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Report of the Board of Directors

The Directors of Arab Insurance Group (B.S.C.) take great pleasure in presenting the Company’s 25th – its Silver Jubilee - Annual Report and Consolidated Financial Statements for the year ended 31 December 2005.  

As the Company marks the completion of a quarter century, the Directors are pleased to report the close of the year 2005 with highest ever net profit at US$ 48.2 million.  The 2005 profit represent 19.5% return on average shareholders’ equity and compares with net profit of US$ 26.5 million for the year 2004.  The improved results were supported by underwriting profit of US$ 7.8 million from continuing core reinsurance operations excluding ARIG UK as compared to an underwriting profit of US$ 6.2 million in 2004.  The results also included capital gains and operating profit of US$ 28.9 million relating to the Company’s subsidiary in Morocco, CNIA Assurance that was sold during the year.  Shareholders’ equity increased to US$ 272.4 million from US$ 223.1 million at the end of 2004.  Market capitalization at the end of 2005 was US$ 234.6 million. 

After a break of seven years, the Directors are pleased to recommend the resumption of dividend distribution to shareholders for 2005 with a total profit distribution equivalent to 15% of paid up capital.  It is proposed that the distribution will comprise a cash dividend of 5% of paid up capital and a stock dividend of 10%.  As a result, US$ 10 million will be paid out in cash and US$ 20 million will be distributed as stock dividends.  Paid up capital will increase from US$ 200 million to US$ 220 million.

With the sale of interests in CNIA Assurance, Morocco in 2005, the Company successfully concluded the last of its planned divestments from controlling positions in direct insurance subsidiaries.  The divestment also marked the completion of the various strategic restructuring initiatives that had been launched since late 2000.  As a result of adopting this ‘back to basics’ approach, the Company is now focused on providing reinsurance services and solutions for its clients that are drawn from its core markets in the Middle East, African and Asian regions.  

As part of strategies to grow its reinsurance business, the Company successfully established a new subsidiary during the latter part of 2005 that is designed to capitalize on opportunities in the rapidly growing Islamic insurance market.  The new subsidiary, called Takaful Re Limited, has been established in the Dubai International Financial Centre in Dubai.  The subsidiary offers Shari’a compliant reinsurance and related services to Islamic insurance companies.  With a paid up capital of US$ 125 million contributed by Arig and other leading regional financial institutions, Takaful Re has become the first significantly capitalized Islamic reinsurance company.  As a result of operating with a shared infrastructure, Takaful Re has not only been able to achieve an immediate start of its operations but is also expected to contribute to the Company achieving significant economies of scale. 

In addition, as part of extending its reach within its core markets, the Company commenced operations from its new branch office in Singapore, after having obtained a license from the Monetary Authority of Singapore to operate in Singapore as a composite reinsurer.  This will enable the Company to tap into the significant growth potential of the Asian insurance markets.

Market Conditions 
Soft market conditions dominated the reinsurance market place with premium rates significantly declining across almost all facultative business lines.  However, the fall in rates has not been as steep as witnessed during previous soft market cycles as global reinsurers appear to have realized the necessity to maintain underwriting discipline.  In contrast, retrocession markets (reinsurance for reinsurance companies) have continued to remain fairly hard resulting in a pincer effect for mid sized reinsurers who were faced with lower prices for business written by them and higher protection costs. 

Arig’s core markets in the Middle East, Africa and Asia mirrored these trends in the international market place with rates softening in most business lines, more so in property and marine classes.  Terms and conditions were also seen to soften.  Additionally, the demand for reinsurance by ceding insurance companies has also reduced on account of excess reinsurance capacity in the market.  However, the impact of the spate of natural catastrophes in 2005 has limited new entrants to the regional markets. 

Another year of high oil prices has kept economic growth in the oil-producing regional economies at a high level, with a boom in the construction sector and infrastructure development, leading to increased demand for related insurance covers.

Spurred by robust global economic growth, financial markets witnessed favourable performance in 2005, although to varying degrees across different markets and products.  The significant interest rate increases and rise in energy costs led to rising inflation expectations resulting in subdued performance in the bond markets.  However, emerging market equities sported big gains, particularly equities in the markets of the GCC.  Contrary to expectations, the US dollar maintained a strong position against major currencies with regional currencies enjoying relative stability.  

Business Review 
Despite operating in a soft market environment, the Company’s reinsurance operations recorded an impressive 32% growth in gross premiums.  Gross premiums increased to US$ 173.7 million from US$ 131.3 million in 2004, with growth mainly being contributed by treaty business.  Further, on the strength of its ‘secure’ range investment grade BBB long term counterparty and insurer financial strength ratings from Standard & Poor’s as well as acceptance as a security by London market brokers, reinsurance premiums from the Asian markets increased substantially by 49% from US$ 34.9 million in 2004 to US$ 52.0 million in 2005.  With the establishment of a market presence in the region, the growth of the Asian book of business is expected to continue.

The core reinsurance operations continued to register underwriting profit in 2005 with its general insurance business recording underwriting profit of US$ 6.9 million for 2005 as compared to US$ 5.8 million for 2004.  The life insurance business operations registered an underwriting profit of US$ 0.9 million for 2005 as compared to a profit of US$ 0.3 million for 2004.  The underwriting profit for 2005 was depressed by the incidence of several large claims during the year as a result of which the claims (loss) ratio increased to 69.4% from 64.2% in 2004.  Notwithstanding this, the combined ratio, which represents the ratio of all claims and underwriting expenses to net premiums earned, was lower at 105.5% (2004: 106.0%). 

During the year, the Company continued its pro-active stance towards management of its investment portfolios.  As a result, the Company significantly enhanced its investment earnings.  Total investment income for 2005 amounted to US$ 33.0 million as compared to US$ 20.6 million in 2004, representing a rate of return of 5.7% on average investments (2004: 4.5%).  Investment assets of the continuing operations at the end of 2005 amounted to US$ 659.3 million as compared to US$ 501.7 million at the end of 2004.  Overall asset allocation broadly remained unchanged with the exception of a shift towards the year end of funds from fixed income portfolios to short-term instruments in view of higher money market yields and uncertainty in the bond markets.  As in previous years, the investment funds are held in high quality liquid assets and are managed conservatively in line with the Company’s fiduciary obligations towards policyholders. 

Operating costs of the continuing operations amounted to US$ 22.9 million as compared to US$ 21.0 million for 2004.  The increase in operating costs arises from an increase in staff numbers to cater to business growth as well as an exceptional charge of US$ 0.8 million arising from termination of the existing profit sharing long term incentive scheme operated by the Company.  As awards under the scheme were linked to the market price of the Arig share, the Directors decided to terminate the current scheme and introduce a revised scheme for future years that is not subject to market price volatility whereby awards would be linked only to the book value of the Company.  Going forward, substantial economies of scale are expected to be realized with the existing parent company infrastructure servicing the operational needs of the conventional reinsurance business as well as that of Takaful Re. 

Technical provisions continue to be determined using actuarial principles and are periodically subjected to review by independent actuaries for reasonableness.  At the end of 2005, net technical provisions for continuing operations amounted to US$ 346.5 million, an increase of US$ 16.3 million from US$ 330.2 million at the end of 2004.

The Company has lodged claims aggregating MAD 399 million (equivalent to US$ 43.2 million) with the Government of the Kingdom of Morocco under the provisions of the Warranty Agreement entered into with the Government at the time of purchase of CNIA Assurance in 1997.  The Company is following up the claim with the Moroccan Government, which will only be recognised in the Company’s books on receipt. 

During 2005, the Bahrain Monetary Agency as the financial services regulator in the Kingdom of Bahrain issued comprehensive regulations applicable to insurance companies.  These regulations are modeled along the lines of regulatory frameworks found in well developed insurance markets.  Prior to the introduction of these regulations, the Company has over the past years voluntarily developed its own corporate governance framework that already meets much of the requirements of the new regulations.  For the first time, a comprehensive corporate governance report that details key elements of the corporate governance framework is also being presented as part of the Company’s Annual Report.  The Company will continue to develop its governance framework to fully meet regulatory and best practice requirements. 

Business Outlook  
Having re-established a sound financial position and gained market acceptability, the Company seeks to vigorously pursue its identified growth and diversification initiatives.  These initiatives will provide the basis for generating sustained profitability in the years to come.  The Company’s market position in its core markets and focus on niche areas of business where it has established competencies, will enable it to realize these objectives.

Against the backdrop of the anticipated continuation of global economic growth and an upwardly bias for interest rates, equities are expected to deliver superior returns to bonds.  Financial market interest is likely to focus on the emerging markets in Asia as well as Japan.  The Company will closely monitor these and other financial market developments and continue to focus on enhancing its investment earnings by identifying and responding to market opportunities in a timely and pro-active manner.

Acknowledgements 
In 2005, Arig completed 25 years since it was established.  The support it has received from its business partners, clients, shareholders, regulators and employees has in very many individual cases spanned its entire 25 year history.  Such support has indeed been a prime source of strength for the Company.  The Directors would like to take this opportunity to express their heartfelt thanks and sincere appreciation for the encouragement and cooperation received from all of its stakeholders in the past and look forward to continuing to build on these relationships in the years to come.

As a service organization, much of the Company success is dependant on the competence and effectiveness of its human resources.  The Directors would like to convey their particular appreciation and gratitude to the management team and all of the staff of the Company for their sincere and dedicated efforts and loyalty.

At the general assembly meeting of shareholders in March 2005, the Board of Directors was reconstituted for a new three year term.  Dr Salem Mohamed Bengharbia and Mr Nooruddin Abdulla Nooruddin stepped down from the Board and were replaced by Mr Abdulaziz Abdulla Al Zaabi and Mr Ali Ibrahim Kajoor.  The Directors take this opportunity to express their deep appreciation for the wise counsel and support provided by Dr Bengharbia and Mr Nooruddin during their terms of office and welcome Mr Al Zaabi and Mr Kajoor to the Board. 

On behalf of the 
Board of Directors
Khalid A Al Bustani

CHAIRMAN
Manama, Bahrain

16 February 2006
Independent Auditors’ Report 

To the Shareholders of Arab Insurance Group (B.S.C.):

We have audited the accompanying consolidated financial statements of Arab Insurance Group B.S.C. (“the Company”) and its subsidiaries (“the Group”) as at, and for the year ended, 31 December 2005 as set out in pages 6 to 43.
Respective responsibilities of directors and auditors

The consolidated financial statements of the Group as at 31 December 2004 were audited by another auditor, who issued an unqualified opinion dated 16 February 2005.

These consolidated financial statements are the responsibility of the Directors of the Company.  Our responsibility is to express an opinion on these consolidated financial statements based on our audit.

Basis of opinion

We conducted our audit in accordance with International Standards on Auditing.  Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the consolidated financial statements are free of material misstatement.  An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the consolidated financial statements.  An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall consolidated financial statement presentation.  We believe that our audit provides a reasonable basis for our opinion.

Opinion

In our opinion, the consolidated financial statements present fairly, in all material respects, the financial position of the Group as at 31 December 2005, the results of its operations, the changes in its equity and its cash flows for the year then ended, in accordance with International Financial Reporting Standards.

Other regulatory matters

In addition, in our opinion, the Company has maintained proper accounting records and the consolidated financial statements are in agreement therewith.  We have reviewed the accompanying report of the Board of Directors and confirm that the information contained therein is consistent with the consolidated financial statements.  We are not aware of any violations of the Bahrain Commercial Companies Law 2001, the Bahrain Insurance Law 1987 or the terms of the Company’s Memorandum and Articles of Association having occurred during the year which might have had a material effect on the business of the Company or its financial position as at 31 December 2005.  Satisfactory explanations and information have been provided to us by the management in response to all our requests.

Manama, Bahrain

16 February 2006
Arab Insurance Group (B.S.C.)

CONSOLIDATED BALANCE SHEET 

AS AT 31 DECEMBER 2005
(In thousands of U.S. Dollars)

	
	Note
	2005
	2004*

	ASSETS
	
	
	

	
	
	
	

	Cash and cash equivalents 
	5
	340,051
	104,723

	Investments 
	6
	316,283
	976,086

	Accrued income 
	7
	42,560
	58,297

	Insurance receivables
	8
	43,671
	129,122

	Insurance deposits
	9
	46,677
	58,520

	Deferred policy acquisition costs
	
	13,259
	14,168

	Reinsurers’ share of technical provisions
	10
	79,568
	202,327

	Tax assets 
	11
	-
	26,753

	Other assets
	12
	9,263
	24,053

	Investment in associated companies
	13
	895
	3,907

	Fixed assets
	14
	10,001
	10,354

	
	
	
	

	
	
	902,228
	1,608,310

	LIABILITIES 
	
	
	

	
	
	
	

	Technical provisions
	15
	426,117
	1,089,967

	Insurance payables
	18
	28,391
	124,889

	Tax liabilities 
	19
	-
	26,057

	Borrowings
	20
	75,926
	54,663

	Other liabilities
	21
	43,257
	72,058

	
	
	
	 

	
	
	573,691
	1,367,634

	EQUITY
	
	
	

	
	
	
	

	Shareholders' equity
	22
	
	

	Share capital
	
	200,000
	200,000

	Treasury stock
	
	(2,836)
	(2,836)

	Reserves
	
	30,991
	20,563

	Proposed appropriations
	
	31,080
	900

	Retained earnings
	
	13,148
	4,476

	
	
	
	 

	
	
	272,383
	223,103

	Minority interests
	23
	56,154
	17,573

	
	
	328,537
	240,676

	
	
	
	

	
	
	902,228
	1,608,310


These consolidated financial statements were approved by the Board of Directors on 16 February 2006 and signed by:

	Khalid A. Al Bustani

Chairman
	Khalid J. Bin Kalban

Vice Chairman
	 Udo R. Krueger

 Chief Executive Officer


*
The 2004 figures include assets and liabilities relating to the subsidiary sold in 2005.  Proforma information for 2004 is presented in note 38
The accompanying notes 1 to 41 are an integral part of 
these consolidated financial statements.

Arab Insurance Group (B.S.C.)

CONSOLIDATED STATEMENT OF INCOME

FOR THE YEAR ENDED 31 DECEMBER 2005
(In thousands of U.S. Dollars)

	
	Note
	
	2005
	2004

	
	
	
	
	

	Gross premiums written
	
	
	173,652
	131,287

	
	
	
	
	

	Net earned premiums
	
	
	134,860
	114,033

	Claims and related expenses
	
	
	(93,073)
	(54,028)

	Policy acquisition costs
	
	
	(32,654)
	(31,506)

	Investment income attributable to insurance funds
	27
	
	15,185
	13,251

	Operating expenses
	28
	
	(16,167)
	(16,241)

	
	
	
	
	

	Underwriting result
	24
	
	8,151
	25,509

	
	
	
	
	

	Investment income attributable to shareholders’ funds
	27
	
	17,857
	7,332

	Operating expenses – non-underwriting activities
	28
	
	(6,697)
	(4,796)

	Other income
	29
	
	8,391
	13,860

	Other expenses and provisions
	30
	
	(9,444)
	(18,046)

	
	
	
	
	

	Profit from continuing operations
	
	
	18,258
	23,859

	
	
	
	
	

	Minority interests
	
	
	1,080
	(90)

	
	
	
	
	

	Net profit from continuing operations
	
	
	19,338
	23,769

	
	
	
	
	

	Profit from discontinued operations
	25
	
	28,859
	2,764

	
	
	
	
	

	Net profit attributable to shareholders
	
	
	48,197
	26,533

	
	
	
	
	

	Earnings per share attributable to shareholders from : 


-continuing operations


-discontinued operations
	31
	US$
	0.10

0.15
	0.15

0.02


The accompanying notes 1 to 41 are an integral part of

these consolidated financial statements.

Arab Insurance Group (B.S.C.)

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 31 DECEMBER 2005
(In thousands of U.S. Dollars)

	
	Share

capital
	Treasury

stock
	Reserves
	Proposed appropriations
	Retained earnings
	Shareholders’
equity
	Minority interests
	Total 

equity



	
	
	
	Legal
	Investment revaluation
	Catastrophe
	Property revaluation 
	Total
	
	
	
	
	

	Balances at 31 December 2004
	200,000
	(2,836)
	13,860
	(1,892)
	19
	8,576
	20,563
	900
	4,476
	223,103
	17,573
	240,676

	Changes on remeasurement of available for sale assets
	-
	-
	-
	7,274
	-
	-
	7,274
	-
	-
	7,274
	-
	7,274

	Transfers for recognition of gains/losses on disposal of available for sale assets
	-
	-
	-
	-
	-
	-
	-
	-
	15
	15
	-
	15

	Transfer of net depreciation on revalued property
	-
	-
	-
	-
	-
	(351)
	(351)
	-
	351
	-
	-
	-

	Net income (expense) recognised directly in equity
	-
	-
	-
	7,274
	-
	(351)
	6,923
	-
	366
	7,289
	-
	7,289

	Net profit for the period
	-
	-
	-
	-
	-
	-
	-
	-
	48,197
	48,197
	(1,444)
	46,753

	Total recognised income (expense)
	-
	-
	-
	7,274
	-
	(351)
	6,923
	-
	48,563
	55,486
	(1,444)
	54,042

	Transfer of balances (including accumulated translation difference) on sale of interest in subsidiary 
	-
	-
	(336)
	(960)
	(19)
	-
	(1,315)
	-
	(3,991)
	(5,306)
	(16,510)
	(21,816)

	Directors’ remuneration paid
	-
	-
	-
	-
	-
	-
	-
	(900)
	-
	(900)
	-
	(900)

	Directors’ remuneration proposed
	-
	-
	-
	-
	-
	-
	-
	1,080
	(1,080)
	-
	-
	-

	Proposed bonus shares @ 10% of paid up capital
	-
	-
	-
	-
	-
	-
	-
	20,000
	(20,000)
	-
	-
	-

	Proposed dividend @ 5% of paid up capital
	-
	-
	-
	-
	-
	-
	-
	10,000
	(10,000)
	-
	-
	-

	Transfer to non-distributable reserves
	-
	-
	4,820
	-
	-
	-
	4,820
	-
	(4,820)
	-
	-
	-

	Capital contribution by minority in Takaful Re
	-
	-
	-
	-
	-
	-
	-
	-
	-
	-
	56,875
	56,875

	Share of dividend declared by subsidiary
	-
	-
	-
	-
	-
	-
	-
	-
	-
	-
	(340)
	(340)

	Balances at 31 December 2005
	200,000
	(2,836)
	18,344
	4,422
	-
	8,225
	30,991
	31,080
	13,148
	272,383
	56,154
	328,537

	Parent company balances at 31 December 2005 (note 40)
	200,000
	(2,836)
	18,344
	4,422
	-
	8,225
	30,991
	31,080
	13,148
	272,383
	-
	272,383


The accompanying notes 1 to 41 are an integral part of these consolidated financial statements.

Arab Insurance Group (B.S.C.)

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 31 DECEMBER 2004
(In thousands of U.S. Dollars)

	
	Share

capital
	Treasury

stock
	Reserves
	Proposed appropriations
	Retained earnings
	Shareholders’ equity 
	Minority interests
	Total equity

	
	
	
	Legal
	General
	Investment revaluation
	Special 
	Catastrophe
	Property revaluation 
	Total
	
	
	
	
	

	Balances at 31 December 2003
	150,000
	(2,836)
	1,133
	20
	(6,431)
	10,115
	19
	-
	4,856
	225
	(23,477)
	128,768
	15,487
	144,255

	Revaluation of property 
	-
	-
	-
	-
	-
	-
	-
	8,731
	8,731
	-
	-
	8,731
	-
	8,731

	Changes on remeasurement of available for sale assets
	-
	-
	-
	-
	4,937
	-
	-
	-
	4,937
	-
	-
	4,937
	1,899
	6,836

	Transfer of net depreciation on revalued property
	-
	-
	-
	-
	-
	-
	-
	(155)
	(155)
	-
	155
	-
	-
	-

	Transfers for recognition of gains/losses on disposal of available for sale assets 
	-
	-
	-
	-
	-
	-
	-
	-
	-
	-
	(417)
	(417)
	-
	(417)

	Effect of translation of subsidiary
	-
	-
	-
	-
	-
	-
	-
	-
	-
	-
	3,086
	3,086
	1,200
	4,286

	Net income recognised directly in equity
	-
	-
	-
	-
	4,937
	-
	-
	8,576
	13,513
	-
	2,824
	16,337
	3,099
	19,436

	Net profit for the year
	-
	-
	-
	-
	-
	-
	-
	-
	-
	-
	26,533
	26,533
	1,886
	28,419

	Total recognised income
	-
	-
	-
	-
	4,937
	-
	-
	8,576
	13,513
	-
	29,357
	42,870
	4,985
	47,855

	Issue of ordinary share capital 
	50,000
	-
	-
	-
	-
	-
	-
	-
	-
	-
	-
	50,000
	-
	50,000

	Transfer of balances (including accumulated translation difference) on sale of interest in subsidiaries and associated company
	-
	-
	(226)
	(20)
	(398)
	-
	-
	-
	(644)
	-
	2,316
	1,672
	(2,899)
	(1,227)

	Transfer to non-distributable reserves
	-
	-
	12,953
	-
	-
	(10,115)
	-
	-
	2,838
	-
	(2,838)
	-
	-
	-

	Directors’ remuneration paid
	-
	-
	-
	-
	-
	-
	-
	-
	-
	(207)
	-
	(207)
	-
	(207)

	Directors’ remuneration proposed
	-
	-
	-
	-
	-
	-
	-
	-
	-
	900
	(900)
	-
	-
	-

	Unutilized directors’ remuneration transferred to retained earnings
	-
	-
	-
	-
	-
	-
	-
	-
	-
	(18)
	18
	-
	-
	-

	Balances at 31 December 2004
	200,000
	(2,836)
	13,860
	-
	(1,892)
	-
	19
	8,576
	20,563
	900
	4,476
	223,103
	17,573
	240,676

	Parent company balances at 31 December 2004 
(note 40)
	200,000
	(2,836)
	13,524
	-
	(2,852)
	-
	-
	8,576
	19,248
	900
	5,791
	223,103
	-
	223,103


The accompanying notes 1 to 41 are an integral part of these consolidated financial statements.

Arab Insurance Group (B.S.C.)

CONSOLIDATED STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED 31 DECEMBER 2005
(In thousands of U.S. Dollars)

	
	Note
	2005
	2004

	CASH FLOWS FROM OPERATING ACTIVITIES:
	
	
	

	
	
	
	

	Premiums received 
	
	151,509
	124,012

	Reinsurance premiums paid
	
	(19,701)
	(12,376)

	Claims paid 
	
	(195,463)
	(161,075)

	Reinsurance receipts in respect of claims 
	
	61,338
	36,390

	Investment income received
	
	33,237
	19,999

	Operating expenses paid 
	
	(19,034)
	(12,218)

	Other income/expenses, net
	
	(8,543)
	(1,299)

	Insurance deposits received (paid)
	
	7,668
	(2,172)

	Purchase of trading investments 
	
	(403,869)
	(321,657)

	Sale of trading investments
	
	507,266
	240,818

	Directors’ remuneration paid
	
	(900)
	(207)

	Net cash provided by (used in) operating activities
	36
	113,508
	(89,785)

	CASH FLOWS FROM INVESTING ACTIVITIES:
	
	
	

	
	
	
	

	Acquisition/disposal of subsidiaries, net of cash transferred
	
	80,214
	(4,012)

	Disposal of associate
	
	-
	9,450

	Maturity/sale of investments
	
	36,657
	42,700

	Purchase of investments
	
	(39,368)
	(36,819)

	Collateralised cash deposits received (paid) 
	
	1,238
	(791)

	Purchase of fixed assets
	
	(732)
	(133)

	Purchase of intangible assets
	
	(8)
	(513)

	Net cash provided by investing activities
	
	78,001
	9,882

	CASH FLOWS FROM FINANCING ACTIVITIES:
	
	
	

	Net borrowings 
	
	25,653
	29,951

	Issue of ordinary share capital
	
	-
	50,000

	Net cash provided by financing activities
	
	25,653
	79,951

	Net cash provided by (used in)  discontinued operations
	25
	18,166
	(4,686)

	Net increase (decrease) in cash and cash equivalents
	
	235,328
	(4,638)

	
	
	
	

	Cash and cash equivalents, beginning of year
	
	104,723
	109,361

	
	
	
	

	Cash and cash equivalents, end of year
	
	340,051
	104,723


The accompanying notes 1 to 41 are an integral part of

these consolidated financial statements.

Arab Insurance Group (B.S.C.)

Notes to the Consolidated Financial Statements

for the Year Ended 31 December 2005
1. 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.  

2. Significant Accounting Policies

These consolidated financial statements have been prepared in accordance with International Financial Reporting Standards (IFRS), including International Accounting Standards (IAS) and Interpretations issued by the International Accounting Standards Board and are consistent with prevailing practice within the insurance industry.  

All new and amended IFRS applicable for the accounting year ended 31 December 2005, including IFRS 4, Insurance Contracts, have been applied in preparing these consolidated financial statements. The application of these IFRS does not result in any material changes to the Group’s accounting policies or the consolidated statement of changes in shareholders' equity as of 1 January 2005.  New disclosures required as a result of applying IFRS 4, Insurance Contracts have been provided for 2005 without comparatives for 2004 in accordance with provisions of the Standard. Comparative figures have been reclassified, where necessary, to conform to the current year’s presentation.

The revised IAS 39, Financial Instruments: Recognition and Measurement, has introduced a new classification ‘financial asset or financial liability at fair value through profit or loss’ under which financial assets can be classified and carried at fair value with changes in fair value being recognised in income.  This new classification includes financial assets held for trading and those designated at fair value on initial recognition. The adoption of this revised IFRS has no impact on the retained earnings as at 1 January 2005.   

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

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

The Company sold its entire holding in its subsidiary, CNIA Assurance (S.A) on 8 June 2005.  As the subsidiary’s operation constituted a substantial portion of the Group’s Primary General Insurance and Life Insurance operations, its disposal resulted in the discontinuation of these operations by the Group. The results from these discontinued activities as well as the gains from sale of the subsidiary are disclosed separately in the financial statements in note 25.  The primary business segments for the continuing operations of the Group are now identified as non-life treaty reinsurance, non-life facultative reinsurance and life reinsurance mainly involving short term group life policies.
2.
Significant Accounting Policies (Contd.)

The significant accounting policies of the Group are as follows:

Basis of Consolidation

The consolidated financial statements include the accounts of the parent company and all of its subsidiaries made up to 31 December 2005. 
Subsidiaries are defined as companies that are controlled by the Group, namely companies in which the Group has the power to govern the financial and operating policies so as to obtain benefits from their activities, and thus generally includes all companies in which the Group owns more than 50% of the voting shares.  The purchase method is used to account for acquisitions. 
All intra-group transactions, balances and unrealised surpluses and deficits on transactions between group companies have been eliminated on consolidation.  Where necessary, the accounts of subsidiaries have been restated to ensure consistency with the accounting policies adopted by the Group.  

The Company’s subsidiary, Takaful Re Limited, is an Operator of Islamic Reinsurance business.  In accordance with applicable Shari’a principles, participants’ (policyholders’) funds are maintained distinct from the Operator’s (shareholders’) funds.  The results of operations attributable to participants are set out in the Statement of Participants’ Revenue and all related assets and liabilities are reported as participants’ assets or liabilities.  As the subsidiary has not commenced operations as of 31 December 2005, no separate Statement of Participants’ Revenue or related participants’ assets and liabilities are included in the consolidated financial statements for the year ended 31 December 2005.

A listing of the principal subsidiaries is set out in note 38.  In the parent company, these investments are accounted under IAS 39, Financial Instruments: Recognition and Measurement.  

Investments

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

Securities are classified as at fair value through profit or loss if they are acquired for the purpose of generating a profit from short-term fluctuations in price or if so designated by management.  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 settlement date.  All investment assets are recognised initially at cost.  After initial recognition, investments are valued using principles described below.

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

2.
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The fair value of publicly traded investments is based on quoted market values at the balance sheet date.  Fair values of other investments are estimated at realisable values.  Where it is not possible to estimate the fair value, the asset is carried at cost.  Property values are based on recent valuations carried out by qualified professional valuers in accordance with recognised valuation principles.  

Investments in non-financial assets such as land and buildings are included in investments if such assets are not for the Group’s own use.

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 balance sheet date whether there is an objective evidence of impairment of such assets.  If any such evidence exists, the impairment is recognised in income.  Impairment recognized is not reversed subsequently except in case of debt instruments.
Investment in Associated Companies

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

INSURANCE receivableS
Insurance receivables are carried at anticipated realisable values after provision for impairment.  A provision for impairment is established when there is evidence that the Group will not be able to collect all amounts due according to the terms of the receivables.  Bad debts are written off during the year in which they are identified.

INSURANCE DEPOSITS

Insurance deposits comprise premium and claim deposits with cedants in accordance with policy terms and are carried at anticipated realisable values after provision for impairment.  A provision for impairment is established when there is evidence that the Group will not be able to collect all amounts due according to the terms of the deposits.  Irrecoverable deposits are written off during the year in which they are identified.

INTANGIBLE ASSETS

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

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

2.
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Expenditure, which enhances and extends the benefits of computer software programmes beyond their original specifications and lives is recognised as a capital improvement and added to the original cost of the software.  The carrying amount of intangible assets is reviewed annually and adjusted for impairment where it is considered necessary.

GOODWILL

Goodwill represents excess of cost of an acquisition over the fair value of the identifiable net assets at the date of acquisition. After initial recognition, goodwill is carried at cost less accumulated impairment.  At each balance sheet date the Group performs an analysis to assess whether the carrying amount of goodwill is fully recoverable.  A write down is made if the carrying amount exceeds the recoverable amount and the resultant loss is recognised as an expense in the income statement.

Fixed Assets and Related Depreciation

Fixed assets are stated at cost less accumulated depreciation except for land and building which are stated at fair value based on valuation by independent external valuers, less accumulated depreciation on buildings.  On revaluation, any increase in the carrying amount of the asset is carried in the shareholders’ equity as Property Revaluation Reserve and any decrease is recognized as an expense, except to the extent that they reverse decreases or increases previously recognized through income or shareholders’ equity.  The balance in the Property Revaluation Reserve is transferred directly to Retained Earnings on sale of property and realization of surplus.  Further, the difference between depreciation based on the revalued carrying amounts and the depreciation based on original cost of the property is transferred directly from Property Revaluation Reserve to Retained Earnings.  
The cost of additions and major improvements are capitalised; maintenance and repairs are charged to expense as incurred.  Gains or losses on disposal are reflected in other income.  Depreciation is provided on straight-line basis over the expected useful lives of the assets, which are as follows:


Building
40
years


Electrical and mechanical
10
years


Information systems, furniture, equipment and others
3-5
years

PROVISIONS

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

post employment obligations

The Group operates a number of defined benefit plans for its employees.  The assets of the defined benefit plans are managed internally as part of the Group’s investment portfolio.

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

2.
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EMPLOYEE SHARE SCHEME

The Group operates a cash settled, share-based compensation scheme.  The fair value of the employee services received in exchange for virtual shares is recognized as an expense.
The total amount to be expensed is spread over the financial year to which the award pertains (Scheme year) and the vesting period of two years from the end of Scheme year in the proportion 60:20:20.

At each balance sheet date, the liability is revalued with reference to the fair value of the virtual shares allocated and the impact of the revaluation is recognized in the income statement with a corresponding adjustment to the liability.
During the year, the Board decided to terminate the existing schemes and effect full settlement for the virtual shares allocated, the additional impact of which is recognised in the income for the year.

TREASURY STOCK

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

Recognition of Underwriting Result


Insurance business is accounted for in a manner consistent with prevailing practice within the insurance industry, more specifically, on an annual accounting basis.  

Specific accounting policies relating to individual items of insurance revenues and costs and technical provisions are explained below for each relevant item.

Premiums

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

Premiums, net of reinsurance, are taken to income over the terms of the related contracts or policies.  Unearned premiums are those proportions of the premiums accounted for, which relate to periods of risk that extend beyond the end of the financial year; they are calculated based on a time apportionment basis.  A provision for unexpired risks is made for estimated amounts required over and above provisions for unearned premiums to meet future claims and related expenses on business in force at the balance sheet date.  Such provision, where necessary, is made on the basis of an overall assessment for all categories of business.

Claims and Related Expenses

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

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

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

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

Liability adequacy test

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

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

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

Foreign Currency Translation

Transactions denominated in currencies other than U.S. Dollars are recorded at the rates ruling at the date of the transaction.  Assets and liabilities denominated in currencies other than U.S. Dollars are translated at year-end exchange rates. 

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

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

2.
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DERIVATIVE FINANCIAL INSTRUMENTS AND HEDGING
In the ordinary course of its business, the Group uses forward foreign exchange contracts as fair value hedges to protect its exposures in respect of foreign currency denominated investments and insurance liabilities and these contracts are carried at fair value.

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

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

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

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. 
3.
Critical accounting estimates and judgements

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

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

ii) Ultimate premiums

The estimate of ultimate premiums is based on premium income estimates provided by cedants which is then adjusted to reflect underwriters’ judgement taking into account market conditions and historical data.  This estimate is subject to review by underwriters and actuaries.
4.
Management of insurance risks
Risks under insurance contracts arise from uncertainty regarding the occurrence of the insured event and the amount of the resulting claim.  In addition to underwriting risks, the Group is also exposed to other related risks such as credit, currency and liquidity risks.
4.
Management of insurance risks (Contd.)
The following is a summary of policies adopted to mitigate the key insurance risks facing the Group:

i)
Underwriting risks
The group manages its underwriting risks principally through policies and guidelines for accepting risks and reinsurance arrangements.
Risks are accepted based on an evaluation of pricing and prior underwriting experience in accordance with underwriting guidelines that have been laid out for each line of business.  Underwriting guidelines are constantly reviewed and updated to take account of market developments, performance and opportunities.  Accumulation limits are set to control exposures to natural hazards and catastrophes.  Various approval limits are specified for accepting risks.
Acceptance of risks that do not meet specified minimum criteria are subject to agreement of an Underwriting Review Committee comprising representatives from the Marketing, Underwriting and Actuarial functions. 

The reinsurance strategy of the Group is designed to protect exposures to individual risks and events based on current risk exposures through cost effective reinsurance arrangements. 
Reserving risks are addressed by ensuring prudent and appropriate reserving for business written by the Group, thus ensuring that sufficient funds are available to cover future claims.  Reserving practices involve the use of actuarial analysis and application of underwriting judgement.  These are supplemented by periodical internal as well as independent actuarial reviews for determining the adequacy of reserves.

ii)
Credit risks

Credit risk under insurance contracts is the risk that a counterparty will be unable to pay amounts in full when due.
Credit risk is controlled through terms of trade for receipt of premium and in certain cases enforcement of premium warranty conditions. Most of the counterparties are insurance companies that are generally not rated.  However, there are no significant exposures from any one counterparty. 
Reinsurance arrangements are effected with reinsurers whose creditworthiness is assessed on the basis of satisfying minimum rating and financial strength criteria. Exposure to any single reinsurer generally does not exceed a maximum of 25% of total exposure and risks are generally placed with counterparties with minimum investment grade rating except for proportional treaty arrangements placed on reciprocal basis.
Credit risks relating to reinsurance arrangements are analysed as follows:

	
	US$ ’000

	
	2005

	
	Receivables
	Share of technical provisions
	Total 

	
	
	
	

	Balance relating to reinsurers:
	
	
	

	-  With investment grade rating 
	6,946
	61,189
	68,135

	-  Other
	19,517
	18,379
	37,896

	
	
	
	

	
	26,463
	79,568
	106,031


4.
Management of insurance risks (Contd.)
iii)
Currency risks

Foreign exchange currency risks are hedged where exposures are significant and facility to hedge is available.

iv)
Liquidity risks 

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

5.
Cash and CASH EQUIVALENTS

	
	US$ ’000

	
	2005
	2004

	
	
	

	Cash and bank balances
	94,838
	47,889

	Deposits with short term maturities
	245,213
	56,834

	
	
	

	
	340,051
	104,723


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

i)
Credit risk:

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

ii)
Interest rate risk:

	
	2005
	2004

	Interest receivable basis:
	
	

	-  Bank balances
	Daily/Monthly
	Daily/Monthly

	-  Deposits with short term maturities
	On maturity
	On maturity

	Effective rates
	0.0% to 5.40%
	0.0% to 4.6%


iii)
Currency risk:

	
	US$ ’000

	
	2005
	2004

	
	
	

	U.S. Dollar
	327,174
	65,335

	Moroccan Dirham
	-
	14,778

	Kuwaiti Dinar
	2,615
	13,953

	Euro
	1,352
	2,627

	Pound Sterling
	1,230
	2,555

	Other
	7,680
	5,475

	
	
	

	
	340,051
	104,723


6.
Investments

	
	US$ ’000

	
	2005
	2004

	At fair value through profit or loss
	
	

	Held for trading
	
	

	Debt securities
	
	

	-  Supra-nationals and OECD country governments
	3,924
	50,296

	-  Other investment grade 
	-
	82,912

	Common stock of listed companies
	74,420
	90,375

	
	78,344
	223,583

	Designated at fair value on initial recognition
	
	

	Debt Securities
	
	

	-  Investment grade
	15,364
	-

	-  Other 
	21,222
	-

	
	36,586
	-

	Held to maturity
	
	

	Debt securities
	
	

	-  Supra-nationals and OECD country governments
	27,172
	27,248

	-  Other investment grade 
	81,010
	83,071

	-  Non-OECD country governments
	-
	27,742

	-  Other
	-
	1,588

	
	108,182
	139,649

	Available for sale
	
	

	Debt securities
	
	

	-  Supra-nationals and OECD country governments
	34,733
	37,787

	-  Other investment grade 
	10,852
	12,970

	-  Non-OECD country governments
	-
	416,552

	-  Other
	12,329
	15,835

	Common stock of listed companies
	2,757
	54,767

	Common stock of unlisted companies
	16,162
	9,751

	Other
	16,338
	15,535

	
	93,171
	563,197

	Loans and receivables
	
	

	Loans secured by mortgages
	-
	6,173

	
	-
	6,173

	Investment properties
	
	

	Land
	-
	32,524

	Building
	-
	10,960

	
	-
	43,484

	
	
	

	
	316,283
	976,086


Investments available for sale are carried net of impairment provisions amounting to US$ 5.9 million (2004: US$ 12.5 million).

Debt securities amounting to US$ 48.3 million (2004: US$ 48.1 million) have been pledged as security for reinsurance trust agreements, letters of credit and guarantees and US$ 87.8 million (2004: US$ 58.1 million) for borrowings.

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

i)
Credit risk:

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

6.
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The Group also limits its investment concentration in common stock of listed companies of any one issue and any one issuer to 5% and 10% respectively, of its total common stock portfolio.  

ii) Debt securities - interest rate risk:

	
	2005

	
	Interest receivable basis
	Effective 

rates
	Coupon 

rates

	Supra-nationals and OECD country government securities
	Semi-annual/Annual
	2.4% - 4.7%
	2.2% - 6.5%

	Other investment grade debt securities
	Semi-annual/Annual
	2.4% - 5.6%
	1.8% - 7.8%

	Other securities
	Monthly/Semi-Annual
	3.0% - 6.4%
	3.0% - 6.4%


	
	2004

	
	Interest receivable basis
	Effective 

rates
	Coupon 

rates

	Supra-nationals and OECD country government securities
	Semi-annual/annual
	1.6% to 7.9%
	1.6% to 11.3%

	Other investment grade debt securities 
	Semi-annual/annual
	1.4% to 7.9%
	1.8% to 9.8%

	Non-OECD country government securities
	Semi-annual/annual
	5.3% to 7.2%
	5.3% to 7.2%

	Other securities
	Monthly/semi-annual
	1.8% to 3.1%
	1.8% to 3.1%


iii) Debt securities – currency risk :

	
	US$ ’000

	
	2005

	
	U.S.
Dollar
	Other
	Total

	
	
	
	

	Supra-nationals and OECD country government securities
	65,829
	-
	65,829

	Other investment grade debt securities
	106,199
	1,027
	107,226

	Other debt securities
	30,059
	3,492
	33,551

	
	
	
	

	
	202,087
	4,519
	206,606
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	US$ ’000

	
	2004

	
	U.S. Dollar
	Euro
	Moroccan Dirham
	Other
	Total

	Supra-nationals and OECD country government securities
	90,291
	22,050
	-
	2,990
	115,331

	Other investment grade debt securities
	170,390
	4,734
	-
	3,829
	178,953

	Non-OECD country government securities
	-
	-
	444,294
	-
	444,294

	Other debt securities
	1,619
	-
	13,177
	2,627
	17,423

	Loans secured by mortgages
	-
	-
	6,173
	-
	6,173

	
	
	
	
	
	

	
	262,300
	26,784
	463,644
	9,446
	762,174


iv)
Debt securities - remaining term to maturity:
The principal amount and book values of debt securities are shown in the table below by contractual maturity.  

	
	US$ ’000

	
	2005
	2004

	
	Principal

amount
	Book

value
	Principal

amount
	Book

value

	
	
	
	
	

	Supra-nationals and OECD country government securities:
	
	
	
	

	-  Due in one year or less
	20,000
	19,936
	16,571
	16,639

	-  One to five years
	42,340
	41,718
	62,891
	64,512

	-  More than five years
	4,246
	4,175
	32,571
	34,180

	
	66,586
	65,829
	112,033
	115,331

	Debt securities of other investment grade issuers:
	
	
	
	

	-  Due in one year or less
	24,000
	23,996
	11,850
	11,921

	-  One to five years
	71,028
	70,862
	129,994
	132,411

	-  More than five years
	12,000
	12,368
	31,076
	34,621

	
	107,028
	107,226
	172,920
	178,953

	Non-OECD country government securities:
	
	
	
	

	-  Due in one year or less
	-
	-
	9,370
	9,540

	-  One to five years
	-
	-
	196,622
	208,416

	-  More than five years
	-
	-
	196,554
	226,338

	
	-
	-
	402,546
	444,294

	Other debt securities :
	
	
	
	

	-  Due in one year or less
	2,310
	2,284
	2,008
	2,024

	-  One to five years
	8,698
	8,543
	13,933
	14,375

	-  More than 5 years
	21,502
	22,724
	995
	1,024

	
	32,510
	33,551
	16,936
	17,423

	Loans secured by mortgages:
	
	
	
	

	-  One to five years
	-
	-
	6,173
	6,173

	
	-
	-
	6,173
	6,173

	
	
	
	
	

	
	206,124
	206,606
	710,608
	762,174
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v)
Common stock:

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

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

	
	US$ ’000

	
	2005
	2004

	
	
	

	U.S. Dollar
	52,281
	59,434

	Moroccan Dirham
	5,250
	59,860

	Euro
	7,590
	8,279

	Bahraini Dinar
	3,001
	4,766

	Kuwaiti Dinar
	4,762
	4,517

	Pound Sterling
	2,391
	3,982

	Japanese Yen
	3,136
	2,173

	Other
	14,928
	11,882

	
	
	

	
	93,339
	154,893


vi)
Commitments:

The Group has commitments in respect of uncalled capital in available for sale investments amounting to US$ 9.6 million (2004: US$ 4.4 million).
7.
accrued Income

	
	US$ ’000

	
	2005
	2004

	Accrued insurance premiums 
	
	

	Expected to be received :
	
	

	-  Within 12 months
	38,980
	40,487

	-  After 12 months
	488
	128

	
	39,468
	40,615

	Accrued interest 
	
	

	-  Expected to be received within 12 months
	3,092
	17,682

	
	
	

	
	42,560
	58,297


8. insurance RECEIVABLES

	
	US$ ’000

	
	2005
	2004

	Balances due :
	
	

	-  Within 12 months
	43,513
	128,437

	-  After 12 months
	158
	685

	
	
	

	
	43,671
	129,122


9.
Insurance Deposits

	
	US$ ’000

	
	2005
	2004

	Balances due :
	
	

	-  Within 12 months
	24,198
	34,128

	-  After 12 months
	22,479
	24,392

	
	
	

	
	46,677
	58,520


10.
REINSURERS’ SHARE OF TECHNICAL PROVISIONS

	
	US$ ’000

	
	2005
	2004

	
	
	

	Claims outstanding
	70,757
	120,797

	Unreported general insurance claims
	7,582
	7,342

	Life insurance claims outstanding
	496
	24,682

	Life insurance unreported losses
	733
	614

	Life insurance business provision
	-
	48,892

	
	
	

	
	79,568
	202,327


11.
TAX ASSETS
	
	US$ ’000

	
	2005
	2004

	Current Tax Asset
	
	

	-  Current year
	-
	26,753

	
	
	

	
	-
	26,753


12.
Other Assets

	
	US$ ’000

	
	2005
	2004

	Intangible assets :
	
	

	-  Goodwill
	1,893
	2,922

	-  Computer software
	8,808
	11,218

	
	10,701
	14,140

	Less : accumulated amortisation of computer software
	(8,735)
	(11,035)

	Net intangible assets
	1,966
	3,105

	
	
	

	Other assets due within 12 months:
	
	

	-  Collateralised cash deposits 
	4,520
	5,758

	-  Prepayments and other receivables
	2,777
	15,190

	
	7,297
	20,948

	
	
	

	
	9,263
	24,053


	
	US$ ’000

	
	2005
	2004

	Movement in intangible assets :
	
	

	Net book value at 1 January
	3,105
	3,269

	-  Additions
	728
	1,203

	-  Disposals
	(1,317)
	(125)

	-  Amortisation charge
	(550)
	(1,242)

	
	
	

	Net book value at 31 December
	1,966
	3,105


13.
Investment in Associated Companies

	
	Ownership interest 

	
	2005
	2004

	
	US$ ’000
	%
	US$ ’000
	%

	
	
	
	
	

	Arab Lebanese Insurance Group S.A.L.
	895
	25.0
	833
	25.0

	
	
	
	
	

	Arab Misr Insurance Group S.A.E. 
	-
	-
	1,177
	20.5

	
	
	
	
	

	Assurances BIAT S.A. 
	-
	-
	1,179
	14.9

	
	
	
	
	

	Arab Jordanian Insurance Group P.L.C. 
	-
	-
	718
	10.0

	
	
	
	
	

	
	895
	
	3,907
	


The Group’s proportionate share of the profits of associated companies for 2005 amounting to US$ 62,000 (2004: US$ 10,167) is included in other income.

The Company concluded an agreement in September 2005 to sell its entire 20.5% holdings in Arab Misr Insurance Group S.A.E. for a net cash consideration of US$ 2,016,273.  These shares had been acquired by the Company through a public auction from Arab Misr Insurance Group following forfeiture of these shares due to non-payment of call money by a shareholder.  On account of legal action brought by the original shareholder, the effect of the sale has been reversed in the financial statements for the year ended 31 December 2005 and the realisable balance included in other assets.
The holdings in Assurances BIAT S.A. and Arab Jordanian Insurance Group P.L.C. have been reclassified as ‘available for sale investments’ as the Company no longer exercises significant influence over these companies.

14.
Fixed Assets

	
	US$ ’000

	
	2005
	2004

	
	
	

	Land
	909
	909

	Building 
	8,841
	8,841

	Information systems, furniture, equipment and other
	12,476
	23,954

	
	22,226
	33,704

	Less: accumulated depreciation
	(12,225)
	(23,350)

	
	
	

	
	10,001
	10,354

	Movements in fixed assets :
	
	

	Net book value at 1 January
	10,354
	4,962

	-  Additions 
	1,357
	1,459

	-  Disposals
	(27)
	(2,467)

	-  Revaluation
	-
	7,668

	-  Depreciation charge
	(1,683)
	(1,268)

	
	
	

	Net book value at 31 December
	10,001
	10,354


15.
Technical Provisions

Technical provisions comprise:
	
	US$ ’000

	
	2005
	2004

	General insurance business
	
	

	Claims outstanding
	286,622
	468,498

	Unreported losses
	76,827
	134,840

	Unearned premiums
	57,281
	57,265

	
	420,730
	660,603

	Life insurance business
	
	

	Claims outstanding
	2,309
	46,166

	Unreported losses
	2,925
	2,400

	Unearned premiums
	153
	425

	Life insurance business provision
	-
	380,373

	
	5,387
	429,364

	
	
	

	
	426,117
	1,089,967


16.
Claims development 

The table below shows the incurred gross and net claims including unreported losses computed with reference to earned premiums, compared with previous estimates for the last 5 years:

	
	US$ ’000

	
	Underwriting year

	
	2001
	2002
	2003
	2004
	2005
	Total

	Gross
	
	
	
	
	
	

	Estimate of incurred claims costs:
	
	
	
	
	
	

	-  At end of underwriting year
	52,745
	41,955
	46,851
	46,409
	60,230
	

	-  One year later
	90,954
	68,011
	82,605
	81,670
	-
	

	-  Two years later
	100,165
	74,514
	86,084
	-
	-
	

	-  Three years later
	102,655
	81,203
	-
	-
	-
	

	-  Four years later
	105,462
	-
	-
	-
	-
	

	
	
	
	
	
	
	

	Current estimate of incurred claims
	105,462
	81,203
	86,084
	81,670
	60,230
	414,649

	Cumulative payments to date
	(82,374)
	(60,983)
	(60,915)
	(32,816)
	(4,461)
	(241,549)

	
	
	
	
	
	
	

	Liability recognized
	23,088
	20,220
	25,169
	48,854
	55,769
	173,100

	
	
	
	
	
	
	

	Liability in respect of prior years
	
	
	
	
	
	195,583

	
	
	
	
	
	
	

	Total liability included in the balance sheet
	
	
	
	
	
	368,683


	Net
	
	
	
	
	
	

	Estimate of incurred claims costs:
	
	
	
	
	
	

	-  At end of underwriting year
	49,355
	35,742
	38,925
	45,985
	55,843
	

	-  One year later
	79,184
	56,961
	67,143
	76,236
	-
	

	-  Two years later
	81,344
	61,782
	69,210
	-
	-
	

	-  Three years later
	81,833
	67,529
	-
	-
	-
	

	-  Four years later
	83,647
	-
	-
	-
	-
	

	
	
	
	
	
	
	

	Current estimate of incurred claims
	83,647
	67,529
	69,210
	76,236
	55,843
	352,465

	Cumulative payments to date
	(64,660)
	(49,900)
	(46,015)
	(30,276)
	(4,720)
	(195,571)

	
	
	
	
	
	
	

	Liability recognized
	18,987
	17,629
	23,195
	45,960
	51,123
	156,894

	
	
	
	
	
	
	

	Liability in respect of prior years
	
	
	
	
	
	132,221

	
	
	
	
	
	
	

	Total liability included in the balance sheet
	
	
	
	
	
	289,115


17. Movements in insurance Liabilities and assets 
	
	US$ ’000

	
	Gross
	Reinsurance
	Net

	2005
	
	
	

	
	
	
	

	Claims
	
	
	

	Claims outstanding
	283,982
	71,770
	212,212

	Unreported losses
	85,945
	7,956
	77,989

	
	
	
	

	Total at beginning of year
	369,927
	79,726
	290,201

	
	
	
	

	Increase in provision during the year
	107,244
	58,054
	49,190

	Claims settled during the year
	(108,488)
	(58,212)
	(50,276)

	
	
	
	

	Balance at end of year
	368,683
	79,568
	289,115

	
	
	
	

	Unearned premium
	
	
	

	At beginning of year
	40,087
	1,908
	38,179

	Increase in provision during the year
	20,261
	1,006
	19,255

	
	
	
	

	Balance at end of year
	60,348
	2,914
	57,434

	
	
	
	

	Deferred policy acquisitions costs
	
	
	

	At beginning of year
	12,354
	1,050
	11,304

	Increase during the year
	2,222
	267
	1,955

	
	
	
	

	Balance at end of year
	14,576
	1,317
	13,259


18.
INSURANCE PAYABLES 

	
	US$ ’000

	
	2005
	2004

	Balances due: 
	
	

	- Within 12 months
	28,391
	124,889

	- After 12 months
	-
	-

	
	
	

	
	28,391
	124,889


19.
TAX LIABILITIES
	
	US$ ’000

	
	2005
	2004

	Current Tax Liability
	
	

	Prior years
	-
	18,181

	Current year
	-
	1,581

	
	-
	19,762

	Deferred Tax Liability
	
	

	At 1 January
	6,295
	3,092

	Movement for the year on sale of subsidiary
	(6,295)
	3,203

	At 31 December
	-
	6,295

	
	
	

	
	-
	26,057


20.
borrowings

	
	US$ ’000

	
	2005
	2004

	
	
	

	Due within 12 months
	75,926
	54,663

	
	
	

	
	75,926
	54,663



Borrowings amounting to US$ 75.9 million (2004: US$ 50.3 million) are secured by debt securities.  The effective interest rate on the borrowings was 3.6% (2004: 2.2%). 
21.
Other Liabilities

	
	US$ ’000

	
	2005
	2004

	
	
	

	Accrued expenses
	7,761
	14,795

	Premium and other taxes
	-
	9,078

	Post employment benefits (note 33)
	9,919
	9,292

	Accrual for scheme of arrangement fees 
	5,774
	10,962

	Reinsurance premiums accrued
	12,229
	13,718

	Covered option premium
	457
	1,683

	Employee share scheme
	5,025
	2,605

	Other 
	2,092
	9,925

	
	
	

	
	43,257
	72,058

	Balances due: 
	
	

	-  Within 12 months
	33,150
	59,974

	-  After 12 months
	10,107
	12,084

	
	
	

	
	43,257
	72,058


22.
Shareholders’ Equity 

i)
Share capital:
a)
Composition:

	
	US$ ’000

	
	2005
	2004

	Authorized

500 million ordinary shares of US$ 1 each
	500,000
	500,000

	
	
	

	Issued, Subscribed & Fully Paid-up

200 million ordinary shares of US$ 1 each
	200,000
	200,000


22.
Shareholders’ Equity (Contd.)

b)
Major Shareholders

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

	Name
	Nationality
	No. of shares (in millions)
	% of total outstanding shares

	
	
	2005
	2004
	2005
	2004

	General Pension & Social Security Authority
	UAE
	25.0
	25.0
	12.7
	12.7

	Ministry of Finance & Industry 
	UAE
	24.7
	24.7
	12.5
	12.5

	Central Bank of Libya
	Libya
	24.7
	24.7
	12.5
	12.5

	Kuwait Investment Authority
	Kuwait
	24.7
	24.7
	12.5
	12.5

	Real Estate Bank
	UAE
	10.0
	10.0
	5.1
	5.1


c)
Shareholding pattern

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

	Shares
	No. of shares 
(in millions)
	No. of shareholders
	% of total outstanding shares

	
	2005
	2004
	2005
	2004
	2005
	2004

	Less than 1%
	51.1
	62.8
	5,947
	6,172
	25.9
	31.9

	1% to 5%
	37.0
	25.3
	7
	7
	18.8
	12.8

	5% to 10%
	10.0
	10.0
	1
	1
	5.1
	5.1

	10% and above
	99.1
	99.1
	4
	4
	50.2
	50.2


ii)
Treasury stock:

The company held 2,838,525 of its own shares at 31 December 2005 (2004: 2,838,525 shares).

iii)
Legal reserve:

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

iv)
General reserve:

General Reserve represents unrestricted reserves created by appropriation from net profits of the parent or subsidiary companies.

v)
Catastrophe reserve:

Additional reserves calculated in accordance with statutory regulations applicable to overseas subsidiaries are reversed on consolidation and an amount equal to their after-tax value is transferred by the Group to non-distributable Catastrophe Reserves.

vi)
Investment revaluation reserve: 


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

22.
Shareholders’ Equity (Contd.)

vii)
Special reserve:
Special Reserve represents the surplus after offset of accumulated deficit and treasury stock losses against existing reserves and paid up capital as at 31 December 2001.  

The balance in Special Reserve was transferred to Legal Reserve in 2004.

viii)
Property revaluation reserve:

Property Revaluation Reserve represents the difference between the cost of buildings less accumulated depreciation and their fair values.  Further, the difference between depreciation based on the revalued carrying amounts and the depreciation based on original cost of the property is transferred directly from Property Revaluation Reserve to Retained Earnings.
ix)
Retained earnings:

Retained Earnings includes unrealised gains and losses on translation of financial statements of subsidiaries and gains or losses on remeasurement of available for sale investment assets held at 1 January 2000, being the date of adoption of IAS 39.  Movements during the year are follows:

	
	US$ ’000

	
	2005
	2004

	Gains or losses on translation of subsidiaries: 
	
	

	Balance at 1 January
	3,880
	(2,229)

	Translation difference transferred to income on disposal of subsidiary
	(3,880)
	3,023

	Currency translation differences arising during the year
	-
	3,086

	
	
	

	Balance at 31 December
	-
	3,880

	
	
	

	Gains or losses on remeasurement of investment assets: 
	
	

	Balance at 1 January
	876
	1,293

	Transfer on sale of subsidiary
	(468)
	-

	Transfers on disposal
	15
	(417)

	
	
	

	Balance at 31 December
	423
	876


23.
MINORITY INTERESTS 

	
	US$ ’000

	
	2005
	2004

	
	
	

	At 1 January
	17,573
	15,487

	Share of profit and movement in equity of subsidiaries
	(1,784)
	4,985

	Change arising from sale of interest in subsidiaries, net
	(16,510)
	(2,899)

	Capital contribution in subsidiary
	56,875
	-

	
	
	

	At 31 December
	56,154
	17,573


24.
SEGMENT INFORMATION

i)
Analysis of revenue by primary business segment:

The Group’s reinsurance business consists of three main business segments, non-life treaty, non-life facultative mainly involving underwriting of property and marine classes and life mainly involving short term group life policies. 

	
	US$ ’000

	
	Year ended 31 December 2005
	Year ended 31 December 2004

	
	Treaty
	Facultative
	Life
	Total
	Treaty
	Facultative
	Life
	Total

	Revenues :
	
	
	
	
	
	
	
	

	Gross premiums written

	144,984 
	23,105
	5,563
	173,652
	108,099
	17,891
	5,297
	131,287

	Outward reinsurance premiums 
	(15,877)
	(3,406)
	(394)
	(19,677)
	(10,932)
	1,397
	(722)
	(10,257)

	Change in unearned premiums - gross
	(17,220)
	(3,174)
	272
	(20,122)
	(8,446)
	1,519
	63
	(6,864)

	Change in unearned premiums - reinsurance
	1,041
	(34)
	-
	1,007
	(16)
	(117)
	-
	(133)

	Net earned premiums 
	112,928
	16,491
	5,441
	134,860
	88,705
	20,690
	4,638
	114,033

	
	
	
	
	
	
	
	
	

	Investment income attributable to insurance funds
	8,258
	6,710
	217
	15,185
	5,667
	7,503
	81
	13,251

	
	121,186
	23,201
	5,658
	150,045
	94,372
	28,193
	4,719
	127,284

	CostS and Expenses :
	
	
	
	
	
	
	
	

	Gross claims paid
	(68,743)
	(41,529)
	(3,566)
	(113,838)
	(70,452)
	(50,223)
	(2,946)
	(123,621)

	Claims recovered from reinsurers
	6,022
	51,193
	580
	57,795
	7,207
	28,160
	1,103
	36,470

	Change in provision for outstanding claims - gross
	(21,954)
	15,592
	(661)
	(7,023)
	3,668
	57,390
	(655)
	60,403

	Change in provision for outstanding claims - reinsurance
	710
	(38,977)
	62
	(38,205)
	(1,584)
	(25,589)
	(99)
	(27,272)

	Change in provision for unreported losses – gross
	1,096
	7,569
	(526)
	8,139
	(1,732)
	3,586
	(1,231)
	623

	Change in provision for unreported losses - reinsurance
	680
	(741)
	120
	59
	1,901
	(2,521)
	(11)
	(631)

	Claims and related expenses 
	(82,189)
	(6,893)
	(3,991)
	(93,073)
	(60,992)
	10,803
	(3,839)
	(54,028)

	
	
	
	
	
	
	
	
	

	Policy acquisition costs
	(35,169)
	(4,538)
	(502)
	(40,209)
	(34,305)
	(3,974)
	(479)
	(38,758)

	Policy acquisition costs recovered from reinsurers
	5,408
	174
	-
	5,582
	5,377
	145
	-
	5,522

	Change in deferred policy acquisition costs - gross
	1,640
	601
	-
	2,241
	2,000
	(183)
	-
	1,817

	Change in deferred policy acquisition costs - reinsurance
	(269)
	1
	-
	(268)
	(90)
	3
	-
	(87)

	Policy acquisition costs
	(28,390)
	(3,762)
	(502)
	(32,654)
	(27,018)
	(4,009)
	(479)
	(31,506)

	
	
	
	
	
	
	
	
	

	Operating expenses
	(11,163)
	(2,251)
	(736)
	(14,150)
	(8,146)
	(2,592)
	(722)
	(11,460)

	Segment underwriting result 
	(556)
	10,295
	429
	10,168
	(1,784)
	32,395
	(321)
	30,290

	Operating expenses – unallocated #
	
	
	
	(2,017)
	
	
	
	(4,781)

	Underwriting result
	
	
	
	8,151
	
	
	
	25,509


# Unallocated operating expenses represent corporate expenses.

24.
Segment iNFORMATION (Contd.)
ii)
Analysis of premiums by secondary business segment – geographical location of the risk insured:

	
	US$ ’000

	
	2005
	2004

	
	Treaty
	Facultative
	Life
	Total
	Treaty
	Facultative
	Life 
	Total

	Gross premiums from: 
	
	
	
	
	
	
	
	

	-  Middle East & North Africa
	88,147
	17,329
	5,563
	111,039
	66,661
	14,954
	5,297
	86,912

	-  Africa
	9,047
	878
	-
	9,925
	9,163
	625
	-
	9,788

	-  Asia
	47,149
	4,898
	-
	52,047
	32,275
	2,665
	-
	34,940

	-  Europe
	641
	-
	-
	641
	-
	(353)
	-
	(353)

	
	
	
	
	
	
	
	
	

	
	144,984
	23,105
	5,563
	173,652
	108,099
	17,891
	5,297
	131,287


iii)
Analysis of segment assets and liabilities of continuing operations:

	
	US$ ’000

	
	2005
	2004

	
	Treaty
	Facultative
	Life
	Total
	Treaty
	Facultative
	Life
	Total

	
	
	
	
	
	
	
	
	

	Segment assets
	112,984
	114,863
	1,981
	229,828
	94,464
	98,024
	1,365
	193,853

	
	
	
	
	
	
	
	
	

	Segment liabilities
	257,881
	213,313
	5,748
	476,942
	223,225
	224,579
	4,550
	452,354

	
	
	
	
	
	
	
	
	


25.
Discontinued operations

An analysis of the results of discontinued operations and the related cash flows which include the activities of CNIA Assurance (S.A) for the current year and additionally, Arab Misr Insurance Group (S.A.E.) and Arab Jordanian Insurance Group (P.L.C.) (subsidiaries sold in 2004) during the previous year is as follows:


Results

	
	US$ ’000

	
	For the year ended
31 December 2005
	For the 
year ended 
31 December

2004

	
	
	

	Gross written premium
	29,172
	130,395

	Earned premium
	29,771
	96,481

	Claims and other expenses
	(35,355)
	(113,071)

	Investment income
	19,117
	29,798

	Taxation
	(7,436)
	(8,730)

	Profit from operations before minority interest
	6,097
	4,478

	Minority interest
	364
	(1,796)

	Profit from operations
	6,461
	2,682

	Gain on sale of operations
	22,398
	82

	
	
	

	Profit from discontinued operations
	28,859
	2,764



Cash Flows

	
	US$ ’000

	
	For the year ended
31 December 2005
	For the 
year ended 
31 December

2004

	
	
	

	Operating cash flows
	37,367
	26,434

	Investing cash flows
	(17,032)
	(32,104)

	Financing cash flows
	(2,539)
	190

	Effect of exchange rates
	370
	794

	
	18,166
	(4,686)


26.
OUTWARD REINSURANCE PREMIUMS

	
	US$ ’000

	
	2005

	
	Treaty
	Facultative
	Life 
	Total 

	
	
	
	
	

	Proportional retrocession premium
	13,424
	2,316
	-
	15,740

	Protection premium
	2,450
	179
	394
	3,023

	Reinstatement premium
	3
	911
	-
	914

	
	
	
	
	

	
	15,877
	3,406
	394
	19,677


26.
OUTWARD REINSURANCE PREMIUMS (Contd.)
	
	US$ ’000

	
	2004

	
	Treaty
	Facultative
	Life
	Total

	
	
	
	
	

	Proportional retrocession premium
	9,628
	(1,566)
	-
	8,062

	Protection premium
	1,225
	939
	722
	2,886

	Reinstatement premium
	79
	(770)
	-
	(691)

	
	
	
	
	

	
	10,932
	(1,397)
	722
	10,257


27.
Investment Income

	
	US$ ’000

	
	2005
	2004

	
	Insurance funds
	Shareholders’ funds
	Total
	

	
	
	
	
	

	Interest income
	7,150
	8,714
	15,864
	12,507

	Dividends
	934
	1,063
	1,997
	1,697

	Realised gains 
	11,550
	13,144
	24,694
	9,073

	Loss on remeasurement of trading investments
	(2,999)
	(3,413)
	(6,412)
	(848)

	Impairment loss
	(712)
	(811)
	(1,523)
	(664)

	Other
	(738)
	(840)
	(1,578)
	(1,182)

	
	
	
	
	

	
	15,185
	17,857
	33,042
	20,583


28.
OPERATING EXPENSES

	
	US$ ’000

	
	2005
	2004

	
	Underwriting
	Non-Underwriting
	Total
	

	
	
	
	
	

	
	
	
	
	

	Salaries and benefits
	14,545
	3,754
	18,299
	15,339

	General and administration
	1,622
	2,943
	4,565
	5,698

	
	
	
	
	

	
	16,167
	6,697
	22,864
	21,037


29.
Other income

	
	US$ ’000

	
	2005
	2004

	
	
	

	Third party administration services
	4,656
	3,839

	Software sales and related services
	366
	847

	Interest on cash balances
	392
	284

	Foreign exchange gains
	1,339
	1,076

	Gain on sale of interest in associate
	-
	5,100

	Gain on sale of land
	-
	2,279

	Other
	1,638
	435

	
	
	

	
	8,391
	13,860


30.
OTHER EXPENSES AND PROVISIONS

	
	US$ ’000

	
	2005
	2004

	
	
	

	Provision for doubtful receivables and deposits
	5,272
	2,516

	Scheme of arrangement fee 
	947
	10,962

	Impairment in value of land
	-
	1,063

	Interest on borrowing
	2,553
	936

	Other
	672
	2,569

	
	
	

	
	9,444
	18,046


31.
Earnings Per Share attributable to shareholders
Basic earnings per share has been computed as follows:

	
	
	For the year ended 

31 December 2005
	For the year ended 

31 December 

2004

	
	
	
	

	Weighted average number
of shares outstanding
	’000
	197,161
	157,257

	Continuing operations:  
	
	
	

	    Net profit
	US$’000
	19,338
	23,769

	    Earnings per share 
	US$
	0.10
	0.15

	Discontinued operations: 
	
	
	

	    Net profit
	US$’000
	28,859
	2,764

	    Earnings per share 
	US$
	0.15
	0.02

	Total earnings per share
	US$
	0.25
	0.17


32.
EMPLOYEE SHARE SCHEME

The Group operates a cash-settled, share based compensation scheme since 2001. Awards under the scheme are subject to the Company achieving specified minimum rates of return to shareholders and are determined based on an evaluation of employee performance against objectives agreed in advance. Virtual shares are allocated at the end of the financial year, being the allotment date, based on the fair value of the Company’s shares at the beginning of the financial year. These virtual shares will vest in the employees after two years from the allotment date. 

During the year, the Board decided to vary the terms of the Employee Share Scheme in order to eliminate the impact of market price volatility.  Consequently, all existing schemes are being terminated as a result of which, an additional charge of 
US$ 838,000 has been recognized in income in 2005.

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

	
	US$ ’000

	
	2005
	2004

	
	
	

	Liability
	5,025
	2,605

	Expense
	2,504
	2,084

	
	
	


33.
POST EMPLOYMENT BENEFITS
The Group operates a number of post employment plans on defined benefit basis. Eligibility for participation in the defined benefit plans is based on completion of a specified period of continuous service or date of hire.  Benefits are based on the employee’s years of service.

The principal actuarial assumptions used for accounting purposes were:

	
	2005
	2004

	
	
	

	Discount rate
	4.3%
	3.7%

	Expected return on plan assets
	4.3%
	3.7%

	Future salary increases
	3.3%
	3.3%

	
	
	


The movements in the liability recognised in the balance sheet are:

	
	US$ ’000

	
	2005
	2004

	
	
	

	Balance at 1 January
	9,292
	8,851

	Accruals for the year
	1,571
	1,555

	Payments during the year
	(944)
	(1,114)

	
	
	

	Balance at 31 December
	9,919
	9,292


34.
Forward Foreign Exchange Contracts

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

i.
Forward foreign exchange contracts – by currency:

	
	US$ ’000

	
	2005
	2004

	
	Notional amount purchases
	Notional amount 

sales
	Notional amount purchases
	Notional amount sales

	
	
	
	
	

	Euro
	26,465
	24,018
	14,868
	45,354

	Pound Sterling
	618
	2,107
	2,608
	6,255

	Japanese yen
	-
	3,393
	75
	2,943

	Other
	1,179
	3,511
	5,362
	7,895

	
	
	
	
	

	
	28,262
	33,029
	22,913
	62,447


Notional amounts are the contract amounts used to calculate the cash flows to be exchanged.  They are a common measure of the volume of outstanding transactions, but do not represent credit or market risk exposures.

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


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

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

The following table summarises the fair value of the Group’s hedging portfolio of forward foreign exchange contracts at the balance sheet date, segregating the items between those that are in an unrealised gain position from those that are in an unrealised loss position.

	
	US$ ’000

	
	2005
	2004

	
	Purchases
	Sales
	Purchases
	Sales

	
	
	
	
	

	Unrealised gains
	111
	126
	1,182
	4

	Unrealised losses
	(4)
	(143)
	(2)
	(3,103)

	
	107
	(17)
	1,180
	(3,099)


35.
COVERED OPTIONS

The Group writes and buys quoted covered call and put options as part of its investment portfolio.  The notional amounts of these options are not recognised in the Group’s consolidated financial statements.  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.  The liability and asset relating to these options amounted to US$ 457,284 (2004: US$ 1,683,030) and US$ nil (2004: US$ 250) respectively.  All options are denominated in US Dollars and are due to expire in less than one year.  The counter parties in respect of these transactions are leading financial institutions.
The notional amount and fair value of covered call and put options outstanding at the balance sheet date are as follows:
	
	US$ ’000

	
	Notional 

amount
	Fair value of notional amount

	
	2005
	2004
	2005
	2004

	
	
	
	
	

	Call options written
	13,509
	23,518
	13,652
	24,850

	Put options purchased
	-
	275
	-
	410

	
	
	
	
	


36.
Reconciliation of Net result to Cash flows from Operating Activities

	
	US$ ’000

	
	2005
	2004

	
	
	

	Profit from continuing operations before minority  interests
	18,258
	23,859

	Increase (decrease) in insurance funds
	21,994
	(34,627)

	Change in insurance receivable/payable, net
	(11,487)
	(10,526)

	Change in accrued income
	(22,324)
	(622)

	Change in other assets/liabilities, net
	107,067
	(67,869)

	
	
	

	Net cash provided by (used in) operating activities
	113,508
	(89,785)


37.
Fair Value Disclosure

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

	
	US$ ’000

	
	2005
	2004

	
	Book value
	Fair value
	Book value
	Fair value

	ASSETS
	
	
	
	

	Cash and cash equivalents
	340,051
	340,051
	104,723
	104,723

	Investments 
	316,283
	315,705
	976,086
	978,444

	Accrued income
	42,560
	42,560
	58,297
	58,297

	Insurance receivables
	43,671
	43,671
	129,122
	129,122

	Insurance deposits
	46,677
	46,677
	58,520
	58,520

	Other assets
	6,371
	6,371
	12,186
	12,186

	
	
	
	
	

	LIABILITIES
	
	
	
	

	Insurance payables
	28,391
	28,391
	124,889
	124,889

	Borrowings
	75,926
	75,926
	54,663
	54,663

	Other liabilities
	43,257
	43,257
	72,058
	72,058

	
	
	
	
	


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

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

i. General:

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

ii. Investments:
The fair value of debt securities, common stock of listed companies and other investments, where applicable, is based on quoted market prices.  For certain other investments, which are not listed, a reasonable estimate of fair value has been made based on available financial data relating to these investments.

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

iv)
Covered options:

The fair value of covered options is based on their quoted market prices.

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

38.
PRINCIPAL SUBSIDIARIES

At 31 December 2005, the principal subsidiaries of the Company were:

	
	Country of incorporation
	Ownership

	
	
	

	Arig Insurance Company Limited
	United Kingdom
	100.0%

	Arima Insurance Software W.L.L.
	Bahrain
	100.0%

	Gulf Warranties W.L.L.
	Bahrain
	66.0%

	Takaful Re Limited
	United Arab Emirates
	54.5%


All holdings are in the ordinary share capital of the subsidiaries concerned.  Principal changes in ownership and developments in the status of the subsidiaries since 31 December 2004 are as follows:
i) Gulf Warranties W.L.L.:  During the year, Gulf Warranties W.L.L. was incorporated as a limited liability company in the Kingdom of Bahrain to take over, as of 1 January 2005, all of the operations, assets and liabilities of Gulf Warranties Limited, the subsidiary that was incorporated in the British Virgin Islands.

ii) CNIA Assurance (S.A): The Company sold its entire 67% holdings in CNIA Assurance (S.A), on 8 June 2005 for a net cash consideration of US$ 50,000,000.  These consolidated financial statements do not include the accounts of CNIA Assurance (S.A) as the results of its operations, as recorded by the Group one quarter in arrears, until the date the company ceased to exercise control over the subsidiary are presented as results from discontinued operations (note 25).
Restated comparative proforma information for certain key elements in the balance sheet as at 31 December 2005 that present the effect of disposal of the subsidiary for the corresponding preceding year is given below:

	
	US$ ’000

	
	31 December 2005
	31 December 2004 

(Proforma)

	
	
	

	Cash and cash equivalents
	340,051
	89,945

	Investments
	316,283
	409,098

	Accrued income
	42,560
	20,236

	Insurance receivables
	43,671
	52,690

	Insurance deposits
	46,677
	54,233

	Reinsurers’ share of technical provisions
	79,568
	79,977

	Others
	33,418
	67,513

	Total assets
	902,228
	773,692

	
	
	

	Technical provisions
	426,117
	410,132

	Insurance payables
	28,391
	30,165

	Others
	119,183
	109,593

	Total liabilities
	573,691
	549,890

	
	
	

	Minority interests
	56,154
	699

	
	
	

	Shareholders’ equity
	272,383
	223,103


38.
PRINCIPAL SUBSIDIARIES (cONTD.)

Key elements of the subsidiary’s contribution to the operating income of the Group are as follows:

	
	US$ ’000

	
	For the year ended
31 December 2005
	For the 
year ended 
31 December

2004

	
	
	

	Gross written premium
	29,172
	121,003

	Earned premium
	29,771
	90,792

	Claims and other expenses
	(35,355)
	(107,884)

	Investment income
	19,117
	29,063

	Taxation
	(7,436)
	(8,730)

	Minority interest
	364
	(1,796)

	Net profit
	6,461
	1,445


The amounts of principal items of assets and liabilities of CNIA Assurance (S.A) that were disposed and the cash inflows arising from such disposal are summarised below:

a)
Value of net assets disposed:

	
	US$ ’000

	
	

	Cash and cash equivalents
	32,944

	Investments 
	568,472

	Insurance receivables
	53,161

	Reinsurers’ share of technical provisions
	123,673

	Other assets
	54,955

	Technical provisions
	(684,835)

	Insurance payables
	(72,119)

	Other liabilities
	(32,392)

	Value of net assets 
	43,859

	Less: Value of interests held by minority
	14,474

	
	

	Value of net assets disposed
	29,385


b)
Cash inflows from disposal:

	
	US$ ’000

	
	

	Net sale consideration
	50,000

	Less : Cash and cash equivalents
	32,944

	
	

	Cash inflow on disposal
	17,056


iii)
Takaful Re Limited: During the year the Company along with several major regional financial institutions incorporated Takaful Re Limited in the Dubai International Financial Centre in the United Arab Emirates as a dedicated provider of Islamic reinsurance and related services. The Company holds a 54.5% interest in the subsidiary’s issued and paid up capital of US$ 125 million which was paid for in cash. 
39.
Related party disclosures

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

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

	
	US$ ’000

	
	2005
	2004

	
	
	

	i)
Directors
	
	

	-  Remuneration paid
	900
	207

	-  Allowances 
	106
	70

	
	
	

	ii)
Key management compensation
	
	

	-  Salaries and other short-term employee benefits
	1,617
	1,102

	-  Post-employment benefits
	310
	150

	-  Share-based payments
	1,235
	1,003

	
	
	

	iii)
Balances due from associates
	233
	468

	
	
	


All transactions with related parties are conducted on an arm’s length basis. All outstanding balances from related parties are expected to be settled within 12 months. No provisions have been required in 2005 and 2004 for any outstanding amounts due from related parties.
40.
Parent Company

The unconsolidated balance sheet of the parent company, Arab Insurance Group (B.S.C.), is presented below.  

	
	US$ ’000

	
	2005
	2004

	ASSETS
	
	

	
	
	

	Cash and cash equivalents
	205,201
	72,640

	Investments
	313,629
	409,098

	Accrued income
	42,469
	20,236

	Insurance receivables
	42,596
	39,066

	Insurance deposits
	46,488
	48,272

	Deferred policy acquisition costs
	13,259
	11,303

	Reinsurers’ share of technical provisions 
	79,568
	79,940

	Other assets
	11,006
	14,072

	Investment in subsidiaries
	75,961
	47,075

	Investment in associated companies
	895
	3,907

	Fixed assets
	9,891
	9,867

	
	840,963
	755,476

	LIABILITIES 
	
	

	
	
	

	Technical provisions
	426,117
	408,610

	Insurance payables
	28,364
	29,187

	Borrowings
	75,926
	50,273

	Other liabilities 
	38,173
	44,303

	
	
	

	
	568,580
	532,373

	SHAREHOLDERS’ EQUITY (note 22):
	
	

	Share capital 
	200,000
	200,000

	Treasury stock
	(2,836)
	(2,836)

	Reserves 
	30,991
	19,248

	Proposed appropriations
	31,080
	900

	Retained earnings
	13,148
	5,791

	
	
	

	
	272,383
	223,103

	
	840,963
	755,476


41.
events after the balance sheet date
i) Subsequent to the close of the financial year 2005, the company has sold 0.5% interest in the subsidiary, Takaful Re Limited, to an identified business partner at the nominal value of the shares.  
ii) The directors propose to recommend the following appropriations for approval of shareholders at the Annual General Assembly meeting to be held on 29 March 2006:

	
	US$ ’000

	
	

	Cash dividend of US$ 0.05 per share of US$ 1 each
	10,000

	Stock dividend of 1 share for every 10 shares held
	20,000

	Directors’ remuneration
	1,080

	
	

	
	31,080
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