Arab Insurance Group (B.S.C.)

Consolidated interim condensed
financial statements for the
nine months ended 30 September 2010



KPS Fakcheo CR Mo 6270

Avrdit Telophong +873 17 224807
B Floor £ VTR VT 797443
Iernal  wwew Kprng oom, oh

Kirgddorn of Babvain

independent auditors’ report on review of interim financial information

The Board of Direclors
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introduction

We have reviewed the accompanying condensed consolidated statement of financial position of Arab
Insurance Group (B.S.C) (the “Company”) and Hs subsidiaries {together the “Group™ as at 30
Septernber 2010, and the related condensed consolidated statements of income, comprehensive
income, changes in equity and cash flows for the nine month pericd then ended {interim financial
information). The Board of Directors of the Company is responsible for the preparation and
presentation of thig interim financial information in accordance with Internationa! Financial Reporting
Standard 1AS 34 - Interim Financial Reporting. Our rasponsibiiify s fo express a conclusion on this
interim financial information based on our review.

Scope of Review

We conducted our review in accordance with International Standard on Review Engagements 2410,
"Review of interim Financial Information Performed by the Independent Auditor of the Entity " A
review of interim financial information consists of making inquiries, primarily of persons responsible for
financiat and accounting matters, and applying analytical and other review procedures. A review s
substantially fess in scope than an audit conducted in accordance with Internafional Standards on
Auditing and consequently does not enable us to obtain assurance that we would become aware of all
significant matters that might be identifed in an audh. Accordingly, we do not express an audit
opinion.

Conclusion

Based on our review, nothing has come to our atiention that causes us to believe that the
accompanying inlerim financial information is not prepared, in all material respects, in accordance
with [AS 24 - Interim Financial Reporiing.

Kiftter
- -




ARAB INSURANCE GROUP (B.S.C.)

INTERIM CONDENSED FINANCIAL STATEMENTS
CONSOLIDATED STATEMENT OF FINANCIAL POSITION AS AT 30 SEPTEMBER 2010

{In thousands of U.8. Dollars)

ASSETS

Cash and cash equivalents

Investments

Accrued income

Insurance receivables

Insurance deposits

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

Takaful participants’ assets

Property & equipment

LIABILITIES

Technical provisions

Insurance payables

Borrowings

Other liabilities

Takafut fund and participants' liabilities

EQUITY

Attributable to shareholders of parent
company

Share capital

Treasury stock

Reserves

Retained earnings

Non-controliing interests

Note

30 September i 31 December |30 September
2010 2009 2009
{reviewed) {audited) {reviewed)
309,710 354,313 340,704
329,807 306,103 316,045
131,174 127,712 150,732

75,702 75,960 67,394
64,124 68,385 64,285
29,966 22,296 29,679
64,233 57,709 60,471
28,365 26,423 28,473
67,301 65,745 71,835
27,704 27,627 27,756
1,129,086 1,132,283 1,157,374
657,286 847,551 665,169
25,554 27,425 30,401
12,706 12,706 12,706
47,740 50,917 54,774
67,301 65,745 71,835
810,587 804,344 834,885
220,000 220,000 220,000
(11,032) {8,163) (8,001)
37,260 41,052 39,482
12,242 14,456 11,640
258,470 267,345 263,121
60,029 60,594 59,368
318,499 327,939 322,489
1,129,086 1,132,283 1,157,374

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

Q{.JWN

Yassir Alhaharna
Chief Executive Officer

on 14 November 2010 and signed by:

Khalid A. Al Bustani
Chairman

Khalid J. Bin Kathan
Vice Chairman

The accompanying notes 1 to 20 are an integral part of
these consolidated interim condensed financial statements.
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ARAB INSURANCE GROUP (B.S.C.)

INTERIM CONDENSED FINANCIAL STATEMENTS

CONSOLIDATED STATEMENT OF INCOME

FOR THE NINE MONTHS ENDED 30 SEPTEMBER 2010

{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

Operating expenses

12
13

Undenrwriting resuit 11

invesiment income attributable to
shareholders’ funds

Operating expenses - non underwriting
activities

Borrowing cost

Other income

Other expenses and provisions

12

13

14
15

Profit for the period

Attributable to:
Non-controlling interests

Sharehoiders of Parent Company

Earnings per share attributable to
shareholders {basic and

diluted) 16 USS

For the three | For the three For the For the For the
months months financial year-{ financial year- ded
ended ended to-date to-date 3346[?{ &N i
30 September {30 September| 30 September | 30 September ;(‘}:{?g‘ er
2010 2009 2010 2009 (audited

(reviewed) {reviewed) (reviewed) {reviewed) ited)
29,939 84,254 207,044 247,271 279,355
53,151 75,817 165,651 196,336 264,023

(33,061) {65,804) 1{119,133) (144,321) | (194,357)

(12,844) (18,084) | (34,259) {40,777} {53,150)

7,108 4,484 9,975 11,637 14,602
{4,159) (5,237) | (16,115) (15,483) | (20,488)
10,185 1,176 6,119 7,392 10,630
7,883 6,899 10,542 15,125 19,086
{3,526) (3,264) | (10,643) (10,688) (14,214)
- (159) . (919) (923)
3,360 5,088 10,042 12,205 16,427
(2,309) 237 (2,920} (2,801) (4,600)
15,603 9,977 13,140 20,314 26,406
1,290 1,860 1,591 3,370 4,583
14,313 8,117 11,549 16,944 21,853
15,603 9,977 13,140 20,314 26,406
0.07 0.04 0.06 0.08 0.10

The accompanying notes 1 to 20 are an integral part of
these consolidated interim condensed financial statements,




ARAB INSURANCE GROUP (B.S.C.)

INTERIM CONDENSED FINANCIAL STATEMENTS

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

FOR THE NINE MONTHS ENDED 30 SEPTEMBER 2010

Profit for the period
Other comprehensive income

Changes on remeasurement of
available for sale investments
Transfers for recognition of (gains)
losses on disposal of available-

for-sale investments

Other comprehensive (loss)
income for the period

Total comprehensive income for
the period

Attributable to:
Non-Controlling interests

Shareholders of Parent Company

{In thousands of U.S. Dollars)

For the three For the For the
months For the three financial | financiat year- Faor the
ended months ended | year-to-date to-date year ended
30 September| 30 September {30 September| 30 September | 31 December
2010 2008 2010 2009 2009
{reviewed) {reviewed) {reviewed) (reviewed) (audited)
15,603 9,977 13,140 20,314 26,406
(10) 3,541 (2,2686) 5,829 5,090
{1,069) 1,396 {1,120) 1,264 1,523
{1,079) 4,937 {3,386) 7,093 6,613
14,524 14,914 9,754 27,407 33,019
1,412 2,029 1,722 3,753 4,979
13,112 12,885 8,032 23,654 28,040
14,524 14,914 9,754 27,407 33,019

The accompanying notes 1 to 20 are an integral part of
these consolidated interim condensed financial statements.
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ARAB INSURANCE GROUP (B.S.C.)

INTERIM CONDENSED FINANCIAL STATEMENTS
CONSOLIDATED STATEMENT OF CASH FLOWS

FOR THE NINE MONTHS ENDED 30 SEPTEMBER 2010

{In thousands of U.S. Dollars)

Note

CASH FLOWS FROM OPERATING ACTIWITIES:

Premiums received

Reinsurance premiums paid
Claims paid

Reinsurance receipts in respect of claims
Investment (loss) income

interest received

Bividends received

Interast paid

Operating expenses paid

Other income/expenses, net
Insurance deposits received (paid)
Purchase of trading investments
Sale of trading investments
Directors’ remuneration paid

Net cash (used in) provided by operating activities 17

CASH FLOWS FROM INVESTING ACTIVITIES:

Maturity/sale of investments

Purchase of investments

Interest received

Dividends Received

investment income received

Collateralised cash deposits (paid) released
Purchase of property and equipment
Purchase of intangible assets,

Net cash provided by (used in) investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Dividends paid

Purchase of treasury shares

Net borrowings

Net cash used in financing activities

Net decrease in cash and cash equivalents

Effect of exchange rate on cash and cash equivalents

Cash in subsidiary under members’ voluntary
liquidation

Cash and cash equivalents, beginning of period

Cash and cash equivalents, end of period

For the For the
financial financial For the year
year-to-date year-to-date ended
30 September | 30 September | 31 December
2010 2009 2009
{reviewed) {reviewed) {audited)
204,212 189,154 241,083
(27,261) (7,172) (8,640)
{186,025) {167,275} (207,147}
12,126 5,328 8,562
{1,553) 12,034 (6,681}
4,170 5,863 8,501
3,434 1,356 1,470
- {1.581) (1.601)
(20,002) (16,548) (24,954)
332 1,610 678
4,459 (1,829) (6,098)
(129,726) (89,114) (98,667)
95,084 71,659 100,788
{864) - -
{41,614) 3,485 7,294
143,499 133,128 179,602
{131,272) (146,661} {187,472}
4,609 5,901 7,040
136 597 744
3,726 169 2,823
(350} (233) 232
{734) (2,544) (2,405)
(1,005) (147) {360)
18,609 (9,790) 204
(13,023} (30) (31)
{2,869) {112) (274)
- (55,644) (55,678)
{15,892) (55,788} (55,983)
{38,887) (62,091} {48,485)
6 (154) (151}
{5,712} - -
354,313 402,949 402,949
308,710 340,704 354,313

The accompanying notes 1 to 20 are an integral part of
these consolidated interim condensed financial statements.




ARAB INSURANCE GROUP (B.S.C.)

NOTES TO THE CONSOLIDATED INTERIM CONDENSED FINANCIAL
STATEMENTS FOR THE NINE MONTHS ENDED 30 SEPTEMBER 2010

INCORPORATION AND PRINCIPAL ACTIVITY

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

SIGNIFICANT ACCOUNTING POLICIES

These consolidated interim financial statements of the Group has been prepared in accordance
with International Accounting Standard 34 (Interim Financial Reporting) which allows the interim
financial information to be prepared in condensed form. The interim financial information does
not include all of the information required for full annual financial statements, and should be
read in conjunction with the consolidated financial statements of the Group as at and for the
year ended 31 December 2009,

The accounting policies and methods of computation are consistent with the most recent
consolidated financial statements of the Group at 31 December 2009 that were prepared in
accordance with International Financial Reporting Standards (IFRS). Comparative figures have
been reclassified, where necessary, to conform to the current period’s presentation,

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

The Group has adopted all new and revised IFRS and interpretations applicable for accounting
periods beginning on or after 1 January 2010, including IFRS 2 Share Based Payments: IFRS
3, Business Combination; 1AS 27, Consolidated and Separate Financial Statements. The
adoption of these Standards and interpretation does not have any material impact on the
Financial Statements.

There were no other changes fo the accounting policies and risk management framework as
set out in the consolidated financial statements for the year ended 31 December 2009. The
Group’s financial risk management objectives and policies are consistent with those disclosed
in the audited consolidated financial statements for the year ended 31 December 2009.

The consolidated interim condensed financial statements inciude the accounts of the parent
company and all of its subsidiaries. It also includes the account of its Joint Venture, Hardy Arig
Insurance Management W.L.L. (HAIM), which has been consolidated using the proportionate
consolidation method.

The Company's subsidiary, Takaful Re Limited, is an Operator of Islamic Reinsurance (Takaful)
business. In accordance with applicable Shari'a principles, Participants' (policyholders’) funds
are maintained distinct from the Operator’s (shareholders’) funds. Accordingly, the participants’
assets and liabilities including the fund balance are shown separately as ‘takaful participants’
assets’ and ‘takaful fund and participants’ Habilities' respectively in the Consolidated Statement
of Financial Position. Takaful Participants’ Fund Accounts comprising of Statement of Financiai
Position and Statement of Participants’ Revenue is set out in note 8,



SEASONALITY OF INTERIM OPERATIONS

As a result of the seasonality associated with the insurance business, the Group registers
approximately 40% of its gross premiums during the first quarter of every year. Gross
premiums written over the remainder of the financial year are almost evenly spread out. This
seasonality does not however, have any material impact on the Group’s underwriting result as
the premiums are taken to income over the terms of the related contracts or policies.

10



4, INVESTMENTS

Uss$ '000
30 September | 31 December |30 September
2010 2009 2009
At fair value through profit or loss
Held for trading
Common stock of listed companies 96,200 53,953 54,797
96,200 53,953 54,797
Designated at fair value on initial
recognition
Debt Securities
- Other investment grade 28,493 30,484 31,660
- Other 5,438 5,101 6,257
33,931 35,585 37,917
Held-to-maturity
Debt securities
- Supra-nationals and OECD
country governments 54,287 64,412 64,446
- Other investment grade 53,979 54,425 51,782
108,266 118,837 116,228
Available-for-sale
Debt securities
- Supra-nationals and OECD country
governmenis 17,859 7,766 156,238
- QOther investment grade 19,530 30,235 33,447
- Non-OECD country governments 2,727 3,546 3,600
- Other 13,897 13,455 13,401
Common stock of listed companies 1,435 1,814 1,864
Common stock of unlisted companies 14,213 19,383 18,559
Other 21,749 21,529 20,994
91,410 97,728 107,103
329,807 306,103 316,045

Debt securities amounting to US$ 48.1 million (31 December 2009 US$45.0 million;
30 September 2009 US$ 44.0 million) have been pledged as security for reinsurance trust
agreements, letters of credit and guarantees and US$ Nil {31 December 2009
USS$ Nil; 30 September 2009: US$ Nil) for borrowings.

11



ACCRUED INCOME

Accrued insurance premiums
Accrued interest

REINSURERS’ SHARE OF TECHNICAL PROVISIONS

General insurance business

- Claims outstanding
- Unreported claims
- Deferred retrocession premium reserve

Life insurance business

- Claims outstanding

OTHER ASSETS

Intangible assets :
- Present value of future profits (PVFP)
- Computer software

Less: accumulated amortisation

- Goodwill
Net intangible assets
Other assets :

- Collateralised cash deposits
- Prepayments and other receivables

12

US$ '000
30 September 31 December 30 September
2010 2009 2009
128,846 124,442 147,735
2,328 3,270 2,997
131,174 127,712 150,732
US$ '000
30 September 31 December 30 September
2010 2009 2009
44,645 53,504 53,816
12,066 2,838 4,866
7,440 847 1,649
64,151 57,189 60,331
B2 520 140
82 520 140
64,233 57,709 60,471
US$ ‘000
30 September 31 December 30 September
2010 2009 2009
5,000 5,000 5,000
10,167 10,267 10,276
15,167 15,267 15,276
(12,301) {11,404) (11,088)
2,866 3,863 4,188
1,893 1,893 1,893
4,759 5,756 6,081
4,673 4,323 4,788
19,933 16,344 17,604
24,606 20,667 22,392
29,365 26,423 28,473




8.

i} STATEMENT OF FINANCIAL POSITION

ASSETS

Cash & cash equivalenis
Accrued income
insurance receivable
Insurance deposits
Deferred acquisition costs
Deferred Wakaia fees

LIABILITIES
Accounts payable
Other Labilities

TAKAFUL FUND
Unearned contributions
Outstanding claims
Unreported losses

Accumulated deficit

TAKAFUL PARTICIPANTS” FUND ACCOUNTS

i) STATEMENT OF PARTICIPANTS’ REVENUE

Gross contributions

Outward reinsurance premiums
Unearned contributions

Net earned contributions

Reported losses
Provision for unreported losses
Claim and related expenses

Policy acquisition costs
Deferred policy acquisition costs

Policy acquisition costs
Fee payable to operator (Wakala fee)
investment income

Other expenses & provisions

Deficit for the period

13

US$ ‘000
30 September 31 December 30 September
2010 2009 2009
12,178 9,483 6,511
23,819 30,428 36,265
8,964 8,019 9,989
12,711 9,810 7,079
6,386 3,625 5,482
3,143 4,380 6,509
67,301 65,745 71,835
10,119 13,881 13,285
64 85 102
10,183 13,966 13,387
20,957 21,904 32,550
26,156 12,757 12,057
24,809 26,805 19,362
71,922 61,466 63,969
(14,804) (9,687) {5,521)
67,301 65,745 71,835
US$ ‘000
Year-to-date Year ended Year-to-date
30 September | 31 December 30 September
2010 2008 2009
33,136 48,669 47,622
(1,072) (1,491) (441}
943 (6,261) {16,910)
33,007 40,917 30,171
{27,536) {18,319) {15,396)
1,832 (14,117) (6,544)
{25,704) {32,436) {21,940)
(9,815} (6,815) (6,612)
2,762 (202) 1,653
{7,053) (7.017) (4,959)
(5,112) (8,481} {(6,122)
197 83 67
(449) (141) (126)
{5,114) (7.075) {2,909)




10.

TECHNICAL PROVISIONS

Technical provisions comprise:

General insurance business

Claims outstanding
Unreported losses
Unearned premiums

Life insurance business

Claims outstanding
Unreported losses
Unearned premiums

OTHER LIABILITIES

Accrued expenses

Post employment benefits

Accrual for scheme of arrangement fees
Reinsurance premiums accrued
Employee share scheme

Dividends payable

Other

US$ '000
30 September | 31 December 30 September
2010 2009 2008
271,324 283,257 276,243
166,034 151,859 155,165
128,477 108,998 144,594
565,835 544,114 576,002
15,289 22,182 19,589
67,872 74,069 60,125
8,290 7,206 9,453
91,451 103,437 89,167
657,286 647,551 665,169
US$ '000
30 September 31 December 30 September
2010 2009 2009
4,265 5,451 5,066
15,425 14,200 14,214
3,231 3.231 3,23
8,754 11,179 11,733
3,031 1,370 1,239
1,286 906 9047
11,748 14,490 18,384
47,740 50,917 54,774

14
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12.  INVESTMENT INCOME

uss$ 000
Financial year-to-date Financial year-
30 Septe¥nber 2010 to-date yoar ended
ecember
Insurance [Shareholders’ Total 30 September 2009
funds funds 2009
Interest income
- Investments
designated at fair
value through profit
or loss 541 418 959 684 775
- QOthers 4,354 5,404 9,758 11,087 15,021
Dividends 756 800 1,556 1,953 2,214
Realised gains (loss)
- Trading investments 1,280 582 1,862 (7,736) (7,325)
- Investment
designated at fair
value through profit
or loss 1,233 952 2,185 {4,289) (4,703)
- Available-for-sale 2,975 2,415 5,390 1,047 3,408
Gain (loss) on
remeasurement of
investments at fair
value through profit &
loss
- Trading investments 398 1,263 1,661 18,254 18,833
- {nvestments
designated at fair
value through profit or
loss {690) (532) {1,222) 7,882 8,678
Impairment loss
- available-for-sale (306) {309) {615) (2,711) (3,599)
Other (566) {451) (1,017) 581 386
9,975 10,542 20,517 26,762 33,688
13. OPERATING EXPENSES
Uss$ 000
Financial year-to-date Financial
36 September 2010 year.to..date Year ended
Und iti Non- Total 30 September 31 Dzeacoe;ﬁ ber
nderwriting Underwriting ota 2009
Salaries and benefits 12,912 7,555 | 20,467 21,131 26,886
General and
administration 3,203 3,088 6,291 5,040 7.816
16,115 10,643 | 26,758 26,171 34,702
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14,

15.

16.

17.

OTHER INCOME

US$ '000
Financial Financial Year ended
year-to-date year-to-date 31 December
30 September 30 September 2009
2010 2009
Third party administration services 3,637 4,772 6,105
Fees on managing Islamic reinsurance
operations 5,112 6,122 8,481
Software sales and related services 940 a04 1,293
Other 353 407 548
10,042 12,205 16,427
OTHER EXPENSES AND PROVISIONS
US$ '000
Financial Financial
year-to-date year-to-date 3¥e§;§::1g§r
30 September 30 September 2009
20010 2009
Intangible asset amortised 750 750 1,000
Provision for doubtful receivabie &
deposits - 35 337
Foreign exchange loss 967 1,714 2,886
Other 1,203 302 377
2,920 2,801 4,600
EARNINGS PER SHARE ATTRIBUTABLE TO SHAREHCLDERS
Basic profit per share has been computed as follows:
Financial Financial
year-to-date year-to-date Year ended
30 September 30 September 31 December
2010 2009 2009
Weighted average number
of shares outstanding ‘000 208,291 211,256 211,186
Net profit UsS$000 11,549 16,944 21,853
Earnings per share Uss 0.06 0.08 0.10

RECONCILIATION OF NET RESULT TO CASH FLOWS FROM OPERATING ACTIVITIES

Profit before non-controlling interests

(Decrease) increase in insurance funds

Change in insurance receivable/
payable, net

Change in accrued income

Change in other assets/tiabilities, net

Net cash (used in) provided by
operating activities

US$ '000
Financial Financial
year-to-date year-to-date 3\58&;::&(;2}_
30 September 30 September 2009
2010 2009
13,140 20,314 26,406
(188) 68,636 57,053
{1,613} (8,732) (18,745)
(3,462) (47,865) (24,845)
{49,491) (27,868) (32,575)
{41,614) 3,485 7,284
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18.

19.

PRINCIPAL SUBSIDIARIES

At 30 September 2010, the principal subsidiaries of the Company were:

Country of incorporation Ownership
Arima Insurance Software W.L.L. Kingdom of Bahrain 100.0%
Gulf Warranties W.L.L. Kingdom of Bahrain 66.0%
Takaful Re Limited United Arab Emirates 54.0%

All holdings are in the ordinary share capital of the subsidiaries concerned and are unchanged
from 31 December 2009. It also continues to hold 50% of the Joint Venture Hardy Arig
insurance Management W.L.L which is incorporated in the Kingdom of Bahrain.

During the period, the subsidiary Arig Insurance Company Limited, UK was placed under
members' voluntary liquidation effective 7 July 2010. The subsidiary had ceased all undertaking
activities in 1999 and through a solvent scheme of arrangement discharged ail reinsurance and
other liabilities.

Further, the subsidiary Arima Insurance Software W.L.L. had increased its paid up capital in
September 2010 from US$ 106,134 divided into 798 shares of US$ 133 each to US$ 250,000
divided into 250 shares of US$ 100 each. The Company subscribed and paid the entire capital
increase in cash.

RELATED PARTY TRANSACTIONS

Related parties represent the Company's major shareholders, subsidiary companies, directors
and key management personnel,

The consolidated financial statemnents include the effect of the following transactions with
related parties.

Compensation to directors and key management personnel are as follows:

US$ '000
Financial Financial Year ended
year-to-date year-to-date 31 December
30 September | 30 September 2009
2010 2009
i} Directors
- Remuneration paid 864 - -
- Allowances 63 66 99
i} Key management compensation
- Salaries and other short-term
empioyee benefits 1,766 1,298 1,799
- Post empioyment benefits 158 581 638
- Share-based compensation 880 300 268
iii) Balances payable (net)
Key management
- Maximum balance 4,869 3,216 3,250
- Closing balance 4,869 3,216 3,250
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20.

COMMITMENTS OUTSTANDING

The Group has commitments for uncalled capital in investee companies held as part of its
investment portfolios amounting to US$ 6.4 million (31 December 2009: US$ 7.7 million;
30 September 2009: US$ 7.8 million). The Group also has commitments of US$ 15.8 million
(31 December 2009: USH 15.8 million; 30 September 2009: US$ 15.8 million) towards purchase
of property.

The Subsidiary, Takaful Re Limited has a commitment to provide an interest free loan to the

extent of the accumulated deficit in the participant's fund. The Group's share of the commitment
is US$ 8.0 million (31 December 2009: US$ 5.2 million; 30 September 2009: US$ 3.0 mithion).
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ARAB INSURANCE GROUP (B.S.C.)

APPENDIX 1

A. SIGNIFICANT ACCOUNTING POLICIES ON INVESTMENTS AS PER
CONSOLIDATED FINANCIAL STATEMENTS AS AT 31 DECEMBER 2009

INVESTMENTS

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

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

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

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

The fair value of publicly traded investments is based on quoted market values at the
statement of financial position date. Fair value of managed funds is based on net asset
value guoted by the fund manager and fair values of other investments are estirmated at
realisable values. Where it is not possible to estimate the fair value, the asset is carried
at cost less impairment, if any.

PROVISION FOR IMPAIRMENT OF FINANCIAL ASSETS

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

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

In the case of available for sale financial assets, the Group assesses at each statement
of financial position date whether there is an objective evidence of impairment of such
assets. If any such evidence exists, the impairment is recognised in income. Evidence
of impairment considering among other factors significant or prolonged decline in market



values and financial difficulties of the issues. Impairment recognised is not reversed
subsequently except in case of debt instruments.

INVESTMENT INCOME

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

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

FOREIGN CURRENCY TRANSLATION

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

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

Unrealised gains and losses on translation of financial statements of subsidiaries, net of
translation adjustments relating to hedging liabiiities, if any, are included in equity. Other
foreign currency gains and losses are taken to income.

DERIVATIVE FINANCIAL INSTRUMENTS AND HEDGING

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

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

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

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

Covered call and put options are written and bought by the Group as part of its
investment portfolio. The premium received and paid is initially recorded as liability and
asset respectively and the changes in fair value of these options are taken to the
statement of income and the corresponding asset or liability adjusted.



ARAB INSURANCE GROUP (B.S.C.)

APPENDIX |

B. ADDITIONAL DISCLOSURE ON INVESTMENTS

a. Cash & Cash Equivalents
Total Cash & Cash Equivalents
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

Available for sale
Debt securities
- Supra-nationals and OECD country governments
- Other investment grade
- Nen-OECD country governments
- Other
Cornmon stock of listed companies
Commeon stock of unlisted companies
Other (see note)

Total Investments

US$ '000
30-September-2010
Investments in Investments Total
UAE. outside U A E.

75,801 233,808 309,710
75,901 233,809 309,710
2,802 93,298 86,200
2,902 93,298 96,200

- 28,493 28,493

- 5438 5,438

- 33,931 33,931

- 54 287 54,287
5008 48 971 53,979
5,008 103,258 108,266
- 17,859 17,859
5,150 14,380 19,530
1,241 1,486 2,727
7,840 8,057 13,897
- 1,435 1,435

- 14,213 14,212
5,164 16,585 21,749
19,395 72,015 91,410
27,305 302,502 329,807

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$ 3,593,000 {in U.A.E.: US$ 3,000).




