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REPORT OF THE BOARD OF DIRECTORS

Dear Shareholders,

The Directors of the Arab insurance Group (B.S.C.) (Arig) are pleased to present the Company’'s 34th
Annual Report and Consoclidated Financial Statements for the 2014 Financial Year.

Financial Resuit

Again, the global reinsurance industry was spared from catastrophic loss events, which supported
further build-up of capital and added more pricing pressures to the market. Against this backdrop, the
Arig Group achieved a net profit of US$ 15.6 million in 2014 (2013: US$ 18.6 million). The
conventional business of the Group generated positive returns of US$ 20.5 million, whereas Takaful
Re, the Group’s Islamic reinsurance subsidiary, produced a loss of US$ 4.9 million for the Group. The
difference in proﬂtab:hty is mostly the result of sharply different underwriting fortunes. Arig's combined
ratio of 97.8%' stayed well within positive territory while Takaful Re disappointed with a ratio of 147%,
leading the Group to an overall combined ratioc of 101.7%.

Equally, business development varied between the two companies. While Arig's gross written
premium expanded by 23% to US$ 296.9 million (2013: US$ 240.5 million), mostly on the back of its
Lioyd's portfolio, Takaful Re's gross premiums reduced by 17% to US$ 18.4 million (2013: US$ 21.5
million). Combined, the Group wrote gross premiums of US$ 315.3 milion, up by 20% from the
previous year (2013: US$ 262 million).

Investment results were positive for both companies with Arig returning USS 18.2 million on its
investible assets (2013: US$ 17.8 million), and Takaful Re contributing US$ 1.9 million (2013: US$ 2.1
million).

The persisting difference in the performance between the companies is viewed by us with deep
concern. Possible strategic solutions are being considered for implementation during 2015 in order to
curtail the poor performance of Takaful Re.

The Market

2014 will be remembered as a year that stirred mixed emotions with many. The digital revolution
marched on and we are told that manufacturers are only five years away from mass-producing self-
driving cars. Stem cell research is opening new cures for mankind, while a new generation of watches
will watch over your health while staying in touch with a medical support network. While we seem to
be advancing on technologies that guard over the well-being of the individual, less can be said about
the ability of humans to resolve threats on a wider scale: intensifying regional conflicts in the Ukraine,
Iraq and Syria, the resurgence of Ebola and a recent peak in aviation losses made world-wide
headlines as did a slump in the economies of the Emerging Markets, new fears over the Euro zone
and a dramatic decline in the price of crude oil. As individuals, we draw some relief from the progress
made in research. But as shareholders in a reinsurer, we are predominantly concerned with the
condition of our markets where economic, political, sociological and, increasingly, technological risks
are determining our opportunities and our fortunes.

! A ratio below 100% indicates that the company is making underwriting profit while a ratio above 100% means that it is paying
out more meney in claims that it is receiving from premiums.

The Combined ratio is calculated as Incurred Losses/Earned Premium + Expenses / Written Premium
1



To illustrate the point, allow us to make a comparison between the state of the oil market and the
condition of the reinsurance industry today.

s  Supply and Demand

Oil: For many years we believed that the world’s demand for oil was insatiable and that in the long
run, capacities would be outstripped by demand. However, prices for crude have dropped by over
50% since mid-2014, signalling that available supplies have outgrown buyer's demand.
Reinsurance. quite similarly, a growing, more aifluent population was assumed to drive economic
growth world-wide that should result in an ever increasing demand for insurance and reinsurance
capacities. However, after three years with below-average loss experience and an abundance of
new capital entering into the industry, the available reinsurance capacity seems to have outgrown
its customers’ appetite.

s Technology

Cil: rising oil prices eventually encouraged the application of technologies to either reduce the
dependency on oil imports, or replace fossil fuels as a source of energy altogether. The U.S.,
being the world’s largest economy, reduced oil imports by 35% over the last ten years and is
expected to become a net producer. Germany, Europe’s leading economy, has made renewable
sources its #1 energy producer and is aiming for their 60% share of total. Bottom line: technology
is taking a sizeable bite out of world oif demand, increasing downward pressure on prices.
Reinsurance: the growing ability to model risks and to structure risk management has lead
markets to greater confidence in managing their exposures. The traditional risk transfer from
customer to (re-)insurer is being superseded by a multitude of financial tools from service
providers competing with each other over lucrative accounts. Today, 12% or US$ 62 balllon out of
an estimated US$ 575 billion of reinsurance capital are coming from outside investors? such as
pension funds, endowments, sovereign wealth funds and asset managers. They have already
taken over an estimated 40-50% of the lucrative catastrophe reinsurance segment and it is safe to
say that “the influx of new capital into the re[nsurance industry constitutes the largest change to
the sector's capital structure in recent memory.”® No surprise therefore that reinsurers, similar to
the oil markets, have seen a constant decline in their prices and in profit margins: the Guy
Carpenter Global Property Catastrophe Rate-on-Line Index fell yet again, in 2014 alone by 11%
year-on-year.

» Market Dynamics
So far, nothing has challenged market movements. For oif producers, general demand is down in
line w:th a trimmed down economic projection in the global GDP of 3.3% for 2014 and 3.5% in
2015°, The slump in oil prices could well reflect underlying economic weakness and possibly be
here to stay for some time to come. While this may spell good news for some producers, it reads
trouble for those who have been depending on the sales of their natural resources. Their business
model may be broken for now.

Reinsurers may find themselves in a similar conundrum. Wedged between the demands from
their shareholders and deteriorating market conditions, they will be locking for bold solutions to
make better use of their capital as margins available from their bread-and-butter business keep
declining. Traditional investment markets are not helping either as they are becoming increasingly
volatile. Unsurprisingly, the reinsurance sector is currently on negative outlook by all major rating
agencies. [t seems that at least part of the business model needs to be reinvented but the
question is: will shareholders be willing to support broad scale restructuring that may come with
new risks attached?

In this daunting environment, opporiunities for growih remain limited. At the same time we see
governments turning increasingly protectionist towards an industry that is used to working globally. In
Afro-Asia, China will be introducing a new regime that would sharply reduce access for foreign
reinsurers to its growing market. [ndonesia will be introducing yet another local reinsurer that will draw
compulsory cessions from the local indusiry. Similarly, we are seeing more national reinsurance
capacities spring up throughout our territories that will attempt to absorb simple risks that used to feed
into international reinsurers’ books.

Aon Benfield: Reinsurance Market Outlook, January 2015
Guy Carpenter: Capital Markels Report, September 2014
IMF World Economic Qutlook, January 2015



Clearly, if reinsurers want to move out of the defensive, they need to

1. add more value to their customer relationships by providing specialized products and services
outside of the commodity segments. In that, they will either require their customers to think
outside of the box, or they need to jump the queue and create their own new markets,

2. Against the global industry backdrop, it will become increasingly difficult to satisfy shareholders’
expectations from the proceeds of traditional reinsurance and investment options. Structured
solutions, mergers & acquisitions, strategic alliances and the employment of third party capital
need {0 be explored.

3. While the reality of the digital revolution has changed lifestyles forever, insurance seems 1o have
remained in a fetal position. The way products are designed, marketed and sold has essentially
remained the same over the past 50 years whereas banks, for instance, have long since moved
away from their branch based distribution and servicing system. This has not only saved cost, but
also led to a completely different customer experience.

There is room for improvement on many fronts. Similar to what a dramatically reduced price of oil may
signal to us, many of the past benefits may no longer be available in the future, It is time to roll up our
sleeves and revisit the way we go about our businesses. This is not the time to be complacent resting
on past laurels.

Arig’s Position

Similar to the rest of the industry, Arig experienced mixed fortunes across its Group portfolio in 2014.
Spared of large-scale catastrophe losses, there were a number of mid-size claims that affected the
economics of our individual business segments. Strict risk selection in our acceptances has kept Arig
from riding the market to its bottom, which clearly has yet to be reached. Yet we remain exposed to
the pricing pressures of our markets, to local jurisdiction finding its own particular ways when disputes
over claims occur, and the effects of political and military intervention, which have stopped us from
writing business in markets that used to return healthy margins. Still, the Group managed to produce
a respectable resuit under the difficult circumstances,

Owing to Arig's widely diversified book of business, different segments of our portfolio could be
employed to balance any under-periormance of others. Our Specialty book, which includes
Engineering, Casualty, Motor Extended Warranties, Marine and Energy lines, continued to perform
strongly even if its largest class, construction, was affected by some sizeable losses. Facultative
Property business remained profitable as did niche and run-off business from earlier years.

The Treaty block, which includes delegated underwriting arrangements with clients, performed
strongly in the Middle East and Turkey, and poorly on the Indian Sub-continent while results from the
Far East and Africa largely broke even. Qur partnerships in the Lloyd's market returned a healthy
margin to testament that our venture into this very different business environment is adding real value
to our book.

Equally, the results from the Personal Lines of Life and Medical continued to thrive while we continue
to enhance the products and services our feam is capable of offering to our clients.

Unfortunately the Re-Takaful sector continued to disappeint. After restructuring the portfolio that is
exclusively written from insurers operating on Islamic principles, following the infroduction of new
management and subsequent to analyzing our peers' foriunes in the Takaful marketplace we see
limited chances for our subsidiary to achieve economical mass and to become profitable in the
foreseeable future, unless its current business model is reformed.

All in all, we have reached most of our targets in 2014 even if the result from the company's
underwriting and investment activities is reflective of the industry's compressed earnings margins.
Nevertheless, the Board is pleased to propose a dividend of 5% that remains subject to approval of
the Central Bank of Bahrain.



Qutlook

For the current year, the general expectation is that "Declining rates, broader terms and conditions, an
unsustainable flow of net favorable loss reserve development, low investment vields and continued
pressure from convergence capltal are all negative factors that will adversely impact risk-adjusted
returns over the longer term.”® AM. Best, our rating agency, further beligves that "Given where rate
adequacy is, it will continue to take optimal conditions — including benign or near-benign catastrophe
years, a continued flow of net favorable loss reserve development and stable financial markets — 1o
produce even low double digit returns. Such return measures would have been considered average or
perhaps mediocre just a few years ago.”

There is little to add to these global statements, other than perhaps the fact that obviously we cannot
expect catastrophe experience or financial markets to remain stable at ideal levels. Insurance is about
managing volatility so naturally we will see results fluctuate. Using some degree of caution and
realism, we would expect ROE figures of between 7-10% to apply globally. This goes hand-in-hand
with a world economic outlook that reflects a reduction from previous highs. This includes the
Emerging Markets and the GCC. While prices for crude oil around US$ 50 per barrel will spell good
news to manufacturing economies, they could have a mid-term impact on the oil producers. At this
time, we would not expect major market corrections for the GCC members just yet as the need for
infrastructure investments remains unabated and the development of the Personal Lines segment
largely under-exploited. But it just has become even more difficult to generated profitable growth from
a market that is already experiencing extreme pricing pressure.

Arig has worked within a free market since the day of its inception 34 years ago. We welcome
competition provided all is done on a level playing field. In practice, this is not always the case
especially in some Emerging Markets where we see some governments are using a stronger hand in
the market. Yet, between the global leaders who are driving the reinsurance indusiry and many
regional contenders, Arig has managed to carve out a niche that has enabled it to write business on a
solid operating platform. Facused on diversification, strong risk management skills and operational
efficiency we are confident to deliver consistently positive results across the market cycle. We expect
industry results to remain under pressure as there is little doubt that the market is currently at a low
due to an imbalance between supply and demand. Yet, we would like shareholders to know that their
capital is in good hands. The Board of Directors and the Management of Arig are doing their very best
to ensure continuous returns on the company's capital.
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INDEPENDENT AUDITORS' REPORT TO THE SHAREHOLDERS

Arab Insurance Group (B.S.C)
Kingdorn of Bahrain

Report on tha consolidated financlal stataments

We have audiled the accompanying consolidated financial stalements of Arab Insurance Group B.S.C. {the “Company”)
and its subsidiaries {together the “Group™), which comprise the consolidated statement of financial position as at 31
Dacember 2014, the consolidated statements of income, comprehensive income, changes in equity and cash flows for
the year then ended, and noles, comprising a summary of significant accounting policies and olher explanalory
information.

Rasponsibilily of the board of diractors for the consolidated financial stalaments

The board of directors Is respansible for the preparation and fair presentation of ihese consolidated financial statements
in accordance with International Financial Reporting Standards, and for such internal control as the hoard of directors
determines is necessary to enable the preparation of consalidated financial slalements that are free from material
misstatement, whether due o fraud or eror.

Auditors’ rasponsibilily

Qur respensibility is to express an opinlon on these consolidated financial statements based on our audil, We
conducted our audit In accordance with Inlernational Standards on Auditing. Those standards raquire thal we comply
with ethical requiremenls and plan and perform the audil to oblain reasonable assurance about whether the
consolidated financial statements are free from material misstatement.

An audif involves performing procedures lo oblain audit evidence aboul the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on our judgment, Including the assessment of lhe
risks of material misstatement of the consolidaled financial statements, whether due to fraud or error. In making those
risk assessmenls, we congider Infernal control relevant fo the enlily’s preparation and fair presenlalion of the
conselidaled financial stalements in order {o design audit procedures that are apprepriate in the circumstances, but nol
for (he purpose of expressing an opinion on the effactiveness of the enlity's infernal control.  An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of accounting estimates made by
managament, as well as evatualing the overall presentation of the consolidated financial siatements.

We beliave that the audit evidence we have obtained is sufficlent and appropriate to provide a basis for our audit opinion.

Opinion

in our opinion, tha consclidated financial statements present fairly, In all malerial respects, the consalidaled financial
position of the Group as at 31 December 2014, and its consolidated financial pedormance and its consclidated cash
flows for the year then ended in accordance wilh International Financial Reporting Standards.

Report on othar ragulatory raquiraments
As raquired by the Bahrain Commercial Companies Law and (Volume 3} of the Cenlral Bank of Bahrain (CBB) Rule
Book, we raport hat:
a) the Company has maintained proper accounling records and the consolidated financial stalements are in
agreement iherewith;
b} the financial information contained in the directors’ report is consistent with the cansolidaled financiat
siatemants,
€} we ara not aware of any violations during the year of the Bahraln Commercial Companies Law, the Central
Bank of Bahrain ard Financial Institulions Law, {he CBB Rule Book (Volume 3, applicable provisions of
Vaolume 6 and CBB directives), the CBB Capital Markets Regulations and associated resolutians, tha Bahrain
Bourse rules and procedures or the lerms of the Company'’s memorandum and articies of association hat
wouid have had a malerial adverse effect on the business of the Company ar on its financial pasilion; and
d) safisfaclory explanalions and information have been provided to us by management I response to all our
requests.

KPMG Fakhro
Pariner Registration No. 83
12 February 2015

KPMG Fakhea, a Bahvan parinership registered w th Min stry of Industry and Commerce (MO C, Kingdem of Bahrain and a member fem ol
the KPMG network of independent member firms allilated with XPMG Intornauona: Cooperatve ["KPMG latermational”™), @ Swiss entily



. ARAB INSURANCE GROUP (B.S.C.)

CONSOLIDATED STATEMENT OF FINANCIAL POSITICN AS AT 31 DECEMBER 2014

(In thousands of U.S. Dollars)

Note 2014 2013
ASSETS
Cash and bank balances 5 192,703 273,231
Invesiments 6 525,998 366,707
Accrued income 8 88,023 84,482
Insurance receivables 9 119,012 114,332
Insurance deposits 10 42,578 46,538
Deferred policy acquisition costs 24,452 28,230
Reinsurers’ share of technical provisions 11 72,048 59,082
Other assets 12 12,037 56,568
Property and equipment 13 27,462 27,472
1,104,313 1,056,642
LIABILITIES
Technical provisions 14 707,631 678,648
insurance payables 17 41,768 45,588
Borrowings 18 10,000 -
Other liabilities 18 42,503 41,073
801,902 765,309
EQUITY
Attributable to shareholders of parent 20
company
Share capital 220,000 220,000
Treasury stock (14,793) {14,793)
Reserves 39,857 38,844
Retained earnings 19,485 5173
264,549 249,224
Non-controlling interests 21 37,862 42,109
302,411 291,333

1,104,313 1,056,642

These consolidated financial statements were approved by the Board of Directors on
12 February 2015 and signed on its behalf by:

= G Prhag A

Khalid J. Bin Kalban Khalid A. Al Bustani Yassir Albaharna
Chairman Vice Chairman Chief Executive Officer

The accompanying notes 1 to 36 are an integral part of these consolidated financial statements.



ARAB INSURANCE GROUP (B.S.C.)

CONSOLIDATED STATEMENT OF INCOME

FOR THE YEAR ENDED 31 DECEMBER 2014

(In thousands of U.S. Dollais)

Note
Gross premiums written
Net earned premiums
Claims and related expenses
Policy acquisition costs
Investment income attributable to insurance funds 23
Operating expenses 24
Underwriting result 22
Investment income attributable to shareholders’ funds 23
Operating expenses — non underwriting activities 24
Borrowing cost
Other income 25
Other expenses and provisions 26
Profit for the year
Attributable to:
Non-centrolling interests
Shareholders of Parent Company
Earnings per share attributable to shareholders

{basic and diluted): 27

Us$

2014 2013
315,300 261,988
256,433 237,712

(171,399) | (150,103)
(68,956) (66,854)
11,745 11,160
(21,823) (18,492)

6,000 13,423

8,754 9,263
(6,866) (10,442)
(135) (63)
5,376 5,444
(1,683) (2,752)
11,446 14,873
(4,169) (3,730)
15,615 18,603
11,446 14,873
0.08 0.09

The accompanying notes 1 to 36 are an integral part of these consolidated financial statements.




ARAB INSURANCE GROUP (B.S.C.)

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED 31 DECEMBER 2014

{In thousands of U.S. Dollars)

2014 2013
Profit for the year 11,446 14,873
Other comprehensive income
Items that will be reclassified to profit or loss:
Changes on remeasurement of available for sale investments (451) (4,275)
Transfers for recognition of losses (gains) on disposal of
available for sale investments 386 (732)
ltems that will not be reclassified subsequently to profit or loss
Revaluation of property (303) -
Other comprehensive income (368) (5,007)
Total comprehensive income 11,078 9,866
Attributable fo:
Non-controlling interests {4,247) (4,129)
Shareholders of Parent Company 15,325 13,895
11,078 8,866

The accompanying notes 1 to 36 are an integral part of these consolidated financial statements.
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ARAB INSURANCE GROUP (B.S.C.)

CONSOLIDATED STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED 31 DECEMBER 2014

{In_thousands of U.S. Dollars)

Note 2014 2013
CASH FLOWS FROM OPERATING ACTIVITIES:
Premiums received 286,157 278,901
Reinsurance premiums paid (30,501) (9,662)
Claims and acquisition costs paid (260,058) (247,767)
Reinsurance receipts in respect of claims 30,324 15,278
Investment income 3,313 600
Interest received 2,750 4,352
Dividends received 1,473 1,188
Operating expenses paid (24,995) (25,288)
Other income/expenses, net 3,025 (636)
Insurance deposits received (paid), net 3,261 {919)
Purchase of trading investments (74,305) (43,099)
Sale of trading investments 48,584 44,088
Net cash (used in) provided by operating activities 31 (10,972) 17,036
CASH FLOWS FROM INVESTING ACTIVITIES:
Maturity/sale of investments 267,889 112,928
Purchase of investments {402,386) {161,648)
Term deposit with bank 57,046 {32,988)
Interest received 6,353 5,779
Dividend received 44 -
Investment income 7,606 1,503
Collateralised cash deposits received (paid), net 41,945 {28,847}
Purchase of property and equipment {565) (928)
Purchase of intangible assets (58) (393)
Disposal group held for sale 100 -
Investment in associate (25) -
Net cash used in investing activities (22,049) (104,594}
CASH FLOWS FROM FINANCING ACTIVITIES:
Borrowings 10,000 (20,000}
Interest on borrowings (135} (371)
Dividends paid (6) (43)
Net cash provided by (used in} financing activities 9,859 {20.414)
Net decrease in cash and cash equivalents {23,162) {107,972)
Effect of exchange rate on cash and cash equivalents {319) (19)
Effect of assets held for sale on cash and cash equivalents - (120)
Cash and cash equivalents, beginning of year 124,085 232,196
Cash and cash equivalents, end of year 5 100,604 124,085
Term deposit with bank 92,099 149,146
Cash and bank balances, end of year 5 192,703 273,23

The accompanying notes 1 to 36 are an integral part of these consolidated financial statements.
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ARAB INSURANCE GROUP (B.S.C.)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 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 financial statements have been prepared in accordance with International
Financial Reporting Standards (IFRS), issued by the International Accounting Standards Board
and are consistent with prevailing practice within the insurance industry.

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 habilities are
denominated in that currency.

The consclidated financial statements are prepared under the historical cost convention as
modified by the revaluation of [and and building and certain investment assets.

Comparative figures have been reclassified and restated, where necessary, to conform to the
current year's presentation.

The Group has adopted the following new and revised IFRS and interpretations which became
effective as of 1 January 2014:

¢ [AS 32 - Financial Instruments: Presentation

Amendments to IAS 32 clarify the offsetting criteria by explaining when an entity currently
has a legally enforceable right to set off. The amendments have been applied
retrospectively. The adoption of this amendment has no material impact on the financial
statements.

+ |AS 36 Impairment of Assets

Amendments to IAS 36 remove the requirement to disclose the recoverable amount of a
cash-generating unit (CGU) to which goodwill or other intangible assets with indefinite useful
lives had been allocated when there has been no impairment or reversal of impairment of the
related CGU. Furthermore, the amendments introduce additional disclosure requirements
applicable to when the recoverable amount of an asset or a CGU is measured at fair value
less costs of disposal. These new disclosures include the fair value hierarchy, key
assumptions and valuation techniques used. The application of these amendments had no
material impact on the financial statements,

+ |AS 39 ~ Financial Instruments: Recognition and Measurement

Amendments to IAS 39 provide relief from the requirement to discontinue hedge accounting
when a derivative designated as a hedging instrument is novated under certain
circumstances. The amendments have been applied retrospectively. The adoption of this
amendment had no material impact on the financial statements.
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SIGNIFICANT ACCOUNTING POLICIES (Contd.)

fnvestment Entities - Amendments to IFRS 10 Consolidated Financial Statements; IFRS 12
Disclosure of Interests in Other Entities and 1AS 27 Separate Financial Statements

Amendments to IFRS 10, IFRS 12 and [AS 27, grants certain relief from consolidation to
investment entities. It requires qualifying investment entities to account for investment in
controlled investees at fair value through profit or loss in its consolidated and separate
financial statements. The Group concluded that it does not meet the definition of an
investment entity and hence the above amendments are not applicable to the Group.

IFRIC 21 — Levies

IFRIC Interpretation 21 on Levies provides guidance on the accounting for levies in the
financial statements of the entity that is paying the levy. The adoption of this interpretation
had no material impact on the financial statements.

The following standards and interpretations have been issued but not yet effective for the year
ended 31 December 2014:

IFRS 9 Financial Instruments
Standard issued July 2014

IFRS 9 replaces the existing 1AS 39 Financial Instruments: Recognition and Measurement.
IFRS 9 includes revised guidance on the classification and measurement of financial
instruments, including a new expected credit loss model for calculating impairment on
financial assets, and the new general hedge accounting requirements. It also carries forward
the guidance on recognition and derecognition of financial instruments from IAS 39.

The standard is applicable from 1 January 2018 with early adoption permitted. The Group is
assessing the impact of IFRS 9 on its consolidated financial statements.

IFRS 11 Joint Arrangements

Amendments to IFRS 11 provide guidance on how to account for the acquisition of a joint
operation that constitutes a business as defined in IFRS 3 Business Combinations. The
amendments to IFRS 11 apply prospectively for annual reporting periods beginning on or
after 1 January 2016. The Group is not expecting a significant impact from the adoption of
this amendment.

IFRS 15 Revenue from Contracts with Customers
Standard issued May 2014

IFRS 15 establishes a comprehensive framework for determining whether, how much and
when revenue is recognized. It replaces existing revenue recognition guidance, including 1AS
18 Revenue, IAS 11 Construction Contracts and IFRIC 13 Customer Loyalty Programmes.,
The standard is effective for annual reporting periods beginning on or after 1 January 2017,
with early adoption permitted. The Group is not expecting a significant impact from the
adoption of this standard.

IAS 16 Property, Plant and Equipment and IAS 38 Intangible Assets

Amendments to 1AS 16 prohibit entities from using a revenue based depreciation method for
items of property, plant and equipment. Amendments to 1AS 38 introduce a rebuttable
presumption that revenue is not an appropriate basis for amortisation of an intangible asset.
This presumption can only be rebutied if the intangible asset is expressed as a measure of
revenue or when it can be demonstrated that revenue and consumption of the economic
benefits of the intangible asset are highly correlated. The amendments are effective
prospectively for annual periods beginning on or after 1 January 2016. The Group is not
expecting a significant impact from the adoption of this amendment.
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SIGNIFICANT ACCOUNTING POLICIES (Contd.)

+ IAS 19 Employee Benefits

Amendments to |IAS 19 apply to coniributions from employees or third parties to defined
benefit plans. The amendments clarify accounting for contributions that are dependent or
independent of the number of years of employee service. The amendments are effective for
annual periods beginning on or after 1 July 2014, Early application is permitted. The Group is
not expecting a significant impact from the adoption of this amendment.

* Improvements to IFRSs {2013)

Improvements to IFRS issued in December 2013 include a number of amendments to various
IFRSs. Most amendments will apply prospectively for annual periods beginning on or after 1
July 2014 with early application permitted. The Group is not expecting a significant impact
from the adoption of this amendment.

The Group did not early-adopt new or amended standards in 2014,

The significant accounting policies of the Group are as follows:

BASIS OF CONSOLIDATION

The consolidated financial statements include the accounts of the parent company and all of its
subsidiaries made up to 31 December 2014.

Subsidiaries are defined as entities that are controlled by the Group, on the basis of
i) power over the entity;
iy  exposure to variable returns from the entity; and
iy  the ability to use its power to affect the amount of returns.

The purchase method is used to account for acquisitions,

The Group classifies its interests in jeint arrangements as either joint operations or joint
ventures depending on the Group's rights io the assets and abligations for the liabilities of the
arrangements. The Group has assessed that its only joint arrangement be recognised as a
joint venture and has applied the equity method.

All intra-group transactions, balances and unrealised surpluses and deficits on transactions
between group companies have been eliminated on consolidation. Where necessary, the
accounts of subsidiaries have been restated to ensure consistency with the accounting policies
adopted by the Group.

A listing of the principal subsidiaries is set out in note 33. In the parent company, these
investments are accounted under |IAS 39, Financial Instruments: Recognition and Measurement,
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SIGNIFICANT ACCOUNTING POLICIES (Contd.)
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 deiermines the appropriate
classification of invesiments 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
(see note 32).

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 esach 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 issuer. Impairment recognised is not reversed subsequently except in case of debt
instruments.

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 but not control or joint control over the financial and operating policy decisions.

INVESTMENT IN JOINT VENTURES

Investments in joint veniures are accounted for using the equity method. Joint ventures are
defined as those companies over which the Group has joint control with another party and has
rights to the net assets of the company. The Group does not have rights to the assets and
obligation for the liabilities of the company.
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SIGNIFICANT ACCOUNTING POLICIES (Contd.}

INSURANCE RECEIVABLES

Insurance receivables are carried at anticipated realisable values after provision for impairment.
A provision for impairment is established when there is evidence that the Group will not be able
to collect all amounts due according to the terms of the receivables. In case of recsivables not
specifically impaired, a collective evaluation of impairment is carried out based on historical loss
experience. Bad debts are written off during the year in which they are identified. The
identification of bad debts is based on an analysis of the financial position of the counter party.

INSURANCE DEPOSITS

Insurance deposits comprise premium and claim deposits with cedants in accordance with
policy terms and are carried at anticipated realisable values after provision for impairment. A
provision for impairment is established when there is evidence that the Group will not be able to
collect all amounts due according to the terms of the deposits. In case of deposiis not
specifically impaired, a collective evaluation of impairment is carried out based on historical loss
experience. Irrecoverable deposits are written off during the year in which they are identified.
Irrecoverable deposits are identified on an analysis of the financial position of the counter party.

INTANGIBLE ASSETS

Expenditure on software, patents, present value of future profits on acquisition of portfolio and
licenses are capitalised and amortised using the straight line basis over their expected useful
lives, not exceeding a period of 5 years.

Costs associated with developing computer software programmes are recognised as an
expense when incurred. However, costs that are clearly associated with an identifiable and
unique product, which will be controlled by the Group and has a probable benefit exceeding the
costs beyond one year, are recognised as intangible assets. Costs include staff costs of the
development team and an appropriate portion of relevant overheads.

Expenditure, which enhances and extends the benefits of computer software programmes
beyond their original specifications and lives is recognised as a capital improvement and added
to the original cost of the software. The carrying amount of intangible assets is reviewed
annually and adjusted for impairment where # is considered necessary.

PROPERTY & EQUIPMENT

Property & equipment are stated at cost less accumulated depreciation except for land and
building which are carried at their revalued amount being fair value on date of valuation on a
rolling basis by independent external valuers, less accumulated depreciation. On revaluation,
any increase in the carrying amount of the asset is carried in the shareholders’ equily as
Property Revaluation Reserve and any decrease is recognised as an expense, except to the
extent that it reverses decreases or increases previously recognised through income or
shareholders’ equity. The balance in the Property Revaluation Reserve is transferred directly to
Retained Earnings on sale of property and realization of surplus. Further, the difference
between depreciation based on the revalued carrying amounts and the depreciation based on
original cost of the property is transferred directly from Property Revaluation Reserve to
Retained Earnings.
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SIGNIFICANT ACCOUNTING POLICIES (Contd.)

The cost of additions and major improvements are capitalised; maintenance and repairs are
charged to expense as incurred. Gains or losses on disposal are reflected in other income.
Depreciation is provided on straight-line basis over the expected useful lives of the assets,
which are as follows:

Building 40 years
Electrical and mechanical 20 years
Information systems, furniture, equipment and others 3-5 years

Useful lives and residual values are reassessed at each reporting period and adjusted
accordingly.

At each reporting date, the Group reviews the carrying amounts to determine whether there is
any indication of impairment. If any such indication exists, then the assets recoverable amount
is estimated.

For impairment testing, assets are grouped together into the smallest group of assets that
generates cash inflows from continuing use that are largely independent of the cash inflows of
other assets or Cash Generating Units (CGU).

The recoverable amount of an asset or CGU is the greater of its value in use and its fair value
less costs to sell. Value in use is based on the estimated future cash flows, discounted to their
present value using a pre-tax discount rate that reflects current market assessments of the time
value of money and the risks specific fo the asset or CGU.

An impairment loss is recognised if the carrying amount of an asset or CGU exceeds its
recoverable amount.

ASSETS HELD FOR SALE

Non-current assets, or disposal groups comprising assets and liabilities, are classified as held-
for-sale if it is highly probable that they will be recovered primarily through sale rather than
through continuing use.

Such assets, or disposal groups, are generally measured at the lower of their carrying amount
and fair value less costs fo sell. Any impairment loss on a disposal group is allocated first to
goodwill, and then to the remaining assets and liabilities on a pro-rata basis, except that no loss
is allocated to inventories, financial assets, deferred tax assets, employee benefit assets,
investment property or biological assets, which continue to be measured in accordance with the
Group's other accounting policies. Impairment losses on initial classification as held-for-sale or
held-for-distribution and subsequent gains or losses on remeasurement are recognised in profit
or loss.

Once classified as held-for-sale, intangible assets and property, plant and equipment are no
longer amertised or depreciated, and any equity-accounted investee is no longer equity
accounted.

PROVISIONS

Provisions are recognised when the Group has a present legal or constructive obligation as a
result of past events, it is probable that an outflow of resources will be required to settle the
obligation and a reliable estimate of the amount of the obligation can be made. Employee
entittements are recognised when they accrue to employees, with a provision being carried for
the estimated liability as a result of services rendered upto the statement of financial position
date.
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SIGNIFICANT ACCOUNTING POLICIES (Contd.)

POST EMPLOYMENT OBLIGATIONS

The Group operates a number of defined benefit plans for its employees,

For defined benefit plans, the accounting cost except for actuarial gains or losses, is charged to
the income statement so as to spread it over the expected service lives of employees. The
accounting costs under these plans are measured as the present value of the estimated future
cash outflows using interest rates of government securities, which have terms to maturity
approximating the terms of the related liability. Actuarial gains or losses are carried in the
comprehensive income statement.

EMPLOYEE SHARE SCHEME

The Group operates a cash settled, share-based compensation scheme. The fair value of the
employee services received in exchange for virtual shares is recognised as an expense.

The shares are awarded based on the performance during the financial year (scheme year) and
is expensed over the scheme year and the vesting period of two years from the end of Scheme
year,

At each statement of financial position date, the liability is revalued with reference to the book
value of the virtual shares allocated and the impact of the revaluation is recognised in the
income statement with a correspeonding adjustment to the liability.

TREASURY STOCK

Treasury stock representing shares purchased by the parent company or its consolidated
subsidiaries are carried at cost with the exception of holdings as on the date of capital
reduction, 4 July 2002, which are carried at nominal value. All treasury stock is presented as a
deduction from shareholders’ equity and gains and losses from sale of these shares are
presented as a change in shareholders’ equity.

RECOGNITION OF UNDERWRITING RESULT

Insurance business is accounted for in @ manner consistent with prevailing practice within the
insurance industry, more specifically, on an annual accounting basis. Specific accounting
policies relating to individual items of insurance revenues and costs and technical provisions
are explained below for each relevant item.

PREMIUMS

Gross premiums written comprise the total premiums in relation to contracts incepting during
the financial year, together with adjustments arising in the financial year to premiums receivable
in respect of business written in previous financial years. It includes an estimate of pipeline
premiums, being those premiums written but not reported to the Group at the statement of
financial position date. Pipeline premiums are reported as accrued insurance premiums.

Premiums, net of reinsurance, are taken to income over the terms of the related confracts or
policies. Unearned premiums are those proportions of the premiums accounted for, which
relate to periods of risk that extend beyond the end of the financial year; they are calculated
based on a time apportionment basis. A provision for unexpired risks is made for estimated
amounts required over and above provisions for unearned premiums to meet future claims and
related expenses on business in force at the statement of financial position date. Such
provision, where necessary, is made on the basis of an assessment of segments in which
policies with similar risk profile are grouped together.
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SIGNIFICANT ACCOUNTING POLICIES (Contd.)
CLAIMS AND RELATED EXPENSES

Claims and related expenses are accounted for based on reports received and subsequent
review on an individual case basis. Provision is made to cover the estimated ultimate cost of
settling claims arising out of events, which have occurred by the end of the financial year,
including unreported losses, and claims handling expenses. Provision for unreported claims is
established based on actuarial analysis and application of underwriting judgment having regard
to the range of uncertainty as to the eventual outcome for each category of business.

POLICY ACQUISITION COSTS

Commissions, taxes, brokerages and other variable underwriting costs direcily associated with
acquiring business are amortised aver the period in which the related premiums are earned.
Policy acquisition costs that relate to periods of risk that extend beyond the end of the financial
year are reported as deferred policy acquisition costs.

REINSURANCE ARRANGEMENTS

As part of managing its insurance risks, the Group enters into contracts with other reinsurers for
compensation of losses on insurance contracts issued by the Group.

Compensations receivable from reinsurers are estimated in a manner consistent with the
corresponding claim liability. The benefits and obligations arising under reinsurance contracts
are recognised in income and the related assets and liabilities are recognised as accounts
receivable, reinsurers’ share of technical reserves and accounts payable,

LIABILITY ADEQUACY TEST

At each statement of financial position date, liability adequacy tests are performed to ensure
adequacy of the contractual liabilities net of related deferred acquisition costs. In performing
these tests, current best estimates of future contractual undiscounted cash flows and claims
handling and adminisirative expenses are considered. The tests are performed on a portfolio
basis where policies with similar risk profile are grouped together as a portfolio.

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. Dellars are translated at year-end exchange rates.

Unrealised gains or losses on translation are taken to income except in respect of non-
moneiary 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.
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2.

SIGNIFICANT ACCOUNTING POLICIES (Contd.)
DERIVATIVE FINANCIAL INSTRUMENTS AND HEDGING

In the ordinary course of its business, the Group uses forward foreign exchange coniracts as
fair value hedges fo protect its exposures in respect of foreign currency denominated
investments and insurance liahilities 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 atiributable 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
ihcome 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 liabiliies and related foreign exchange
confracts are recognised in income.

CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS

In the process of applying its accounting policies, the Group makes estimates and judgements
that have an impact on the amounts recognised and reported in the financial statements. These
estimates and judgements are based on historical experience, observable market data,
published information and other information including expectations of future events that are
believed to be reasonable under the circumstances. The estimates and judgements that have a
significant impact on the recognised amounts in the financial statements and the processes
used to determine these estimates and judgements are described below:

i} Claims and related expenses

The estimate of ultimate losses arising from existing insurance contracts include unreparted
claims. Provisions for unreported claims are estimated based on actuarial analysis and
application of underwriting judgment having regard to the range of uncertainty as to the
eventual outcome for each category of business. The ultimate insurance liability also
includes the costs to administer the claims.

ii} Ultimate premiums
The estimate of ultimate premiums is based on premium income estimates provided by
cedants which is then adjusted to reflect underwriters’ judgement taking into account
market conditions and historical data. This estimate is subject to review by underwriters
and actuaries.

Other significant estimates include fair value measurement and impairment of financial assets
as disclosed in note 2.
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MANAGEMENT OF INSURANCE RISKS

Risks under insurance contracts arise from uncertainty regarding the occurrence of the insured
event and the amount of the resulting claim. In addition to underwriting risks, the Group is also
exposed to other related risks such as credit, currency and liguidity risks.

The following is a summary of policies adopted to mitigate the key insurance risks facing the
Group:

f)

Underwriting risks

The Group manages its underwriting risks principally through policies and guidelines for
accepting risks and reinsurance arrangements.

Risks are accepted based on an evaluation of pricing and prior underwriting experience in
accordance with underwriting guidelines that have been laid out for each line of business.
Underwriting guidelines are constantly reviewed and updated to take account of market
developments, performance and opportunities. Accumulation limits are set to control
exposures to natural hazards and catastrophes. Various underwriting and approval limits
are specified for accepting risks.

Acceptance of risks that do not meet specified minimum criteria are subject to agreement of
an Underwriting Review Commitiee comprising representatives from the Marketing,
Underwriting and Actuarial functions.

The reinsurance strategy of the Group is designed to protect exposures to individual and
event risks based on current risk exposures through cost effective reinsurance
arrangements.

Reserving risks are addressed by ensuring prudent and appropriate reserving for business
written by the Group, thus ensuring that sufficient funds are available to cover future claims.
Reserving practices involve the use of actuarial analysis and application of underwriting
judgement. These are supplemented by periodical independent actuarial reviews for
determining the adequacy of reserves.
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4. MANAGEMENT OF INSURANCE RISKS (Contd.)

ii) Creditrisks

Credit risk under insurance contracts is the risk that a counterparty will be unable to pay
amaunts in full when due.

Credit risk is conirolled through terms of trade for receipt of premium and in certain cases
enforcement of premium warranty conditions. Most of the counterparties are insurance
companies that are generally not rated. However, there are no significant exposures from
any one counterparty.

Reinsurance arrangements are effected with reinsurers whose creditworthiness is
assessed on the basis of satisfying minimum rating and financial strength criteria.
Exposure to any single reinsurer generally does not exceed a maximum of 25% of total
exposure and risks are generally placed with counterparties with minimum investment
grade rating except for proportional treaty arrangements placed on reciprocal basis,

Credit risks relating to reinsurance arrangements are analysed as follows:

US$ ’000
2014
. Share of technical
Receivables provisions Total
Balance relating to reinsurers:
- With investment grade rating 3,392 35,159 38,551
- Other 19,392 11,701 31,093
22,784 46,860 69,644
US§ '000
2013
Receivables Share Of. t<_achn|cal Total
provisions
Balance relating to reinsurers:
- With investment grade rating 2,215 39,693 41,908
« QOther 20,056 5,922 25,978
22,271 45,615 67,886

iii} Currency risks

As the Company writes business in various currencies, it is exposed to currency risk.
Foreign exchange currency risks are hedged where exposures are significant and facility to

hedge is available.

Uss$ 'ooe
Pound Indian Canadian
Euro Sterling Rupee Dollar Other
2014
Reinsurance Assets
(Liabilities), net {1,032) (1,061) {16,317) {509} (116,620)
Hedged {3,289) - - - “
US$ '000
Pound indian Canadian
Euro Sterling | Rupee Dollar Other
2013
Reinsurance Assets
(Liabilities), net {2,205) 2,662 (9,838) {475) (99,490)
Hedged {2,413) (1,085) - 959 -
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4. MANAGEMENT OF INSURANCE RISKS (Contd.)

iv) Liquidity risks

Liquidity risk is the risk that cash may not be available to pay obligations when due. Limits
have been specified in the investment policy and guidelines that requires a significant
portion of investment funds representing insurance liabilities to be held in cash or readily
marketable debt securities.

v) Sensitivity analysis

The sensitivity of the Group's income to market risks is as follows:

US$ '000
2014 2013
5% increase in loss ratio (12,822) (11,886)
5% decrease in loss ratio 12,822 11,886
10% increase in US Dollar exchange rate 12,030 10,935
10% decrease in US Dollar exchange rate {12,030) {10,935)
5. CASH AND BANK BALANCES
Us$ ‘000

2014 2013
Cash and bank balances 85,732 80,506
Deposits with maturity within 3 months 14,872 43,579
Cash and cash equivalents 100,604 124,085
Deposits with maturity over 3 months 92,099 149,146
192,703 273,231

Details of significant terms and conditions, exposures to credi, interest rate and currency risks
are as follows:

i) Credit risk:
Bank balances and deposits with short term maturities are held with leading financial
institutions. The Group limits its concentration of time deposits with any one financial
institution to a maximum of 10% of shareholders' equity.

ii} Interest rate risk:

2014 2013
Interest receivable basis:
- Bank balances Daily/Monthly Daily/Monthly
- Deposits with short term maturities On maturity On maturity
Effective rates 0.01% to 3.10 % 0.01% to 2.70 %

As the deposits are short term maturities, there is no sensitivity to interest rate fluctuation.

iii) Currency risk:

Us$ ’'000

2014 2013
U.S. Dollar 116,523 141,926
Bahraini Dinar 59,353 69,0092
UAE Dirham 4,860 32,712
Singapore Dollars 3,656 3,477
Quatari riyals 11 19,471
Other 8,300 5,653

192,703 273,231
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INVESTMENTS

At fair value through profit or loss

Held for trading
Commeon stock of lisied companies
Designated at fair value on initial recognition

Debt Securities
- Other investment grade
- Other

Held to maturity

Debt securities

- Supra-nationals and OECD country governments
- Other investment grade

- Non OECD country government

- Other

Available for sale

Debt securities

- Supra-nationals and OECD country governments
- Other investment grade

- Non-OECD country governments

- Other

Common stock of listed companies

Common stock of unlisted companies

Other equity type investment

[nvestment in joint venture

Investment in associates

US$ '000

2014 2013
66,281 53,034
66,281 53,034
24,782 24,206
29,808 17,737
54,590 41,943
12,993 22,973
13,007 20,024
2,653 2,663
9,876 9,850
38,529 55,510
87,653 32,694
160,975 118,796
- 2,648
89,856 38,342
4,484 -
6,448 7,160
16,866 15,542
366,282 215,182
21 119
295 19
525,998 366,707

Movements in the Group’s impairment recognised on available for sale investments are as

follows:

At 1 January

Impairment recognised during the year
- Unlisted companies

- Others

Reversal on sale of investments

At 31 December
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US$ '000
2014 2013
19,945 18,660
21 312
1,021 1,291
(1,182) (318)
19,805 19,945




INVESTMENTS (Contd.)

Debt securities amounting to US$ 107.7 million (2013: US$ 72.7million) have been pledged as
security for reinsurance trust agreements, letters of credit, guarantees and borrowings.

Details of significant exposures to credit, interest rate and currency risks on investments are as
follows:

i)

i)

Credit risk:

The Group limits its investment concentration in debt securities in any one investee and in
any one industry group to 10% and 20% respectively, of the total debt securities portfolio.

The Group also fimits its investment concentration in common stock of listed companies of
any one issue and any one issuer to 5% and 10% respectively, of its total common stock

portfolio.

Debt securities - interest rate risk:

Supra-nationals and OECD
counfry government
securities

Other investment grade
debt securities

Non-OECD country
government securities
Other securities

Supra-nationals and QECD
country government
securities

Other investment grade
debt securities

Non-OECD country
government securities
Other securities

2014
Interest receivable Effective Coupon
basis rates rates
Monthly/Semi-
annual/Annual 0.125% - 2.75% 0.125% - 2.75%

Semi-annual/Annual

Semi-annual/Annual
Monthly/Semi-Annual

1.0% - 7.25%

3.6%
2.688% - 5.375%

1.0% - 7.25%

3.6%
2.688% - 5.375%

2013
Interest receivable Effective Coupon
basis rates rates
Monthly/Semi-

annual/Annual

Semi-annual/Annual

Semi-annual/Annual
Monthly/Semi-Annual

0.125% - 2.875%

1.6% - 7.25%

3.6% - 4.3%
1.357% - 4.61%

0.125% - 2.875%

1.6% - 7.25%

3.6% - 4.3%
1.387% - 4.718%

Debt securities — currency risk :

Supra-nationals and QECD

country government securities

Other investment grade debt
securities

Non-OECD country
governmentis

Other debt securities

Uss 'o00
2014
U.s. Bahraini
Dollar Euro Dinar Other Totatl

100,646 - - - 100,646
191,116 4,865 - 2,783 198,764
- - 2,653 - 2,653
129,540 - - - 129,540
421,302 4,865 2,653 2,783 431,603
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6.

INVESTMENTS (Contd.)

US$ '000
2013
Duélf;a;r Euro Bg?rqzirm Other Total

Supra-nationals and OECD

couniry government securities | 55,667 - - 55,667
Other investment grade debt

securities 152,964 7,270 2,792 163,026
Nen-OECD country

governments - - 5,311 - 5,311
Other debt securities 65,829 - - - 65,929

274,560 7,270 5,311 2,782 289,933

Debt securities - remaining term to maturity:

The principal amount and book values of debt securities are shown in the table below by

contractual maturity.

Supra-nationals and OECD country
government securities:

- Due in one year or less

- One {0 five years

- More than five years

Debt securities of other investment
grade issuers:

- Due in one year or less

- One to five years

- More than five years

Non-OECD country government
securities:

- Due in one year or less

- One to five years

- More than five years

Other debt securities :

- Due in one year or less
- One to five years

- More than five years

US$ ’000
2014 2013
Principal Book Principal Book
amount value amount value

25,000 24,990 14,000 14,001
58,000 58,026 35,000 35,147
18,000 17,631 7,000 6,519
101,000 100,647 56,000 55,667
12,642 12,938 9,739 10,365
101,024 102,424 96,539 98,735
83,857 83,401 54,452 53,926
197,523 198,763 160,730 163,026
2,658 2,653 - -

- - 2,658 2,663

- - 2,658 2,648

2,658 2,653 5,316 5,311
45,558 44,691 38,651 38,044
85,296 84,849 21,394 27,885
130,854 129,540 60,045 65,929
432,035 431,603 282,091 289,933
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6.

INVESTMENTS (Contd.)

v) Common stock:

Common stocks have no fixed maturity dates and are generally not exposed to interest rate
risk. Dividends are generally declared on an annual basis.

The book value of common stock classified by currencies in which they are denominated

are as follows:

U.S. Dollar
Euro

Bahraini Dinar
Saudi Riyal
Pound Sterling
Japanese Yen
Other

vi} Commitments:

US$ ‘000

2014 2013
42,450 35,250
4,958 2,574
487 489
9,407 6,004
3,353 3,276
2,197 2,040
14,361 11,461
77,213 61,094

The Group has commitments in respect of uncalled capital in available for sale investments
amounting to US$ 6.4 million (2013: US$ 8.0 million).

SENSITIVITY ANALYSIS

The sensitivity of the Group's profit or loss and total equity to market risks on its cash and cash

equivalents and investments is as follows:

Interest rate

+ 100 basis points shift in yield curves-
debt instruments

— 100 basis points shift in vield curves-
debt instruments

Currency risk
10% increase in US Dollar exchange rate

10% decrease in US Dallar exchange rate

Equity price
10% increase in equity prices
10% decrease in equity prices
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Us$ '000
2014 2013
Income Equity Income Equity
(931) (9,469) {846) (5.305)
963 9,797 851 5,488
(7,673) {364) {10,413) 132
8,710 101 21,450 123
6,587 449 1,060 134
(6,587) (449) {1,060) (134)




ACCRUED INCOME

US$ '000
2014 2013
Accrued insurance premiums
Expected to be received :
- Within 12 months 71,084 60,322
- After 12 months 14,641 21,860
85,725 82,182
Accrued interest
- Expected to be received within 12 months 2,298 2,300
88,023 84,482
INSURANCE RECEIVABLES
US$ 000
2014 2013
Balances due :
- Within 12 months 118,843 113,777
- After 12 months 169 555
119,012 114,332

Movements in the Group’s provision for impaired receivables are as follows:

US$ ’000
2014 2013
At 1 January 21,176 20,791
Provision for impairment (138) 385
Impaired receivables written-off {6,387) -
31 December 14,651 21,176

The individually impaired receivables mainly relate to counter party in financial difficulty. The
ageing of these receivables is as follows:

Us$ '000
2014 2013
Over two years 4,630 5,385
4,630 5,385

The aging analysis of receivables that are past due and not considered impaired is as follows:

US$ ’000
2014 2013
Upto 6 months 7,153 12,124
6 to 12 months 13,125 13,628
20,278 25,752
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10.

11,

INSURANCE DEPCSITS

Balances due :
- Within 12 months
- After 12 months

Movements in the Group's provision for impaired deposits are as follows:

At 1 January
Provision for impairment written back
Impaired deposits written-off

31 December

US$ "000
2014 2013
33,174 31,502
9,404 15,036
42,578 46,538

US$ 000
2014 2013
4,208 4,693
21 (485)
(563) -
3,666 4,208

The individually impaired deposits mainly relate to counter parties in financial difficulty. The

ageing of these deposits is as follows:

Under ten years
Over ten years

US$ '000
2014 2013
1,018 893
5,698 6,460
6,716 7,353

The ageing analysis of deposits that are past due and not considered impaired is as follows:

Upto t year
110 3 years

REINSURERS’ SHARE OF TECHNICAL PROVISIONS

General insurance business

- Claims outstanding

- Unreported claims

- Deferred retrocession premium reserve

Life insurance business

- Claims outstanding

- Unreported claims

- Deferred retrocession premium reserve

29

US$ '000
2014 2013
9,120 7,855
28,013 25,875
37,133 33,730
US$ "000
2014 2013
46,792 45,420
11,676 8,388
12,960 5,079
71,428 58,887
68 195
546 -
6 -
520 185
72,048 59,082




OTHER ASSETS

Intangible assets :
- Computer software

Less : Accumulated amortisation
Net intangible assets

Disposal group held for sale
Receivable on sale of subsidiary

Other assets due within 12 months:
- Collateralised cash deposits
- Prepayments and other receivables

Movement in intangible assets :
Net book value at 1 January

- Additions

- Amortisation charge

- Disposal

Net book value at 31 December

US$ '000
2014 2013
9,492 11,336
9,492 11,336
(8,711) (10,167)
781 1,169
- 543
150 -
3,408 45,353
7,698 9,503
11,256 55,309
12,037 56,568
USS 000
2014 2013
1,169 1,148
56 393
(392) (372)
(52) -
781 1,169

Collateralised cash deposits have been pledged as security for reinsurance letters of credit and

guarantees.
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13.

14,

PROPERTY AND EQUIPMENT

Uss ’oo0
2014 2013
Land 2,469 1,340
Building 25,001 26,741
Work in progress 64 50
Information systems, furniture, equipment and other 10,203 14,217
37,737 42,348
Less: Accumulated depreciation {10,275) {14,8786)
27,462 27,472
Movements in property and equipment
Net book value at 1 January 27,472 27,675
- Revaluation of land 1,129 -
- Revaluation of property (800) -
- Additions 565 928
- Disposals (2) (6)
- Depreciation charge (902) {1,125}
Net book value at 31 December 27,462 27,472

l.and and Building comprises the head office property owned and occupied by the Company
since 1984. Building also includes office premises of the subsidiary Takaful Re Limited in
Dubai, U.A.E.

The head office property was revalued at year end 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. Based on open market valuation, the fair value of land was determined at US$
2,469,000 as against a carrying amount of US$ 1,340,000. The carrying amount of the land
would have been US% 1,972,000 had the asset been carried under the cost model. Of the
increase in fair value of US$ 1,128,000, US$ 632,000 has been taken to income to set off the
loss recognised in a previous valuation. The residual increase of US$ 497,000 has been
included in Property Revaluation Reserve. The fair value of the building has been determined at
US$ 5,432,000 as against a carrying value of US$ 6,232,000. The decrease in fair value of US$
800,000 has been adjusted from Property Revaluation Reserve.

TECHNICAL PROVISIONS

Technical provisions comprise:

US$ '000
2014 2013
General insurance business
Claims outstanding 331,979 323,420
Unreporied losses 159,602 156,667
Unearned premiums 138,106 117,642
629,687 597,729
Life insurance business
Claims outstanding 16,283 15,271
Unreported losses 55,345 58,828
Unearned premiums 6,316 6,820
77,944 80,919
707,631 678,648

The mean term of reserves is 2.9 years and 2.7 years for non-life and life business respectively.
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15.

CLAIMS DEVELOPMENT

The table below shows the incurred gross and net claims including unreported losses computed

with reference to earned premiums, compared with previous estimates for the last 5 years:

Gross

Estimate of incurred claims costs:

- At end of underwriting year

One year later

Two years later

Three years later

Four years later

- Five years later

Current estimate of incurred
claims

Cumulative payments to date

Liability recognised

Liability in respect of prior years

Total liability included in the
statement of financial position

Net

Estimate of incurred claims costs:

- At end of underwriting year

- One year later

- Two years later

Three years later

Four years later

- Five years later

Current estimate of incurred
claims

Cumulative payments o date

Liabitity recognised

Liability in respect of prior years

Total liability included in the
statement of financial position

uss 000
Underwriting year
2009 2010 2011 2012 2013 2014 Total

123,596 | 119,232 128,402 | 113,735 | 112,367 | 108,448
209,836 | 210,700 | 205,558 | 178,609 | 190,431 -
208,488 | 227,383 | 210,058 | 209,841 - -
203,983 | 229,046 | 218,371 - - -
198,608 | 228,451 - - - -
198,491 - - - - -

198,491 | 228,451 218,371 | 209,841 | 190,431 | 106,448 [1,152,033

(167,298} [{191,897)] (171,425} | (120,310) [ (45,381) (6,424) | (702,535)

31,193 36,754 | 46,946 89,531 | 145,050 | 100,024 | 449,498

113,711

563,209

2009 2010 2011 2012 2013 2014 Total
116,532 | 103,087 | 109,229 109,454 | 110,213 | 102,592
197,992 | 199,218 | 172,454 166,667 | 182,910 -
201,756 | 195,530 181,617 184,913 - -
195,107 | 186,509 | 186,925 - - -
193,791 | 185,478 - - - -
193,772 - - - - -

193,772 | 185,478 | 186,925 184,913 | 182,910 | 102,592 (1,036,590

(163,360) {{148,211}|(140,280) | (113,203} [ (41,7086) (4,365) | (611,825)

30,412 36,567 | 46,645 71,710 | 141,204 98,227 | 424,765

79,362

504,127

32




MOVEMENTS IN INSURANCE LIABILITIES AND ASSETS

2014

Claims
Claims outstanding
Unreported losses

Total at beginning of year

Change in provision during the year
Claims settled during the vear

Balance at end of year

Unearned premium

At beginning of year

Change in provision during
the year

Balance at end of year

Accrued insurance premium
At beginning of year
Movement during the year

Balance at end of year

Deferred policy acquisitions costs
At beginning of year
Movement during the year

Balance at end of year

2013

Claims
Claims outstanding
Unreported losses

Total at beginning of year

Change in provision during the year
Claims settled during the year

Balance at end of year

Unearned premium

At beginning of year

Change in provision during
the year

Balance at end of year

Accrued insurance premium
At beginning of year
Movement during the year

Balance at end of year

Deferred policy acquisitions costs
At beginning of year
Movement during the year

Balance at end of year
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US$ ’000
Gross Reinsurance Net
338,691 45,615 293,076
215,495 8,388 207 107
554,186 54,003 500,183
194,077 26,692 167,385
{(185,054) (21,613) (163,441)
563,209 59,082 504,127
124,462 5,079 119,383
19,960 7,887 12,073
144,422 12,966 131,456
86,207 4,025 82,182
8,016 4,473 3,543
94,223 8,498 85,725
28,352 122 28,230
(3,693) 85 (3,778)
24,659 207 24,452
US$ '000
Gross Reinsurance Net
316,180 42,609 273,571
239,568 13,021 226,547
555,748 55,630 500,118
161,963 11,599 150,364
{163,525) {13,226) (150,299)
554,186 54,003 500,183
115,706 3,662 112,044
8,756 1,417 7,339
124,462 5,079 119,383
103,201 4,712 98,489
{16,994) {687) (16,307)
86,207 4,025 82,182
28,178 186 27,992
174 {64) 238
28,352 122 28,230




17.

18,

19,

20.

INSURANCE PAYABLES

Due Within 12 months

BORROWINGS

Balances Due:
- Within 12 months

US$ ’'000
2014 2013
41,768 45,588
41,768 45,588

Us$ ’000
2014 2013
10,000 -
10:000 -

Borrowings amounting to US$ 10 million (2013: US$ Nil) are secured by debt securities
amounting to US$ 14.8 million. The effective interest rate on the borrowings was 1.55% (2013:

1.3%).

OTHER LIABILITIES

Post-employment benefits (note 29)
Reinsurance premiums accrued
Dividends payable

Accrued expenses

Employee share scheme {note 28)
Cther

Balances due:
- Within 12 months
- After 12 months

SHAREHOLDERS' EQUITY

i) Share capital:

a) Composition:
Authorised

500 million ordinary shares of US$ 1 each

Issued, Subscribed & Fully Paid-up
220 million (2013: 220 million) ordinary shares of

US$ 1 each

34

US$ '000
2014 2013
13,302 14,058
8,619 8,619
1,922 1,928
7,185 7,245
6,478 3,440
4,997 5,783
42,503 41,073
22,723 23,575
19,780 17,498
42,503 41,073

Us$ '000
2014 2013
500,000 500,000
220,000 220,000




20.

SHAREHOLDERS’ EQUITY {Contd.)

b} Major Shareholders

Shareholders who have an interest of 5% or more of the outstanding shares are as

shown below:

Name

Central Bank of Libya

Emirates Investment Authority

General Pension & Sacial
Security Authority

Kuwait [nvestment Authority

Real Estate Bank

c) Shareholding pattern

No. of shares % of total
Nationality i outstanding
{in millions) shares

2014 2013 2014 2013
Libya 31.8 31.8 16.1 16.1
UAE 30.5 30.5 15.4 15.4
UAE 27.5 27.5 13.9 13.9
Kuwait 20,0 20.0 10.1 10.1
UAE 11.0 11.0 5.6 5.6

The shareholding pattern in the outstanding shares of the Company is as follows:
Shares No. of shares No. of % of total
(in millions) shareholders outstanding
shares
2014 2013 2014 2013 2014 2013
Less than 1% 44.9 42.7 4,624 4,677 22.7 21.5
1% to 5% 32.3 34.5 5 8 16.3 17.4
5% to 10% 11.0 11.0 1 1 5.6 5.6
10% and above 109.8 108.8 4 4 55.4 55.5

if)y Treasury stock:

The company held 21,967,818 of its own shares at 31 December 2014 (2013: 21,967,818
shares) and is carried at cost US$ 14,793,000 (2013: US$ 14,793,000).

iii) Legal reserve:

In accordance with applicable legal provisions and Articles of Association, the Group is
required to set aside 10% of net profits each year to build a Legal Reserve up to a
maximum of 100% of the paid up value of its share capital.

iv) Investment revaluation reserve:

Investment Revaluation Reserve comprises gains or losses arising from remeasurement of
available for sale investment assets. These gains or losses are carried in the reserve until
the assets are disposed of, at which time the gains or losses are included in income.

v} Property revaluation reserve:

Property Revaluation Reserve represents the difference between the cost of buildings less
accumulated depreciation and their fair values.
depreciation based on the revalued carrying amounts and the depreciation based on
original cost of the property is transferred directly from Property Revaluation Reserve to

Retained Earnings.
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Further, the difference between




20.

21.

SHAREHOLDERS’ EQUITY (Contd.)
vi} Capital management:

The Group's total capital comprises paid-up capital, legal reserve and retained earning less
treasury shares. The Group’s policy is to maintain a strong capital base so as to maintain
client, investor and market confidence and to sustain future development of the business.
The parent company is regulated by Central Bank of Bahrain, which sets and monitors
capital requirement for the parent company. Central Bank of Bahrain (CBB) requires the
parent company to compute the solvency margin requirement in accordance with provisions
of the CBB Rule Book. The Company is in compliance with the required margin of
solvency.

Additionally, the Company manages its capital adequacy on an evaluation of its capital
requirement through risk based capital models.

NON-CONTROLLING INTERESTS

US$ '000
2014 2013
At 1 January 42,109 46,238
Share of comprehensive income (4,247) {4,129)
At 31 December 37,862 42,109
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23.

INVESTMENT INCOME

Interest income

- Investments designated at fair value through profit or
loss

- Others

Dividends

Realised gains

- Trading investments

- Investment designated at fair value through profit or
loss

- Available for sale

Loss on remeasurement of investments at fair value

through profit & loss

- Trading investments

- Investments designated at fair value through profit or
loss

Impairment [oss-available for sale
Other

Interest income

- Investments designated at fair value through profit or
loss

- Others

Dividends

Realised gains (loss)

- Trading investments

- Investment designated at fair value through profit or
loss

- Available for sale

Gain {loss) on remeasurement of investments at fair

value through profit & loss

- Trading investments

- Investments designated at fair value through profit or
loss

impairment loss-available for sale
Other

41

UsSs$ 000
2014
Insurance |Shareholders’
funds funds Total

510 276 786

4,634 4,040 8,674

340 677 1,517

4,062 3,186 7,248

469 265 734

4,774 3,689 8,463
{1,861) {1,985) {3,846)
(415) (277) (692)
(465) (577) (1,042)
(803) (540) (1,343)

11,745 8,754 20,499

USS '000
2013
Insurance | Shareholders’
funds funds Total

564 345 a0s

4,843 4,379 9,222

649 539 1,188

1,569 1,463 3,032
{35) (21) (56)

1,119 1,288 2,407
3,456 2,960 6,416
(206) (127) (333)
(402) {1,200) {1,602)
(397) (363) {760)
11,160 9,263 20,423




24, OPERATING EXPENSES

USs$ '000
2014
Underwriting Non-Underwriting Total
Salaries and beneits 15,014 4,472 19,486
General and administration 6,809 2,394 9,203
21,823 6,866 28,689
US§ '000
2013
Underwriting Non-Underwriting Total
Salaries and benefits 13,404 7,052 20,456
General and administration 5,088 3,390 8,478
18,492 10,442 28,934
25. OTHER INCOME
us$ ’000
2014 2013
Third party administration services 3,158 2,317
Software sales and related services 938 1,845
Profit on revaluation of land (note 13) 632 -
Other 648 1,182
5,376 5,444
26. OTHER EXPENSES AND PROVISIONS
US$ ’000
2014 2013
Foreign exchange loss 1,050 941
Provision for doubtful receivable & deposits (813) 30
Other 1,446 1,781
1,683 2,752
27. EARNINGS PER SHARE ATTRIBUTABLE TO SHAREHOLDERS
Basic and diluted earnings per share has been computed as follows:
2014 2013
Weighted average number of shares
outstanding ‘000 198,032 198,032
Net profit UsS$'000 15,615 18,603
Earnings per share uss 0.08 0.09
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28.

29.

EMPLOYEE SHARE SCHEME

The Group operates a cash-settled, share based compensation scheme. Awards under the
scheme are subject to the Company achieving specified minimum rates of return to
shareholders and are determined based on an evaluation of employee performance against
objectives agreed in advance. Virtual shares are allocated at the end of the financial year, being
the allotment date, based on the book value of the Company’s shares at the beginning of the
financial year. These virtual shares will vest in the employees after two years from the allotment

date.

The effect of the Scheme on the consolidated financial statements is presented below:

Liability
Expense

POST EMPLOYMENT BENEFITS

Uss ’000
2014 2013
6,478 3,440
2,458 1,141

The Group operates a number of post-employment plans on defined benefit basis. Eligibility for
participation in the defined benefit plans is based on completion of a specified period of
continuous service or date of hire. Benefits are based on the employee’s years of service.

The principal assumptions used for accounting purposes were;

Discount rate
Expected return on assets
Future salary increases

The movements in the liability recognised in the statement of financial position are:

Balance at 1 January
Accruals for the year
Payments during the year

Balance at 31 December

43

2014 2013
2.2% 2.2%
2.2% 2.2%
3.3% 3.3%

Uss ‘000
2014 2013

14,058 12,484
1,426 2,528

(2,182) (954)

13,302 14,058




30.

31.

FORWARD FOREIGN EXCHANGE CONTRACTS

In the ordinary course of its business, the Group uses forward foreign exchange contracts to
hedge its exposure in respect of foreign currency denominated investments and insurance
liabilities. In the event that the item being hedged is sold or settled prior to maturity of the
forward foreign exchange contract, it is generally the Group’s policy to enter into another
offsetting forward foreign exchange contract of the same amount and maturity date. The notional
amounts of these financial instruments are not recognised in the Group's consolidated financial
statements but their fair values are recognised as assets or liabilittes, as appropriate, with
changes in fair value being taken to the statement of income. The contracts oblige the Group to
exchange cash flows to be received in the future from foreign currency denominated
investments for U.S. Dollars at predetermined exchange rates. The counter parties in respect of
these transactions are leading financial institutions.

i. Forward foreign exchange contracts — by currency:

UsSs$ '000
2014 2013
Notional Notional Notional Notional
amount amount amount amount
purchases sales purchases sales

Euro 2,125 10,472 2,413 9,484
Pound Sterling - 5,916 1,065 5,842
Japanese yen - 2,105 - 2,343
Canadian Dollar - 3,560 959 2,596
2,125 22,053 4,437 20,265

Notional amounis are the contract amounts used to calculate the cash flows to be
exchanged. They are a common measure of the volume of outstanding transactions, but do

not represent credit or market risk exposures,

ii. Forward foreign exchange contracts - remaining term to maturity:

All of the forward foreign exchange contracts outstanding are due in one year or less.

iii. Forward foreign exchange contracts — unrealised gains and losses:

The following table summarises the fair value of the Group's hedging portfolio of forward
foreign exchange contracts at the statement of financial position date, segregating the items
between those that are in an unrealised gain position from those that are in an unrealised

loss position.
US$ '000
2014 2013
Purchases Sales Purchases Sales
Unrealised gains - 624 154 64
Unrealised losses {69) (3) {17) (353)
(69) 621 137 {289)

RECONCILIATION OF NET RESULT TO CASH FLOWS FROM OPERATING ACTIVITIES

Profit for the year

Increase in insurance funds

Change in insurance receivable/payable, net
Change in accrued insurance premiums
Change in other assetsfliabilities, net

Net cash (used in) provided by operating activities
44

USS$ '000

2014 2013
11,446 14,873
23,755 6,220

(8,500) (2,402)

(3,541) 17,078
(34,132) (18,733)
(10,972) 17,036




32,

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

Us$ ‘000
2014
Book Value
At fair value . . Fair
through profit Loafxs and Held go Available [Amortised Total value
2 loss receivables | maturity | for sale Cost
- 192,703 - - - 192,763 [ 192,703
121,701 - 38,529 | 365452 - 525,682 |526,316
- 435 86,402 1,186 - 88,023 88,023
- 119,012 - - - 119,012 | 119,012
- 42,578 - - - 42,578 42,578
- 11,256 - - - 11,256 11,256
- - - - 41,768 41,768 41,768
- - - - 10,000 10,0060 10,000
- - - - 35,318 35,318 35,318
US$ ‘co0
2013
Book Value
At fair value . . Fair
. Loans and | Heldto | Available | Amortised

througizs;;r ofit & receivables | maturity | 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

The information disclosed in the table above is not indicative of the net worth of the Group.
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32,

FAIR VALUE DISCLOSURE (Contd.)

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 value of an instrument using the quoted price in an
active market for that instrument. A market is regarded as active 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 uncbservable inputs.
The chosen valuation technigue 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.

Hence, the fair value measurement details are not disclosed.
ii. Investments;

The Company 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.

* 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,

Valuation techniques include net present value and discounted cash flow models and other
valuation models. Assumptions and inputs used in valuation includes risk free and
benchmark interest rates, bond and equity prices, and foreign exchange rates. The objective
of valuations technique is to arrive at fair value measurement that reflects the price that
would be received on sale of the asset at the measurement date,
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FAIR VALUE DISCLOSURE (Contd.)

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

US$'000
2014 Level 1 Level 2 Level 3 Total
Held to maturity
Debt Securities 39,163 - - 39,163
At fair value through profit or loss
Held for trading
Common stock of listed companies 66,281 - - 66,281
Designated at fair value on initial
recognition
Debt Securities 54,590 - - 34,590
Available for sale
Debt securities 338,484 - - 338,484
Common stock of listed companies 4,484 - - 4,484
Common stock of unlisted companies - 121 6,327 6,448
Other - 1,742 15,124 16,866
Forward foreign exchange contracts 552 - - 552
503,554 1,863 21,451 526,368
US$000
2013 Level 1 Level 2 Level 3 Total
Held to maturity
Debt Securities 56,572 - - 56,572
At fair value through profit or [oss
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
Forwaid foreign exchange contracts (1562) - - (152)
344,777 3,449 19,253 367,479
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32.

FAIR VALUE DISCLOSURE {Contd.)

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

31 December 2014 Unlisted equity Others Total
Balance at 1 January 2014 5,646 13,607 19,253
Gain {loss) recognised in:

- Income statement (10} (674) (684)
- Other comprehensive income 137 (366) (229)
investments made during the year 891 5,238 6,129
Investments redeemed during the year (337) {2,681) (3,018)
Balance at 31 December 2014 6,327 15,124 21,451
31 December 2013 Unlisted equity Others Total
Balance at 1 January 2013 5,087 15,536 20,623
Gain (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

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 to change
significantly on changing one or more of the unassumable 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 year ended December 31, 2014, there
were no transfers in and out of level 1, level 2 and level 3 (2013: none). 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.,

vi. 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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33.

PRINCIPAL SUBSIDIARIES, JOINT VENTURES & ASSOCIATES

i)

if)

Subsidiaries, Joint Ventures and Associates:

At 31 December 2014, the principal subsidiaries of the Company were:

Country of Ownership Non- Principal
incorporation controlling  Activities
Interests
Arig Capital Limited United Kingdom 100% Nil Reinsurance
Gulf Warranties W.L.L. Kingdom of Bahrain 100% Nit Warranty
Takaful Re Limited United Arab Emirates 54% 46% Retakaful

All holdings are in the ordinary share capital of the subsidiaries concerned and are
unchanged from 31 December 2013 except for Arima Insurance Software W.L.L. The
Company divested 51% of its holding in the subsidiary Arima Insurance Software W.L.L.
for a total consideration of US$ 250,000. An amount of USD 100,000/- of the consideration
has been received and the balance of USD 150,000 is to be settled by way of shares in
the buyer BSynchro, Lebanon. The Company continues to hold 50% of the joint venture
Hardy Arig Insurance Management W.L.L., Bahrain which has ceased operations. The
Group also holds 49% and 25% of the equity shares in Arima Insurance Scoftware W.LL.L.
and Globemed Bahrain W.L.L., Bahrain respectively

Interest in Subsidiaries: Takaful Re Limited

US$ '000
2014 2013

Non-controlling interest 46% 48%
Other assets 155,646 167,227
Other liabilities 71,937 75,685
Net Assets 83,709 01,542
Revenue 18,429 23,637
Loss for the year {9,062) {8,099)
Total comprehensive income {9,233) (8,975)
Comprehensive income attributable to non-conirolling

interests {4,248) (4,129)
Net cash used in operating activities {13,840) (2,584)
Net cash provided by (used in) investing activities 13,648 (2,248)
Net decrease in cash and cash equivalents (192) (4,832)

The subsidiary's policyholder funds are consolidated as these funds are controlled and
managed by the subsidiary which is in a position to direct activities and operations.
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33.

34.

PRINCIPAL SUBSIDIARIES, JOINT VENTURES & ASSOCIATES (Contd.)

i)  Interests in Joint Venture and Associates

a) The following table summarizes the financial information in all individually immaterial

associates that are accounted for using the equity method

Carrying amount of interest in associates

Total comprehensive income

US$ '000
2014 2013
295 19
(389) (260)

b) The following table summarizes the financial information in all individually immaterial
joint ventures that are accounted for using the equity method

Carrying amount of interest in joint ventures

Total comprehensive income

RELATED PARTY TRANSACTIONS

Uss$ *000
2014 2013
21 119
(98) (8)

Related pariies represent the Company's major shareholders, subsidiary companies,

associates, joint ventures, directors and key management personnel.

The following is the summary of transactions with related parties.

i Subsidiary companies:

a) Gross premium retroceded by subsidiary to parent
company

b) Service fees for administration services provided
by parent company

¢} Balances outstanding
- Receivables
d} Software royalty fees
ii) Joint Venture:

a} Service fees for administration services provided

b) Balances receivable
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uss$ '000
2014 2013
74,787 34,932
919 4,889
60,663 40,193
- 61

US$ '000
2014 2013
66 123
460 315




34.

35.

RELATED PARTY TRANSACTIONS (Contd.)

iii) Compensation to directors and key management personnel:

a} Directors
- Remuneration (proposed)
- Attendance fees
- Travel expenses

b} Key management compensation

- Salaries and other short-term employee benefits

- Post-employment benefits
- Share-based compensation

¢) Balances payable (net)
Key management
- Maximum balance
- Closing balance

US$ '000
2014 2013
305 -
123 96
168 118
2,571 2,144
313 719
1,114 463
7,707 6,036
7,707 6,036

All transactions with related parties are conducted on an arm’s length basis. All outstanding
balances from related parties are expected to be settled within 12 months. No provisions have
been required in 2014 and 2013 for any outstanding amounts due from related parties.

PARENT COMPANY

The unconsolidated statement of financial position of the parent company, Arab Insurance

Group (B.S.C.}, is presented below.

ASSETS

Cash and bank balances

Investments

Accrued income

Insurance receivables

Insurance deposits

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

Investment in subsidiaries and associates
Property and equipment

LIABILITIES

Technical provisions
Insurance payables
Borrowings

Other liabilities

SHAREHOLDERS’ EQUITY (note 21)
Share capital

Treasury stock

Reserves

Retained earnings
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US$ 000
2014 2013
126,529 185,199
445,875 315,657
76,935 71,767
62,234 64,908
40,151 43,107
14,930 18,203
34,579 36,801
67,974 89,137
46,062 51,183
8,482 8,084
923,751 584,046
588,280 576,323
24,392 20,653
10,000 -
36,530 37,846
659,202 634,822
220,000 220,000
(14,793) (14,793)
39,845 38,702
19,497 5,315
264,549 249,224
923,751 884,046




36,

EVENTS AFTER THE STATEMENT OF FINANCIAL POSITION DATE

The directors propose to recommend the following appropriations for approval of shareholders
at the Annual General Assembly meeting to be held on 23 March 2015:

US$ '000
Cash dividend of US$ 0.05 per share of US$ 1 each 11,000
Directors’ remuneration 305
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ARAB INSURANCE GROUP (B.S.C))

APPENDIX

B. ADDITIONAL DISCLOSURE ON INVESTMENTS

a. Cash & bank balances

Total cash & hank balances

b. Investments

At fair value through profit or loss
Held for trading
Common stock of listed companies

Designated at fair value on initial recognition
Debt Securities
- Other Investment grade
- Other

Held to maturity
Debt securities
- Supra-nationals and OECD country governments
- Other Investment grade
- Non-OECD country government
- Other

Available for sale
Debt securities
- Supra-nationals and OECD country governments
- Other Investment grade
- Non-OECD country governments
- Other
Common stock of listed companies
Common stock of unlisted companies
Cther (see note)

Investment in joint venture

Investment in associates

Total Investments

US$ '000
31-December-2014
Investments in Investments Total
U.AGE. outside U.A.E. a
17,989 174,714 192,703
17,989 174,714 192,703
7.458 58,823 66,281
7,458 58,823 66,281
- 24,782 24,782
2,008 27,800 29,808
2,008 52,582 54,590
- 12,993 12,993
1,000 12,007 13,007
- 2,653 2,653
- 9,876 9,876
1,000 37,529 38,529
- 87,653 87,653
16,946 144,029 160,975
9,030 80,826 89,856
- 4,484 4,484
- 6,448 6,448
1,324 15,542 16,866
27,300 338,982 366,282
- 21 21
- 295 295
- 316 316
37,766 488,232 525,998

Note: The Group does not have any direct investments in land or real estate. However, 'Other’ includes investmenis
in Real Estate funds amounting to US$ 1,317,350 (in U.A.E.: US$ 3,000).




