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Independent Auditor’s Report

The Shareholders

Arabian Scandinavian Insurance Company P.L.C.
Dubai

United Arab Emirates

Report on the Financial Statements

We have audited the accompanying financial statements of Arabian Scandinavian Insurance
Company P.L.C., Dubai, United Arab Emirates, which comprise the balance sheet as at December
31, 2007, and the income statement, statement of changes in equity and cash flow statement for the
year then ended, and a summary of significant accounting policies and other explanatory notes. The
financial statements of the Company as of December 31, 2006 were audited by another auditor
whose report dated February 20, 2007, on which we have relied expressed a qualified opinion on
those statements due to excess valuation of certain investment properties.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with International Financial Reporting Standards. This responsibility includes: designing,
implementing and maintaining internal control relevant to the preparation and fair presentation of
financial statements that are free from material misstatement, whether due to fraud or error; selecting
and applying appropriate accounting policies; and making accounting estimates that are reasonable
in the circumstances.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with International Standards on Auditing. Those standards require
that we comply with ethical requirements and plan and perform the audit to obtain reasonable
assurance whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the financial statements. The procedures selected depend on the auditor’s judgement, including
the assessment of the risks of material misstatement of the financial statements, whether due to fraud
or error. In making those risk assessments, the auditor considers internal control relevant to the
entity’s preparation and fair presentation of the financial statements 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 entity’s internal control. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.

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

. 2 g 7 4 Member of
Audir.Tax . Consulting . Financial Advisory. Deloitte Touche Tohmatsu



Deloitte.

Independent Auditor’s Report (continued)

Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position
of Arabian Scandinavian Insurance Company P.L.C. - Dubai, United Arab Emirates, as of
December 31, 2007, and its financial performance and its cash flows for the year then ended in
accordance with International Financial Reporting Standards.

Report on Other Legal and Regulatory Requirements

Also, in our opinion, the Company has maintained proper books of account. The information contained
in the directors’ report relating to the financial statements is in agreement with the books. We obtained
all the information which we considered necessary for our audit. According to the information
available to us, there were no contraventions during the year of the U.A.E. Federal Commercial
Companies Law No. 8 of 1984, as amended, and of the U.A.E. Federal Law No. 9 of 1934, as
amended concerning Insurance Companies and Agents, or the Company’s Articles of Association
which might have materially affected the financial position of the Company or its financial
performance.

For Deloitte & Touche
%%\‘l pf%
Sharjah Saba Y. Sindaha
February 4, 2008 Partner

(Registration No. 410)



Arabian Scandinavian Insurance Company P.L.C. B
Dubai - United Arab Emirates

Balance Sheet
At December 31,2007
(In Arab Emirates Dirhams)

December 31, December 31,

Notes 2007 2006
ASSETS
Non-current assets
Property and equipment 5 9,151,820 32,048,267
Investment property 6 169,500,000 132,250,000
Available-for-sale investments 7 115,664,080 _ 64,734,457
Total non-current assets 294.315.900 229.032.724
Current assets
Re-insurance contract assets 8 13,126,218 16,172,864
Insurance and other receivables 9 17,481,031 17,463,118
Due from related parties 10 8,491,529 6,437,672
Investments held for trading 7 26,403,643 65,332,498
Bank balances and cash 11 72,374.789 12,289.990
Total current assets 137,877,210 117.696.142
Total Assets 432,193,110 346,728,866
EQUITY AND LIABILITIES
Capital and reserves
Share capital 12 140,000,000 140,000,000
Statutory reserve 40,759,753 32,262,669
General reserve 32,869,553 24,372,469
Cumulative change in fair values 1,950,668 ( 6,927477)
Retained earnings 142,948,995 75532327
Total Equity 358,528,969 265.239.988
Non-current liabilities
Provision for employees' end of service indemnity 13 1,147,736 913.442
Current liabilities
Insurance contract liabilities 8 42,954,583 44,400,932
Insurance and other payables 14 28,210,742 28,782,061
Due to related parties 10 1,351,080 2,020,139
Bank overdrafts - 5,372.304
Total current liabilities 72,516,405 80,575.436
Total Liabilities 73,664,141 81,488.878
Total Equity and Liabilities 432,193,110 346,728,366

/ing notes form an integral part of these financial statements.

. /%/\)

Mohd. Amin. Al Kazim hmad M. A. Al Kazim
Vice Chairman Managing Director




Arabian Scandinavian Insurance Company P.L.C. 4
Dubai - United Arab Emirates
Income Statement
For the year ended December 31, 2007
(In Arab Emirates Dirhams)
Year ended Year ended
December 31, December 31,
Notes 2007 2006

Insurance premium revenue 15 55,169,556 48,066,212
Insurance premium ceded to re-insurers 15 (_16.,064,702) (_14,403,747)
Net insurance premium revenue 15 39,104,854 33,662,465
Gross claims incurred 8 ( 24,581,502) ( 31,841,462)
Insurance claims recovered from re-insurers 8 8.538.860 10,818,235
Net claims incurred 8 (_16,042,642) (. 21,023,227)
Gross commission earned 3,953,252 1,970,622
Less: commission incurred (__4,058.134) (__3,852,370)
Net commission incurred ( 104,882) (__1,881,748)
Underwriting profit 22,957,330 10,757,490
General and administrative expenses

relating to underwriting activities (9,710.487) (__8,078.606)
Net underwriting profit 13,246,843 2,678,884
Investment income 16 69,868,606 3,634,855
Other income 1,855,387 717,364
Profit for the year 17 84,970,836 7,031,103
Basic earnings per share 18 0.61 0.05

The accompanying notes form an integral part of these financial statements.



Arabian Scandinavian Insurance Company P.L.C. 5
Dubai - United Arab Emirates
Statement of Changes in Equity
For the year ended December 31, 2007
(In Arab Emirates Dirhams)
Cumulative
Share Statutory General change in Retained
capital reserve reserve fair values earnings Total
Balance at December 31, 2005 100,000,000 31,559,558 23,669,358 11,517,262 121,107,446 287,853,624
Loss on available-for-sale investments
recognised directly in equity - - - ( 50,743,413) - ( 50,743,413)
Transfer to profit or loss on sale of
available-for-sale investments - - - ( 383,255) - ( 383,255)
Impairment loss in available-for-sale investments - - - 32,681,929 - 32,681,929
Profit for the year - - - - 7,031,103 7,031,103
Total recognised income and expense
for the year - - - (__18.444.739) 7.031.103 ((11.413.636)
Issue of bonus shares 40,000,000 - - - (' 40,000,000) -
Board of directors’ remuneration paid - - - - ( 1,200,000) ( 1,200,000)
Dividend paid - - - - (' 10,000,000) ( 10,000,000)
Transfer to statutory reserve - 703,111 R - ( 703,111) R
Transfer to general reserve - - 703.111 - ( 703.111) -
40,000,000 703,111 703,111 - (L52,606,222) (_11,200,000)
Balance at December 31, 2006 140,000,000 32,262,669 24,372,469 ( 6.927.477) 75,532,327 265,239,988
Profit on available-for-sale investments
recognised directly in equity - - - 1,950,668 - 1,950,668
Transfer to profit or loss on sale of
available-for-sale investments - - - 6,927,477 - 6,927,477
Profit for the year - - - - 84.970.836 84.970.836
Total recognised income and expense
for the year - - - 8.878.145 84.970.836 93,848,981
Board of directors’ remuneration paid - - - - ( 560,000) ( 560,000)
Transfer to statutory reserve - 8,497,084 - - ( 8,497,084) -
Transfer to general reserve - - 8.497.084 - (__8.497.084) -
- 8,497,084 8,497,084 - (_17,554.,168) ( 560,000)
Balance at December 31, 2007 140,000,000 40,759,753 32,869,553 1,950,668 142,948,995 358,528,969

The accompanying notes form an integral part of these financial statements.




Arabian Scandinavian Insurance Company P.L.C. 6

Dubai - United Arab Emirates

Cash Flow Statement

For the year ended December 31, 2007

(In Arab Emirates Dirhams)

Year ended Year ended
December 31, December 31,
2007 2006

Operating activities

Profit for the year 84,970,836 7,031,103

Adjustments for:
Decrease in reinsurance contract assets 3,046,646 2,745,314
(Decrease)/increase in insurance contract liabilities ( 1,446,349) 3,421,612
Depreciation of property and equipment 180,901 204,826
Gain on disposal of property and equipment ( 145,354) -
Provision for employees’ end of service indemnity 317,726 118,888
(Income)/loss on investments held for trading ( 20,411,891) 38,336,971
(Income)/loss on available-for-sale investments ( 8,501,138) 383,255
Other investment (income)/loss ( 17,441,839) 22,583,931

Increase in fair value of investment property
Gain on sale of investment property

Operating profit before changes in working capital
(Increase)/decrease in insurance and other receivables
Increase in due from related parties
(Decrease)/increase in insurance and other payables
(Decrease)/increase in due to related parties

Decrease in deposits under lien

Cash generated from operations
Employees’ end of service indemnity paid
Net cash generated from operating activities

Investing activities

Purchase of property and equipment

Proceeds from sale of property and equipment

Proceeds from sale of investment property

Purchase of investments held for trading

Purchase of available-for-sale investments

Proceeds from disposal of investments held for trading
Proceeds from disposal of available-for-sale investments
Investment property income

Dividend received

Net cash generated from/(used in) investing activities

Finance activities
(Decrease)/increase in bank overdrafts
Dividend paid

Board of directors’ remuneration paid

Net cash used in financing activities
Net increase/(decrease) in cash and cash equivalents
Cash and cash equivalents at the beginning of the year

Cash and cash equivalents at the end of the year (see Note 19)

( 23,513,738)
(___382,249)

16,673,551

(17,913
( 2,053,857)
( 571,319)
( 669,059)

1,000,000
14,361,403

( 83.432)

14,277,971

( 13,105,362)

( 64,939,012)
9,886,888
8,460,929

( 2,098,879)
8,693,109
2,029,563

26,971,610

( 66.302)
26,905,308

( 23,123,132)

230,000 -
22,382,249 ;
(283,985,707)  ( 87,918,624)
(195875423)  ( 35,290,289)
343,326,453 77,022,219
162,325,083 35,848,691
15,099,391 7,544,975
2,342,448 2.553.023
52.739.132 (_23.363.137)
( 5372,304) 5,372,304
- (10,000,000)
(_560,000) (_1.200.000)
(__5932,304) (_ 5.827.696)
61,084,799 ( 2,285,525)
3.789.990 6.075.515
64,874,789 3,789,990

The accompanying notes form an integral part of these financial statements.



Arabian Scandinavian Insurance Company P.L.C.

Dubai - United Arab Emirates

Notes to the Financial Statements
For the year ended December 31, 2007

1.

General information

Arabian Scandinavian Insurance Company P.L.C. - Dubai (the "Company") is a public
shareholding company, registered in the United Arab Emirates in 1992. The Company is
subject to the regulations of U.A.E. Federal Law No. 9 of 1984, as amended, concerning
Insurance Companies and Agents and is registered with the Ministry of Economy of U.A.E.
under registration number 6. The address of the Company’s registered office is P.O. Box
1993, Dubai, United Arab Emirates.

The principal activity of the Company is the writing of all classes of general insurance
business and life assurance and till date the Company has written general insurance business
only. The Company operates through its Dubai and Abu Dhabi offices.

Adoption of new and revised Standards

In the current year, the Company has adopted IFRS 7 Financial Instruments: Disclosures
which is effective for annual reporting periods beginning on or after January 1, 2007, and
the consequential amendments to IAS 1 Presentation of Financial Statements.

The impact of the adoption of IFRS 7 and the changes to IAS 1 has been to expand the
disclosures provided in these financial statements regarding the Company’s financial
instruments and management of capital (see Note 23).

Four Interpretations issued by the International Financial Reporting Interpretations
Committee are effective for the current period. These are: IFRIC 7 Applying the
Restatement Approach under IAS 29, Financial Reporting in Hyperinflationary Economies;
IFRIC 8 Scope of IFRS 2; IFRIC 9 Reassessment of Embedded Derivatives; and IFRIC 10
Interim Financial Reporting and Impairment. The adoption of these Interpretations has not
led to any changes in the Company’s accounting policies.

At the date of authorisation of these financial statements, the following Standards and
Interpretations were in issue but not yet effective:

IAS 1 (Revised) Presentation of Financial Statements (effective for accounting
periods on or after January 1, 2009)

IAS 23 (Revised) Borrowing Costs (effective for accounting periods beginning on or
after January 1, 2009)

IAS 27 (Revised) Consolidated and Separate Financial Statements (effective for
accounting periods beginning on or after July 1, 2009)

IAS 28 (Revised) Investments in Associates (effective for accounting periods
beginning on or after July 1, 2009)

IAS 31 (Revised) Interest in Joint Ventures (effective for accounting periods
beginning on or after July 1, 2009)



Arabian Scandinavian Insurance Company P.L.C. 8
Dubai - United Arab Emirates

Notes to the Financial Statements (continued)
For the year ended December 31, 2007

2.

Adoption of new and revised Standards (continued)

IAS 32 (Revised) Financial Instruments: Presentation (effective for accounting
periods beginning on or after January 1, 2009)

IFRS 2 (Revised) Share-based Payment (effective for accounting periods
beginning on or after January 1, 2009)

IFRS 3 (Revised) Business Combinations (effective for accounting periods
beginning on or after July 1, 2009)

IFRS 8 Operating Segments (effective for accounting periods beginning
on or after January 1, 2009)

IFRIC 11 Group and Treasury Share Transactions (effective for
accounting periods beginning on or after March 1, 2007)

IFRIC 12 Service Concession Arrangements (effective for accounting
periods beginning on or after January 1, 2008)

IFRIC 13 Customer Loyalty Programmes (effective for accounting periods
beginning on or after July 1, 2008)

IFRIC 14 The Limit on a Defined Benefit Asset, Minimum Funding
Requirements and their interaction (effective for accounting
periods beginning on or after January 1, 2008)

The directors anticipate that all of the above Standards and Interpretations will be
adopted in the Company’s financial statements for the period commencing January 1,
2008 or as and when applicable and that the adoption of those Standards and
Interpretations will have no material impact on the financial statements of the Company
in the period of initial application.

Significant accounting policies

Statement of compliance

The financial statements have been prepared in accordance with International Financial
Reporting Standards (IFRS) and applicable requirements of U.A.E. Federal Law No. 9
of 1984, as amended, concerning Insurance Companies and Agents.

Basis of preparation

The financial statements have been prepared on the historical cost basis, except for the

revaluation of financial instruments and investment property. The principal accounting
policies adopted are set out below.



Arabian Scandinavian Insurance Company P.L.C. 9
Dubai - United Arab Emirates

Notes to the Financial Statements (continued)
For the year ended December 31, 2007

3.

Significant accounting policies (continued)
Insurance contracts

Definition

The Company issues contracts that transfer insurance risk. Insurance contracts are those
contracts that transfer significant insurance risk.

Recognition and measurement

Insurance contracts are classified into two main categories, short-term insurance contracts
and long-term insurance contracts depending on the duration of risk and whether or not the
terms and conditions are fixed.

Short-term insurance contracts

The Company writes short-term insurance contracts only. These contracts are casualty and
property insurance contracts.

Casualty insurance contracts protect the Company’s customers against the risk of causing
harm to third parties as a result of their legitimate activities. Damages covered include both
contractual and non contractual events.

Property insurance contracts mainly compensate the Company’s customers for damage
suffered to their properties or for the value of property lost. Customers who undertake
commercial activities on their premises could also receive compensation for the loss of
earnings caused by the inability to use the insured properties in their business activities
(business interruption cover).

For all these insurance contracts, premiums are recognised as revenue (earned premiums)
proportionally over the period of coverage. The portion of premium received on in-force
contracts that relates to unexpired risks at the balance sheet date is reported as the unearned
premium liability.

Claims and loss adjustment expenses are charged to profit or loss as incurred based on the
estimated liability for compensation owed to contract holders or third parties damaged by
the contract holders. They include direct and indirect claims settlement costs and arise from
events that have occurred up to the balance sheet date even if they have not yet been
reported to the Company. The Company does not discount its liabilities for unpaid claims
other than for disability claims. Liabilities for unpaid claims are estimated using the input of
assessments for individual cases reported to the Company and statistical analyses for the
claims incurred but not reported, and to estimate the expected ultimate cost of more
complex claims that may be affected by external factors (such as court decisions).



Arabian Scandinavian Insurance Company P.L.C. 10
Dubai - United Arab Emirates

Notes to the Financial Statements (continued)
For the year ended December 31, 2007

3.

Significant accounting policies (continued)
Insurance contracts (continued)
Reinsurance contracts held

Contracts entered into by the Company with reinsurers under which the Company is
compensated for losses on one or more contracts issued by the Company and that meet the
classification requirements for insurance contracts are classified as reinsurance contracts
held. Contracts that do not meet these classification requirements are classified as
financial assets. Insurance contracts entered into by the Company under which the
contract holder is another insurer are included with insurance contracts. The benefits to
which the Company is entitled under its reinsurance contracts held are recognised as
reinsurance contract assets. These assets consist of short-term balances due from
reinsurers, as well as longer term receivables that are dependent on the expected claims
and benefits arising under the related reinsured insurance contracts. Amounts recoverable
from or due to reinsurers are measured consistently with the amounts associated with the
reinsured insurance contracts and in accordance with the terms of each reinsurance
contract. Reinsurance liabilities are primarily premiums payable for reinsurance contracts
and are recognised as an expense when due. The Company assesses its reinsurance
contract assets for impairment on a regular basis. If there is objective evidence that the
reinsurance contract asset is impaired, the Company reduces the carrying amount of the
reinsurance contract assets to its recoverable amount and recognises that impairment loss
in the profit or loss. The Company gathers the objective evidence that a reinsurance asset
is impaired using the same process adopted for financial assets held at amortised cost. The
impairment loss is also calculated following the same method used for these financial
assets.

Insurance contract liabilities

Insurance contract liabilities towards outstanding claims are made for all claims intimated
to the Company and still unpaid at the balance sheet date, in addition for claims incurred
but not reported. The unearned premium considered in the insurance contract liabilities
comprise the estimated proportion of the gross premiums written which relates to the
periods of insurance subsequent to the balance sheet date and is estimated using the 1/8"
method for all lines of business. The unearned premium calculated by the above method
(after reducing the reinsurance share) complies with the minimum unearned premium
amounts to be maintained using the 25% and 40% method for marine and non-marine
business respectively, as required by U.A.E. Federal Law No. 9 of 1984, as amended,
concerning Insurance Companies and Agents. The unearned premium calculated by the
1/8"™ method accounts for the estimated acquisition costs incurred by the Company to
acquire policies and defers these over the life of the policy.
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Dubai - United Arab Emirates

Notes to the Financial Statements (continued)
For the year ended December 31, 2007

3.

Significant accounting policies (continued)
Insurance contracts (continued)
Insurance contract liabilities (continued)

The reinsurers’ portion towards the above outstanding claims, claims incurred but not
reported and unearned premium is classified as reinsurance contract assets in the financial
statements.

Deferred policy acquisition costs

Commissions and other acquisition costs that vary with and are related to securing new
contracts and renewing existing contracts are amortised over the terms of the policies as
premium is earned.

Salvage and subrogation reimbursements

Estimates of salvage and subrogation reimbursements are considered as an allowance in
the measurement of the insurance liability for claims.

Liability adequacy test

At each balance sheet date, liability adequacy tests are performed to ensure the adequacy
of the contract liabilities net of related deferred policy acquisition costs. Any deficiency is
immediately charged to profit or loss initially by writing off the deferred policy
acquisition costs and by subsequently establishing a provision for losses arising from
liability adequacy tests.

Receivables and payables related to insurance contracts

Receivables and payables are recognised when due. These include amounts due to and
from agents, brokers and insurance contract holders.

If there is objective evidence that the insurance receivable is impaired, the Company
reduces the carrying amount of the insurance receivable accordingly and recognises that
impairment loss in profit or loss. The Company gathers the objective evidence that an
insurance receivable is impaired using the same process adopted for loans and
receivables. The impairment loss is also calculated under the same method used for these
financial assets.
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Dubai - United Arab Emirates

Notes to the Financial Statements (continued)
For the year ended December 31, 2007

3.

Significant accounting policies (continued)

Revenue recognition

Insurance contract income

Revenue from insurance contracts is measured under revenue recognition criteria stated
under insurance contracts in these financial statements.

Interest income

Interest income is accrued on a time basis, by reference to the principal outstanding and at
the effective interest rate applicable, which is the rate that exactly discounts estimated
future cash receipts through the expected life of the financial asset to the asset’s net
carrying amount.

Dividend income

Dividend income from investments is recognised when the Shareholders’ right to receive
payment have been established.

Rental income

Rental income from investment property which are leased under operating leases are
recognised on a straight-line basis over the term of the relevant lease.

Foreign currencies

The financial statements of the Company are presented in the currency of the primary
economic environment in which the Company operates (its functional currency). For the
purpose of the financial statements, the results and financial position of the Company are
expressed in Arab Emirates Dirhams (“AED”), which is the functional currency of the
Company and the presentation currency for the financial statements.

In preparing the financial statements of the Company, transactions in currencies other than
the Company’s functional currency (foreign currencies) are recorded at the rates of
exchange prevailing at the dates of the transactions. At each balance sheet date, monetary
items denominated in foreign currencies are retranslated at the rates prevailing at the
balance sheet date. Non-monetary items carried at fair value that are denominated in foreign
currencies are retranslated at the rates prevailing at the date when the fair value was
determined. Non-monetary items that are measured in terms of historical cost in a foreign
currency are not retranslated.
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Notes to the Financial Statements (continued)
For the year ended December 31, 2007

3.

Significant accounting policies (continued)
Foreign currencies (continued)

Exchange differences are recognised in profit or loss in the year in which they arise
except for:

= Exchange differences which relate to assets under construction for future productive
use, which are included in the cost of those assets where they are regarded as an
adjustment to interest costs on foreign currency borrowings;

» Exchange differences on transactions entered into in order to hedge certain foreign
currency risks; and

» Exchange differences on monetary items receivable from or payable to a foreign
operation for which settlement is neither planned nor likely to occur, which form part
of the net investment in a foreign operation, and which are recognised in the foreign
currency translation reserve and recognised in profit or loss on disposal of the net
investment.

Provision for employees’ end of service indemnity

Provision for employees’ end of service indemnity is made in accordance with the U.A.E.
labour laws, and is based on current remuneration and cumulative years of service at the
balance sheet date.

Defined contribution plan

U.A.E. national employees of the Company are members of the Government managed
retirement pension and social security benefit scheme established pursuant to U.A.E.
Federal Labour Law No. 7 of 1999. The Company is required to contribute 12.5% of
"contribution calculation salary" to the retirement benefit scheme to fund the benefits.
These employees are also required to contribute 5% of the "contribution calculation
salary” to the scheme. The only obligation of the Company with respect to the retirement
pension and social security scheme is to make the specified contributions. The
contributions are charged to the profit or loss.

Statutory reserve

In accordance with U.A.E. Federal Commercial Companies Law Number 8 of 1984, as
amended, the Company has established a statutory reserve by appropriation of 10% of profit
for each year until the reserve equals 50% of the paid-up share capital. This reserve is not
available for distribution except as stipulated by the Law.
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Notes to the Financial Statements (continued)
For the year ended December 31, 2007

3.

Significant accounting policies (continued)
General reserve

The general reserve is established through transfers from profit for the year as
recommended by the board of directors and approved by the Shareholders at the Annual
General Meeting. The reserve is distributable based on a recommendation by the board of
directors approved by a Shareholders’ resolution.

Property and equipment

Property and equipment, except properties under construction, are carried at cost less any
accumulated depreciation and any identified impairment losses.

Properties in the course of construction for rental or administrative purposes, or for
purposes not yet determined, are carried at cost, less any identified impairment loss.
Depreciation of these assets, on the same basis as other property assets, commences when
the assets are ready for their intended use.

Depreciation is charged so as to write off the cost of assets, other than properties under
construction, over their estimated useful lives, using the straight-line method. The estimated
useful lives, residual values and depreciation method are reviewed at each year end, with the
effect of any changes in estimate accounted for on a prospective basis.

The gain or loss arising on disposal or retirement of an item of property and equipment is
determined as the difference between the sales proceeds and the carrying amount of the asset
and is recognised in profit or loss.

Investment property

Investment property, which is property held to earn rentals and/or for capital appreciation, is
stated at its fair value at the balance sheet date. Gains or losses arising from changes in the
fair value of investment property are included in profit or loss.

Impairment of tangible assets

At each balance sheet date, the Company reviews the carrying amounts of its tangible assets
to determine whether there is any indication that those assets have suffered an impairment
loss. If any such indication exists, the recoverable amount of the asset is estimated in order to
determine the extent of the impairment loss (if any). Where it is not possible to estimate the
recoverable amount of an individual asset, the Company estimates the recoverable amount of
the cash-generating unit to which the asset belongs. Where a reasonable and consistent basis
of allocation can be identified, corporate assets are also allocated to individual cash-
generating units, or otherwise they are allocated to the smallest group of cash-generating
units for which a reasonable and consistent allocation basis can be identified.
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Notes to the Financial Statements (continued)
For the year ended December 31, 2007

3.

Significant accounting policies (continued)
Impairment of tangible assets (continued)

Recoverable amount is the higher of fair value less costs to sell and value in use. In
assessing value in use, the estimated future cash flows are 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 to the asset, for which the estimates of future cash
flows have not been adjusted.

If the recoverable amount of an asset (or cash-generating unit) is estimated to be less than
its carrying amount, the carrying amount of the asset (cash-generating unit) is reduced to
its recoverable amount. An impairment loss is recognised immediately in profit or loss,
unless the relevant asset is carried at a revalued amount, in which case the impairment
loss is treated as a revaluation decrease.

Where an impairment loss subsequently reverses, the carrying amount of the asset (cash-
generating unit) is increased to the revised estimate of its recoverable amount, but so that
the increased carrying amount does not exceed the carrying amount that would have been
determined had no impairment loss been recognised for the asset (cash-generating unit) in
prior years. A reversal of an impairment loss is recognised immediately in profit or loss,
unless the relevant asset is carried at a revalued amount, in which case the reversal of the
impairment loss is treated as a revaluation increase.

Provisions

Provisions are recognised when the Company has a present obligation (legal or
constructive) as a result of a past event, it is probable that the Company will be required
to settle the obligation, and a reliable estimate can be made of the amount of the
obligation.

The amount recognised as a provision is the best estimate of the consideration required to
settle the present obligation at the balance sheet date, taking into account the risks and
uncertainties surrounding the obligation. Where a provision is measured using the cash
flows estimated to settle the present obligation, its carrying amount is the present value of
those cash flows.

Financial assets

The Company has the following financial assets: insurance and other receivables, due
from related parties and bank balances and cash classified as ‘loans and receivables’. The
financial assets also include available-for-sale investments and investments held for
trading. The classification depends on the nature and purpose of the financial asset and is
determined at the time of initial recognition.

The effective interest method is a method of calculating the amortised cost of a financial
asset and of allocating interest income over the relevant period. The effective rate is the
rate that exactly discounts estimated future cash receipts through the expected life of the
financial asset, or, where appropriate, a shorter period.
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3.

Significant accounting policies (continued)
Financial assets (continued)
Cash and cash equivalents

Cash and cash equivalents include cash on hand and in banks net of fixed deposits in
banks with maturity over three months.

Insurance and other receivables

Insurance and other receivables that have fixed or determinable payments are measured at
amortised cost using the effective interest method, less any impairment.

Due from related parties

Due from related parties that have fixed or determinable payments are measured at
amortised cost using the effective interest method, less any impairment.

Investments

Investments of the Company are recognised and derecognised on a trade date basis where
the purchase or sale of an investment is under a contract whose terms require delivery of
the investment within the timeframe established by the market concerned, and are initially
measured at fair value, net of transaction costs, except for those financial assets classified
as at fair value through profit or loss, which are initially measured at fair value.

Investments of the Company are classified as either as ‘at fair value through profit or
loss’ (FVTPL) or as available-for-sale (AFS).

Financial assets at FVTPL

Financial assets are classified as at FVTPL where the financial assets is either held for
trading or designated as at FVTPL.

A financial asset is classified as held for trading if:
¢ it has been acquired principally for the purpose of selling in the near future; or
e it is a part of an identified portfolio of financial instruments that the Company

manages together and has a recent actual pattern of short- term profit taking.

Financial assets at FVTPL are stated at fair value, with any resultant gain or loss
recognised in profit or loss.
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3.

Significant accounting policies (continued)
Financial assets (continued)
AFS financial assets

AFS financial assets comprise listed shares held by the Company traded in an active
market and are stated at fair value. Gains and losses arising from the changes in the fair
value are recognised directly in the equity in the investments revaluation reserve with the
exception of impairment losses. Where the investment is disposed off or is determined to
be impaired, the cumulative gain or loss previously recognised in the investments
revaluation reserve is included in profit or loss.

The fair value of AFS monetary assets denominated in a foreign currency is determined in
that foreign currency and translated at the spot rate at the balance sheet date. The change
in fair value attributable to translation differences that result from a change in amortised
cost of the asset is recognised in profit or loss, and other changes are recognised in equity.

Impairment of financial assets

Financial assets are assessed for indicators of impairment at each balance sheet date.
Financial assets are impaired where there is objective evidence that, as a result of one or
more events that occurred after the initial recognition of the financial asset, the estimated
future cash flows of the investment have been impacted. For financial assets carried at
amortised cost, the amount of the impairment is the difference between the asset’s carrying
amount and the present value of estimated future cash flows, discounted at the original
effective interest rate.

The carrying amount of the financial asset is reduced by the impairment loss directly for all
financial assets with the exception of insurance receivables where the carrying amount is
reduced through the use of an allowance account. When an insurance receivable is
uncollectible, it is written off against the allowance account. Subsequent recoveries of
amounts previously written off are credited against the allowance account. Changes in the
carrying amount of the allowance account are recognised in profit or loss.

Fair value of financial instruments

The fair value of financial assets and financial liabilities are determined as follows:

e The fair value of financial assets with standard terms and conditions and traded on
active liquid markets are determined with reference to quoted market bid prices at the
close of the business on the balance sheet date;

e The fair value of other financial assets and financial liabilities are determined in

accordance with generally accepted pricing models based on discounted cash flow
analysis using prices from observable current market transactions.
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3.

Significant accounting policies (continued)
Financial assets (continued)
Derecognition of financial assets

The Company derecognises a financial asset only when the contractual rights to the cash
flows from the asset expire; or it transfers the financial asset and substantially all the risks
and rewards of ownership of the asset to another entity. If the Company neither transfers
nor retains substantially all the risks and rewards of ownership and continues to control
the transferred asset, the Company recognises its retained interest in the asset and an
associated liability for amounts it may have to pay.

Financial liabilities and equity instruments issued by the Company
Classification as debt or equity

Debt and equity instruments are classified as either financial liabilities or as equity in
accordance with the substance of the contractual arrangement.

Equity instruments

An equity instrument is any contract that evidences a residual interest in the assets of an
entity after deducting all of its liabilities. Equity instruments issued by the Company are
recorded at the proceeds received, net of direct issue costs.

Financial liabilities

Insurance and other payables, bank overdrafts, due to related parties and provision for
employees’ end of service indemnity are classified as ‘other financial liabilities’ and are
measured at amortised cost.

Insurance and other payables

Insurance and other payables are initially measured at fair value, net of transaction costs
and are subsequently measured at amortised cost using the effective interest method, with
interest expense recognised on an effective yield basis.

The effective interest method is a method of calculating the amortised cost of a financial
liability and of allocating interest expense over the relevant period. The effective interest
rate is the rate that exactly discounts estimated future cash payments through the expected
life of the financial liability, or, where appropriate, a shorter period.
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Significant accounting policies (continued)

Financial liabilities and equity instruments issued by the Company (continued)
Financial liabilities (continued)

Due to related parties

Due to related parties are measured at amortised cost using the effective interest method.
Derecognition of financial liabilities

The Company derecognises financial liabilities when, and only when, the Company’s
obligations are discharged, cancelled or they expire.

Dividend distribution

Dividend distribution to the Company’s shareholders is recognised as a liability in the
Company’s financial statements in the period in which the dividends are approved by the
Company’s shareholders.

Critical accounting judgements and key sources of estimation
uncertainty

In the process of applying the Company’s accounting policies, which are described in
Note 3, management has made judgements that have the most significant effect on the
amounts recognised in the financial statements and applied certain assumptions, and other
key sources of estimation uncertainty at the balance sheet date, that have a significant risk
of causing a material adjustment to the carrying amounts of assets and liabilities within
the next financial year, as discussed below:

Critical accounting judgements
Classification of investments

Management decides on acquisition of an investment whether it should be classified as
FVTPL - held for trading or available-for-sale.

The Company classifies investments as FVTPL - held for trading if they are acquired
primarily for the purpose of making a short term profit by the dealers. Other investments
are classified as available-for-sale.
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4.

Critical accounting judgements and Kkey sources of estimation
uncertainty (continued)

Critical accounting judgements (continued)
Valuation of unquoted equity investments

Valuation of unquoted equity investments is normally based on recent market transactions
on an arm’s length basis, fair value of another instrument that is substantially the same,
expected cash flows discounted at current rates for similar instruments or other valuation
models.

Impairment of AFS assets

The Company determines whether available-for sale equity financial assets are impaired
when there has been a significant or prolonged decline in their fair value below cost. This
determination of what is significant or prolonged requires judgement. In making this
judgement and to record whether an impairment occurred, the Company evaluates among
other factors, the normal volatility in share price, the financial health of the investee,
industry and sector performance, changes in technology and operational and financial
cash flows.

Key sources of estimation uncertainty
The ultimate liability arising from claims made under insurance contracts

The estimation of ultimate liability arising from the claims made under insurance
contracts is the Company’s most critical accounting estimate. There are sources of
uncertainty that need to be considered in the estimate of the liability that the Company
will eventually pay for such claims. Estimates have to be made both for the expected
ultimate cost of claims reported at the balance sheet date and for the expected ultimate
cost of claims incurred but not reported (“IBNR”) at the balance sheet date. Liabilities for
unpaid reported claims are estimated using the input of assessments for individual cases
reported to the Company and management estimates based on past claims settlement trends
for the claims incurred but not reported. At each reporting date, prior year claims estimates
are reassessed for adequacy and changes are made to the provision.
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4. Critical accounting judgements and Kkey sources of estimation
uncertainty (continued)

Key sources of estimation uncertainty (continued)
Impairment of insurance receivables

An estimate of the collectible amount of insurance receivables is made when collection of
the full amount is no longer probable. This determination of whether the insurance
receivables are impaired, entails the Company evaluating, the credit and liquidity position
of the policy holders and the insurance companies, historical recovery rates including
detailed investigations carried out during 2007 and feedback received from the legal
department. The difference between the estimated collectible amount and the book
amount is recognised as an expense in the profit or loss. Any difference between the
amounts actually collected in the future periods and the amounts expected will be
recognised in the profit or loss at the time of collection.

Liability adequacy test

At each balance sheet, liability adequacy tests are performed to ensure the adequacy of
insurance contract liabilities. The Company makes use of the best estimates of future
contractual cash flows and claims handling and administration expenses, as well as
investment income from the assets backing such liabilities in evaluating the adequacy of
the liability. Any deficiency is immediately charged to the profit or loss.
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S. Property and equipment

Properties
Furniture Motor under
and fixtures vehicles construction Total
AED AED AED AED
Cost
At December 31, 2005 2,573,577 376,300 21,038,921 23,988,798
Additions 77,384 - 23,045,748 23,123,132
Transfer to investment
property (see Note 6) - - (_12,376.,000) (__12,376.000)
At December 31, 2006 2,650,961 376,300 31,708,669 34,735,930
Additions 61,174 357,300 12,686,888 13,105,362
Disposal - ( 365,000) - ( 365,000)
Transfer to investment
property (see Note 6) - - (_35.736,262) (__35.736,262)

At December 31, 2007 2,712,135 368,600 8,659,295 11,740,030
Accumulated depreciation
At December 31, 2005 2,375,082 107,755 - 2,482,837
Charge for the year 111.177 93.649 - 204.826
At December 31, 2006 2,486,259 201,404 - 2,687,663
Charge for the year 80,828 100,073 - 180,901
Eliminated on disposals - ( 280.354) - ( 280,354)
At December 31, 2007 2,567,087 21,123 - 2,588,210
Carrying amount
At December 31, 2007 145,048 347,477 8,659,295 9,151,820
At December 31, 2006 164,702 174,896 31,708,669 32,048,267

At December 31, 2007, the cost of fully depreciated property and equipment that was still in

use amounted to AED 2,357,531 (2006: AED 1,976,612).

The useful life used in the calculation of depreciation for all the assets is 4 years.
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6. Investment property

2007 2006

AED AED
Fair value, at the beginning of the year 132,250,000 54,934,988
Transfer from property and equipment upon completion 35,736,262 12,376,000
Increase in fair value during the year 23,513,738 64,939,012
Disposals (22,000,000) -
Fair value, at the end of the year 169,500,000 132,250,000

The fair value of the Company’s investment property at December 31, 2007 has been
arrived at on the basis of a valuation carried out at that date by independent valuers that are
not related to the Company. The valuation was arrived at by reference to market evidence of
transaction prices for similar properties.

Investment property is registered in the name of a Director in trust and for the benefit of the
Company.

The property rental income earned by the Company from its investment property, which are
leased under operating leases on an annual basis and the direct operating expenses arising in

the investment property are as follows:

Year ended December 31,

2007 2006

AED AED
Rental income 16,168,728 8,146,853
Direct operating expenses (_1.069,337) (__601.878)

15,099,391 7,544,975
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7. Investments
- Available-for-sale investments
December 31,
2007 2006
AED AED
Quoted 112,864,080 61,419,341
Unquoted 2,800,000 3,315,116

- Investments held for trading

Fair value

115,664,080 64,734,457

December 31,

2007 2006

AED AED

26,403,643 65,332,498
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8. Insurance contract liabilities and re-insurance contract assets
December 31,
2007 2006
AED AED
Gross
Insurance contract liabilities
Claims reported unsettled 15,623,274 19,520,497
Claims incurred but not reported 3,600,000 2,900,000
Unearned premiums 23,731,309 21,980,435
Total insurance contract liabilities, gross 42,954,583 44,400,932
Recoverable from reinsurers
Claims reported unsettled 7,366,001 10,727,885
Unearned premiums 5,760,217 5,444,979
Total reinsurers' share of insurance liabilities 13,126,218 16,172,864
Net
Claims reported unsettled 8,257,273 8,792,612
Claims incurred but not reported 3,600,000 2,900,000
Unearned premiums 17,971,092 16,535,456
29,828,365 28,228,068
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8. Insurance contract liabilities and re-insurance contract assets (continued)
Movement in the insurance contract liabilities and reinsurance contract assets during the year were as follows:

Year ended December 31, 2007 Year ended December 31, 2006
Gross Reinsurance Net Gross Reinsurance Net
AED AED AED AED AED AED

Claims
Notified claims 19,520,497 ( 10,727,885) 8,792,612 20,740,451 ( 14,122,398) 6,618,053
Incurred but not reported 2,900,000 - 2,900,000 2,100,000 - 2,100,000
Total at the beginning of the year 22,420,497 ( 10,727,885) 11,692,612 22,840,451 14,122,398) 8,718,053
Claims settled in the year ( 27,778,725) 11,900,744  ( 15877981) ( 32,261,416) 14,212,748 ( 18,048,668)
Increase in liabilities 24,581,502 (___8.538.860) 16,042,642 31,841,462 10,818,235) 21,023,227
Total at the end of the year 19,223,274 (7,366,001) 11,857,273 22,420,497 ( 10,727,885) 11,692,612
Notified claims 15623274  ( 7,366,001) 8,257,273 19,520,497 10,727,885) 8,792,612
Incurred but not reported 3,600,000 - 3,600,000 2,900,000 - 2,900,000
Total at the end of the year 19,223,274 ( 17,366,001) 11,857,273 22,420,497 ( 10,727,885) 11,692,612
Unearned premium
Total at the beginning of the year 21.980.435 (__5.444.979) 16.535.456 18,138,865 4,795,781) 13,343,084
Increase in the year 21,731,309 (  5,760,217) 15,971,092 19,980,435 5,444.979) 14,535,456
Release in the year (_19.980.435) 5,444,979 (_14.,535.456) (_16,138,865) 4,795,781 (11,343.084)
Net increase during the year (see Note 15) 1,750,874 ( 315,238) 1,435,636 3,841,570 649.,198) 3,192,372
Total at the end of the year 23,731,309 ( 5760,217) 17,971,092 21,980,435 5,444,979) 16,535,456
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9. Insurance and other receivables
December 31,
2007 2006
AED AED
Receivables arising from insurance
and reinsurance contracts:
Due from policy holders 9,983,297 8,894,012
Allowance for doubtful debts (__1,505,982) (_2,637,772)
8.477.,315 6,256,240
Notes receivables — Post dated cheques 1,752,936 1,553,978
Due from insurance companies 3,623,360 5,723,245
Due from reinsurance companies 229,441 2,074.986
5,605,737 9,352,209
Other receivables:
Prepayments and others 3.397.979 1,854,669
17,481,031 17,463,118

Before accepting any new customer, the Company assesses the potential customers credit
quality and defines credit limits by customer. Of the due from policyholders balance at the
end of year AED 2,657,200 (2006: AED 3,895,138) is due from the Company’s largest

customer.

Movement in the allowance for doubtful debts:

Balance, at the beginning of the year
Impairment losses recognised on receivables
Written off

Amounts recovered during the year

Balance, at the end of the period

2007
AED

2,637,772
442,666

(777,895

(__796.561)

1,505,982

2006
AED

2,309,611
407,590

(__79.429)

2,637,772
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10.

Insurance and other receivables (continued)
In determining the recoverability of an insurance receivable, the Company considers any
change in the credit quality of the insurance receivable from the date credit was initially

granted up to the reporting date. Accordingly, the directors believe that there is no further
credit provision required in excess of the allowance for doubtful debts.

Related party transactions

At the balance sheet date, amounts due from/to related parties were as follows:

December 31,
2007 2006
AED AED
Due from related parties:
Al Kazim Real Estate, Dubai 3,148,138 1,982,020
Insurance Service Management, Dubai 4,805,340 4,426,924
Al Redah Insurance Brokers (LLC), Dubai 469,735 -
Other related parties 68.316 28,728
8,491,529 6,437,672
December 31,
2007 2006
AED AED
Claims due to related parties:
Architectural Construction Team, Dubai 1,342,354 1,993,683
Al Kazim Furniture, Dubai 8,075 21,271
Other receivables 651 5.185

1,351,080 2,020,139

The amounts outstanding are unsecured and will be settled in cash. No guarantees have been
given or received and no expense has been recognised in the year for bad or doubtful debts
in respect of the amounts owed by related parties.
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10.

11.

Related party transactions (continued)
Transactions:
During the year, the Company entered into the following transactions with related parties:

Year ended December 31,

2007 2006

AED AED
Insurance policies written for Director’s companies 414,527 343,263
Management expenses (net) 1,854,403 1,334,635
Premiums written through a related party broker 8,877,117 7,312,495
Commission paid 1,008,583 869,416
Claims paid 215,541 244,278
Payments made to related party for construction 7,739,024 13,109,717

Transactions with related parties were carried out on terms agreed with the management.
Compensation of board of directors/ key management personnel

Year ended December 31,

2007 2006

AED AED
Short-term benefits 1,047,864 860,900
Long-term benefits 75,000 49,500
Board of directors’ remuneration 560,000 1,200,000

The remuneration of directors is as per limits set by the Commercial Companies Law No.
8 of 1984, as amended.

Bank balances and cash

December 31,
2007 2006
AED AED
Cash on hand 117,477 129,646
Bank balances:
Current accounts 60,636,962 203,252
Call accounts 216,289 1,096,225
Fixed deposits 11,404,061 10,860,867

72,374,789 12,289,990
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11.

12.

13.

Bank balances and cash (continued)

Fixed deposits amounting to AED 7,500,000 (December 31, 2006: AED 7,500,000) are
under lien with a bank against the guarantees issued in favour of U.A.E. Ministry of
Economy in accordance with the requirements of U.A.E. Federal Law No. 9 of 1984, as
amended, concerning Insurance Companies and Agents.

Share capital
December 31,
2007 2006
AED AED
Issued and fully paid:
140 million ordinary shares of AED 1 each 140,000,000 140,000,000
Provision for employees’ end of service indemnity
Movements in the net liability were as follows:
2007 2006
AED AED
Balance, at the beginning of the year 913,442 860,856
Amounts charged to income 317,726 118,888
Amounts paid during the year ( 83.432) (__66,302)
Balance, at the end of the year 1,147,736 913,442

An actuarial valuation has not been performed as the impact of discount rates and future
increases in benefits are not likely to be material.
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14. Insurance and other payables

December 31,

2007 2006

AED AED
Payables arising from insurance

and reinsurance contracts:
Trade payables 5,665,766 3,616,097
Due to insurance companies 3,223,902 2,592,130
Due to reinsurance companies 7,270,717 8,758,502
Premium reserve withheld 3,576,222 3,468,664
Other payables:
Accrued expenses and others 8.474.135 10,346,668
28,210,742 28,782,061

The average credit period is 90 days. The Company has financial risk management policies
in place to ensure that all payables are paid within credit time frame.

15. Net insurance premium revenue

Year ended December 31,

2007 2006
AED AED
Gross premium written
Gross premium written 56,920,430 51,907,782
Change in unearned premium (see Note 8) (__1.750.874) (__3.841,570)
55.169.556 48,066,212
Reinsurance premium ceded
Reinsurance premium ceded ( 16,379,940) ( 15,052,945)
Change in unearned premium (see Note 8) 315,238 649.198

(_16.064,702)  (_14.403.747)

Net insurance premium revenue 39,104,854 33,662,465
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16.

17.

18.

Investment income
Year ended December 31,
2007 2006
AED AED
Investment income
Profit on disposal of investments held for trading 20,475,780 547,064
Unrealised loss on investments held for trading ( 63,889) ( 38,884,035)
Impairment losses on available-for-sale investments - ( 32,681,929)
Income/(loss) from available-for-sale investments 8,501,138 ( 383,255)
Increase in fair value of investment property 23,513,738 64,939,012
Dividends from investments:
Auvailable for sale 1,609,828 1,395,190
Held for trading 732,620 1,157,833
Income from investment property (see Note 6) 15,099,391 7.544.975
69,868,606 3,634,855
Profit for the year

Profit for the year has been arrived at after charging the following expenses:

Year ended December 31,
2007 2006
AED AED
Staff costs 6,548,178 5,284,993
Depreciation of property and equipment 180,901 204,826

Basic earnings per share

Year ended December 31,

2007 2006
Profit for the year (in AED) 84,970,836 7,031,103
Number of shares 140,000,000 140,000,000
Basic earnings per share (in AED) 0.61 0.05

Basic earnings per share is calculated by dividing the profit for the year by the number of
shares outstanding as of the balance sheet date.
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19.

20.

21.

Cash and cash equivalents

Cash and cash equivalents at the end of the year as shown in the cash flow statement can be
reconciled to the related items in the balance sheet as follows:

December 31,
2007 2006
AED AED
Bank balances and cash (see Note 11) 72,374,789 12,289,990
Fixed deposit under lien (_7.500,000) (__8,500,000)
64,874,789 3,789,990

Proposed dividends

The directors propose that a cash dividend of AED 35,000,000, AED 25 fils per share,
(2006: Nil) will be paid to the Shareholders in 2008. This dividend is subject to approval
by the Shareholders at the Annual General Meeting and has not been included as a liability
in these financial statements.

It has also been proposed that the board of directors’ remuneration for the year be
AED 700,000 (2006: AED 560,000).

Commitments and contingent liabilities

December 31,
2007 2006
AED AED
Commitments for acquisition of investment property 14,328,454 22,261,254

Letters of guarantees 9,333,290 9,338,475
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22,

Insurance risk

The risk under any one insurance contract is the possibility that the insured event occurs
and the uncertainty of the amount of the resulting claim. By the nature of an insurance
contract, this risk is random and therefore unpredictable.

For a portfolio of insurance contracts where the theory of probability is applied to pricing
and provisioning, the principal risk that the Company faces under its insurance contracts
is that the actual claims and benefit payments exceed the carrying amount of the
insurance liabilities. This could occur because the frequency or severity of claims and
benefits are greater than estimated. Insurance events are random and the actual number
and amount of claims and benefits will vary from year to year from the estimate
established using statistical techniques.

Experience shows that the larger the portfolio of similar insurance contracts, the smaller
the relative variability about the expected outcome will be. In addition, a more diversified
portfolio is less likely to be affected across the board by a change in any subset of the
portfolio. The Company has developed its insurance underwriting strategy to diversify
the type of insurance risks accepted and within each of these categories to achieve a
sufficiently large population of risks to reduce the variability of the expected outcome.

The Company manages risks through its underwriting strategy, adequate reinsurance
arrangements and proactive claims handling. The underwriting strategy attempts to
ensure that the underwritten risks are well diversified in terms of type and amount of risk,
industry and geography. Underwriting limits are in place to enforce appropriate risk
selection criteria.

Frequency and severity of claims

The Company has the right not to renew individual policies, re-price the risk, it can
impose deductibles and it has the right to reject the payment of a fraudulent claim.
Insurance contracts also entitle the Company to pursue third parties for payment of some
or all costs (for example, subrogation).

Property insurance contracts are underwritten by reference to the commercial replacement
value of the properties and contents insured, and claim payment limits are always
included to cap the amount payable on occurrence of the insured event. Cost of rebuilding
properties, of replacement or indemnity for contents and time taken to restart operations
for business interruption are the key factors that influence the level of claims under these
policies. Property insurance contracts are subdivided into four risk categories: fire,
business interruption, weather damage and theft. The insurance risk arising from these
contracts is not concentrated in any of the territories in which the Company operates, and
there is a balance between commercial and personal properties in the overall portfolio of
insured buildings.
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Insurance risk (continued)
Frequency and severity of claims (continued)

The reinsurance arrangements include excess and catastrophe coverage. The effect of such
reinsurance arrangements is that the Company should not suffer net insurance losses of a
set limit of AED 200,000 in any one policy. The Company has survey units dealing with
the mitigation of risks surrounding claims. This unit investigates and recommends ways
to improve risk claims. The risks are reviewed individually at least once in 3 years and
adjusted to reflect the latest information on the underlying facts, current law, jurisdiction,
contractual terms and conditions, and other factors. The Company actively manages and
pursues early settlements of claims to reduce its exposure to unpredictable developments.

Sources of uncertainty in the estimation of future claim payments

Claims on insurance contracts are payable on a claims-occurrence basis. The Company is
liable for all insured events that occurred during the term of the contract, even if the loss
is discovered after the end of the contract term. As a result, liability claims are settled
over a long period of time and element of the claims provision includes incurred but not
reported claims (IBNR). The estimation of IBNR is generally subject to a greater degree
of uncertainty than the estimation of the cost of settling claims already notified to the
Company, where information about the claim event is available. IBNR claims may not be
apparent to the insured until many years after the event that gave rise to the claims. For
some insurance contracts, the IBNR proportion of the total liability is high and will
typically display greater variations between initial estimates and final outcomes because
of the greater degree of difficulty of estimating these liabilities. In estimating the liability
for the cost of reported claims not yet paid, the Company considers information available
from loss adjusters and information on the cost of settling claims with similar
characteristics in previous periods. Large claims are assessed on a case-by-case basis or
projected separately in order to allow for the possible distortive effect of their
development and incidence on the rest of the portfolio.

The estimated cost of claims includes direct expenses to be incurred in settling claims, net
of the expected subrogation value and other recoveries. The Company takes all reasonable
steps to ensure that it has appropriate information regarding its claims exposures.
However, given the uncertainty in establishing claims provisions, it is likely that the final
outcome will prove to be different from the original liability established.

The amount of insurance claims is particularly sensitive to the level of court awards and to
the development of legal precedent on matters of contract and tort. Insurance contracts are
also subject to the emergence of new types of latent claims, but no allowance is included
for this at the balance sheet date.
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Insurance risk (continued)
Sources of uncertainty in the estimation of future claim payments (continued)

Where possible, the Company adopts multiple techniques to estimate the required level
of provisions. This provides a greater understanding of the trends inherent in the
experience being projected. The projections given by the various methodologies also
assist in estimating the range of possible outcomes. The most appropriate estimation
technique is selected taking into account the characteristics of the business class and the
extent of the development of each accident year.

In calculating the estimated cost of unpaid claims (both reported and not), the
Company’s estimation techniques are a combination of loss-ratio-based estimates and an
estimate based upon actual claims experience using predetermined formulae where
greater weight is given to actual claims experience as time passes. The initial loss-ratio
estimate is an important assumption in the estimation technique and is based on previous
years’ experience, adjusted for factors such as premium rate changes, anticipated market
experience and historical claims inflation.

Process used to decide on assumptions

The risks associated with these insurance contracts are complex and subject to a number
of variables that complicate quantitative sensitivity analysis. Internal data is derived
mostly from the Company’s quarterly claims reports and screening of the actual
insurance contracts carried out at the balance sheet date to derive data for the contracts
held. The Company has reviewed the individual contracts and in particular the industries
in which the insured companies operate and the actual exposure years of claims. This
information is used to develop scenarios related to the latency of claims that are used for
the projections of the ultimate number of claims.

The choice of selected results for each accident year of each class of business depends on
an assessment of the technique that has been most appropriate to observed historical
developments. In certain instances, this has meant that different techniques or
combinations of techniques have been selected for individual accident years or groups of
accident years within the same class of business.

Reinsurance risk

In common with other insurance companies, in order to minimise financial exposure
arising from large insurance claims, the Company, in the normal course of business,
enters into arrangement with other parties for reinsurance purposes.
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23.

Insurance risk (continued)
Reinsurance risk_(continued)

To minimise its exposure to significant losses from reinsurer insolvencies, the Company
evaluates the financial condition of its reinsurers and monitors concentrations of credit
risk arising from similar geographic regions, activities or economic characteristics of the
reinsurers. Reinsurance ceded contracts do not relieve the Company from its obligations
to policyholders. The Company remains liable to its policyholders for the portion
reinsured to the extent that any reinsurer does not meet the obligations assumed under the
reinsurance agreements.

Sensitivity of underwriting profit and losses

The contribution by the insurance operations in the profit of the Company amounts to
AED 13.2 million for the year ended December 31, 2007 (2006: AED 2.7 million). The
Company does not foresee any major impact from insurance operations due to the
following reasons:

The Company has an overall retention level of 71% (2006: 71%) and the same is mainly
contributed by motor and medical class of business. However, in this class the risk is
adequately covered by excess of loss reinsurance programs to guard against major
financial impact.

Financial instruments

The Company is exposed to a range of financial risks through its financial assets,
financial liabilities, reinsurance assets and insurance liabilities. In particular, the key
financial risk is that the in the long-term its investment proceeds are not sufficient to
fund the obligations arising from its insurance and investment contracts. The most
important components of this financial risk are interest rate risk, equity price risk,
foreign currency risk and credit risk.

These risks arise from open positions in interest rate, currency and equity products, all
of which are exposed to general and specific market movements. The risks that the
Company primarily faces due to the nature of its investments and liabilities are interest
rate risk and equity price risk.
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Financial instruments (continued)
Capital risk management
The Company’s objectives when managing capital are:

* to comply with the insurance capital requirements required by UAE Federal Law
No. 9 of 1984, as amended, concerning Insurance Companies and Agents.
Management considers the quantitative threshold of 20% - 25% sufficient to
maximise shareholders' return and to support the capital required;

* to safeguard the Company’s ability to continue as a going concern so that it can
continue to provide returns for shareholders and benefits for other stakeholders;
and

* to provide an adequate return to shareholders by pricing insurance contracts
commensurately with the level of risk.

In U.A.E., the local insurance regulator specifies the minimum amount and type of
capital that must be held by the Company in addition to its insurance liabilities. The
minimum required capital (presented in the table below) must be maintained at all
times throughout the year. The Company is subject to local insurance solvency
regulations with which it has complied with during the year. The Company has
incorporated in its policies and procedures the necessary tests to ensure continuous and
full compliance with such regulations.

The table below summarises the minimum required capital of the Company and the
total capital held.

December 31,

2007 2006

AED AED
Total capital held 358,528,969 265,239,988
Minimum regulatory capital 50,000,000 50,000,000

Significant accounting policies

Details of the significant accounting policies and methods adopted, including the
criteria for recognition, the basis of measurement and the basis on which income and
expenses are recognised, in respect of each class of financial asset, financial liability
and equity instrument are disclosed in note 3 to the financial statements.
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Categories of financial instruments and others

December 31, 2007
Insurance
contract Non-
Loans and Held for Available assets financial
Assets receivables trading for-sale (_JIFRS4 ) instruments Total
AED AED AED AED AED AED

Property and equipment - - - - 9,151,820 9,151,820
Investment property - - - - 169,500,000 169,500,000
Available-for-sale

investments - - 115,664,080 - - 115,664,080
Re-insurance contract s

assets - - - 13,126,218 - 13,126,218
Insurance and other

receivables 17,481,031 - - - - 17,481,031
Due from related parties 8,491,529 - - - - 8,491,529
Investments held for

trading - 26,403,643 - - - 26,403,643
Bank balances and cash 72,374,789 - 72,374,789
Total assets 98,347,349 26,403,643 115,664,080 13,126,218 178,651,820 432,193,110

Insurance
contract
At amortised liabilities
Liabilities cost (__IFRS4 ) Total
AED AED AED

Provision for employees' end of

service indemnity 1,147,736 - 1,147,736
Insurance contract liabilities - 42,954,583 42,954,583
Insurance and other payables 28,210,742 - 28,210,742
Due to related parties 1,351,080 - 1,351,080

Total liabilities 30,709,558 42,954,583 73,664,141
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Categories of financial instruments and others (continued)
December 31, 2006
Insurance Non-
Loans and Held for Available contract financial
Assets receivables trading for-sale assets (IFRS4) instruments Total
AED AED AED AED AED AED
Property and equipment 32,048,267 32,048,267
Investment property 132,250,000 132,250,000
Available -for-sale
investments - - 64,734,457 64,734,457
Re-insurance contract
assets - - - 16,172,864 16,172,864
Insurance and other
receivables 17,463,118 17,463,118
Due from related parties 6,437,672 6,437,672
Investments held for
trading - 65,332,498 65,332,498
Bank balances and cash 12,289,990 - 12,289.990
Total assets 36,190,780 65,332,498 64,734,457 16,172,864 164,298,267 346,728,866
Insurance
contract
At amortised liabilities
Liabilities cost (_IFRS4 ) Total
AED AED AED
Provision for employees' end of service
indemnity 913,442 - 913,442
Insurance contract liabilities - 44,400,932 44,400,932
Insurance and other payables 28,782,061 - 28,782,061
Due to related parties 2,020,139 - 2,020,139
Bank overdrafts 5,372,304 - 5,372,304
Total liabilities 37,087,946 44,400,932 81,488,878

The management considers that the carrying amounts of financial assets and financial
liabilities recorded in the financial statements approximate their fair values.
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Financial instruments (continued)
Market risk

The Company’s activities expose it primarily to the financial risks of changes in foreign
currency exchange rates and interest rates.

Market risk exposures are measured using sensitivity analysis.

There has been no change to the Company’s exposure to market risks or the manner in
which it manages and measures the risk.

Foreign currency risk

There are no significant exchange rate risks as substantially all financial assets and
financial liabilities are denominated in Arab Emirates Dirhams, other G.C.C. currencies or
US Dollars to which the Dirham is fixed.

Credit risk

Credit risk refers to the risk that a counter party will default on its contractual obligations
resulting in financial loss to the Company.

Key areas where the Company is exposed to credit risk are:

e reinsurers’ share of insurance liabilities;

e amounts due from reinsurers in respect of claims already paid;
¢ amounts due from insurance contract holders; and

e amounts due from insurance intermediaries;

The Company has adopted a policy of dealing with creditworthy counterparties as a
means of mitigating the risk of financial loss from defaults. The Company’s exposure
and the credit ratings of its counterparties are continuously monitored and the aggregate
value of transactions concluded is spread amongst approved counterparties. Credit
exposure is controlled by counterparty limits that are reviewed and approved by the
management annually.

Reinsurance is used to manage insurance risk. This does not, however, discharge the
Company’s liability as primary insurer. If a reinsurer fails to pay a claim for any reason,
the Company remains liable for the payment to the policyholder. The creditworthiness of
reinsurers is considered on an annual basis by reviewing their financial strength prior to
finalisation of any contract.
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Financial instruments (continued)

Credit risk (continued)

The Company maintains records of the payment history for significant contract holders
with whom it conducts regular business. The exposure to individual counterparties is also
managed by other mechanisms, such as the right of offset where counterparties are both
debtors and creditors of the Company. Management information reported to the
Company includes details of provisions for impairment on insurance receivables and
subsequent write-offs. Exposures to individual policyholders and groups of policyholders
are collected within the ongoing monitoring of the controls. Where there exists
significant exposure to individual policyholders, or homogenous groups of policyholders,
a financial analysis equivalent to that conducted for reinsurers is carried out by the
Company.

Insurance receivables consist of a large number of customers, spread across diverse
industries and geographical areas. Ongoing credit evaluation is performed on the
financial condition of insurance receivable.

The Company has no significant concentration of credit risk, with exposure spread over a
large number of counterparties and customers.

The Company defines counterparties as having similar characteristics if they are related
entities. The credit risk on liquid funds is limited because the counterparties are banks
with high credit-ratings assigned by international credit-rating agencies.

The carrying amount of financial assets recorded in the financial statements, which is net
of impairment losses, represents the Company’s maximum exposure to credit risk.

Liquidity risk

Ultimate responsibility for liquidity risk management rests with the board of directors,
which has built an appropriate liquidity risk management framework for the management
of the Company’s short, medium and long-term funding and liquidity management
requirements. The Company manages liquidity risk by maintaining adequate reserves by
continuously monitoring forecast and actual cash flows and matching the maturity
profiles of financial assets and liabilities.
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23. Financial instruments (continued)

Liquidity risk (continued)

The table below summarises the maturity profile of the Company’s financial instruments.
The contractual maturities of the financial instruments have been determined on the basis of
the remaining period at the balance sheet date to the contractual maturity date. The maturity
profile is monitored by management to ensure adequate liquidity is maintained.

The maturity profile of the financial assets and financial liabilities at the balance sheet date
based on contractual repayment arrangements was as follows:

2007 2007 2007 2007
Less than 30 days 30-90 days 90-180 days After 180 days Total
AED AED AED AED AED
Available-for-sale investments - - - 115,664,080 115,664,080
Insurance and other receivables 3,197,758 3,331,850 10,912,423 39,000 17,481,031
Due from related parties - - 8,491,529 - 8,491,529
Investments held-for-trading 25,888,258 - - 515,385 26,403,643
Bank balances and cash - non
interest bearing 60,754,439 - - - 60,754,439
Bank balances and cash —
interest bearing 4,120,350 - - 7,500,000 11,620,350
93,960,805 3,331,850 19,403,952 123,718,465 240,415,072
Provision for employees’ end of
service indemnity - - - 1,147,736 1,147,736
Insurance and other payables 2,801,786 5,785,900 16,043,615 3,579,441 28,210,742
Due to related parties - - - 1,351,080 1,351,080
2,801,786 5,785,900 16,043,615 6,078,257 30,709,558
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Liquidity risk (continued)
2006 2006 2006 2006
Less than 30 days 30-90 days 90-180 days After 180 days Total
AED AED AED AED AED
Available-for-sale investments - - - 64,734,457 64,734,457
Insurance and other receivables 1,271,437 1,330,958 14,748,537 112,186 17,463,118
Due from related parties - 2,008,910 1,544,561 2,884,201 6,437,672
Investments held-for-trading 64,817,141 - - 515,357 65,332,498
Bank balances and cash - non
interest bearing 332,898 - - - 332,898
Bank balances and cash —
interest bearing 3,457,092 - - 8,500,000 11,957,092
69,878,568 3,339,868 16,293,098 76,746,201 166,257,735
Provision for employees’ end of
service indemnity - - 913,442 913,442
Insurance and other payables 1,786,962 4,792,003 2,359,476 19,843,620 28,782,061
Due to related parties - 35,680 - 1,984,459 2,020,139
Bank overdrafts 5,372,304 - - - 5.372.304
7,159,266 4,827,683 2,359,476 22,741,521 37,087,946

The Company’s exposure to interest rate risk relates to its bank deposits and bank
overdrafts. At December 31, 2007, bank deposits carried interest rate of 4.75% per annum
(2006: 4.62 % per annum). The interest rate on bank overdraft ranges between 5.75% to
6% per annum (2006:5% to 6% per annum)

The Company’s sensitivity to interest rates has not changed significantly from the prior

year.
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23. Financial instruments (continued)
Equity price risk
Sensitivity analysis
At the balance sheet date if the equity prices are 10% higher/lower as per the
assumptions mentioned below and all the other variables were held constant the

Company’s:

e Statement of income/equity would have increased/decreased by AED 14.2
million (2006 AED 13 million).

Method and assumptions for sensitivity analysis

e The sensitivity analysis has been done based on the exposure to equity price risk
as at the balance sheet date.

e As at the balance sheet date if equity prices are 10% higher/lower on the market
value uniformly for all equities while all other variables are held constant, the

impact on profit or loss and equity has been shown above.

* A 10% change in equity prices has been used to give a realistic assessment as a
plausible event.

24. Approval of financial statements
The financial statements were approved by the Board of Directors and authorised for
issue on February 4, 2008.

25. Comparative amounts

Certain amounts for the prior year were reclassified to conform to current year
presentation.



