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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 36th
Annual Report and Consolidated Financial Statements for the 2016 Financial Year.

Group Performance

Despite a very challenging market environment and continuing political unrest in some of Arig's core
markets, the year 2016 ended for the Company with very encouraging news. A.M. Best upgraded the
Group's Financial Strength Rating to ‘A- (Excellent)' and its Long-Term Issuer Credit Rating to ‘a-' with
a stable outlook and highlighted in their related press release “the rating upgrades reflect Arig’s ability
to take strategic decisions to eliminate underperforming business segments and optimise its business
profile to generate stronger prospective earnings”,

The Group generated a net profit of US$ 9.2 million in 2016 (2015: a loss of US$ 4.4 million). The
underwriting result for the Group recorded a profit of US$ 8.3 million (2015: profit of US$ 0.8 million),
while the Group’s combined ratio improved to 96.8% compared with 106.6% in 2015.

Arig's Gross written premiums increased to US$ 245.4 million over the year (2015: US$ 220.4 million)
and the total investment income for the Group reached US$ 19.3 miilion (2015: US$ 14.3 miillion).

The Market
Economic Situation

Several political mega events dominated the news in 2016 and kept the world in a highly alert state.
The US presidential election and the referendum in the United Kingdom on leaving the EU were
surely the most prominent two. Paliticians in continental Europe were preoccupied managing the
consequences of the unprecedented high influx of refugees and asylum seekers, arriving mainly from
the MENA region.

The devastating wars in Syria, Iraq, Libya and Yemen, which represents about one third of the MENA
region's population, are also affecting all neighbouring countries on a much greater scale than
Europe.

The world economy continued to be dominated by a historically low level of interest rates, low oil
prices and slowly growing world trade.

The IMF estimated in its latest World Economic Outlook (Jan. 2017) an overall world output of 3.1%
for 2016 (2015: 3.2%). Emerging Markets and developing countries are expected to grow by 4.1% in
2016, same level as 2015 against a growth of 1.8% (2015: 2.1%) in the advanced economies. China
will remain at the top of the list with an expected growth of 6.7% (2015: 6.9%). A high growth of 6.6%
is also expected for India; however, at a noticeable lower level than 2015 with 7.6%.

Growth has been constrained in the MENA region due to the impact of prolonged low oil prices, long-
lasting conflicts and on-going security concerns,



Two of our core markets are expected to perform at a considerable lower level against 2015, the
Kingdom of Saudi Arabia 1.4% (2015: 4.1%) and Turkey 2.9% (2015: 4%). Further, the growth in Sub-
Saharan Africa is expected to drop to 1.4% against 3.4% in 2015.

In the USA, and contrary to earlier fears, the election of President Trump has triggered a broad-based
rally in the financial markets, especially stock markets which has been fuelled by expectations of tax
cuts, pro-business regulatory reforms and increased government spending. The US Dollar has
appreciated sharply, while bond yields have increased across the board.

Post Brexit, domestic demand assisted UK to perform relatively strongly in the 3rd quarter 2016. The
overall outlook for the UK in 2016 is 2% (2015: 2.2%). However, the effect of Brexit on the financial
institutions, insurance and reinsurance market in Europe has yet to be resolved. A notable direct
impact was a reduction of nearly 16% in the value of Sterling against the USD.

Insurance & Reinsurance

The insurance and reinsurance industry is directly impacted by this global and regional economic and
political environment. Particularly, the low level of interest rates environment coupled with an absence
of mega insurance events is still attracting investors, although at a reducing scale.

Capital availability and regulatory change are also resulting in new reinsurance company formations in
rapidly developing and promising markets such as China and India.

Lloyds stamp capacity is expected to reach - for the first time - GBP 30 billion. This represents an
increase of 10% over 2016 levels, but this is largely due to the fall in the value of Sterling against the
Dollar following the Brexit announcement as over 50% of Lloyd's premium income is in US Dollars.

Aon Benfield estimates that the global reinsurance capacity is now in excess of USD 590 billion, an
increase of more than 4.4% over last year. This figure includes conventional reinsurance as well as
alternative capital, which is increasing in dominance as a viable risk transfer mechanism.

Overall demand for reinsurance increased in 2016, but growth has been limited by both region and
line of business. It is therefore expected that such combined capacity will be adequate to meet the
increased reinsurance demand.

The continued focus of supervisory authorities on financial risk management processes as well as on
increasing capital adequacy standards should further enhance demand for reinsurance in the near
future, as the gap between rating agency assessments and regulatory capital requirements narrows.

Corporate M&A activity in the specialty insurance and reinsurance markets has acceleraled strongly
in the fourth quarter of 2016. Continued consolidation is expected to occur in 2017, given the current
market climate.

According to recent analysis by Munich Re, 2016 suffered from USD 50 billion of global natural
catastrophe losses, a four year high and an increase of 50% over 2015. Losses occurred in several
regions and the causes were varied with no single large event causing enough damage to influence
current global pricing levels. Renewal pricing impacts were mainly localised.

With political instability increasing around the globe, reinsurance is adapting to the evolving nature of
political risks in an attempt to close the gaps in existing coverage. In addition, new technologies, big
data and predictive analytics will continue to present both challenges and opportunities for insurers in
the years ahead.



In our region, medical insurance will continue to be the fastest growing line of business fuelled by the
introduction of new compulsory health insurance requirements. This will also remain the most
powerful driver of insurance and reinsurance demand.

Reinsurance exposure is expecled to grow al a faster pace than the MENA countries’ GDP. The
region’s robust insurance market growth is seen as being primarily driven by compulsory schemes
followed by a more stringent regulatory environment for insurers and relatively low natural catastrophe
exposure {except for Turkey, Iran and Algeria), making this region altractive to global insurers and
reinsurers.

Despite continued political instability and the economic slowdown in the wake of falling oil prices in the
region, regulatory intervention following large property losses is easing pressure on reinsurance rates,
terms and conditions.

Arig’s Position

Despite the challenging market conditions, flood losses in UAE and an increase in the 2015 fire loss
at the prominent Address Hotel in Dubai, the overall technical return for the Group was US$ 14.7
million (2015: US$13.2 million) up 11.4% year—on-year basis. The margins of our non-life treaty
business improved from a more or less negligible result in 2015 to US$ 6.2 million with medical treaty
business contributing US$ 1.2 million {(2015: US$ 0.1 million). Our Lloyd's portfolio returned negative
results due to our participation in two new start-up syndicales, however in the long run these
syndicates will most likely generate more positive returns as it is normal for the syndicates to over
reserve in the initial years. Our non-life facultative portfolio showed, as in the previous years, a
healthy performance of US$ 11.0 million (2015: US$ 8.2million), particularly in property and
engineering lines.

The life business was affected by a combination of a single large individual life policy loss and
adverse experience from some of Arig's larger credit life schemes, which led to a negative technical
result of the Life portfolio by US$ 2.5 million. Remedial measures have been implemented to reverse
this trend.

Our discontinued Takaful Re portfolio is also running off smoothly and this has additionally benefited
our bottom line.

Gross written premiums were up by 11.3% for the year 2016, mainly driven by our continued
diversification into the Lloyds market which has more than doubled in the last 12 months. This
increase has largely offset the reduced volume in our core markets and business lines as the
continued competitive market and unstable political environment hampers growth opportunities.
Additionally, premium income reduced following the closure of our Takaful Re and the branches in
Singapore and Labuan.

The Company also managed its operating expenses, where the expense ratio has been reduced by
10.5 percentage points compared with last year.

The most important development for Arig over the past several years has been the announcement by
A.M. Best that our rating has been upgraded to A-, but this came in late December and was too late to
have any effect on our 2016 portfolio.

While we continue to identify new products and opportunities, we are subject to the same market
conditions that our clients and competitors face. Nevertheless, we are all determined to look for
alternative solutions to the challenges at hand to maintain the Company’s profilability.



Investment returns were better in 2016 as compared to the previous year. For a predominantly fixed
income investor like Arig, the environment remained challenging. Money market rates and vields on
government and corporate bonds continued to be low on a historic basis. Our well-executed strategy
did however ensure that our investment income made a significant contribution to the overall group
profit.

In view of the positive results achieved over the year in these difficult trading conditions, the Board is
pleased to recommend a dividend of 5% subject to approval of the Central Bank of Bahrain.

Outlook

Following subdued economic activity in 2016, the performance of emerging markets and developing
economies in particular is expected to improve in 2017 and beyond. This is despite the uncertainties
surrounding ramifications of the controversial incoming U.S. administration.

The World Economic Outlook (WEQ) looks positive. The IMF recent update estimated an overall
projected world output of 3.4% for 2017. Emerging Markets and developing countries are expected to
grow by 4.5% in the same period. The WEO forecast expects a firming of oil prices following OPEC
members and other producers’ agreement to control supply. Regional economies still largely driven by
oil revenues will start to benefit from the increasing price of cil. According to the OPEC Reference
Basket, the price has increased steadily since February 2016 albeit from ils lowest value in 10 years.

Despite these optimistic economic projections, the global reinsurance industry outlook remains
challenging in view of the current political risks and over supply of capacity. While insurers and
reinsurers are progressing cautiously, it is difficult to envisage major changes in the economic
sentiment and any substantial reduction in overall reinsurance capacity. However, with the reducing
margins in reinsurance profitability, it is unlikely that rate reductions will be tolerated in future. Risk
acceptance practlices and underwriting controls will very likely be adjusted to ensure that profitability is
maintained.

Regional regulators are increasingly becoming aware of the financial risks arising from the current
underwriting and reserving practices, and it is expected that insurers and reinsurers will be facing
increasing scrutiny which may force review of the efficiencies of their deployed risk capital.

At Arig, we apply capital modelling techniques to ensure that our risk adjusted capital remains at
appropriate levels.

In line with our objective to further diversify our book of business towards the much more controllable
and therefore better performing facultative business, we are at the final stage of the establishment of
Arig Insurance Management {DIFC) Limited (AIM) at the Dubai International Finance Centre in Dubai.

DIFC has positioned itself not only as an important reinsurance hub for the region, but also for
business emanating from Africa. The majority of the leading reinsurance brokers are represented, in
one way or another, at the DIFC. These brokers are contralling the placement of largely better
performing corporate accounts, which should improve Arig's access to this business.

AIM should in addition add value to the Group by positioning itself, over the medium-term, as an
attractive manager for cover-holder arrangements. Specialized Lloyd's products will be offered to our
clients via these arrangements for the mutual benefit of all stakeholders.



Our recent upgrade of the Group’s Financial Strength Rating to 'A- (Excellent)’ by A.M. Best is not
only a very imporiant and necessary corner stone in respect of our future plans at DIFC, but it also
allows us further access to business previously out of our reach because of minimum security
requirements requested by supervisory authorities, particularly in Asian markets, where ‘A’ rating is a
prerequisite.

Arig views Personal Lines as a major area for development to diversify away from purely commercial
business. In recent times, ‘digital disruption’ has become a commonplace phrase littering industry
commentaries and frequently cited as probably the biggest challenge to the insurance industry. The
unchecked progress of technology has completely changed the ways in which consumers not only
purchase but how they are made aware of their needs. Our sector has been relatively slow to respond
to the potentials of using the masses of data captured and held on today’s computer systems but we
are now seeing this phenomenon driving product design, distribution, pricing and even underwriting.
In 2016, Arig has concluded a partnership agreement with a pioneering Personal Lines technology
company in order to complement our traditional reinsurance services with a fully integrated series of
technology distribution solutions. We are also embedding Life and Healthcare offerings into the mix,
thereby working towards ‘one stop’ employee benefit solutions for both individuals and corporates.

Our focus will remain on Arig's operational efficiencies, using our financial strength, market presence
and third party relationships in providing new products, services and know how to our customers. We
continue to see growth areas that have largely been underexplored. We believe that our first and
foremost duty is to generate added value to our customers and shareholders.
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INDEPENDENT AUDITORS' REPORT TO THE SHAREHOLDERS
Arab Insurance Group {B.S.C)

PO Box 26992

tManama, Kingdom of Bahrain

Report on the audit of the consolidated financial statements

Opinion
We have audited the accompanying consolidated financial statements of Arab Insurance Group (the

Company) and its subsidiaries (logether the “Group®), which comprise the consolidated statement of
financial position as at 31 December 2016, and the consolidated stalemenis of income,
comprehensive income, changes in equity and cash flows for the year then ended, and notes,
comprising of significant accounting policies and other explanatory information.

in our opinion, the accompanying consolidated financial stalements present fairly, in all materiai
respecls, the consolidated financial position of the Group as at 31 December 2016, and its
consolidated financlal performance and Hs consolidated cash flows for the year then ended in
accordance with International Financial Reparting Standards (IFRS).

Basis of opinion
We conducled our audit In accordance with International Slandards on Auditing (ISAs). Our

responsibilities under those standards are furlher described in the Auditor's Responsibilities for the
Audit of the consolidated financial siatements section of our report. We are independent of the Group
in accordance with the International Ethics Standards Board for Accountants' Code of Ethics for
Profassional Accountants (IESBA Code), and we have fulfilled our other ethical rasponsibilities in
accordance with the IESBA Code. We believe that the audit evidence we have obtained is sufficient

and appropriate to provide a basis for our opinion.

Kay audit matters
Key audil matters are those matters that, in our professional judgment, were of most significance in

our audil of the consolidaled financial statements for the year ended 31 December 2016. These
matters were addressed in the context of our audit of the consolidated financial statements as a
whele, and in forming our opinion thereon, and we do not provide a separale opinion on these

matters.
Technical Insurance provisions

Rafer to Note 14 to the consolidated financial statements.

How the matter was addressed In our audit

Description
We focused on this matter because : Our avdit procedures included :

« the Croup has significant insurance * testing the design and operating
provisions (representing 82% of tolal effectivenass of the key conlrols around
liabilities) relating to outstanding claims, reserving process, reported claims,
claims that have been Incumred at urveported claims and  unearned
reporling date but have not yet been premium;
reported to the Group, and unearned = reviewing a sample of ouistanding
premiums. clams and relaled reinsurance

» The valuation of outstanding claims and recoveries, focusing on those with most
other insurance provisions is a key significant impact on the financial
judgement area due to the level of statements, to assess whelher claims
subjectivity inherent in estimaling the and related recoveries are appropriately
impact of claims, in particular claims that estimated;

have been incurred at reporting date but
have nol yet been reported to the Group.
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INDEPENDENT AUDITORS' REPORT TO THE SHAREHOLDERS (continued)

assessing lhe key reserving assumplions including
loss ratios, frequency and severily of claims, and
reasonableness of estimates made by the Group.
We also evaluated whether reserving was consistent
in approach, with sufficient justificalion for changes
in assumptions. We used our induslry knowladge lo
benchmark the Group's reserving methodologles
and estimates of losses. Our audit focused on lines
of business with maost inherent uncertainty.
Furthermore, we were assisted by our own acluarial
specialists to understand and evaluate Group's
actuarial practice and provislons established. We
also considered the work and findings of exiernal
actuarial experls engaged by ithe management to
corroborate our own findings; and

assessing the adequacy of the Group’s disclosures
related to technical insurance provisions by
reference to relevant accounting standards.

Impalrment of insurance receivables and recoverias

Refer to Note 9 and 11 to the consolidated financial statements.

Description

We focused on this matter because:

the Group has significant
insurance receivables from
ceding companies and
recoveries from reinsurance
companies (representing 10%
of tolal assets). The Group
faces a risk of non-
recoverabllity of receivables
and recoveries due (o
financial difficulties of the
counter parlies.

estimation of the recoverable
amaunt and determining the
level of impairment allowance
involves  judgement  and
astimation uncertainty.

How the matter was addrassed in our audit

Our audit procedures included

testing the design and operating effectiveness of
controls over the process of collection and
identification of doubtful balances;

checking reconctliation of statement of accounts and
receipts subsequent lo the year-end, focusing on
those accounts with the most significant potential
impact on the consolidated financial statements;

challenging the Group's assumptions on the
calculation of accrued premiums and assessing the
recoverabllity thereof; and

assessing the adequacy of the Group's disclosures
related to Insurance receivables, Insurance
deposits, accrued income, and impairment
allowance by reference lo relevant accounting
standards.
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INDEPENDENT AUDITORS' REPORT TO THE SHAREHOLDERS (continusd)

Valuation and Impairment of investments

Refer io Note 6 to the consalidated financial stalements.

Description How the matter was addressed in our audit

We focused on this matter because: Our audit procedures included:

= of the significance of ®
invesiments (representing
50% of tolal assets) andils
contribution lo the operations
and performance of the Group.
Woe don't consider these
invastments to be at high risk of
significant misstatement, or to be
subject to a significant risk of ®
Judgment because maost of the
Invastments comprise liquid,
quoted Investments. ; and

= the Group makes subjeclive
judgments over both timing of ®
racognition of impairment of
avallable-for-sale investments
and the estimation of the °
amourt of such impairment.

Other Information

tesling the design and operating effectiveness of
controls over the process of identification and
assessment of equily and debt securities for
impalrment;

testing the wvaluation of quoted securities by
agreeing the prices used in the valuation to
independent sources,

examining whether the Group has identified all
available-for-sale investments that have
experienced a decline in fair value below cost;
assessing if there has been a default event ar
significant drop In rating of individual debt security;
evalualing whether the Group's application of the
significant or prolonged lesl is consisient with the
relevant accounting standard; and

assessing the adequacy of the Group's disclesures
related to classification and impairment of
investments by reference lo relevant accounting
standards.

The board of directors is responsible for the other informatlon. The other information comprises the
annual report, but does not include the consolidated financial statements and our auditors’ report
thereon. Prior to the date of this auditors' report, we obtained the Direclors’ report and the remaining

sections of the annual report.

Our opinion on the consolidated financial statements does not cover the other information and we will
not express any form of assurance conclusion thereon.

In connaction with our audit of the consolidated financial statements, our responsibility is to read the
other information identified above and, In doing so, consider whethes the other information is
materially inconsistent with the consolidaled financial statements or our knowledge obtained in the

audit, or otherwise appears to be materially misslated.

If, based on the work we have performed on the other information that we have obtained prior o the
date of this auditors’ report, we conclude thal there is a material misstalement of this other
information, we are required to raport that fact. We have nothing to report in this regard.



kbt

INDEPENDENT AUDITORS® REPORT TO THE SHAREHOLDERS (continued)

Responsibliities of board of directors for the consolldated financlal statements

The Board of Directors Is responsible for the preparation and fair presentation of the consoclidated
financial stalements In accordance with IFRS, and for such internal control as the board of directors
delermines is necessary to enable lhe preparation of consolidated financial statemants that are free

from material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, the board of directors is responsibla for assessing
the Group's ability to continue as a going concern, disclosing, as applicable, matters related {o going
concern and using the going concern basis of accounting unless the board of directors either intends
to liquidate the Group or to cease operations, or has no realistic alternative but to do so.

Auditors’ Respanslibilities for the Audit of the consolidated financlal statements

Our abjeclives are to obtain reasonable assurance about whether the consolldated financlal
statements as a whole are free from material missiatement, whether due lo fraud or error, and to
issue an audilors' report that includes our opinion. Reasonable assurance Is a high level of
assurance, but is not a guarantee that an audit conducted in accordance with ISAs will always detect
a malerial misslatement when It exists. Misstatemenls can arise from fraud or error and are
considered material if, individually or in the aggregate, they could reasonably be expecled to influence
the economic declsions of users taken on the basis of these consolidated financial statements.

As part of an audit in accordance with ISAs, we exercise professional judgment and maintain
professional skepticism throughout the audit. We also:

* |dentify and assess the risks of material misstatement of the cansolidated financial statements,
whether due to fraud or error, design and perform audit procedures responsive to those risks, and
obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion. The risk
of not detecting a material misstatement resulling from fraud is higher than for one resulting from
error, as fraud may involve collusion, forgery, infentional omissions, misrepresentations, or the

override of internal control.

» Obtain an understanding of internal control relevant to the audit In order to design audit
procedures that are appropriate In the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Group's internal control.

s Evalvate the appropriateness of accounting policies used and the reasonableness of accounting
eslimates and relaled disclosures made by the management.

e Conclude on the appropriateness of board of directors' use of the going concern basis of
accounting and, based on the audit evidence obiained, whelher a material uncertainty exists
refated to events or conditions thal may cast significant doubt on the Group's ability to continue as
a going concern. If wa conclude that a material uncerlainly exists, we are required lo draw
attentlon in our auditors’ report to the related disclosuraes in the consolidaled financial statements
or, if such disclosures are inadequate, to modify our opinion. Our conciusions are based on the
audit evidence oblained up to the date of our auditors’ report. However, future events or
conditions may cause the Group 1o cease to conlinue as a going concern.

e Evaluate lhe overall presentation, structure and content of the consolidated financlal statements,
including the disclosures, and whether the consolidated financial statements represent the
underlying transactions and events in a manner thal achieves fair presentation.
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» Oblain sufficlent appropriate audit evidence regarding the financial information of the enlities or
business activities within the Group to express an opinion on the consolidated financial
statements. We are responsible for the direction, supesvision and perfermance of the group audit.

We remain solely responsible for our audit opinion.

We communicate with those board of directors regarding, among other matters, the planned scope
and ming of the audit and significant audlt findings, including any significant deficiencies in internal

control that we identify during our audit.

We also provide the board of directors with a statement that we have complied with relevant ethical
requirements regarding independence, and fo communicate with them all relationships and other
matters that may reasonably be thought to bear on our independence, and where applicable, related

safeguards.

From the mallers communicated with the board of directors, we determine those malters that were of
most significance in the audit of the consolidated financial statements of the current period and are
therefore the key audit matters. We describe these malters in our auditors' reporl unless law or
regulation precludes public disclosure about the matter or when, in extremely rare circumstances, we
delermine thal a matter should not be communicated in our report because the adverse
consequences of doing so would reasonably be expected lo outweigh the public interest benefits of

such communication.
Report on other regulatory raquirements

As raquired by the Bahrain Commercial Companies Law and Volume 3 of the Central Bank of Bahrain
{CBB) Rule Book, we report that:

a) the Company has maintained proper accounting recards and the consolidated financial

statements are in agreaement therewith;
b) the financial information conltained in the directors’ report is consistent with the consolidated

financial stalemenis;
¢) we are nol aware of any violations during the year of the Bahrain Commercial Companies

Law, the Central Bank of Bahrain and Financial institutions Law, lhe Rule Book (Volume 3,
applicable provisions of Volume 6 and CBB direclives), the CBB Capital Markels Regulations
and associaled Resolutions, the Bahrain Bourse rules and procedures or the terms of the
Company's memorandum and articles of association that wauld have had a malerial adverse

effect on the business of the Campany or on ils financial positlon; and
d) satisfactory explanations and informafion have been provided to us by management in

response te all our requests.

The engagement partner on the audit resulting in this independent auditors’ report is Jaffar Al Qubalti,

KPMET

p———_

KPMG Fakhro
Partner Registration No. 83
13 February 2017



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

CCNSOLIDATED STATEMENT OF FINANCIAL POSITION AS AT 31 DECEMBER 2016

{In thousands of L.S. Dallars)

Note 2016 2015
ASSETS
Cash and bank balances 5 180,460 198,769
Investments 6 554,660 545,459
Accrued income 8 101,610 71,322
Insurance receivables 9 108,402 116,022
Insurance deposits 10 28,086 37,017
Deferred policy acquisition costs 17,800 20,400
Reinsurers’ share of technical provisions 11 83,818 65,850
Other assets 12 17,991 21,987
Property and equipment 13 21,588 22,236
1,114,415 1,099,062
LIABILITIES
Technical provisions 14 673,681 679,543
Insurance payables 17 61,571 44,606
Borrowings 18 41,000 44,000
Other liabilities 19 45,349 51,933
821,601 820,082
EQUITY
Attributable to shareholders of parent 20
company
Share capital 220,000 220,000
Treasury stock (14,793) (14,793)
Reserves 37,684 33,750
Retained earnings 13,743 5,291
256,634 244 248
Non-controlling interests 21 36,180 34,732
292,814 278,960
1,114,415 1,099,062

These consolidated financial statements were approved by the Board of Directors on

13 February 2017 and signed on its behalf by:

7

2N AL N

Dr. Fouad A A Alfalah Yassir Albaharna
Vice Chairman Chief Executive Officer

Khalid J. Bin Kalban
Chairman

The accompanying notes 1 to 35 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 2016
{In thousands of U.S. Dollars)

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 (loss) for the year
Attributable to:
Non-controlling interests
Shareholders of parent company
Earnings per share attributable to shareholders

{basic and diluted): 27

uUss

2016 2015
245,431 220,442
180,503 219,924

(119,412) | (148,259)
(46,370) (58,422)

11,123 8,542
(17,508) (21,012)
8,336 773
8,166 5,752
(8,042) (7,544)
(866) (416)
5,516 5,945
(2,959) (12,134)
10,151 (7.624)
989 (3,203)
9,162 (4.421)
10,151 (7,624)
0.05 (0.02)

The accompanying notes 1 to 35 are an integral part of these consclidated financial statements.




ARAB INSURANCE GROUP (B.S.C.)

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED 31 DECEMBER 2016

{In thousands of U.S, Dollars)

2016 2015
Profit (loss) for the year 10,151 (7,624)
Other comprehensive income !
Items that will be reclassified to profit or loss:
Changes on remeasurement of available for sale investmenis 1,101 ' (6,382)
Transfers for recognition of losses on disposal of
available for sale investments i 2,262 477
Other comprehensive income 3,363 {5,905)
Total comprehensive income 13,514 {13,529)
Attributable to:
Non-controlling interests 1,128 {3,130)
Shareholders of parent company 12,386 {10,399)
13,514 (13,529)

The accompanying notes 1 to 35 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 2016

(In thousands of LI.S. Dollars)

Note 2016 2015
CASH FLOWS FROM OPERATING ACTIVITIES
Premiums received 250,560 308,434
Reinsurance premiums paid (38,955) (58,869)
Claims and acquisition costs paid {232,796) (250,677)
Reinsurance receipts in respect of claims 24,650 31,190
Investment income 89 1,986
Interest received 2,281 2,211
Dividends received 761 1.878
Operating expenses paid (30,174) (22,700)
Other (expenses) / income, net (3,911) (3,332)
Insurance deposits received ,net 9,079 5,444
Purchase of trading investments {26,364} {46,990)
Sale of trading investments 44,003 31,340
Directors’ remunerations paid - (305}
Net cash used in operating activities 30 (777) (390)
CASH FLOWS FROM INVESTING ACTIVITIES
Maturity/sale of investments 293,215 329,987
Purchase of investments {326,719) {348,512)
Term deposits with bank 21,202 29,845
Interest received 9,738 9,347
Dividends received - 10
Investment income 3,899 7,492
Collateralised cash deposits 6,858 (10,137)
Purchase of property and equipment {328) (574)
Purchase of intangible assets (37} (38}
Investment in associale (63) -
Net cash provided by investing activities 7,765 17,420
CASH FLOWS FROM FINANCING ACTIVITIES
Borrowings {3,000) 34,000
Interest on borrowings (866) (328)
Dividends paid {62) (9.245)
Net cash (used in) provided by financing activities {3,928) 24,427
Net increase in cash and cash equivalents 3,060 41,457
Effect of exchange rate on cash and cash equivalents (167} 13
Cash and cash equivalents, beginning of year 136,515 95,045
Cash and cash equivalents, end of year 5 139,408 136,515
Term deposits with bank 41,052 62,254
Cash and bank balances, end of year 5 180,460 198,769

The accompanying notes 1 to 35 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 2016

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 ils regisiered 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 liabilities are
denominated in that currency.

The consolidated financial statements are prepared under the historical cost convention as
modified by the revaluation of land and building and ceriain investment assets.

Comparative figures have been reclassified and restaled, 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 2016:

e |FRS 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
adoption of this amendment has no material impact on the financial stalements.

¢ |AS 16 Property, Plant and Equipment and IAS 38 Intangible Assets

Amendments to IAS 16 prohibit entities from using a revenue based depreciation method
for items of property, plant and equipment. Amendments to IAS 38 introduce a rebuttable
presumption that revenue is not an appropriate basis for amortisation of an intangible asset.
This presumption can only be rebutted 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 adoption of this amendment has
no material impact on the financial statements.

* |AS 27 Separate Financial Statements

Amendments have been made to IAS 27 Separate Financial Statements, which will allow
entities to use the equily method in their separate financial statements to measure
investments in subsidiaries, joint ventures and associates.

IAS 27 currently allows entities to measure their investments in subsidiaries, joint ventures
and associates either at cost or as a financial asset in their separate financial statements.
The amendments introduce the equity method as a third option. The election can be made
independently for each category of investment (subsidiaries, joint ventures and associates).

The adoption of this amendment has no material impact on the financial statements.
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16.

MOVEMENTS IN INSURANCE LIABILITIES AND ASSETS

2016

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

2015

Claims
Claims outstanding
Unreporied 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
Al 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

37

US$ '000
Gross Reinsurance Net
316,961 37,758 279,203
245,068 14,788 230,280
562,029 52,546 509,483
125,448 3,478 121,970
(174,721) 936 {175,657)
512,756 56,960 455,796
117,514 13,304 104,210
43,411 13,554 29,857
160,925 26,858 134,067
75,916 6,941 68,975
36,938 6,561 30,377
112,854 13,502 99,352
21,014 614 20,400
(1,944) 656 (2,600)
19,070 1,270 17,800
USsS$ '000
Gross Reinsurance Met
348,262 46,860 301,402
214,947 12,222 202,725
563,209 59,082 504,127
183,273 2,707 180,566
(184,453) (9,243) (175,210)
562,029 52,546 509,483
144,422 12,966 131,456
(26,908) 338 {27,246)
117,514 13,304 104,210
94,223 8,498 85,725
(18,307) {1,557) (16,750)
75,916 6,941 68,975
24,659 207 24,452
(3,645) 407 (4,052)
21,014 614 20,400




17.

18.

19.

20.

INSURANCE PAYABLES

Due Within 12 months

BORROWINGS

Balances Due:
- Within 12 months

Us$ '000
2016 2015
61,571 44,606
61,571 44,606
Us$ '000
2016 2015
41,000 44,000
41,000 44,000

Borrowings amounting to US$ 41 million (2015: US$ 44 million) are secured by debt securities
amounting to US$ 51.6 million (2015: US$ 56.1 million). The effective interest rate on the

borrowings was 2.27% (2015:1.7%)

OTHER LIABILITIES

Post-employment benefits {note 28)
Reinsurance premiums accrued
Accrued expense

Dividends payable

Employee long-term incentives
Other

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 {2015: 220 million) ordinary shares of
US$ 1 each

38

Uss$ '000
2016 2015
12,398 14,236
5,906 8,619
5,984 7,978
2,517 2,579
2,977 4,902
15,567 13,619
45,349 51,933
29,974 32,795
15,375 19,138
45,349 51,933

US$ '000
2016 2015
500,000 500,000
220,000 220,000




20,

SHAREHOLDERS’ EQUITY (Contd.)

iii)

i)

b) Major Shareholders

Shareholders who have an interest of 5% or more of the outstanding and issued shares are
as shown below:

No. of shares % of total % of total
Name Nationality | . " .5, outstanding issued
(in millions)
shares shares
2016 | 2015 | 2016 | 2015 | 2016 | 2015
Central Bank of Libya Libya 31.8 31.8 16.1 | 161 14.4 14.4
Emirates Investment
Authority UAE 30.5 30.5 154 | 154 13.9 139
General Pension & Social
Security Authority UAE 27.5 27.5 13.9 ) 139 12.5 12.5
Kuwait Investment
Authority Kuwait 20.0 20.0 10.1 | 10.1 9.1 9.1
Emirates Development Bank UAE 11.0 11.0 5.6 56 5.0 5.0

¢) Shareholding pattern

The shareholding pattern in the outstanding shares of the Company is as follows:

No. of shares No. of
UL {in millions) shareholders % of total outstanding
shares
2016 2015 2016 2015 2016 2015
Less than 1% 49.0 40.1 4,540 4,600 24.8 20.3
1% to 5% 28.2 371 6 4 14.3 18.7
5% to 10% 11.0 11.0 1 1 5.6 5.6
10% and above 109.8 100.8 4 4 554 55.4

Treasury stock:

The company held 21,967,818 of its own shares at 31 December 2016 (2015: 21,967,818
shares) and is carried at cost US$ 14,793,000 {2015: US$ 14,793,000).

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.

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, al 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. 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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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 Cenlral 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
2016 2015
At 1 January 34,732 37,862
Share of comprehensive income 1,128 (3,130)
Minority interest in subsidiary 320 -
At 31 December 36,180 34,732
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23.

INVESTMENT INCOME

Interest income

- invesiments 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

Gains {loss) on remeasurement of invesiments at fair

value through profit & loss

- Trading investments

- Investments designated at fair value through profit or
loss

Impairment loss-available for sale

Other

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

- Invesiments designated al fair value through profit or
loss

Impairment loss-available for sale

Other

45

Us$ '000
2016
Insurance |Shareholders’|
funds funds Total

800 437 1,237

5,866 4,827 10,693

472 289 761

1,512 1,644 3,156
(183) {100) {283)

1,672 1,701 3,373

1,148 (45) 1,103

442 242 684
{19) {502) {521)
(587) {327) {914)

11,123 8,166 19,289

US$ '000
2015
Insurance | Shareholders'
funds funds Total

500 268 768

6,150 4,689 10,839

1,079 809 1,888

2,856 488 3,344

347 142 489

2,283 1,672 3,955
{2,573) (532) {3,105)
{1,069) {520) {1,589)
(326) {863) {1,189)
(705) (401) {1,106)

8,542 5,752 14,294
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27.

OPERATING EXPENSES

Salaries and benefits
General and administration

Salaries and benefits
General and administration

OTHER INCOME

Third party administration services
Other

OTHER EXPENSES AND PROVISIONS

Loss on revaluation of building
Foreign exchange loss

Provision for doubtful receivable & deposits

Other

EARNINGS PER SHARE ATTRIBUTABLE TO SHAREHOLDERS

Basic and diluted earnings per share has been computed as follows:

Weighted average number of shares
outstanding

Net profit (loss)

Earnings per share

US$ '000
2016
Underwriting Non-Underwriting Total
12,322 5,148 17,470
5,186 2,894 8,080
17,508 8,042 25,550
US$ '000
2015
Underwriting Non-Underwriting Total
14,352 5,457 19,809
6,660 2,087 8,747
21,012 7,544 28,556
US$ '000
2016 2015
4,587 4,490
929 1,455
5,516 5,945
US$ '000
2016 2015
- 4,850
2,015 3,509
376 71
568 3,704
2,959 12,134
2016 2015
198,032 198,032
US$'000 9,162 (4,421}
0.05 (0.02)
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29,

POST EMPLOYMENT BENEFITS
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:

2016 2015
Discount rale 2.0% 2.0%
Expected return on assets 2.0% 2.0%
Future salary increases 3.3% 3.3%
The movements in the liability recognised in the statement of financial position are:
US$ '000

2016 2015
Balance at 1 January 14,236 13,302
Accruals for the year 1,371 1,649
Payments during the year (3,209) {715)
Balance at 31 December 12,398 14,236

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 seltled 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
statemenls but their fair values are recognised as assets or liabilities, as appropriate, with
changes in fair value being taken to the statement of incorne. The contracts oblige the Group to
exchange cash flows to be received in the future from foreign currency denominated
investments for U.S. Dollars al predetermined exchange rates. The counter parties in respect of
these transactions are leading financial institutions.

i. Forward foreign exchange contracts — by currency:

US$ '000
2016 2015
Notional Notional Notional Notional
amount amount amount amount
purchases sales purchases sales

Euro - 5,046 1,079 500
Pound Sterling - 6,219 1,814 1,292
Japanese yen - 789 - 1,190
Others - 900 - 1,054
- 12,954 2,893 4,036

Notional amounts 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.
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29, FORWARD FOREIGN EXCHANGE CONTRACTS (Contd.)
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
belween those that are in an unrealised gain position from those that are in an unrealised
loss position.
USS$ '000
2016 2015
Purchases Sales Purchases Sales
Unrealised gains - 285 7 161
Unrezalised losses - {(12) (45) (56)
- 273 (38) 105
30. RECONCILIATION OF NET RESULT TO CASH FLOWS FROM OPERATING ACTIVITIES

31.

Profit (loss) for the year

Decrease in insurance funds
Change in insurance receivable/payable, net
Change in accrued insurance premiums

Change in other assets/liabilities, net

Net cash used in operating aclivities

FAIR VALUE DISCLOSURE

ASSETS

Cash and bank
balances

Investments

Accrued income

Insurance receivables

Insurance deposits

QOther assets

LIABILITIES
Insurance payables
Borrowings

US$ '000
2016 2015
10,151 (7,624)
(12,299) (12,277)
24,585 5,828
{30,288) 16,701
7,074 (3.018)
{777) {390)
The following table presents the fair values of the Group’s financial instruments:
US$ ‘000
2016
Book Value
At fair value Fair
Loans and | Held to |Available |Amortised

thro:glgszrofit receivables | maturity | for sale Cost s value
- 180,460 - - - 180,460 | 180,460
138,060 - 9,770 | 406,747 - 554,577 | 554,928
- 101,610 - - - 101,610 | 101,610
- 108,402 - - - 108,402 | 108,402
. 28,086 - - s 28,086 | 28,086
- 17,643 - - 0 17,643 17,643
. . - - 61,571 61,571 61,571
- - - - 41,000 41,000 41,000
- 5 s - 39,365 39,365 | 39,365

Other liabilities
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31.

FAIR VALUE DISCLOSURE (Contd.)

US$ '000
2015
Book Value
Al fair value n Availab! i Fair

o poft s | LS | Heldlo | Avslabe |Amorsed |t | vaie
ASSETS
Cash and bank

balances 2 198,769 - - - 198,769 | 198,769

Investments 135,011 - 14,902 | 395,309 - 545,222 |545,495
Accrued income - 71,322 - - - 71,322 | 71,322
Insurance receivables - 116,022 - - - 116,022 | 116,022
Insurance deposits - 37,017 - - - 37,017 | 37,017
Other assets - 21,476 - - - 21,476 | 21,476
LIABILITIES i
Insurance payables S - - - | 44,606 44,606 | 44,606
Borrowings - - - - | 44,000 44,000 | 44,000
QOther liabilities | - - - - | 43,955 43,955 | 43,955

l l

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

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

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

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

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

i. General:
The book values of the Group's financial instrumenis 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 inpuls 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
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31. FAIR VALUE DISCLOSURE (Contd.)

» 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 significani 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 interesi 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.
The table below analyses financial instruments, measured at fair value as at the end of
the year, by level in the fair value hierarchy into which the fair value measurement is
categorized:
US$'000 I
2016 Level 1 Level 2 Level 3 Total
At fair value through profit or loss
Held for trading
Common stock of listed companies 43,937 | - - 43,937
Designated at fair value on initial
recognition
Debt Securilies 94,123 - - 94,123
Available for sale
Debt securities 372,076 - - 372,076
Common stock of listed companies 10,312 - - 10,312
Common stock of unlisted companies - | - 6,381 6,381
Other - 878 17,100 17,978
Forward foreign exchange contracts 273 - - 273
520,721 878 23,481 545,080
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31.

FAIR VALUE DISCLOSURE {Contd.)

2015

Al fair value through profit or loss
Held for trading

Common stock of listed companies

Pesignated at fair value on initial
recognition
Debt Securilies

Available for sale
Debt securities
Common stock of listed companies

Common slock of unlisted companies
Other

Forward foreign exchange contracis

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

31 December 2016

Balance at 1 January 2016
Gain (loss) recognised in:

- Income statement

- Other comprehensive income

Investments made during the year
Investments redeemed during the year

Balance at 31 December 2016

31 December 2015

Balance at 1 January 2015
Gain (loss) recognised in:

- Income statement
- Other comprehensive income

Investments made during the year
Investments redeemed during the year

Balance at 31 December 2015

US$'000
Level 1 Level 2 Level 3 Total
44,825 : - | 44,825
90,186 - - 90,186
359,471 - - 359,471
12,214 - - 12,214
- 65 6,357 6,422
- 1,307 15,895 17,202
67 - - 67
506,763 1,372 22,252 | 530,387
US$'000
Unlisted equity Others Total
6,357 15,895 22,252
299 {599) (300)
{10) (679) (689)
187 4,801 4,988
{452) {2,318) {2,770)
6,381 17,100 23,481
US$'000
Unlisted equity Others Total
6,327 15,124 21,451
(568) (1,507) (2,075)
315 (175) 140
291 5,073 5,364
(8) (2,620) (2,628)
6,357 15,895 22,252
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32,

FAIR VALUE DISCLOSURE {Contd.)

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
assels. The Group does not expect the fair value of assels 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, 2016, there
were no transfers in and out of level 1, level 2 and level 3 {2015: 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 capilalization rates, discount rates, leasing and other factors, the amount
which will be realized by the company on the disposal of ils investments may differ significantly
from the values at which they are carried in the consolidaled 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 inlends, and has the financial resources and capacity, to generally hold such
investments to maturity.

PRINCIPAL SUBSIDIARIES & ASSOCIATES

i} Subsidiaries and Associates:

At 31 December 2016, 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% Nil Warranty
Takaful Re Limited United Arab Emirates 54% 46% Retakaful
ARIG Insurance Insurance
Management (DIFC) Lid. United Arab Emirates 100% Nil Manager

All holdings are in the ordinary share capital of the subsidiaries concerned and are
unchanged from 31 December 2015 except for Arig Insurance Management (DIFC) Ltd.
which was incorporated on 7" December 2016. The joint venture Hardy Arig Insurance
Management W.L.L. has been liquidated. The Group holds 49% and 25% of the equity
shares in Arima Insurance software W.L.L. and Globemed Bahrain W.L.L., Bahrain
respectively.

The subsidiary Takaful Re Limited which had ceased writing business in 2015 was placed

in run-off at the Annual General Meeting of the subsidiary held on 7th April 2016. The run-
off is being managed internally under supervision of the Board of Directors of the subsidiary
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PRINCIPAL SUBSIDIARIES & ASSOCIATES (Contd.)

ii) Interest in Subsidiaries: Takaful Re Limited

US$ '000
2016 2015

Non-controlling interest 46% 46%
Other assels 129,497 140,700
Other liabilities 51,535 65,192
Net Assets 77,962 75,508
Revenue (1,180) 16,795
Profit (loss) for the year 2,150 (6,963)
Total comprehensive income 2,453 (6,804)
Comprehensive income atiributable to non-controlling

interests 1,128 (3,130)
Net cash provided by (used in) operating activities 748 (51)
Net cash (used in) provided by investing activities (2,064) 30,892
Net (decrease) increase in cash and cash equivalents (1,316) 33,988

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

RELATED PARTY TRANSACTIONS

Related parties 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:

Us$ '000
2016 2015

a) Gross premium retroceded by subsidiary to parent

company 77,063 30,365
b) Service fees for administration services provided

by parent company 453 860
¢) Balances outsianding

- Receivables 66,033 62,636

ii) Compensation to directors and key management personnel:
Us$ 000
2016 2015

a) Directors

- Attendance fees 107 145

- Travel expenses 153 148
b) Key management compensation

- Salaries and other short-term employee benefits 1,755 2,102

- Post-employment benefits 300 302

- Employee long-term incentives 1,767 1,607
c) Balances payable {net)

Key management

- Maximum balance 4,411 7,096

- Closing balance 4,411 7,096
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RELATED PARTY TRANSACTIONS (Contd.)
All transactions with related parties are conducted on an arm's length basis. All outstanding

balances from relaled parties are expected to be settled within 12 months. No provisions have
been required in 2016 and 2015 for any oulstanding amounts due from related parties.

PARENT COMPANY

The unconsolidated statement of financial position of the parent company, Arab Insurance
Group (B.5.C.), is presented befow.

US$ '000
2016 2015

ASSETS
Cash and bank balances 99,630 124,318
Investments 478,031 457,767
Accrued income 95,193 65,004
Insurance receivables 32,699 47,844
Insurance deposits 27,286 35,347
Deferred policy acquisition costs 10,801 12,963
Reinsurers' share of technical provisions 30,661 29,383
Other assets 80,920 83,976
Investment in subsidiaries and associates 43,613 42,602
Property and equipment 8,202 8,492

907,036 907,696
LIABILITIES
Technical provisions 536,616 549,271
Insurance payables 43,373 32,287
Borrowings 41,000 44,000
Other liabilities 29,413 37,890

650,402 663,448
SHAREHOLDERS’ EQUITY {note 20)
Share capital 220,000 220,000
Treasury stock (14,793) (14,793)
Reserves 37,387 33,596
Retained earnings 14,040 5,445

256,634 244,248

907,036 907,696

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 meeling to be held on 20 March 2017:

Uss$ '000

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

APPENDIX

ADDITIONAL DISCLOSURE ON INVESTMENTS

a. Cash & bank balances

Total cash & bank 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
- Other

Available for sale

Debt securities
- Supra-nationals and OECD country governments
- Other Investment grade
- Other

Common stock of listed companies

Common stock of unlisted companies

Other (see note)

Investment in associates

Total Investments

US$ '000
31-December-2016
Investments in Investments Total
U.A.E. outside U.A.E.

28,100 162,360 180,460
28,100 152,360 180,460
4,346 39,591 43,937
4,346 39,591 43,937
- 50,923 50,923
- 43,200 43,200

- 94,123 94,123

- 1,000 1,000
4,857 - 4,857

- 3,913 3,913
4,857 4,913 9,770

- 57,284 57,284
25,085 193,170 218,255
3,974 92,563 96,537

- 10,312 10,312

5 6,381 6,381

872 17,106 17,978
29,931 376,816 406,747
- 83 83

- 83 83
39,134 515,526 554,660

Note: The Group does not have any direct investments in land or real estate. However, 'Other' includes investments
in Real Estate funds amounting to US$ 1,279,083 (in U.A.E.: US$ NIL).



