices). This category includes instruments valued using:
quoted market prices in active markets for similar instruments; quoted prices for identical
or similar instruments in markets that are considered less active; or other valuation
techniques where all significant inputs are directly or indirectly observable from market
data.
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19. FAIR VALUE DISCLOSURE (CONTD.)

*» Level 3: Valuation techniques using significant unobservable inputs. This category
includes all instruments where the valuation technique includes inputs not based on
observable data and the unobservable inputs have a significant effect on the instrument's
valuation. This category includes instruments that are valued based on quoted market
prices for similar instruments where significant unobservable adjustments or assumptions
are required to reflect differences between the instruments.

The table below analyses financial instruments, measured at fair value as at the end of the period,
by level in the fair value hierarchy into which the fair value measurement is categorized:

us$'000
30 June 2014 Level 1 Level 2 Level 3 Total
At fair value through profit or loss
Held for trading
Common stock of listed companies 70,234 - - 70,234
Designated at fair value on initial
recognition |
Debt Securities 49,837 - i - 49,837
Available for sale
Debt securities 213,956 Al - 213,956
Common stock of unlisted companies - 1,515 | 6,343 7,858
Other - 2,071 | 14,194 16,265
334,027 3,586 | 20,537 358,150
US$'000
31 December 2013 Level 1 Level 2 Level 3 Total
At fair value through profit or loss
Held for trading
Common stock of listed companies 53,934 - - 53,934
Designated at fair value on initial
recognition

Debt Securities 41,943 - - 41,943
Available for sale
Debt securities 192,480 - - 192,480
Common stock of unlisted companies - 1,514 5,646 7,160
Other - 1,935 13,607 15,542

288,357 3,449 19,253 311,059
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19,

FAIR VALUE DISCLOSURE (CONTD.)

30 June 2013

At fair value through profit or loss
Held for trading

Common stock of listed companies

Designated at fair value on initial
recognition

Debt Securities

Available for sale
Debt securities
Common stock of unlisted companies

Other

The tables below show movements in the Level 3 financial assets measured at fair value:

30 June 2014
Balance at 1 January 2014
Gain (loss) recognised in:

- Income statement
- other comprehensive income

Investments made during the period

Investments redeemed during the
period

Balance at 30 June 2014

US$'000
Level 1 Level 2 Level 3 Total
54,584 - | -| 54584
35,822 . - 35,822
151,777 - | - 151,777
- 1,530 | 5,171 6,701
- 2,265 13,933 16,198
242,183 3,795 19,104 265,082
US$ '000 l
Unlisted equity Others | Total
5,646 13,607 ' 19,253
. 3 3
193 (424) (231)
527 1,564 | 2,091
(23) (556) | (579)
6,343 14,194 | 20,537 ]
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19.

FAIR VALUE DISCLOSURE (CONTD.)

US$ '000
31 December 2013 Unlisted equity Others Total
Balance at 1 January 2013 5,087 15,536 20,623
Loss recognised in:
- Income statement (538) (1,037) (1,575)
- Other comprehensive income (8) (178) (186)
investments made during the year 1,231 1,274 2,505
Investments redeemed during the year (126) {1,988) (2,114)
Balance at 31 December 2013 5,646 13,607 19,253
US$ '000
30 June 2013 Unlisted equity Others Total
Balance at 1 January 2013 5,087 15,536 20,623
Loss recognised in:
- Income statement - (155) (155)
- other comprehensive income (416) (672) (1.088)
Investments made during the period 610 385 995
Investments redeemed during the period (110) (1,161) (1,271)
Balance at 30 June 2013 5,171 13,933 19,104

The carrying values of the investment held in level 3 are based on unobservable inputs and reflects
proportional share of the fair values of the respective companies and their underlying net assets.
The Group does not expect the fair value of assets under level 2 & level 3 1o change significantly on
changing one or more of the unobservable inputs. The valuations of these investments are reviewed
quarterly and updated as necessary on the basis of information received from investee and
investment managers. For the period ended June 30, 2014, there were no transfers in and out of level
1, level 2 and level 3 (31 December 2013: nil; 30 June 2013: nil). The fair values are estimates and
do not necessarily represent the price at which the investment would sell. As the determination of fair
values involve subjective judgments, and given the inherent uncertainty of assumptions regarding
capitalization rates, discount rates, leasing and other factors, the amount which will be realized by the
company on the disposal of its investments may differ significantly from the values at which they are
carried in the consolidated financial statements, and the difference could be material.

The Group does not expect the fair value of assets under level 3 to change significantly on changing
one or more of the measurable / observable inputs.

iii. Forward foreign exchange contracts:

The fair value of forward foreign exchange contracts, used for hedging purposes, is based on
quoted market prices.

iv. Fair value less than carrying amounts:

The fair value of fixed interest debt securities fluctuates with changes in market interest rates.
The book value of financial assets held to maturity has not been reduced to fair value where
lower, because such market rate variations are considered temporary in nature and
management intends, and has the financial resources and capacity, to generally hold such
investments to maturity.
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20.

21.

PRINCIPAL SUBSIDIARIES, JOINT VENTURES & ASSOCIATES

At 30 June 2014, the principal subsidiaries of the Company were:

Arig Capital Limited

Arima Insurance Software W.L.L.
Gulf Warranties W.L.L.

Takaful Re Limited

Country of

incorporation

United Kingdom

Kingdom of Bahrain
Kingdom of Bahrain
United Arab Emirates

Ownership Non- Principal
controlling Activities
Interests
100% Nil Reinsurance
100% Nil Software
100% Nil Warranty
54% 46% Retakaful

All holdings are in the ordinary share capital of the subsidiaries concerned and are unchanged from
31 December 2013. The Company continues to hold 50% of the joint venture Hardy Arig Insurance
Management W.L.L. which is incorporated in the Kingdom of Bahrain.The Group also holds 25% of
the equity shares in Globemed Bahrain W.L.L., Bahrain.

RELATED PARTY TRANSACTIONS

Related parties represent the Company's major shareholders, subsidiary companies, associates,
joint ventures, directors & key management personnel.

The following is the summary of transactions with related parties:

i)

b)

c)

d)

a)

b)

Subsidiary companies:

Gross premium retroceded by
subsidiary to parent company

Service fees for administration
services provided by parent
company

Balances outstanding
- Receivables

Software royalty fees

Joint Venture:

Service fees for administration
services provided

Balances receivable

US$ '000
For the For the For the Year
Financial Financial ended
year-to-date | year-{o-date | 31 December
30 June 2014 | 30 June 2013 2013
63,638 26,920 34,932
486 2,482 4,889
37,133 14,433 40,193
- - 61
US$ 000
For the For the For the Year
Financial Financial ended
year-to-date | year-to-date |31 December
30 June 2014 | 30 June 2013 2013
50 59 123
436 191 315
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21. RELATED PARTY TRANSACTIONS (Contd.)

lif) Compensation to directors and key management personnel:

US$ '000
Financial Financial Year ended
year-to-date year-to-date 31 December
30 June 2014 | 30 June 2013 2013
a} Directors
- Remuneration (attendance fee) 64 59 96
- Travel expense 103 55 116
b) Key management compensation
- Salaries and other short-term
employee benefits 1,745 1,324 2,144
- Post employment benefits 155 408 719
- Share-based compensation 655 224 463
¢) Balances payable {net)
Key management
- Maximum balance 7,090 4,808 6,036
- Closing balance 7,090 4,808 6,036

22, COMMITMENTS OUTSTANDING

The Group has commitments for uncalled capital in available for sale investments amounting to
US$ 8.9 million (31 December 2013: US$ 8.0 million; 30 June 2013: US§ 6.4 million).
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APPENDIX

ARAB INSURANCE GROUP (B.S.C.)

A. SIGNIFICANT ACCOUNTING POLICIES ON INVESTMENTS AS AT 30 JUNE 2014
INVESTMENTS

Investment securities are classified as ‘at fair value through profit or loss’, which includes
financial assets held for trading and those designated at fair value on initial recognition,
‘available for sale’, ‘held to maturity’ or ‘loans and receivables’. Management determines the
appropriate classification of investments at the time of purchase.

Securities are classified as at fair value through profit or loss if they are acquired for the
purpose of generating a profit from short-term fluctuations in price or if so designated by
management. Derivative financial instruments that are not designated as accounting hedge are
classified as at fair value through profit or loss. Investments with fixed or determinable
payments and fixed maturity that the management has the intent and ability to hold to maturity
are classified as held to maturity. Financial instruments with fixed or determinable payments
and that are not quoted in an active market are categorised as loans and receivables.
Securities intended to be held for an indefinite period of time and those that are not classified as
at fair value through profit or loss, held to maturity or loans and receivables, which may be sold
in response to needs for liquidity or changes in interest rates, are classified as available for
sale.

All purchases and sales of investments are recognised at the settlement date. All investment
assets are recognised initially at cost. After initial recognition, investments are valued using
principles described below.

Investments at fair value through profit or loss and investments available for sale are carried at
fair value. Held to maturity investments and loans and receivables are carried at amortised
cost, less any adjustment necessary for impairment.

Fair values are measured using market observable data as far as possible. Fair values are
categorised into different levels in a fair value hierarchy based on the inputs used in valuation.

PROVISION FOR IMPAIRMENT OF FINANCIAL ASSETS

A provision is made in respect of a financial asset that is impaired if its carrying amount is
greater than its estimated recoverable amount.

Provisions for assets carried at amortised cost are calculated as the difference between the
carrying amount of the assets and the present value of expected future cash flows discounted
at their original effective interest rate. By comparison, the recoverable amount of an instrument
carried at cost is the present value of expected future cash flows discounted at the current
market rate of interest for a similar financial asset.

In the case of available for sale financial assets, the Group assesses at each statement of
financial position date whether there is an objective evidence of impairment of such assets. If
any such evidence exists, the impairment is recognised in income. Evidence of impairment
considers among other factors significant or prolonged decline in market values and financial
difficulties of the issues. Impairment recognised is not reversed subsequently except in case of
debt instruments.



INVESTMENT IN JOINT VENTURES

Investments in joint ventures are accounted for using the equity method. Joint ventures are
defined as interests in joint arrangements where the Group has a residual interest in the net
assets of the joint arrangement.

INVESTMENT IN ASSOCIATED COMPANIES

Investments in associated companies are accounted for using the equity method. Associated
companies are defined as those companies over which the Group is able to exercise significant
influence, being the power to participate in the financial and operating policy decisions of the
company, but not the power to control such policy decisions. Generally, these are companies in
which the Group owns 20% to 50% of the voting shares.

INVESTMENT INCOME

Investment income comprises interest and dividend receivable for the financial year. Gains and
losses arising from changes in the fair value of investments at fair value through profit or loss
are included in the income statement in the period in which they arise. Gains and losses arising
from changes in the fair value of available for sale investments are recognised in other
comprehensive income and carried in investment revaluation income as part of equity,. When
available for sale investments are disposed or are impaired, the related fair value adjustments
are included in the income statement.

Investment income arising from insurance business investment assets are allocated to the
underwriting results of insurance businesses based on the proportion of their respective
insurance funds to shareholders’ funds during the financial year.

FOREIGN CURRENCY TRANSLATION

Transactions denominated in currencies other than U.S. Dollars are recorded at the rates ruling
at the date of the transaction. All monetary and non-monetary assets carried at fair value
denominated in currencies other than U.S. Dollars are translated at year-end exchange rates.

Unrealised gains or losses on translation are taken to income except in respect of non-
monetary available for sale investments, which are taken to equity until they are disposed.

Unrealised gains and losses on translation of financial statements of subsidiaries are included
in equity. Other foreign currency gains and losses are taken to income.

DERIVATIVE FINANCIAL INSTRUMENTS AND HEDGING

In the ordinary course of its business, the Group uses forward foreign exchange contracts as
fair value hedges to protect its exposures in respect of foreign currency denominated
investments and insurance liabilities and these contracts are carried at fair value.

Where a fair value hedge meets the conditions prescribed by International Financial Reporting
Standards for qualifying as an effective hedge, gains or losses from remeasuring forward
foreign exchange contracts and gains or losses on hedged assets attributable to the hedged
risk are recognised in income.

Where the hedge is not effective, gains or losses from remeasuring forward foreign exchange
contracts are recognised in income. Gains or losses on hedged assets are recognised in
income except in respect of non-monetary available for sale investments, which are taken to
equity until they are disposed.

The gain or losses from remeasuring insurance liabilities and related foreign exchange
contracts are recognised in income.



ARAB INSURANCE GROUP (B.S.C.)

APPENDIX |

B. ADDITIONAL DISCLOSURE ON INVESTMENTS

USS$ '000
30-June-2014
Invesiments in Investments
UAE. | outside UAE. Total
a. Cash & bank balances 31,844 241,535 273,379
Total cash & bank balances 31,844 241,535 273,379
b. Investments
At fair value through profit or loss
Held for trading
Common stock of listed companies 6,735 63,499 70,234
6,735 63,499 70,234
Designated at fair value on initial recognition
Debt Securities
- Other Invesiment grade - 24,771 24,71
- Other 2,004 23,062 25,066
2,004 47,833 49,837
Held to maturity
Debt securities
- Supra-nationals and OECD country governments - 22,984 22,984
- Other Investment grade 1,000 12,014 13,014
- Non-OECD country government - 2,654 2,654
- Other - 9,863 9,863
1,000 47,515 48,515
Available for sale
Debt securities
- Supra-nationals and OECD counlry governments - 41,903 41,903
- Other Investment grade 28,324 106,263 134,587
- Non-OECD couniry governments - - -
- Other 4,975 32,490 37,465
Common stock of listed companies - - -
Common stock of unlisted companies - 7,859 7,859
Other {see note) 1,428 14,837 16,265
34,727 203,352 238,079
investment in joint venture 108 108
Investment in associate - - -
- 108 108
Total Investments 44,466 362,307 406,773

Note: The Group does not have any direct investments in fand or real estate. However, ‘Other' includes investments
in Real Estate funds amounting to US$ 1,419,000 (in U.A.E.: US$ 3,000).



