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Dear Shareholders,

The Board of Directors is pleased to present the 28" Annual Report of the
Company together with the audited financial statements for year ended on 31"
December 2007.

All operating entities of the Company have maintained their growth momentum in
their respective markets. The gross written premium income has increascd by 42%
to AED 933m against AED 656m in year 2006. The underwriting profit grew by
8% from AED 109m in 2006 to AED 118m for year 2007. The investment income
decreased by 6% from AED [64m in 2006 to AED 154m for year 2007.

The smaller growth in underwriting profit is attributable to the unusual frequency
of some major losses in 2007 suffered by BEST Re, our Re-Takaful entity, in
South East Asia and UAE. However the results indicate the resilience of BEST Re
against unusually large and more frequent claims. The decrease in investment
income is normal in light of the unusually higher returns of regional equity
markets witnessed in 2006.

Your Company Salama was upgraded to a financial strength rating of “A-" by AM
BEST at the beginning of 2008. It was also awarded a financial strength rating of
“BBB+” by S & P. Both ratings are based on good competitive position, strong
operating performance and strong capitalization. Both ratings carry stable outlook
which is unlikely to change in near future.

Financial highlights of the Company for years ended December 2007 and 2006 are

as follows:-
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2007 2006

AED “000 AED ‘000
Gross premium written 933,222 655,795
Net premium earned 740,939 544,205
Net claims incurred 423,506 295,623
Net profit 153,028 177,231
Provision for unearned premium -28,046 -21,969
Gross provision for outstanding claims 100,377 63,075
Share Capital l,lﬁﬂ,{mﬂ 1,100,000

Economies in all countries, where our group operates have sustained and continue
to demonstrate a strong performance. As such our group entities are likely to
benefit from viable economic environments in which they operate, as well as from
under-developed insurance and Takaful markets. All our entitics are continuing to
expand organically combined with exploring new markets for their products and
expanding in new line of business. In 2008 we cxpect to get approval for a new
Family (life) Takaful entity in both Egypt and Senegal. Salama Saudi Arabia
(KSA) was among the first four companies to get full operating approvals from
SAMA at the beginning of 2008. Salama KSA shows very strong prospects aided
by a good branch network across Saudi Arabia.

SALAMA is the largest Takaful and Re-Takaful company in the world by
coverage and capitalization. Your Company Board is committed to maintain this
strong leadership position.

We would like to convey our thanks to our clients and reinsurers for their
invaluable support. We would like to thank the management and staff for their
efforts and contribution towards the growth of the Company.

Board of Directors
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The Shareholders .
Islamic Arab Insurance Co. (Salama) and its subsidiaries

Independent auditor’s report

We have audited the accompanying consolidated financial statements of Isfamic Arab Insurance Co. (Salama) ("the
Company") and its subsidiaries (collectively referred to as the “Group”) which comprises the consolidated balance
sheet as at 31 December 2007, the consolidated statement of income, the consolidated statement of cash flows and
the consolidated statement of changes in shareholder’s equity for the year then ended, and a summary of significant
accounting policies and other explanatory notes,

Management’s responsibility for the financial statements

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

Auditor’s respousibility

Ouwr responsibility 18 to express an opinton on these consolidated financial statements based on owr sudit. We
conducted our audit in accordance with haternational Standards on Auditing. Those standards require that we
comply with relevant ethical requirements and plan and perform the audit to obtain reasonable assurance whether
the eonsolidated financial statermnents are free of material misstaternent.

An audit involves performing procedures o obtain audit evidence about the amounts and disclosures i the
consolidated financial statements. The procedures selected depend on our judgment, including the assessment of
risks of material misstatement of the consolidated financtal statements. whether due to fraud or error. In making
those risk assessments, we consider internal control relevant to the entity’s preparation and fair presentation of the
consolidated financial statements in order to design audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the entity’s nternal control. An audit also
includes evaluating the appropriaieness of accounting principles used and reasonableness of accounting cstimates
made by management, as well as evaluating the overall presentation of the consolidated financial statements,

We believe that theaudit evidence we have obtained is sufficient and appropriate to provide a basis for our opinjon,
Opinjon

In our opinion, the consolidated financial statements present fairly, in all material respects, the financial position of
the Group as at 31 December 2007, and its financial performance and its cash tlows for the year then ended in
accordance with Tnternational Financial Reporting Standards and comply with the relevant Articles of the Company
and the UAFE Federal Law No. 8 of 1984 (as amended) concernming commercial compantes and Federal law No. 9 of
1984 (as amended) concerning insurance companies and agents.

Report on other legal and regulatory requirements

As required by the Federal Law No. § of 1984 (as amended), we further confirm that we have obtained all
infovmation and explanations necessary [or our audit, that proper financial records have been kept by the Group and
the contents of the Directors’ report which refate to these consolidated financial statements are in agreement with the
Giroup’s financial records. We are not aware of any violation of the above mentioned Law and the Articles of
Assaciation having occared during the year ended 31 December 2007, which may have had s matevial adverse
effect op the bust‘r}f;.ss of the Group or its financial position.
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Islamic Arab Insurance Co. (Salama) and its subsidiaries

Consolidated statement of income
Jor the vear ended 31 December 2007

Nore 2007 2000
UNDERWRITING RESULTS AED000 ALED 000
Underwriting income
Gross written premuum 933,222 657,592
Lesy: reinsurance prenyiums ceded (163,337) {91418}
Net prenuum 769,885 266,174
Net movement i unearned premium {28.9406) (21.96%
Premiums earned 740,930
Commission received oo ceded reinsurance 23022

763,961

Underwriting expenses

Giross claims paid 355,003 287,196
Less: reinsurance share of clammes pad (31.874H {24.0648)

Net ¢las pad 323,129
Met movenwnt i outstanding clamis & Technical Resarve Uil 100,377
Claims tcurred 423,500

Conmpission paid and other costs 221971

Net underwriting inconmw

neonie
fnvestment meon 5 154,832 65,630
TSI T 9,633 X364

282,049 281552

Expenses

Creneral & admisttive esponses (102.7701)

Financial expenses (19.084)

Provision for charitable donatinns fit (2.703)

Nt profit before tax for the year 138.101 PR 3TN

Tax €3.334) {1437

Net profit after tax for the year 154,767 182,141

Earniags per share (AED} i3 14 R

Attributable to:

Sharehelders 153,029 PPN

Policvholders - N

Munoruy nterest 1718 SR
154.707 PR2. 14

The notes on pages 9 to 54 forrm an integral part of these consalidated financial stements.

The independent suditor’s report 13 set out on page 3.
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Islamic Arab Insurance Co. (Salama) and its subsidiaries

Consolidated balance sheet
at 31 December 2007

Note
ASSETS
Property and equipment 11
Intangible assets 12
Goodwill b
Investment properties /13
Investments in associates 14
Statutory deposits 15
Investments 16
Deposits with insurance and reinsurance companies 17
Premiums and insurance balance receivables 18
Reinsurers’ share of outstanding claims 21
Reinsurers’ share of unearned premiums 22
Amounts due from related parties 26
Other assets and receivables 19
Cash and bank balances 20
TOTAL ASSETS
LIABILITIES
Bank finance 25
Outstanding claims & Family Takaful reserve 21
Unearned premiums reserve 22
Insurance balances payable 23
Other payables and accruals 24
Amounts due to related parties 26
TOTAL LIABILITIES
NET ASSETS EMPLOYED
FINANCED BY:
Shareholders’ equity
Policyholder funds 28
Minority interest 27

The notes on pages 9 to 54 form an integral part of these consolidated financial statements.

2007
AED’000

65,995
8,541
186,194
90,095
29,607
28,207
855,841
306,788
455,207
101,166
48,772
50,059
107,605
177,088

178,142
517,969
172,621
108,082
92,543
4,957

2006
AED’000

53,468
10,993
186,194
74,908
33,539
22,872
222,732
285,310
316,851
67,315
20,823
7,826
40,367
809,172

162,623
379,473
115,172
76,713
91,139
14,014

1,313, 236

We approve these consolidated financial statements and confirm that we are responsible for them,

including selecting the accounting policies and making the judgements underlying them,

We also

confirm that we have made available all relevant accounting records and information for their

compilation, -~

A

s J
These consolidated financial statements were approved on,/ ;

i

ol prAF [m/MZ”f//f

Vice Chairman & CEO General '\/lanager

The independent auditor’s report is set out on page 3.



Islamic Arab Insurance Co. (Salama) and its subsidiaries

Consolidated statement of cash flows
For the year ended 31 December 2007 1007 2006
AEDG00 AED 000

Operating activities

Net profit before sunorty injeres 134,767 182,141
Adjustment jor:

Depreciation 5,554 4,370

Nel movement i pnearned proniusm reserve 28,946 21473
Unrealised gam/oss on frvestments 13,762y J245
Ulnreatised gatodhoss on mvestinent propersty {15.188) {3A70%
Amortisation of intangibli: assers 2000 IR
Share of profiZ(ossy rom assaciales 3,033

Drividend mcanme (1,052 {3535

Operaiing profic hefore chasoey ot we & rapihid L43.79K

vrmse i deposts wath amarancg and reinagrancy conapnt

[ &3 3

e ease 1 prertiums g ssurancy balance reaetvalle [ R REIY

Cnerense ydeoea o parties {42,233

thles {67238

':Il"ﬂ.‘lk.'k'.i&‘;l.511‘1.’"”{1%(3 i other asscts and e

Ir

wngding et of reimsiesy 4,648

EGHRE 14

payal 3T

rarhicd CRIET

Cash foes fipm speraasis seriving R

Trirt esting petivitivs

o (INERYY Ry,

Nyt (e eH [N LT

RS

Net rmov et | i )

Stagulory depuvatty (3,145,

Fvest JRSRALE) g

(el iy de > ‘ TIRE .
Flim oo activitics
Dovrase B NS y (2478

Bank fisance

WIECEN

REERY S

e pestex ane pages ¥ vrof these casehdatod tirand

statomeniy.

The independent auditor s report 15 set ot on page 3,
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Islamic Arab Insurance Co. (Salama) and its subsidiaries

Notes
(formin

I

i~

a)

¢ purt of the consolidated financial statements)

Legal status and activities

Islamic Arab Insurance Co. (Salama) (“the Company™) is a public sharcholding company,
registered in the Emirate of Dubai, United Arab Emirates (UALE) and operates through various
branches in the UAE. The registered office of the Company 1s P O Box 10214, Dubai, United
Arab Emirates. The principal acuvity of the Company is the writing of all clagses of general
insurance and life insurance business (started 2000), principally motor insurance, in accordance
with Islarmie Sharia’a primciples and in accordance with UAF Federal Law no. 9 of 1984
refating to msurance companies and insurance agents

In September 2003, the Company acquired 8221% of Takatul & Retakaful Internanonal
favestment Company BSC (¢) {“Taric™ (“the Subsidiary”™h a closed Bahramn Joint Stock
Company incorporated in the Kingdom of Bahrain, with the control transferring with effect
from 1 January 2005 i accordance with a Sale and Purchase Agreement trelor note 53 After the
inttial purchase. further acquisitons were made in Tariee . Aoy purchasme additional 4,080,463
shares 1n 2007 the holding of the Company imereased 10 99.40% as st 31 Decerber 2007

In addivon, the Company acquired 222494 shares i Best Re which ix one ot the subsidianies of
Tarne. The shares acquired represents 40,45 70 holding i Best Be, Durmy the third guarior of
20006, Best Re has mereased s shave capital from S50.000 10 1 midiwon shaves which all were
abiotted 1o Tarve. The sharcholdings of the Company decrcased 10 222387,

The Company and s subsidiaries we referred 1o as “the Group™. Tarnc i a holding compan:

and no vommercial activities are carried vut i the Kingdom of Babra, 1t has the followy

subsidrartes which are engaged in msurance and romsurance under Bdamie Shara™s principles:

Tariic Ownership

31 December 31 Decenaber Country of

Subsidiaries 2007 Incorporation

Best Re 77.75% Funisia

Salama Senegal Sosar 52.66% Seneyal
Subama Assurances Algorse

(formeriy Al Baraka Oua Al Amane) RO FE% 8911 Algeria

Foyvpt Saudy Insurance Home S1L15% TR Favm

Basis of preparation

Statement of compliance

1

Phese financial staternents have been prepared s accondunce with Inlernationad Financral
Keportmg Standards ("IFRS™) und s interpretations adopted by the International Accounting
Standards Board ("IASBE™Y und the requirements of UAE Foderal Law No s of (984 (as
amended)

The prinapal accountng policies adopted m the preparaton of these consohdatod Dnancsad
statements are st out below. These policies have been consistently applied w all vears
presented unless otherwise stated,



Islamic Arab Insurance Co. (Salama) and its subsidiaries

Notes (continued)

b)

¢}

d)

Basis of preparation {continued)

Basis of measurement

The consolidated financial statements have been prepared on the historical cost basis except
for the following:

1) financial instruments at fair value through profit and loss are measured at faw value,
u) available-for-sale financial assets are measured at far value, and

H1) investment property 1s measured at fam value,

v} land and buitdings are measured at fair vatue,

Functional and reporting carrency

The consolidated fnancial statements have been prepared m UAL Dirhams (AED).
Critical accounting estimates and judgement in applying acconnting policies

The Group makes estimates and assumptions that affect the reported amouwts of assets wnd
labihitics within the next financial vear, Estimates and judgements are continuatty cvaluated

and based on historica] experence and the factors includimg expectations ol rocvents that

are beheved to be reasonpbie under the cocumstances

£

(e wlvimarre Hia

P} i PR Zosiyes Y s Foir Servseragy Ny
T AN AN Y PO RN Bl G 9T IRN IR OL ORIty

The estimation of e ultnmaie habiity ansmyg Grom claoms made under msurance contrasts 18
the Group's most entical sccountmyg estimate. There are several sourees of wcortamty that

!
ely pay for such

need 1o be considered in estunating the higbihty dhat the Group wali ubine

o of clamis

claims. The provision for claims imcorred but not reported CIBNRT) s an estiman

which are expected o be reported subsequent 1o the batance sheet dute. By which the nsured

event has occurred priov fo the badunce sheet daw,
N P P T oy
]!z;jhlu?!lch: FERSXON G PCEIVETIN ON

The Group assesses recervables that are indnadually sigmbicant and recervabies weluded moa

credit sk characteristios for impairment. Receivables

that are mdrvidually assessed Tor impatrment aaud for shich an mpamment joss s or continues

group ol financial asscis with shmtar

0 be recognsed are not ncluded na collective assessment of mparment. This assessment of
mmpatrment requires judgment. Inomakmg thes judgment. the Group eseluates oredit sk

dit
characteristics that consider industry, past-due status and an estimation of future cash fows
being indicative of the abilay to pay all amounts due oy per the conractus! wrms

Impraivnsens lossex on avaifable-for-sale frvesimenss
The Group determumes that avarlable-for-sate unguoted cquity securities are mmparred when

there has been a stgniticant or profonged decline m the fair value below sts cost. Whore fair
vatues are not avatlable, the recoverable amount of such ivestment is estinuted o test for
1

mparrment,  tnomakng this judgement. the Group evatuates credit nsk charaotenstes that
consider ndustry, past due status and an estimation of future cash flows heng ind
ability to pay all amounts due as per the contractuad ferms,

d
cative of the

10



Islamic Arab Insurance Co. (Salama) and its subsidiaries

Notes (continued)

2
e)

Basis of preparation (continued)
New standards and interpretations not vet effective

The Company has chosen not to early adopt the following standard and interpretations that
were 1ssued but not yet effective for accounting pertods beginning on 1 Janoary 2007:

» [FRS 8, Operating Segments {efTective T January 2009):

» IAS 23: (Revised): Borrowing costs (1 January 2009},

« TAS | (Revised): Presentation of financial statemments {1 January 2009);

» [FRIC 13: Customer lovalty programmes (1 July 2008 and

+ [FRIC 12, Service Concesston Arrangements (effective | Januvary 2008).

The application of these new interpretations will not have a material impact on the Uroup’s
consolidated fimancial statements in the pentod of mutia] apphcation,

Basis of consolidation
Suhsidiarivs
Subsidiaries are those enterpnses controlled by the Group. Control exasts when the Uroup

has the power, directly or mdirectly. to govern the

enterprise so as 1o ohtain benefits from ts activites. The consoliduted Brancral stutements of

arcwl and operanng policies of an

wigh statomen

Ceryrey fhge sbegor
P dromsy N ity

the subsivhary are included mthe Group's consobadated

that controd commences until the dawe that control ceases

Mmority interests in the equity and resulis of the entiues that are controlied b
shown as a part of consolidated starements of changes 1in sharebholders cquity in the Group's

vy the Grroup are

consolwdated Dmaneral statements,

i j IR R EFET S t ivey T ey gy i I
Any premmuns or discounts on suhsequent acguisthion. aiter control oo obuaned of egn

mstruments from (or sale of equity instruments to) minonty piterests s recogmsed dhrectdy m
sharcholders™ equity.

Associanes

Associates are those entittes m which the Group has significant intfluence. but not control,
over the Dmancial and operating policies, The consolidated financial statements nclude the
Ciroup’s share of the wital recognised gams and losses of axsociates on an equity accouniing
hasts, from the date that signiheant willuence copunences until the date that siumibicam
nfluence ceases.,

When the Group's share of fosses exceeds s mterest in an associate. the cartying smount of
mvestment s reduced 1o ril and recognition of Hurther losses is discontmued excem o the

extent that the Group has mwwrred legal or constructive obligntons or made pavmoenis on

behalf of an gssociate.
Fransactions elimingted on consolidation

Intra-group balonces and wanssctions, and any unreahized gains ansing tro inta
transactions, are chmimated w preparing the Group's consobidated  fimancial siatements
Unrealized gains arising Drom transactions with associates are  eliminated. wherever
practicable. to the extent of the Group’s mierest in the enterprise. Unrealized losses wre
chiminated in the same way as unreabized gais, but only o the extent that theye is no
evidence of mmpaivment.

—group



Islamic Arab Insurance Co. (Salama) and its subsidiaries

Notes (continued)

3.

b

Significant accounting policies

The accounting policies set out below have been apphed consistently to all periods presented
in these consolidated financial statements.

Insurance contracts

Insurance contracts are those contracts where the insurer accepts significani msurance risk
from the policyholder by agreeng o compensate the poheyholder tf a specified uncertain
future event adversely affects the policvholder. Such contracts may also transfer financial risk,
As a general guidehine, the Group defines significant msurance visk as the possibility of having
to pay benefits on the oceurrence of an msured event,

Reinsurance contracts

Reinsurance contracts are contracts entered nto by the Group with remsurers under which the
Group 1s compensated Tor losses on insurance contracts 1ssued.

The benetits to which the Group ts entithed under its remsurance contracts held are recognsed
as remsurance assets, These assets consists of balances due from reinswers on settfement of

claims and other receivables such as profit commissions and remswrers share of outstunding

claims that are dependent on the expected clamms and heneiits ansing the related

remsured mmsurance contracts. Amounns recoverable from or due 1o remsurers are recognmised
consistently with the amounts associated with the underfvimg msrance contracts and n
accordance with the terms of cach remsurance cordract, Remsurance habiities are primanly
premiuns (Lo, contributionsy payable for rensurance contracts and are recogneed as an
expense when Jduc,

The Oroup assesses 8 rOmBuranes assels for mpaimment on 4 Jii ks 1 there s

obyective evidence that the remsurance assel s impatred, the Group reduces the carrving

amowt of the remsurance asset to its recoverable amount and recognises that impairment loss
m the statements of ncome, Objective evidenee for mmparment 13 a

ssserd as g ovesuit of an
event that oceurred after mutial recognition of the resmsurance gaset that Uie Group may not be
able 10 recerve all the amounts due under the terms of the contract and that the event has a

3

rehiably measurable immpact on the amounts that the Group will receive from the remsurer
Revenue recognition

Gross weitivn preminis
Gross sritten premiwms, oy vespeet of annual policies, are recogmsed in the stalement of

income at policy meeption.  In respect o pohcws warth a term ol n

than vie year, the
!

contribunons are spread over the tenwe of the pohicies on a stratght hine basws. and the

unexpived portion of such contnbutions 1 mefuded under “uncormed prepmums’
sheet.

Reinsuriice cvded _
Remsurance ceded are amounts paid 1o remsurers woaccordance with the reinsuranay coniracis
af the Group. In gespect of proportional remsurance coniraets and non-propaortional
reinsurance contracts, the gmounts are recognised 1w the stutement of meome as per the fenms
of these confracts,

Comnussions carned
Commissions earned are recognised o averval bagis,



slamic Arab Insurance Co. (Salama) and its subsidiaries

Notes (continued)

3.

c)

)

Significant accounting policies (continued)
Revenue recognition {Continued)

Unearned premivm reseive

The uncarned premium reserve represents the estimated proportion of the net premiums written
which relates to the periods of insurance sobsequent to the balance sheet date and s caleulated
at 1/24" method on all insurance business except marine and cargo where 1/6™ method has
been applied. In instances where the management is of the opmnion that the unearned premium
reserve calculated on the above basis 1s not adequate to cover the unexpived risk existing after
the balance sheet date, an additional reserve 1s created.

Claims

Gross elaimys paid
Ciross claims pand are recognised 1n the statement of inconwe svhen the ol amount pavable o
policyholders and third parties s deternmned as per the erms of the msurance contracts,

Clinis recoverad

Clanys recovered inchude amounts recovered from remsurncs companies in 1\'\;\**;1 0f the
gross clamms paid by the Group. m acculddnu with the rensurance contracts hold by the
Ciroup, It also includes salvage and other clamms recoverios

Ciross caistanding cord TBNR clainis

Giross oulstandmg claims comprise the extimaded costs of clans mourred but pot settted o the

halapce sheet date, Provisions for reported clamms not pasd ax ot the comsolidated balanee sheet

date are made on the basis ol individuad case estimates. This proviston s based on the esimaie

of the doss. whieh will eventually be pavable on cach unpaid chwm, established 1:} tslfs
fek

net proviston is also muade for any cl'nmw meurred bt viot reported (CIBNR™ ar the

H

management 1 the ;,hl of curtently avgilable mlormation and pust experienve. An a

consohdated balance sheet date on the basis of management estimmawes, The basis of eslimating
outstanding clams and IBNR are detaied o nede 21

Phe resuranee share of the pross omstandmg claims i ostimated and shown separately,

Podicy ceequedsition coxts

Pohiey acquisttion: costs are those expenses meurred e the acqusition of  business. and
comprise commssions puid, and an allocation of varable poliey ssue and underwritmg
expenses which relate directly 10 the production of the business, Pohey acquisition costs are
fully charged 1o the statement i mcome, in the pertod in which they are meurred.

Salvage asted subrogation veimbursemenss
Some mswrance contracts pernnt the Group to selt property (usually damaged) acquured n
setthing o ofaim Gsalvagey. The Group may also have the neht 1o pursue thivd parties Tor

pavient of some or all costs tsubragation), Estmates of silvage recovenies amd subrogation
rembursements are recognised ax an atlowa

for clanms.,

coon the measurement of the msurance habnhn
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Notes (continued)
3. Significant accounting policies (continued)

e) Income on deposits, lease and dividend income

Dividend income
Dividend imncome is recognised when the vight to receive the dividend is established.

Income from standory and invesuneni deposits
Income from statutory and investment deposits ss recognised on accrual basis,

th] Liability adequacy test

At each balance sheet date. habnlny adequacy ests are performed o ensure the adequacy of the
cantract Habilities using curvent eshmates of future cash flows under msurance contracts. In
performing these, current best esnmates of future contractual cash Hows and claims handhing
and administration expenses, as well as investment income {from the asscte supporing sucl
habilittes are wsed, Any deficieney o the carying amounts s pmmediately charged 1o the
sttement of msurance operations by estabhishing a prosision for fosses arsong from hababity

adequacy twests (the unexpred risk provisian),

Where the bability adequacy test reguares the adoption of nes best ¢

assumpions (without marging for adverse deviation) are used for the subseguent measurement

al these habilines.

Financial instruments

fi =
—

Non-derivative Onancial instruments

Nonsderivative Tinancial Instrurnents vomprise imvesiments i eguty and
Boyrowsmes, and trade and othor

and other recovables, cash and cash equivalents, foans and

pavables,

Non-dertvatve firancial mstruments are recogmsed mmaliy at fur val TN

not at far value through profit or lnss. any

desertbed below . Subsequent o initind recognition non-derivaiive fiman

directly aurbutable transacton vosis, gxcept as

al msiraments are

measured as deseribed below,

A fnancal wstrument s recognised 1 e Group becomes i party o the contractin provistons
of the mstrument, Fianciad assets are derecognised 1 the Group's contractuad vights o the
cash flows from the Fnancial assets expire or 1 the Group transtors the fnancial asset o
another party without retming control or substantially all risks and rewards of the assel
Regular way purchases and sales of financial assets are accounted for at trade date. e, the
date that the Group commits iself to purchuase or sell the asset. Fianvind Hebilittes are

derccognised 1f the Group’s obligations speciiied 1 the contrac) expire or are discharged or

s

canceltied.
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Notes (continued)

30

4]

h}

Significant accounting policies (continued)
Financial instruments (continued)

Cash and cash equivalents comprise cash balances and call deposits. Bank overdrafis that are
repayable on demand and form an integral part of the Group’s cash management are included
as a component of cash and cash equivalents for the purpose of the statement of cash flows.

Held-ta-maturity investments

If the Group has the positive intent and ability to hold debt securities to maturity, then they are
classified as held-to-maturity. Held-to-maturity investments are measured at amortised cost
using the effective profit method. Tess any impanment losses,

Avaifable-for-sale financial assers

The Group’s investments m equity securtties and certamn debt secunities are classilied as
avatlable-Tor-sale financial asseis, Subsequent to mital recognition. they are measured at faw
value and changes theremn, other than mmpairment losses, and torergin exchange pams and losses
on avatlable-for-sate monetary tems, are recogmsed directly n equity. When an investment s
derecognised. the cumudative gan or Joss 1 equity Is transforeed w prelit or Joss.

Tavestents ar fulr value throwgh profit or loss
An mstrument s classified as ac tair value through profit or foss 0t ss hedd for mading or 18
designated as such upon imiial recognition. Fownead mstraments are designated at far value
through profit or toss if the Group manages such investments and makes purchase and sale
decisions based on their fair value. Hpon inttial recognition. attributable ransacton costs ar
pecognised 1 profit or foss when wewred, Faancialinstruments at Sy valoe through profit o
foss are measured at Tty vidue, snd changes therein are recognised in profit or loss,
Otrer

foe

Other non~dervative Dmancial mstrumients arg mwasired at amorosed cost usig the effcen

g
AN

profit method. less any impairment josses,
Investment properties

Investment property is property held gither to earn renial income or Tor capital appreciation of
for both, Investment property s measured at fan value withy any chonge therem recogmsed in
profit or loss.

When the use of o property changes such that s reclassthiod a8 property. plant amld
cguiprient. ss far value st the date of reclassification becomes 1te cost for subseguent

aeeountmg,
Fovcign curreney transactions

Pransactions denonmnated i foresgn currencies are wranslated 1o ARD ar the foreign exchange
rates ruling at the date of the ransaction. Monetary assets and Habilities denomined m
foretgn currencies are translated to AEDY at the foreign exchange rates ruling at the
consohidated balance sheet date. Non-monetary assets and babihities depomimated in foreign
currenetes that arve stuted at historical cost are wanslated o AED at the foreign exchange rates
ruling al the date of the transaction. Foregn exchange differences ansing on translation are
recognised in the statement of imcome. The assets and labilities of foreign subsidiaries and the
equity of associates are translated at the rate of exchange ruling at the consohdated balance
sheet date,

k¥ 43
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Notes (continued)

3.

i)

K)

1}

Significant accounting policies (continued)
Foreign currency transactions {continued)

The statements of imncome of foreign subsidiaries and the results of associates are translated at
the average exchange rates for the year. The exchange differences on the retranslation are
taken directly to equity.

Share capital

Ordinary shares
Incremental costs directly atiributable to 1ssue of ordimary shares and share options are
recogmised as a deduction from equity.

Dreasury shares
Whon share capital recogmsed as equity s yepurchased. the amount of the consideration pand.
meluding directly attributable costss i recogmised as o deducnon from equity. Repurchased

shares are classified as treasury shaves and are presented ax g deduetion from ot cqunty,

Property and equipment and depreciation

Properiy amid eguapriicnt

operty snud equipment ase stated at cost fess aceumulated deprectation and tmpammont fosses,
Property and equipment are stated at cost grnulated deprecration and impat i
iany except for land and building which we stated at revalued amount,

Capitad seark i progress

Capital work e progress 15 stated at cost unpl the construction s complete. Upon the
completion o construction, the cost of such assens together with the cost directly attributable 1o
constructon, inchuding capitalized borrowing costs are transtorred o the respective class of

i
8

Col the gssel conmences before constrgcien s complele

Subsequent expenditure

Expenditure meurred 1o replace a component of an e of property and equopment
accounted for separately 1z caprialized. All other expenditure 18 recognize Lated

}
¢ consoidated

statement ol INCOme as an apense

Depreciazion

Depreciation is charged o the comsobdated mcome statement on g stranght bne basis over the
estunated uselul lives of each part of an tom of property and equmpment. Land iz not

deprecited. The depreciation
cguipment are reassessed annually, The estiated usetul lives of these assets {except for land)

nethods, useful hives and residual value of property and
are 4-10 vears,
Leased Assets

Capitatised leased assets are deprecaed over the lease period.
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o)

P

q}

Significant accounting policies (continued)
Employee terminal benefits

The Group provides end of service benefits to its emplovees. The entitlemnent to these benefits
15 based upon the employees” salary and length of service. subject 1o the completion of a
minumum service period. The expected costs of these benefits are accrued over the period of
employment.

S

Trade and other recetvables

Trade and other receivables are stated al amortised cost net of provision for amounts
estimated to be doubtful of recovery.

Accounts pavable and accruals

Pavables and avervals are stated at amortised cost, Taabidires are recogmsed Tor wnounts to be

pard i tubire Tor goods or services recerved, whether or not hilled (o the Group,
Cash and cash equivalents

Cash and cash equivalents comprise cash in hand, cwrrent accounts wirh banks and baek

deposits with matuntics of less than dhree months, ner of revelvine bank fmance anid

exeludimg depostts under ion
Provisions

\oprovisien s recognsed mothe batance sheet when the Group has a legal or constructive
oblimtion as a result of @ past ovent and 1t s probabie that an outllow of cconomic benefits
will be required 1o settle the obligation and o rehable estimate can be made of the amoant of
the obligation,

lmpairment

Finpreiad assers

A finanenad asset s considered o be impaired i objectve evidence mdicates that one oy more
events have had a negative effect on the eshimated Tuture cash lows of that assel. An
mapairment joss i respect of a nancial asset measured at amortised cost s caloulated as the
difference between its currving amount. and the present value of the estimaied fidure cash
Hows discounted at the onginal effectrve profin vate. An mmparment lass m orespect of oan

avatluble-for-sale financial asset 15 caleulated by reference to s current fair value.
indrvidually significant financial assets are tested for impaiwment on anomndividuad bases, The
rematning financial assets are assessed collectively mogroups that share simadar credir nsk

characterstics.

A mmparment lesses are recognised moprofit or foss, Any cumulative foss i respect of an
avatlable-tor-sale financial asser recognised previousty n equaty 1 ransferred profit or loss.

Ancmpmirment loss s teversed 1f the reversal can be related olyectively to an event veeurring
after the impairment loss was recogmised. For financial assets measured at amortsed cost and
available-for-sale fmancial assets that are debt secwrites, the reversal is recogmsed in proht oy
loss, For available-for-sale financial assets that are cquity sceurities, the reversal s recognised
directly in equity.
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3.
5)
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{1}
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i3]

v

w)

Significant accounting policies (contmued)

Operating lease

Leases in terms of which the substantial risk and rewards of ownership are retained by the
lessor are classified as operating leases. Operating Jease rentals and pavments are recognised
as an expense in the statement of income on a strmght-tine basis over the lease term.
Intangible assets

Goodwill

Goodwill arises on the acquisition of subsidiaries.

Gondwill represents the excess of the cost of the acquisition over the Group's miterest m the
net fuir vilue of the wdentifiable assets. Habilities and contmgent liabilitics of the acguiree.
When the excess 1s negative (megative goodwilh, s recoemsed divectly i equity

lequeisitions of nuanority cresis
Goodw: i arising oo the acqursition of g mmnoriny ntorest i o subsidiory sopresenis the oxeess
K ] ; ¥

of the vost of the addittonal myestient over the car

ey amonnt of the net assets aeguired at

the dare of oxchanye.

"{(if’,\(’l.’jé’l(_'lff BIedS e it

Croodwil] s measured ot cost ess socumudated  mmparnment losses. Inore o equity
1 J

ceounted mvestees. the carrving smoust of HCATVING aount of

the trvestiment,
Soltware

su o acowbated

Prtangibic assels that are wegured by the Group are s abowiet

amerGaation and impayment losses. Amortisation s charged 1w the staiemeni of income on a
stranght-line hasis over the estimated usefu) hives of mtangible assets, Intangible assers
comprise of software costs, which ure amortised over a period of -3 vears, Expendiure on
mternaliy generared intangible assets s recogiised mothe mcome statoment as an expense as

meurred.

Income tax

Deficiency iu policvholders’ fund

Any deficit i the policvholders” Tund 1s financed by the sharcholdors through foans, The
Ciroup maintains o Tull provision sgainst such loans (refer note 2%

Underwriting income atiributable to policyholders and shareholders

Ax stated monote 1, the Group operates m accordunce with Ishanme Staea principles. A o
£ neome from the operattons of the Group s aunbutable 1o
nohicvholders i accordance wath the rerme and conditions of wsurance contracts aequired by
the policyvholder which stipulares that the msured on taking out this policy from the Group
hecomes entitled to participate m the premium pool with ansured parties o the class of
msurance on copperative {mutual basis).

vesult, the net anderwriti

i
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X}

2)

Significant acconnting policies (continued)
Underwriting income attributable to policyholders and shareholders (continued)

The relavonship of the insured with the Company will be determined particudarly as to his
share i the surplus net of management expenses, babilities for claims and necessary reserves
by the Board of Directors of the Company for the class of insurance at the end of fiscal year of
the Company. The Company undertakes to pay such share to the insured i the net profits in
accordance with the resolution of the Board of Directors of the Company after the close of
fiscal year of the Company. However, the ret underwrinng mcome from the operations of
subsidiaries 1s attributable to the shareholders in accordance with the regulations prevailing i
the jurisdiction of the subsidiary.

Therefore, the Company mamtams separate accounts for msurance operations on behail of the
policvholders. Accordingly, the financial statements have been preparcd on that basis and
comply with the Financial Accounting Standards wssued by the Accounting and Audiing
Orgarmsation for Islamie Finanowd Tnstitutions (AAOIFD o the extont that these are compatible
with International Financial Reportng Standards.

Eavaings per share
The Group presents baswe and
1

dituted carmings per share (EPSY data for ws ordmary shares,
Basic LIPS i catenlated by dividing the profit or Toss atinibutable o ordwmary sharchold

lers of

the Company by the weighted aversge number of ordinary shares outstanding durmyg the

periond. Diluted EPS s determined by adpusting the profit or loss atnbutable 1o ordiman

sharcholders and the waghted average number of ordmary shares outsiand rothe effects of
all difutive potenual ordimary shares. which comprise convertible notes and share ophoss

grapfed (o emplovees,
Segment reporting

A segment 1s a destingushable component of the Group that s engaged vither 1w providing
refated products or services (husiness segment). or i providing products or services within o
particular cconomie environment {geographical segment), which s subject 1o risks and rewards
that are different from those of other segrments, The Group’s primary format for segment
reporting s based on business segments,

Determination of faiv values

A number of the Group™s sccounting pohicies and disclos require the determng

vidue, Tor both financial and non-Nnancial assets and Habilites, Pair values

determined for measwrement and 7 or disclosure purposes based on the following methods,
Where applicahle, further miormation about the assumpnions made i deternmuinimy far vadoes s

dizclosed 1 the notes specibic o that asset or habilivy

Property and equipment

The fair value of propevty and eqopment. where relevant s based on market values, The
market value of property 1% the estimated amount for which a property could be exchanged on
the date of valuation hetween a witling buyver and o walling seller an ann’s length mansacton
after proper marketmyg wherein the parties had cach acted knowledgeably, prudently and
without compulsion. The market value of tems of equipment, Fixtores and fittings 1s based on
the quoted market prices tor similar items.
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Significant accounting policies (continued)
Determination of fair values (continued)
Investment property

An external, independent valuation company. having appropriate recognised professional
qualifications and recent experience m the location and category of property being valued.
values the Group’s investment property portfolio every one vear. The fair values are based on
market vatues, being the estimated amoung for which a property could be exchanged on the
date of the valuation between a willing buyer and o willing seler m oan arm’s Jength
rausaction after proper marketing wherem the parties had each acted knowledgeahly,
prudently and without compulsion,

In the absence of current prices i oan active market. the valuations are prepared by
comsidering the aggregate of the estimated cash flows expected to be recerved from reniing
out the property. A vield that reflects the specific risks mherent m the net cash Hows then s
apphied 1o the net annual cash lows to arrive st the property valuation.

Valuatons reflect, where appropriate: the type of tepant= achzlly o occupation orp

for mecting lease commutments oy Bikely o boom occupation

accommodation, and the market’s genersl perception of thew creditwvartbnmess: the allocation
of mamtenance and mswrance responsibithties beraween the Group and the lessesr and the

retmuning ceonomic fe of the proporty. When rent reviews or lease ronewals are pending

with anticipated reversionary mereases. s osumed that Wil notees and where approprinte

counter-solices have been served valudly and wathin the approprime inne

Investrmons i equty and debt securities

Ihe fwr value of financial assets al faw value through profit or foss, b

LTI Y

mvestments and avadable-forsale fmancial assets 1s determmed by

bid price at the reporting date. The Tar value of held-to-maturity imvesiments s determmed

for disclosure purposes onldy,
Prade and other recervables

The Ty value of wade and other recervables, excludmg consguction work m progress, 1
estimated as the present valoe ol future cash Hows, discounted a1 the market vate of profit w1
the reporting dale.

Non-dermvative Dimanctal habiliies

Fair value, which s deteromned tor disclosure purposes, s calenbatod based on the present
vidue of future principal and profit cash Qows, discounted at the market rate of profir at the
repornnz date. In respect of the Tiability component of convertible notes, the market rate of
profit is determned by reference o sinlar habilities that do not have a conversion option
For fmance leases the market rale of protit s detarmined by reference to sk

agreements,
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Notes (continued)

4.

Risk management

The Group issues contracts that transter insurance risk or financial risk or both. This section
summarizes these risks and the way the Group manages them.

Introduction and overview

Governance framework

The primary objective of the Group's risk and financial management framework 1s 1o proteet
the Group's sharcholders from cvents that inder the sustaimable achievement of the set
financial performance objectives. Kev management recogmizes the critical importance of
having efficient and effective risk management systems in place.

The Group s the phase of establishing a risk management function with ¢lear wrms of
reference from the bhoard of directors. 115 committees and the  assocrated  execunive
manggement committecs.

Capital management frameword,

The Group has anwoternal risk management framework for wdentfyimg visks o whueh cach of

s busimess units and the Group as i whoele are exposed. quantfyving their smpact on economig
capital. The mternal franwework estimates indicate how much capital 1s needed o mitivate the
risk of insolvency w a sclected remote teve! of nisk applied 10 a number of tesis (both

i
financiad and non-fmancialy on the capital posshon of the busimess,

Regudarory franeword

Repulators are promardy morested o protecting the rights of the

thom closely to enswre that the Group ss satsdactoniy manag

It

rested o eosunng that the Group mamaims an

the «ame time, the regulitors are also

appropriate solvency posihon w meer antfovescen abahines artsme o cconomie <hoeks or

i

sasiors

viature

{he operations of the Group are also subiect to regulatory reguvements withimn the UALL Such
regulations not only preserihe approval and momtoring of aetivisies. but also impose coran
restrictive provisions o mmnumize (e, wnearned premoum reserve? the risk of default and

msolvency on the part of the msurance companies 1 mect unforeseen habilies as these arise,

Asser fahilive manapenont (UM raniework

acial risks anse trom open posdions W profit rate, cwrreney and equety producis. all ol

wt movements, The mamn nsk that the Group

which are exposed to general and specihc mard

faces due to the nature of iy mvestments and Lisbilttes s the equity price nsk. The Group
manages hese positions within an ALM framework that bas been doveloped o achiove tong-

ferm investiment returms in excess of its obhgations under msarance and wmvesiment contracts

The Group’s ALM framework 1s also mtegrated wirh the manugement of the Dnoncial yisks

H

agsociated with the Group's other fnancial assets and habilites not duectiv assoviated wih

insurance and myvestment liabdines,

The Group’s ALM framework alzso fonns an mtegral pan of the insurance visk munay

pobey. 10 ensure 1 cach period suffictent cash How v avartable o meet hobibities ansing
from msurance and nvestment contracts.
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b)

Risk management (continued)
Insurance risk

Insurance risk 1s where the Group agrees to indenuufy the insured parties against huppening of
unforeseen future msured events. The frequency and severity of claims are the mam nsk factors.
As per the practices adopted by the Group, actual clam amounts can vary marginally compared to
the outstanding claim reserves but are not expected to have a matenal impact,

Frequency and severity of claims

The frequency and sevenity of claims can be alfected by several factors, The Group underwrites
mamly property, engineermg. motor. muscellancous accident. marines and personal accident
classes. These classes of msurance are generally regarded as short-term insurance contracts where
clatms are normally intimated and settled within a short time span. This helps to mitigate
msurance risk,

f’l‘g;}?s.‘r",’l

For proporty insurance contracts, the mam penls ure fre damage and other atbied persls and

husiness pierruptson resulling there o,

These contracts arve under ntlm e on 1‘\:p|;w:mfm value or mdemity bawes with approprate

values for the interest insured. The cost of rebwlding ov reparmyg the damuged properses, the
T lﬁl(k.‘i' to remstale the operations o its PI'L‘«[U\‘» }\(?.\Ii;i'ﬁ i ’.!u’

case of busmoess micerruption
;
g

and the basts of msarance ave the main factors that influence the leve

Envineering

N N P - v [P |
Fow CHUIOeTINY DISUrEnoe Conygacts, the matn clermenis 0 risky are loss or dw aged W msured

project works and resultant third party habihties losg or damage 1o msured plants. machmery and

equipment and resultant busimess mterruption losses. The extent of the loss wge wothen

factor that niluences the level of olan

,\[f'h)f‘

For motor mmsurance contracts, the mam elements of nisks are cloms amsing out of de

bhodily inpury and damage to thind party properties as well as that of imsured vebicles,

The poennal court awards for death and bodily sy and the extent of damage @ properes ar

the key factors that mfluence the Jevel of claims
Adiscollancous aocidont
For muscellancous acoident ciasses of insurance such as loss of money, inlwdeliny of w

sersonal accident, workmen’s compensation, travel, general 1hird DAty Liability and professional
p b R . |
lﬂd(.‘lllllll\ are underwritten.

Fhe extent of loss or damage and the potential court awards for lability classes are the mam
factors that influence the Jevel of clamms,

[ov]
2%
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4.
b)

Risk management (continued)
Insnrance risk (continued)

Marine

In marine imnsurance the mam risk elements are loss or damage to msured cargo and hull due 1o
various mishaps resulting in the total or partial loss claims. The extent of the loss or damage 15 the
main factor that in{luences the level of clanms.

Reinsurance risk

In line with other wsurance and reinsurance companics. i order o mutinuse financial exposure
arising from farge claims, the Group. i the normal course of business, enters imto agreements
with other parties for refnsurance purposes. Such remsurance arrangement provides tov greater
diversificanion of business, allow management 1o control exposure 1o potentuad losses ansing from
targe risks, and provide additional capacity for growth,

Fo mummmse its exposire to sigmficant losses from remsurers” msolvencics, the Group evaluates
the Tinancial conditton of M3 remsurers and monttors concentrations of credit cisk arsmg from

simtlay geographic regions, actvines or econonue charactersties of the remsurers,

Remsurance veded contracts do not rehieve the Group from s obligations and w

Group renains hable for the poruon of nm\.mndmg: clarms remsured o the ext
remsrer fals 1o meet the obhigations under the remsurance agreciments

Concentration of insurance risk

[he CGroup aicws not leive any simgle mswrance contract or & smal] number of
cover fow Preguency, hgh-severity risks such o carthguakes, or insurana
risks for sin “lc meidents that expose the Group w !”I‘ui?"}‘]{) HISL UL
adequately remsured for msurance risks that may mvohe sigmificant b

Terms aud conditions of insurance contracts

Insurance 1= based op upcertainty of event, As sueh the terms wund comdions of dosurance
contracty vanes big sre normathy based on the termanonal gondance and policy woridings as
foltowed by sl sisurance comparies in the marke

Normably an nsurance contract contains the coverage of the subject of wsurance. the exclusions
and uhhmimm of the n.sm‘cd and the mswrers, Deviations are reported forthweith 1o the insurer by

where the tme ]m’zm! 1o ultin mtu]\ finalise und settled clanms could take o number of vears,
Mhe Giroup s estimates for reported and unreported losses and establisl

TR Ve POVISIONS

adjustmoents
resudting fram this review are reflected 1 the income statement. | he process relics upon tf
assumption that past expertience. adjusted {or the otfect of current developments and hke
IS an appropriate L.M» for predicting future claims,

and refated remsurance recoverables are contmuatly reviewed and updated.

¢ baswe

irends,

Reserving risks are addressed by ensuring prudent and appropriate reserving for busmness
written by the Group, thus ensuring that sulficient fimds are avaniable 1o cover mtuu clams,
Reserving practises Tor the Individual Life Insurance Portfolio myvolve the use of actuaral
analysis from an independent actuary.

o
e



Islamic Arab Insurance Co. (Salama) and its subsidiaries

Notes (continued)

4. Risk management (continued)
b) Insurance risk (continued)

Credit risks

Credit risk under insurance contracts s risk that a counterparty will be unable to pay amounts

n full when due.

Credit risk is control through terms of trade for receipt of premium. Most of the counterpartics
are insurance companies that are generally not rated. However they are selected on ther
standing m the market. rating, relationship experience and length of assoctation. All

reimsurance counterparties are rated.

The concentration ot the msurance sk betore and after veinsurance by the terriony
I'h weentration ot the wsurance visk betore and after retnsurance by the oo

1o the type of risk aceepted is summarized below:

31 December 2007
Gross outstanding

claims

AED OB

Africa 131,35%
Far east 242,851
AMiddle eavst N3.288
(Other 50,471
Total 517,969

200

Vi Deconihe

CHross outstanding

clanms

ARD GO0
Alrica 97462
Far cast P87
Middle cast 4,938
Other 4,083
Fota! 1O 47T

Yhe concertration of the wmsurinee nsk before wnd after vemsurance by

relation to the type of risk accepted 15 summarized below:

Reinsurance

AED000
(15.419)
(80.865)

(4.882)

{101,106}

Remnsurance

Al 00¢
(13,6754
(43,184

{1050}

(67.215)

the

elation

Net outstanding
claims
AED (00
115,940
161.98¢
88.406
20,471

Tiper
Gy

i
i

By in



Islamic Arab Insurance Co. (Salama) and 1ts subsidiaries

Notes (continued)

4.
b)

Risk management (continued)

Insurance risk {contimued)

31 December 2007
Gross outstanding
claims
AED: 000
Motor 117,125
Non-motor 397,378
Medical 1,884
Life 1.582

Total 217.96%

31 Decomber 2006
Giross outstanding
clhims
Ak

Motor
Nop-1motor i
Mediont TR0

Life ki
Toal ATUT

Reinsurance

AED 000
(4.716)
(96,082)
(308)

(101,166}

Remsurance

AR o00
{1,542

(63,2341

(2303

the basis of satsiyving minphum rating and fmancmd sireneth entena

Net outstanding
claims

AEDQ00
112,409

301,296

1,516

1,582

,

ot titstand e

CHITHR
ATy (i

N NG




Islamic Arab Insurance Co. (Salama) and its subsidiaries

Notes (continued)

4. Risk management
b) Insurance risk {continued)

Claims development

The Group maintaims adequate reserves i respect of its insurance business m order to protect
against adverse future claims experience and developments. The uncertamnties about the
amount and timing of clatm pavments are normally resolved within one vear.

Insurance claims-Gross
Underwnting Year

Estunate of ultimate claims cost !
Atend of reporting vear

Current estimate of cumulative
claims {AY

Cumulative payvments to date (B
NeteACR)

Liabilizy recogmized m the balance
sheet as part of gross clamm
Reserve m respect of vears prior 1o
2005 part of the wross clam

Fotad reserve mchuded i the batance

sheot as part of the gross olanm

2015
AED 060

233022

283022

$ 206,949}

26

2006
ARDHHY

2007
AED 006

423 RO7

Total
AREDOOD

1.014,561

SET0069



Islamic Arab Insurance Co. (Salama) and its subsidiaries

Notes (continued)

4. Risk management
b) Insurance risk (continued)

Claims development (continned)

Insurance claims-Net

Underwriting Year 2005 2006 2007 Total
AED000 AEDTO00  AED GO0 ALEDGHO

Estimate of uitimate claims cost :

Atend of reporting year 214,822 256,122 346.620 847,564

Current estimate of cumulative

clamms (A} 24,822 2X6.122 36,620 KT 504
Cumubative pavments to date (B} (180.x14) (IRTO35)Y {03207 [455.636)
Net (AR 400K P04 4R7 2R3 391908

Luabthty recozmized wr the balance

sheet as part of gross ¢lanm 391808
Reserve 1 respect ol vears prioy 1o

2005 part of the net olamm 24 RO%
Fotal reserve mcluded i the balance

sheet as part of the net ¢laim 4 NaR

JUss not pracncable for the Group o provide she past Tive vear s claims development detarls ax

required by RS 40 However, an analvsis for elanns for the post tiree veurs Bave beoen

presented
Sensitivities

The geners! msurance cloyms provision s sensitive 1o the above Kev assumptions,

below gs pertormed Tor reasonably posable movements i keyv avsumpiions w

i
assumptions beld const s ang the mmpact o habthnes aud net prosu

21 Pecember 2007
Change in hiapact on gross Habilities “mpact on net profit
Assumption AED GO0 AED 000

Carvent claims = T % » 1 R
~ J0% «~ 81,790 3

A Decewber 2006
Change inn - Impact on eross Habilitios fiog

Assumption AR OO

Tncurred clanms 0%, + 37 047
- 1095 - 37047
# the impact on net profit is net of rensurance.




Islamic Arab Insurance Co. (Salama) and its subsidiaries

Notes (continued)

4.
<)

Risk management (continued)

Financial risks

The Group has exposure to the tollowing primary risks trom its use of financial instruments:
o Credit risk

o Laiguidity risk

o Market risk

o Operational nisk

Credit risk

Credit risk 15 the risk that one party to a finanaal mstrumert will cause o Himancial loss o the
other party by [ailing to discharge an obhization.

A credit risk policy setiing out the assessment and determmanon of what constitutes credit risk
for the Group has been ostablished and policies and procedures are m place to mangate the
Crroup’s exposure to eredit nisks

creviessed for

Compliance with the pobiey 13 monttored and exposures and breaches are res
pertinence and tor changes m the rsk environment

For all olasses of Goanoial assets hedd by the Group, other than those velating 1o senmsurance
contracts, the masimg } carrving value as duclosed i the

s credtt risk exposure to the Growy o
i

financial statements ar the balance sheet daie,

Remsuranee o placed with remsures approved by the management. swhich are wenerally

witernational sec m’“ = that are rated by imernantonal rating agencies or other GO

] ERER NN

O minnize ts expesiie o sgmiicant Josses from remsurer meolvencies, the Group o
the Gnancind condinon of s remswres and meontors concentrations of ored from

2

feL acivities or econorie charagtenst

aan aphie e

At cach reporting date, management performs an assessment of aedilworthiness of remswres and
updates the remnsurancy purchase strategy, ascertaining sutable allowance for tmpatmment

reguired.

focation. An

The Group moenitors concentratons of credit risk by sector and by
analysis ol concentrrtions of credit risk at the reporting date 15 not available

Liguudny risk

Liguidity risk s the rsk that a Group will encounter dificuliyv morassine Daids 1o et
f : . L
conumiiments assocmted sal Dronaoal habunies

Liguidity requirernents are monitored on o daly busis and management ensures that
funds are avarlable to meet any commitments as they arise,



Islamic Arab Insurance Co. (Salama) and its subsidiaries

Notes (continued)

4

Risk management (continued)

<) Financial visks (continued)

i) Liquidity risk (continued)
Maturity profiles
The table below summarizes the maturity profile of the financial liabilintes of the Group based on
rematning undiscounted contractual obligations. Repayments which are subjeet 10 notice are treated
as if notice were to be given immediately.

Contractual
31 December 2007 Carrving cash Less than 180 days Over 8 No stated

value outflows 180 davs  to 1l vear 1.3 Year Year nmEHarity
- AED 000 »

Outstanding clains

rESETVE 1T 964 (317,909} (31,539 {13280y (220 23% (tdaty {1t uth
Insurance balancs
payahle FOR 82 {TOR.O82) {19811 (19400
Otlier payables s1.208 (81,205 {39350 REE TS
Amount due 1o
related parties 40987 (4,957 11609} . (33483
Bank finange PTRLAZ 1471 8998 (7 A (TAL2Y 165 10K fRel

(FOVITH (LTS

Potal liabilities 894,355 (1LI84.21 1) {99,844

31 Diecember 2000

-+ SED 600 -

Outstanding <l

reserve 370474 (379475 {24000y (TOR T4y (2303320 BN (045
Insurance halance

payable hTh IR [ERLE HRE N
Other payables K135 LS FRARE (34.530) 2
Amount due

related partics RN
Bank finance 12 023 RRTYIUY

Lotad habilitges ER 0N T [ ERCIES (33 IR Sy
i) Market nsk

Market risk is the risk that the value of @ Dnancil imstrument wall

Huctuale as 2 resui

Usis :
market prices, whether those changes are caused by factors spectfic to the individual seourtty, or its
fssper. of factors affecting all securitres graded in the market. The Croup bt market sk b
manttaining a diversified portiolio and by contimuous monttoring of developments in tocal equity and
bond markets, In addivion, the Group actively momitors the key Tactors that atffect stoek and bond
market movernents, mctuding analvsis of the operational and financial pertformance of investecs,

Eet)



Islamic Arab Insurance Co. (Salama) and its subsidiaries

Notes (conrinued)

4 Risk management (continued)
¢) Financial risks {continued)
(a) Currency risk

Currency risk s the rigk that the value of a finapcial mstrument will fluctuate due 1o
changes 1n foreign exchange rates and anses from financial mstruments denominated
ina foreign currency. The Company’s functional currency 1s the UAE Dirham.

Phe sigmificant financial gssets and habibties exposed 1o curreney sk i equivalent

thousund of Dirham are as under:
31 December 2007 Financial Financial Net
ASsety liabilities

Curreney

FLIROY [REATRRS (171,738
LiSS 10919 (162,340}
RNt SPdte (30,786}
IND 159,235 (43,442
CFA 105,134 (397
b bk 671 {10%

thers

1 Decembier 2006

Carrencs
FLIRO)Y
LIS
el
I'NTY
CFA
171
COhers

134872

0

(142,529

71,538

44 689



Islamic Arab Insurance Co. (Salama) and its subsidiaries

Notes (continued)

4,

¢)

Risk management (continued)

Financial ris

s (continued)

uit Market risk (continued)

Sensitivities

The analvsis below 1s performed for reasonably possible movements in foreign exchange rate
with all other assumptions held coostant showing the tmpact on net profit or equity. The
sensitivities carried out for subsidiartes only as the impact of currency risk on the Company’s
own assets and Habiliges 1s considered msigmificant,

31 December 20067

Change in Lpact on net profit Empact on equity
forex AED 000 VED R0

Financial assets = 10% - R

= 1Y - -104.360

Financial Habilities 4 1% - STULRTY
< 1Y - 71,874

1 Decomhor 206

Chamge n Foipaot o ot prody Bpact o1 et

tores VRO AR H BN

Finaneia! assoiy e Frborn
L0 . SERLe20

Frnancial hobilities RV LN CRE R
jos . L REORG

- . s by e arepody 41 o Fhavrpaneiter v PR i
i that the value or futtre cash Hows of o Ooancial msirgmens

T4
in

e Groap 1z aot exposed o any inferest

arya, the

Aabilintes since in accordance with Iklanue S

any witerest beanng Habiliies.

Lounty price nigk

3

Lguity price visk s the visk that the far vahie of futwe cash fows of a financial

pstrument will thuctua ause of changes iy market prices (wther thun those arsing
from mterest vate risk or curreney naki whether those changes are caused by Tavtors
spectite to the mdividost Dmaneral instrument or s sseer, o factors affecting all
simlar financial instruments traded in the market.

The Group’s equnty price sk exposure relates o el assets and financial
liabilites whose values will fluctuate as a resalt of changes o market prices,

principally ivestiment securities not held for the account of umt-linked business,



Islamic Arab Insurance Co. (Salama) and its subsidiaries

Notes (continued)

4.

c)

iii)

d)

Risk management (continued)

Finanecial risks (continued)

Market risk (continued)

The Group’s price risk policy requires it to manage such risks by setting and monitoring
objectives and constraints on investments, diversification plans. limits on investments 1o cach
country. sector and market and careful and planned use of derivanve financial instruments.
Sensitivities

The analysis below s performed for reasonably possible movements i equaty prices with all
other assumptions held constant showing the tmpact on net profit or equity.

31 December 2007

Change in Impact on ner profit Dupact on eguiny
equity prices AED 060 AED00H
1Y +32.283 R8T

- 10% ~32.283 18387

1 Decenibey 2000

L .
Coange 10

ton et proty

SOty prices NV GEK
{0 & 4 by
1y [ERI%A R

Operational risks

Operational risk 13 the risk of Joss arising from svstem fadure, human evvor, fraud or externyl

events. Whes controls [l to pertorm, operational risks can cause damage 1o reputation. huve

feeal or regulatory implications ar can 1ead © Hinancral foss,

The Group cannot expect to ehimimate all operational risks, but by imitiating o ngzorous conirol
framework and by monttormg and respondmg to potential risks. ¢
the risks,

Ihe Croup has detiwled svstems and procedures manuals with elfective

guton of duties,
access controls. authorization and reconcilianon procedures. stalt travmng and assessment
provesses ete. with g comphance and mnternat sudit framework. Business risks such as changes
e environment, fechnology and the mdustry wre meniored through the Group’s statege
planning and budgeting process.




Islamic Arab Insurance Co. (Salama) and its subsidiaries
Notes (continued)

5. Acquisition of subsidiaries

As stated in note 1, with effect from 1 Junuary 2008, the Company acquired 82.21% share
Tanic. The operating results and financial position of Tariic for the year ended 31 December
2005 have been consolidated with the financial statements of the Company as the Group has
control over the operating and financial policies of Tariic. The above acquisition resulted
recognition of Goodwill in balance sheet amounting to AED 186.19 milhon.

Subsequent to the above acquisition, as stated in note 1. the Company mercased its holding in
Tartic to 99.40% as at September 30, 2007 by further acquisitions of 4,080,465 shares. The
net resultant discount of ALED 2.62 mulhon on these acquisitions was recogmsed divectly i
Company’s shareholder’s equity,

In additon to the acgumsitions m Turic. as stated m note 1, Company acquired shares in Bext
Re, subsidiary of Tarce, The goodwill amounting to AED 25.0 mithion wuas recopmscd
Company’s shareholder s equity. Atter the acquisition, Tariic acquired further holdmg m Best
Re and recogmised ALD 7.4 wuilbon discount dircetly o Tarne's shareholder’™s equin

Consequently, the share of Company 1w the above discount of ARD 7.0 mdhon was

recognised directly oy shaveholders” egmy.

Lt
Lad



Ir1Est

TRl
(L)
SLEPRI
(et C)
(s+'g)
(8reon)

1601
FIEL
L6711

CO0.CIAY

RO

9007 ISqUINI(I{§

a6y -

- {pec 1!
Hio'f -

- I
- ISan!

6LC

- I+

- Lrh

- 1528

- UEsTLT)

- 286711

- L8671
000,03V H00.3Y
waimu 1pPIOYAIO g
Ao

CORON

FIVORY

ey
969791
il
RS

000,V
REITHRRATN

PApUa 1804 3yt Joy

{reg'ed
1sst
{eui 0
trgnel)
(osoen

0v9 IR

FRERLT
YTERG
R (1

GO0V

jria ),

LUNT AU

UHTREK AY

FESNENNT
NjLouipy

oo

HEIN(E Y
EET TR KR TR

6T0Es ]
c:

co
;c.vm“

{reg'y)

SLHTLR]

(s
rs0°61)

LA

£I5°78T

vYo
~v§.mm I
Y

s al

LA 8 11)

LR {7

HUTRRICRS
FET TR FCLEIN

I 1§ POPUA ABIN AU 40

24 oy 20) Hjoad yox

110 /H.z)LwU.Lﬁ:.u
EROHTEG “: 21 LA AN
el oy a0y vy aaye sgead gy

X
Ak Aty any xep aaogag goad JoNn

e pue [RIMNI
sasuadxy

PLOML IMI)
TN

SMALOD JIRGSD AU

{7 210U} 528 rm PPy

121534

vjEY e A
a::v,ﬁ:

Tt RUNELMIDPET 190 {U30 [

SHRLIAIODUNR 3IN

SHIAIRpUN JON
suredny BUNLAIIPEN 3I8]

234 31) 10 yjoad jou a1) Jo uONEIO|IY

{paNUIIU0.D)

9

SIION

SOLIRIPISONS S} PUR (BWR]ES) "0) dOULRINSU] (BlIy I ILUR[S]



Islamic Arab Insurance Co. (Salama) and its subsidiaries

Notes (continued)

7.

Wakala and mudarib fees

The shareholders manage the insurance operations of the Group for the policyholders and
charge 15% (2006: 13%y) of gross written premium of non hife msurance business (excluding
subsidiaries) as Wakala fees. For hife insurance business, Wakala fees are bemng charged at 15%
of mortahty costs.

The sharcholders of the Group alse manage the policyholders” imvestment funds and charge
F3% (2006, 15%,) of investment income earned by the policvholders as Mudanb fees.

Investment income
For the vear ended 31 December 2007

Shareholders  Policvholders Total
AED D00 AED’000 AED 000
tncome from mvestments in Modaraba

and PO Fund 91.967 - 91.967
Realised gam on sale of mvestments 7452 - 7452
Uirealised gam on ivestmenis 34.702 - 34,702
Unrealised gam on mvestments properties 15.062 126 15,188

Income from bank deposits and loans and
receivables 6.909 208 7017
Dividend income 1,052 - 1,082
Share of Toss i gssociaios {3,933 - {3,933)
Renta! meome 710 217 927
153,981 551 134,532

Fin vear endod 31 Decvmiby

Sharcholders Policvhoiders Foat
ALD 060 AEDODG AED 000

Income frem mvestments m Modaraba
and (PO Fund

CHOKY

Realised gain on sale of mvestmenis - RN
Linrealised loss on investments (22145
Unreahised gam on mvestments propertcs 654 R Y
Imparrment allowarce on avatlable-for-safe

Investments {1,800 {18003
Income from bank deposits and Toans and

receivables i7 2 PTITN
Dividend wecome 158
Share of profit i associates - [LER
Rental income R 4l FARS

P2 600 1347 R
fevestment meome of the Group has been allocated 1o the shureholders m the ratio of capital o
total assets of the Group as at Tarest awdited balance sheet dute. The revmmng weome has been
allocated to the pohevholders,

In July 2003, the Company inereased its share capttal from AED 30 mulhion 1o AED 1 billion.
Investment income  generated by mvesting these funds bave not been allocated o the
policyholders as these funds pertain to sharcholders and are not generated from the operations of
the Group.

3%



[slamic Arab Insurance Co. (Salama) and its subsidiaries
Notes (continued)

9. General & administrative expenses

Thcs;c melude:
2007
AED’ 000

Staft costs 47,246
Rent, rates and service charges 0.878
Utilities 893

Travelhng and conveyance 2,933
Printing and stationery 2,538

[

Licenses and other govermment expenses
Depreciation

Amortisation .
Marketng and advertismg 4.0
Audit. Jegal and professional 4,

344

1
5

Ty
P

.

T
= ~] A
&

2
38
66

b

14, Provision for charitable donations

I accordance with Islamue Shanin™a requirements, certain profits camed by th
been reduced from income and transferred to o separate proviston w

2007
AED 006

BHalance at 1 Januany 16,811
Provided during the veas 2,703
Utshised durimg the veer -

Balance at 31 December tmehuded in
Orther pavables and acerualsy (note 24) 19,514

2006
AED 000

29527
4212

;‘)I“}:

sithsidianes have

oare ubilised o

charitable dorations. Movement m the provision recognsed mthe batance sheet are as foblows:

e LY

N

1HO



Islamic Arab Insurance Co. (Salama) and its subsidiaries
Notes (continued)

11.  Property and equipment
Capital

Furniture Motor  workin
Land  Building & fixtures Computer  Vehicles  progress Total
AEDTO00  AED000  AED’000 AED00O0 AED'000  AED'000 AEDGO0
Cost
At 1 January 2006 8,358 34,009 13,522 3,459 2,954 451 63,363
Additions 38 3.504 2,623 1317 623 55 8,137
Disposals - - (1) - (11K (Y
Foreign exchange 288 342 136 126 33 87 D82
translanion
Revaluation - - - {202y
Reclassification {251 1 1042 (438)
AL December 20006 5,681 193 )
AU January 2007 50681 34093
Revaluations 129 37 4K
Additions SES 432 o,
Revaluation - 8582
Disposals {1 : CLO60)
£ hers EREES REREE Y bR
At 31 December 2007 I H 1 3 06) N a0

Depreciation

At ] January 2006 : 2104 T 16T 2 Yo TOT0
Charge for the veas 826 IR ST X7 402 AN

Cm disposals : . . . iy

Foreign exchange

franslation A6 90 93 {

Reclassification - (O S i

A A1 Decombery 2006 - L0 GiRY 4,004 Pabin BN REN
AL lapuary 2007 2AR20 URES 4654 GHN {
Revaluations Gy HOb 3 SN

Charge for the vear Yol 2801 1.084 s

On disposals : - (3h (83 177

Foretgn exchange

translation : 2 R T4 ot
Adpustment on revatuation [RORRS! - . SRR
Cthers . - (3,0 10l 62 1 906
At 31 December 2067 . 2449 K008 3 sal PIGE
Net book value

At 31 December 2007 17,761 33,030 10,494 887 - L

A3 December 2006 P [Ty SUA0R

Land and building of subsidieries 13 beng revalued on an open market basis by a professional firm ot
mdependent property valuers and the Group's share of the surplus of ARD 4.9 mulhion ¢2000: 4070
(1,2) million) has been credited o revaluation reserve.

Las
~3



Islamic Arab Insurance Co. (Salama) and its subsidiaries

Notes (continued)

12.

3.

Intangible assets
2007 2006
AED’000 ALED 000
Cost

Balance at 1 January 12,253 4.499
Additions during the vear 3,050 7,754
Others 3,312 -
RBalance at 31 December 18,615

Accamulated amortisation

Balance at 1 lanuary 1.260 T2
Charge for the year 3.630 518
Others 5,184

RBalance at 531 December 10,074 1260
Net book value at 31 December 8,541 16,993

capitatized on the basis of the costs incurred (o acauire and hring int
Investment properties

s Corpany m A

in 1997 and lands in Kmgdom of Saudt Arabia (KSAY acquired in 2006, The value of

i 20060, myestment properties comprise o find and budding acguirs

mvestment properties, as determined by ndependent valuers as at 31 December 200755 AED

Lo 87 mathon and AED 7332 muthon Sy propertics it UAE and KSA respectively,

The rental tncome of UAL propertics amount 1o ARED 0.8 mithon i 2007 (20060 ALD ox

mdhion), there 1s no direct related expenses 1 respect of wvestment property.

Che mvestments made 1 KSA are three different lands and jointly owned by the Company with
Sawdt Arabia Jocal poartpers. The Junds are owned by the Company thron :

agrecment {or and om behall of the Company,

General and admumstrative expenses mclodes AED 13000 (208060 AED TLOMY mowrved in

respect of repairs and mamtenance of vesiment property.



Islamic Arab Insurance Co. (Salama) and its subsidiaries

Notes (continued)

14

rn

&

Investment in associates

The principal associates of the Group, all of which have 31 December as their year end are as

follows:

Ovwnership

Associates 2007
GEPAR 19.66%
Saudi 1AIC Cooperative

fnsurance Co. (Saudi

TAIC)Y* 30.00%
ITE 46.71%
Lioyds Farsin 23.77%

Best Invest 23.83%

Movements during the vear

Palance w1 hoaan

frove

ab ol assoeiates

I nspro

Share of Jovesiprofit m associates

Balance at 51 December

i 2008, ths represented an investment i Saudt IAIC as 4 result of owners

wils jeelasatied as availahle

2006
19.06%

30.00%
36,719

ey

31 December
Country of 2007
incorporation AED D0

Tunsia 92

KSA 28,472
I'umsia 43
Tunisia -
Tunisia

20,607

2007
AEDHO0

29.607

31 December

2006
AED OO0

92

20006

VD TGO0

L0 Q183

28204

N L
33 N8R

ip by Tarie of

A% and by the Company of 8% and 1s camed at cost In 2000, Tarue has entirely sold s

ownership o Saudt IAIC 1o the Company |

promciers of the LAK G (19%%)

5. -
stares.

Statutory deposits

2205y and the renyunmy

i
{3

Iapee 1w other

Fhere was no gain or foss on the disposal of Saudi TAK

Country of
Company incorperation

TALC

Farue

Egypt Sawd bisurance Home
Satanmm Senceal (Sosar)

Salama Aleoin

Al
Bahrain
Laypt
Senegal

Alperin

2007
AED 008

8,036
TUS
15,208
4,678

2006
AEDYO00

ERIRTYS

jus
H).401

4150




Islamic Arab Insurance Co. (Salama) and 1ts subsidiaries

Notes (continued)

15.

6.

Statutory depaesits (continued)

These statutory deposits are required 0 be placed by all msurance companics operating in
respective countries mentioned above with the designated National Banks. Statutory
deposits. which depend on the nature of msurance activities, cannot be withdrawn except
with the prior approval of the regulatory authorities.

Investments
2007 20006
AED 000 AFED 000

Available-for-sale
Financial assets through profitor loss
Held-to-maturty

K6, 043
7044

62614

207 2304
AED (0 ALD 000

Avatlablo-frragle vestmenss
Shares and mutual funds - Hnguoted R i

ESEITE I

Movemenis uy avariablotor-<ale mvestments
2007 2000
AEDG08 ALY o00

Dalance ar 1 Januan 8$6.944
Investments reciassitied as avinlable-for-sale -
Investments reclassitied as Dnoaneial assets through
profit & loss . (11
Investments rectassibied to hield 1o matarts -
Purchases during the vear 135,003
Disposals during the year (2911}
Increase w L value dunnge the vear 3375
Balance at 31 Decembe: 222411 T ARVE £

2007 2HIG
AEDTSY ALY 000

Fiancurd assety af fade valine dooegh prafis or {oss

Shares and mutual funds - Quoted 312,540 (6,704
Shares and mutual funds - Unguoted 10,226 6,550
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Islamic Arab Insurance Co. (Salama) and its subsidiaries

Notes (contined)

16.

Investments (continued)

Movements in financial assets at fair value through profit or loss:
2007 2006
AED 000 AED000

Balance at 1 January 73,144 70,172
Purchases dunng the year 713,784 307,442
Investments reclassified as financial assets through profit &

loss - 11912
Ihsposals during the year (502.370) {294,237
Increase/(decline) in fair value during the vear 34,762 (22,145
Ralance at 31 December 322,772 7344

2007 20006
AEDHHIO A DY OGO

e
Heldd i

SUK UK and Gove Bomnds 397 36,403
Others 270L936

31658 G201

Deposits with insurance and reinsurance companies

2007
AEDHW

Preynium deposiis 103,629
Clanm deposiis 203130
306.788 AR5 A

4

feposits with msurance comparies proytarily pertain to Best Re amounting to AED
100G withon 72006; AED 96 wiliion:. Claym deposis also portinn mamly o Best Re smounting
o AED 201 nullion (20000 AFD 183 miflion). As per the relevant local regulations. the ceding

company retinns a porhon of unearned premum and owtstandmye clatms atter not pavmw

Premauny ¢

Best Re.
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Notes (continued)
18. Premiums and insurance balance receivables

2007 2006
AEDG00 AED 000

Insurance premiums receivables 338,033 252,381
Duae from imsurance and reinsurance companies 122.237 (7.860

460,270 320.241
Provision for impairment losses

Insurance premiwms receivables (2.204) (1,390
Due from msurance and reinsurance companies {2.859) {2.00ih

455,307 J6.RST

Aging of preminms and insurance balance receivables
31 December 2007
Gross amount  Impairment
{AE D 000) (AEDT000)

Not Past Due 272,623 -
Past Due over 0 (o 60 davs 57,051
Pust Due over 60 10 120 das 10547
Past Due over 120 10 180 days 23,337

Past Drie over 180 davs to | vear 34,393
Over 1 oyvear 43,319 {3003
Total Prennums and imsurance balance recervables 460,270 (30630
Net Premtums and insarance halonce recenvables 455,207

H N

T s not practieal 1o show |

! grive hak
as required by IFRS 70 the management bave reviewed the provision for mmparment and have

W comparatve age analvss of prenmums and m

concluded that, goven the long term nature of the business, it adegquate



Islamic Arab Insurance Co. (Salama) and its subsidiaries

Notes (continued)

19. Other assets and receivables
2007 2006
AED’600 AEDO00
Receivable from RUSD Investment Bank. Inc. 44,520 -
Recervable from RUSD International Marketing - 7.080
Operating advances - 9,347
Utility, security and other deposits 2,684 114
Due from employees 6,601 8,292
Other prepayments 2,917 2.209
Lease rental receivables 33 S4
Advance taxes puid 127 K24
Income recervable on mvestments 9,719 462
PDYCs, cheques and evedit cards Hu6 321
Subrogation 21.312 .
Cithers 18,974 11,665
107,665 400367
24, Cash and bank balances

2007 2006
A1 000 NED 00U

Casty iy hand 135

Cash at bank 23011

Verm deposits 121.721

Cuash in PO Fund 29318
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Notes (continued)

21, Outstanding claims reserve

2007 2006
AED 000 ALDDO0

Reserve for outstanding claims 418,308 293 156

Reserve for incurred but not reported claims 99,604 86,317
517,969 379473

Less: Rewmsurers” share of outstanding claims (101,166) (67.315)

416.803 A2158

Movements in outstanding claims reserve
2007
Gross  Reinsurance  Adjustment Net
AED000 AEDF00) AEDOD0 AEDDO

Palance at b January 379473 (67,313} - 312,158
Forergn exchange difterenees - - 4,267 4,267

Nt movement during the vear {38,400 {(33.851) (+.267) 100,378

Balance gt 3 DPecember 517909 (101.1606) - 10,803

2000
Gross  Remnsurance Nepus i Nt
ALDT000 ARD 000 ARIYH00 ALD 000
Balance a1 Jannars Y2 {35197 : BEVRIE R
Forcrgn exchunge differences - - i3 38

Net moven:

tduring the veas

Balance 20 3 December

Assumptions and sensitivities

. LN I ; 58 PEpEr [PINIY
Process wsed 1o determine the assumptions

The process wsed 1o determime the assumptions for caleulating the vutstanding v reserve i

mtended o resutt w newtral estumates of the most likely or expected owmtcome. The sources of
data used we inpiads Tor the assumplions are reviewed annually,

The nature of the business miakes i very difficult w predict with certamty the Hikely vutcome of
any particatar clim and the ultimate cost of notified clanns. Each notified chaim s assessed o o
separate, case by case basts with due regard 1o the elatm cirowmstances, informanon avinluble
from loss adpusters and historical evidence of the size of strmlar claims, Case estmates are
reviewed regularly and are updated as and when new mtormation arses,



Islamic Arab Insurance Co. (Salama) and its subsidiaries

Notes (continued)

21,

Qutstanding claims reserve {(continued)

The provisions are based on miormanon currently available. However, the ulumate habilines
may vary as a resulr of subsequent developments or if catastrophice events oceur. The mpact of
many of the items affecting the ultimate costs of the loss 1s difficult to estimate.

The provision estimation difficulties also differ by class of business due w differences i the
underlyimg mnsurance coniract, claim complexity, the volume of claims and the individual
severity of claims, determining the occurrence date of a ¢laim, and reporting lags.

IBNR provisions are imtially estimated at a gross level and a separate caleulation is carvied out 1o
estimate the size of reinsurance recovenies. The method used by the Group takes into account
historical data. past estimates and detals of the reimsurance programme. o assess the expected
size of rensurinee recoveries,

Asswmprions and sensitvities fo changes i key variihies
The assumpions that have the greatest effect on the measurement of msirance  contract

habilities. These are vsed for assessing the IRNR foy the 20006 and 2007 acodont veurs,

provisions e the expected loss ratios for the most recent acadent veurs for acowdent and

WL

Where varables are considered to be yumatenal, no ampact has been seovied oy

changes to these varmbles. Particular varables may not be considered mamenal
¥

€, anaeRament af changes {o

(S8
Towever. sheukd the materiality level of an mdividual varmable chang
that variable m the futire may be required,

Ananalysis of sensitivity around varous scenarios provides an indication of the adeguacy of the

Group's estnnation process. The Group behieves that the Babibty for clams reporied o the

halunce sheet s adeguate. However, it recognises that the process of ostimation s based upon

certain variablos and assumpiions which couwld differ when clamss anse



Islamic Arab Insurance Co. (Salama) and its subsidiaries
Notes (continued)
22, Unearned premium reserve

Movements in unearned premium reserve:

2007

Gross  Reinsurance  Adjustment
AED000 AED000 AED000

Balance at | January 115,172 (20,822) -

Foreign exchange differences - - 553
Provision made during the vear 172,621 (48,772) {533)
Provision released during the yvear (11317 20,823 -
Balance at 31 December 172,621 (48,772 -

206

Net
AED 0060

94,350

553

123.290
{94.330)

123,849

Gross  Remswrance  Adpustmens

ALD OO0 AED 000 ESE BT

Balance ot | Januaary K3 222 {10 34K,

Forergn exchange diftferences - . {195}
Provimorn made during the vear s 72 (20823 493
Provision released during the vear (83222 1334

Balanwo ut 31 Devember TS 72 (20823

23, Insuraunce balances pavable
2007
AEDOO0

Insurance compames 14,0606
Custemers and others 76.751
Remsurance comparies 16725

46

Not
ABRTY 000

1 %44
TN
LRI Y

200G
AR 040

66,122
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Islamic Arab Insurance Co. (Salama) and its subsidiaries
Notes (continued)
24, Other payables and accruals
2007
AED 000

Payable to garages and brokers 2.334
Payable to RUSD Investment Bank 5,061

Provision {or charitable donations (note 10) 19,514
Payable to suppliers 3212
Staff related aceruals 9330
Post dated cheques 1.209
Accrued expenses 799

Other provisions 22,395
Taxes payable 13,369
Other pavables 14,714

Bank finance

[ ]
n

2007
AED IO

Long-term portion 172,27
Shorf-term porion 5871

78,142

sy 20060 Best Reo one of the Livoup s subsidianes avquired @ foan amoun

2006
AED 000
1.37%
29,668
16,811
1.336
7.107

220

]
w2t

-3

~
]

A

A
308

11,232
19,834

91,139

b

20016

ALY O

ALD 13485 ymthon arranged by Moeradl Dyneh biernational, The Toan has aorepayient period

of 20 vears with an carly redemphion option ¢

approxmiating 373 basis pomts above threg

month BURIBOR. The profi s paya

quarter end.

47

for H vears, The profit is pavable ot v

able raw




Islamic Arab Insurance Co. (Salama) and its subsidiaries

Notes (continued)

26.

Related party transactions

The Group, in the normal course ol business, collects premiums, settles claims and enters nto
other transactions with other businesses that fall within the definition of related parties
contamned in the Infernational Acvounting Standard 24, The management believes that the terms
of such transactions are not significantly different from those that could have been obtained
from third parties. The following are the detatls of significant transactions with related parties,

2007 2006
AED 000 AEDO00

General and admimistrative expenses 4344 453
Remsurance on premiums 17,365 5,391
Remsurance on clanms 3,668 o903
{ommssion 3,672 F370
Purchase of snvestments 545,859 300,753
Sale of mvestrnents 414,335 2930617
Sale of mvestments with other entitics under conunon managemen!

with the Group - 21ENG

Pransacnons and recervables radative 1o Bin Zaved Giroup arg oy yespedt of managenwn of the

Crroup = investment portfolio

Smounts due from related parties 2007 2O
AED 000 BN

Bin Zaved Group 41,6306

FARC Labuan 5.961 e

EATC Babhram 23 22

Other entimes undey common raaeonient sith the Group 2,439 hAIE
20,059 T2

Amounts due to related parties

IANC Bahram-Current account 1024 2 RAK
Bin Zaved Group
Other entities under common nunagement sith the Growp

fd
P
2k
e
(Y]
-
-3

SRR

Compensation of Kev management personnel
Short term bBeneins 5,690 3505
Empiovecs end of service bonetits 1.818 424
5 f,_'“)
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Islamic Arab Insurance Co. (Salama) and its subsidiaries

Notes (continued)

27.

Minority interest
2007
AED Q00

Balance at 1 January 41,179
Movement upon acquisition of minority interest in subsidiaries (19,233
Dividends pard (699)
Share 1n revaluation surplus of property and equipment 603
Share in foreign exchange translanon reserve 1.442
Share in net change in far value of available for sale investments (2)
Minority's share of protit for the vear 1.738

Balance at 31 December

Policyvholders” fund
2007
AEDTO0H
Deficiency of policvholders” fund

Balance at | Fanuary (11681}
Net surpius atrthutable 1o pob the voa 126
{11355}
Propesed prrodst distnd o pahioy bolders of Fanude Takaful (835
(12,30
General
Balance vt 1 Junuary (11681
(Lossysurplus for the vear (785}
i12.4060)
Life
Batance at V Lanoary :
Surphes i Fanuly Takatol for the vour o1l
Proposed profit dwstribution 1o policvholder
of Family Takatul (833%)
76
Balanee a1t 31 Decembao {12,301

20006
AED600

158,362
{119,645y
(3,467
(423

27

704

4910

2000

AL D000

3

{11.onh

e shurcholders of the Cumpany have Gnanced the polieyholders™ defiot i aecordance with the

Company’s policy,
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Islamic Arab Insurance Co. (Salama) and its subsidiaries
Notes (continned)

29,

30.

3.

33,

Share capital
2007 2006
AED0O00 AED 000
duthorised, issued and fully paid up capital
1,100,000.000 shares of AED 1 each (2006: 1,100,000.000 shures
of AED 1)

1,100,000

During the Annual General Meeting held on 29 Aprd 2006, the sharcholders approved a 10%
bonus share ssue.

Statutory reserve

In accordance with Articie 235 of the UAE Federal Commercial Companies Law, & rmnimum of
10% of the net proht of the Company s requred 1o be allocaie ators
reserve, which ts not distinibutable. Sueh allocations may be ceased when the statutory resorve
equals half of the paid up share capital of the Company,

doevery vear o ¢

Revaluation reserve

£y

Fhe Group's share of surplus on revaluation amounting to ABLD 49 wulhion (20060 100 00065

million on land and bwlding durmyg the year fus been credited 10 a o distriburable roserve
{refer note 2 and 110,

Treasury shares

Duging the vear. the Company bought back 2221453 shares amounting to AED 245 mailion

The buy back of shares was approved by the Bowd of Directors on 7 Feb

fooury ol

Fhe treasury shares w
Farnings per share

yiber 2007 s boased on cur

ilec
of AED 153 nmllion ¢ 2006; AED 17723 million) dvided by the weighted wverage mnnber of
shares of 1.094 million (2006 {1060 millions outstaosding during the veer after aking mio
account the treasury shares held.

The caleulation of carnmngs por share toy the vear ended 31

Taxation on foreign operations

I wicw of the operations of the Group being subject o vanous X junsdctions and regulations,
118 not practical to provide reconetliation between the accounting and

with details with effective tax rates.

taxable profis togethe:

Contingent liabilities and capital commitments
2007 20
AEDT000 Y00

Letters of guarantee YAIN

Statatory deposits of AED 735 nullion (2006: AED 712 smulliony are held as hien by the bunk
against the above guarantees.
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Islamic Arab Insurance Co. (Salama) and its subsidiaries

Notes (continued)

35.  Contingent liabilities and capital commitments (continued)
The Group, in common with other insurance companies, s involved as a deferidant in a number
of legal cases in respect of its underwriting activities, A provision is made in respect of each
individual case where it is probable that the outcome would result in a loss to the Group in
terms of an outflow of economic resources and a veliable estimate of the amount of outflow can
be made.
There are no signiticans caprtal comnutments at 31 December 2007 (2006: Nil),

36, Operating lease commitments

The Group s non-cancelable aperalting lease commutments are pavable as folows:
& P

2007 2004

AEDO00 RN

Tess than oneg year 1648 L5

Between one 1o five vears - N
1,048 R

(he Crroup also feases out sts mvestment property ander oporating fenses. Noreowsoeih

operalig ease rentals wre recenvable as foliows:

2007

AEDON0
Less than one vear 148 355
Between one to five vears - 4A0
g%

LA
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Islamic Arab Insurance Co. (Salama) and its subsidiaries

Notes (continued)

37.

Segmental information (continued)

By Business
(for the year ended 31 December 2006)
Fire Accident Engineering
AED’000 AED’000 AED’000
Gross written premium 266,934 58,727 68,125
Net premiums earned 214,679 47,664 49,585
Commissions received
on ceded reinsurance 7,355 1,935 2,717
222,034 49,599 52,302

Net claims incurred (116,489) (19,732) (23,009)
Commissions paid and
other costs (77,229) (18,528) (17,921)
Net underwriting income 28,316 11,339 11,372

Marine Motor Health Transport Life Others Total
AED’000 AED’000 AED’000 AED’000 AED’000 AED’000 AED’000
64,248 173,748 9,905 4,119 3,041 8,745 657,592
48,914 168,242 5,753 1,956 1,228 6,184 544,205
2,856 342 440 679 - 186 16,510
51,770 168,584 6,193 2,635 1,228 6,370 560,715
(27,709)  (103,111) (3,769) (164) (396) (1,244)  (295,623)
(18,400)  (19,572) (1,347) (101) (37) (2,606)  (155,741)
5,661 45,901 1,077 2,370 795 2,520 109,351

Segment reporting by business in respect of assets and liabilities are not available for disclosure purposes.
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Islamic Arab Insurance Co. (Salama) and its subsidiaries
Notes (continued)

37.  Segmental information (continued)

By Geography
(for the year ended 31 December 2007)
Middle Turkey and
Africa Far East East Central Asia Total
AED’000 AED’000 AED’000 AED’000  AED’000

Gross written premium 237,291 405,365 192,323 98,243 933,222

Net premiums earned 193,405 316,391 143,446 87,697 740,939

Commissions received

on ceded reinsurance 7,258 12,028 3,736 - 23,022
200,663 328,419 147,182 87,697 763,961

Net claims incurred (95,413)  (177,328) (999,308) (51,457) (423,506)

Commissions paid and

other cost (46,052) (121,909) (29,654) (24,356) (221,971)

Net underwriting income 59,198 29,182 18,220 11,884 118,484

By Geography

(for the year ended 31 December 2006)
Middle Turkey and
Africa Far East East Central Asia Total
AED’000 AED’000 AED’000 AED’000  AED’000

Gross written premium 167,765 264,418 141,699 83,710 657,592

Net premiums earned 135,914 203,896 126,119 78,276 544,205

Commissions received

on ceded reinsurance 6,086 8,829 1,595 - 16,510
142,000 212,725 127,714 78,276 560,715

Net claims incurred (44,144) (107,100) (95,601) (48,778) (295,623)

Commissions paid and

other cost (30,991) (80,821) (24,091) (19,838) (155,741)

Net underwriting income 66,865 24,804 8,022 9,660 109,351

Segment reporting by geography in respect of assets and liabilities are not available for disclosure
purposes.

37.  Comparative figures

Certain comparative figures have been reclassified, where necessary, to conform with the
presentation adopted in these financial statements. In particular, held to maturity investments
have been disclosed separately from deposits and loans & advances. There is no impact on
opening retained earnings.

54



