Dubai Islamic Insurance & Reinsurance Co. (Aman) (PSC)
FINANCIAL STATEMENTS

31 DECEMBER 2005
AUDITORS' REPORT TO THE SHAREHOLDERS OF

DUBAI ISLAMIC INSURANCE & REINSURANCE COMPANY (AMAN) (PSC)
We have audited the accompanying balance sheet of Dubai Islamic Insurance & Reinsurance Company (Aman) (PSC) as of 31 December 2005, and the related statements of income, cash flows and changes in equity for the year then ended. These financial statements are the responsibility of the company’s management. Our responsibility is to express an opinion on these financial statements based on our audit. 

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

In our opinion, the financial statements present fairly, in all material respects, the financial position of the company as of 31 December 2005, and the results of its operations and its cash flows for the year then ended in accordance with International Financial Reporting Standards.
We also confirm that, in our opinion, proper books of account have been kept by the company, and the contents of the report of the Board of Directors relating to these financial statements are in agreement with the books of account.  We obtained all the information and explanations which we required for the purpose of our audit.  Furthermore, nothing has come to our attention which causes us to believe that the company has breached any of the provisions of the UAE Federal Law No. (8) of 1984 (as amended), UAE Federal Law No. (9) of 1984 (as amended) or of the articles of association of the company during the year which would have had a material effect on the business of the company or on its financial position as at 31 December 2005. 

Signed by:

Edward Quinlan

Partner

Registration No. 93

23 February 2006
Dubai

Dubai Islamic Insurance & Reinsurance Company (Aman) (PSC) 

STATEMENT OF INCOME
Year ended 31 December 2005


2005
2004

Notes
AED
AED
ATTRIBUTABLE TO POLICYHOLDERS
UNDERWRITING INCOME

Premiums earned
3
36,488,928
14,067,888
Commission received on ceded reinsurance

7,763,664
3,183,330
Policy and survey fees 

98,444
-     


(((((((((
(((((((((


44,351,036
17,251,218


(((((((((
(((((((((
UNDERWRITING EXPENSES

Claims incurred
17
30,772,487
10,716,548
Commission paid

6,036,348
2,043,717


(((((((((
(((((((((


36,808,835
12,760,265


(((((((((
(((((((((
NET UNDERWRITING INCOME

7,542,201
4,490,953
Wakala fees
4
(23,731,056)
(13,369,707)


(((((((((
(((((((((
NET DEFICIT FROM INSURANCE OPERATIONS 

(16,188,855)
(8,878,754)
Investment income 
5
41,478,558
6,884,137
Mudarib fees 
4
(10,369,640)
(1,721,034)


(((((((((
(((((((((
NET SURPLUS (DEFICIT) FOR THE YEAR
16
14,920,063
(3,715,651)


(((((((((
(((((((((
ATTRIBUTABLE TO SHAREHOLDERS

INCOME

Investment income 
5
52,417,782
11,240,464
Wakala fees from policyholders
4
23,731,056
13,369,707
Mudarib fees from policyholders
4
10,369,640
1,721,034
Other income 

-     
27,972
Reversal of provision against loan to policyholders’ fund
16
6,331,030
-     


(((((((((
(((((((((


92,849,508
26,359,177
EXPENSES 
General and administrative expenses

(20,198,210)
(14,184,342)
Provision against loan to policyholders’ fund
16
-     
(3,715,651)


(((((((((
(((((((((
NET PROFIT FOR THE YEAR

72,651,298
8,459,184


(((((((((
(((((((((
Basic earnings per share
6
11.95
1.36


(((((((((
(((((((((
The attached notes 1 to 30 form part of these financial statements.

Dubai Islamic Insurance & Reinsurance Company (Aman) (PSC)  

BALANCE SHEET
At 31 December 2005


2005
2004

Notes
AED
AED
ASSETS 

Bank balances and cash

9,169,152
8,291,131
Investment deposits
7
18,525,000
39,000,000
Murabaha receivable
8
2,431,516
3,675,000
Investments
9
192,681,508
35,803,687


(((((((((
(((((((((


222,807,176
86,769,818


(((((((((
(((((((((
Premiums and insurance balances receivable
10
22,516,984
9,610,040
Recoverable from reinsurers in connection with claims payable
17
5,971,640
3,386,858
Furniture and equipment
11
3,048,117
2,889,132
Other assets
12
3,723,560
2,729,776


(((((((((
(((((((((


35,260,301
18,615,806


(((((((((
(((((((((
TOTAL ASSETS

258,067,477
105,385,624


(((((((((
(((((((((
EQUITY AND LIABILITIES
Shareholders’ funds
Share capital
13
60,000,000
60,000,000
Statutory reserve
14
8,122,205
857,075
Proposed scrip dividend
24
9,000,000
-     
General reserve
15
8,122,205
857,075
Retained earnings

38,019,195
327,121
Proposed cash dividends
24
9,000,000
6,000,000


(((((((((
(((((((((
Total equity

132,263,605
68,041,271


(((((((((
(((((((((
Policyholders’ fund
Surplus (deficit) in policyholders’ fund
16
6,518,083
(6,331,030)
Loan from shareholders
16
-     
6,331,030
Proposed profit distribution to policyholders
16
1,898,484
-     


(((((((((
(((((((((


8,416,567
-     


(((((((((
(((((((((
Liabilities
Insurance funds:

 Unearned premiums

20,657,139
10,860,010
 Additional reserve

14,000,000
7,000,000
 Gross outstanding claims
17
20,502,179
7,145,709


(((((((((
(((((((((


55,159,318
25,005,719
Murabaha loan
18
35,000,000
-     
Insurance and reinsurance balances payable

14,314,045
7,002,785
Other payables and accruals
19
10,788,559
4,805,005
Employees’ end of service benefits
20
503,953
301,365
Accrued Zakat

1,621,430
229,479


(((((((((
(((((((((
Total liabilities

117,387,305
37,344,353


(((((((((
(((((((((
TOTAL EQUITY AND LIABILITIES

258,067,477
105,385,624


(((((((((
(((((((((
The financial statements were authorised for issue in accordance with a resolution of the directors on 23 February 2006. 
________________________

_________________________

Sultan Saeed Al Mansouri

Hussien Mohammed Al Meeza

Chairman

Managing Director

The attached notes 1 to 30 form part of these financial statements.  

Dubai Islamic Insurance & Reinsurance Company (Aman) (PSC)
STATEMENT OF CASH FLOWS
Year ended 31 December 2005



2005
2004


Notes
AED
AED
OPERATING ACTIVITIES

Net profit for the year

72,651,298
8,459,184
Adjustments for: 
 Movement in unearned premiums, net
3
9,797,129
7,975,509
 Depreciation
11
1,221,137
901,095
 Changes in fair value of investments
  carried at fair value through income statement
5
(60,896,030)
(16,430,748)
 Provision for employees’ end of service benefits
20
202,588
206,222


(((((((((
(((((((((


22,976,122
1,111,262
Changes in operating assets and liabilities:
 Premiums, insurance and reinsurance balances receivable

(15,491,726)
(10,325,281)
 Other assets

(993,784)
213,227
 Insurance funds, excluding unearned premium

20,356,470
12,680,395
 Insurance and reinsurance balances payable

7,311,260
5,696,770
 Other payables and accruals

5,983,554
2,508,936


(((((((((
(((((((((
Net cash from operating activities

40,141,896
11,885,309


(((((((((
(((((((((
INVESTING ACTIVITIES
Purchase of furniture and equipment
11
(1,385,390)
(1,046,597)
Proceeds from sale of furniture and equipment

5,268
-     

Realisation of investment deposits

31,500,000
11,000,000
New investment deposits

(11,025,000)
-     
Increase in cost of investments (net)

(95,981,791)
(11,017,227)
Murabaha receivable

1,243,484
(3,675,000)


(((((((((
(((((((((
Net cash used in investing activities

(75,643,429)
(4,738,824)


(((((((((
(((((((((
FINANCING ACTIVITIES
Murabaha loan

35,000,000
-     

Increase in policyholders funds before Zakat
16
8,589,033
-     
Cash dividend paid

(6,000,000)
-     

Directors’ fees
25
(980,000)
(300,000)

Zakat paid

(229,479)
-     


(((((((((
(((((((((
Net cash from (used in) financing activities

36,379,554
(300,000)


(((((((((
(((((((((
INCREASE IN BANK BALANCES AND CASH 

878,021
6,846,485
Bank balances and cash at the beginning of the year

8,291,131
1,444,646 


(((((((((
(((((((((
BANK BALANCES AND CASH AT THE END OF THE YEAR

9,169,152
8,291,131


(((((((((
(((((((((
The attached notes 1 to 30 form part of these financial statements.
Dubai Islamic Insurance & Reinsurance Company (Aman) (PSC)
STATEMENT OF CHANGES IN EQUITY
Year ended 31 December 2005

Share 
Statutory
Proposed
General

Proposed



capital
reserve
scrip dividend
reserve
Retained
cash dividend



(Note 13)
(Note 14)
(Note 24)
(Note 15)
earnings
(Note 24)
Total

AED
AED
AED
AED
AED
AED
AED
Balance at 1 January 2004
60,000,000
11,157
-     
11,157
89,252
-     
60,111,566
Net profit for the year
-     
-     
-     
-     
8,459,184
-     
8,459,184
Transfer to statutory reserve
-     
845,918
-     
-     
(845,918)
-     
-     

Transfer to general reserve
-     
-     
-     
845,918
(845,918)
-     
-     

Zakat
-     
-     
-     
-     
(229,479)
-     
(229,479)

Directors’ fees (note 25)
-     
-     
-     
-     
(300,000)
-     
(300,000)
Proposed dividend 
-     
-     
-     
-     
(6,000,000)
6,000,000
-      

((((((((
((((((((
((((((((
((((((((
((((((((
((((((((
((((((((
Balance at 31 December 2004
60,000,000
857,075
-      
857,075
327,121
6,000,000
68,041,271
Cash dividend paid
-     
-     
-     
-     
-     
(6,000,000)
(6,000,000)
Net profit for the year
-     
-     
-     
-     
72,651,298
-     
72,651,298
Transfer to statutory reserve
-     
7,265,130
-    
-     
(7,265,130)
-     
-     
Transfer to general reserve
-     
-     
-     
7,265,130
(7,265,130)
-     
-     
Directors’ fees (note 25)
-     
-     
-    
-     
(980,000)
-     
(980,000)
Zakat
-     
-     
-     
-     
(1,448,964)
-     
(1,448,964)
Proposed scrip dividend
-     
-     
9,000,000
-     
(9,000,000)
-     
-     

Proposed cash dividend 
-     
-     
-    
-     
(9,000,000)
9,000,000
-     

((((((((
((((((((
((((((((
((((((((
((((((((
((((((((
((((((((
Balance at 31 December 2005
60,000,000
8,122,205
9,000,000
8,122,205
38,019,195
9,000,000
132,263,605

((((((((
((((((((
((((((((
((((((((
((((((((
((((((((
((((((((
The attached notes 1 to 30 form part of these financial statements.
1
ACTIVITIES

Dubai Islamic Insurance & Reinsurance Company (Aman) (PSC) is a public shareholding company and is registered under the Federal Law No. 8 of 1984 (as amended) relating to commercial companies in the UAE.  The company carries out general and medical insurance business in accordance with the teachings of Islamic Sharia’a.  The company is also licensed to engage in reinsurance and life assurance business.  The registered address of the company is PO Box 157, Dubai, United Arab Emirates.  

The company obtained its commercial license on 12 March 2003 and commenced operations on 8 April 2003.  

The company mainly issues short term insurance contracts in connection with motor, marine, fire and engineering, general accident risks (collectively known as general insurance) and group life and medical risks.  The company also invests its funds in investment securities.  
2
SIGNIFICANT ACCOUNTING POLICIES

Basis of preparation
The financial statements have been prepared in accordance with International Financial Reporting Standards (IFRS) and applicable requirements of UAE Law.  

The articles of association of the company require that separate accounts be maintained for insurance operations on behalf of the policyholders.  Accordingly, the directors have resolved to present the financial statements on that basis and comply with the Financial Accounting Standards issued by the Accounting and Auditing Organisation for Islamic Financial Institutions (AAOIFI) to the extent that these are compatible with International Financial Reporting Standards.  

The financial statements have been presented in UAE Dirhams.  

Accounting convention

The financial statements are prepared under the historical cost convention modified to include the measurement at fair value of investments carried at fair value through income statement.  
Changes in accounting policies

The accounting policies are consistent with those used in the previous year except that the company has adopted IFRS 4 and the revised IAS 32 and IAS 39 which are mandatory for financial years beginning on or after 1 January 2005. The principal effects of these changes in policies are discussed below.

IFRS ‘4 Insurance Contracts’

The adoption of IFRS 4 has affected disclosures with respect to insurance contracts issued and reinsurance contracts held. All comparative disclosures have been amended accordingly.

Investments carried at fair value through income statement

The company now classifies non-trading investments upon initial recognition into the following four categories:

· Held to maturity

· Available for sale

· Investments carried at fair value through income statement 

· Investments carried at amortised cost
All investments in quoted securities that were previously classified as available for sale have been redesignated as “financial assets carried at fair value through income statement”.  There was no impact on the income statement due to this redesignation as the company had a policy to include the unrealised gains and losses on available-for-sale investments in the income statement.  
2
SIGNIFICANT ACCOUNTING POLICIES - continued

IFRSs and interpretations
The company has not adopted new accounting Standards or Interpretations that have been issued but are not yet effective.  The adoption of these Standards and Interpretations is not likely to have any significant impact on the financial statements of the company in the period of initial application.  
Premiums earned

Net written premiums are taken into income on the date of writing of policies after adjusting for unearned premiums. 

Claims

Claims consist of amounts paid and payable to contract holders and third parties and related loss adjustment expenses, net of salvage and other recoveries and are charged to income as incurred.  Provision for incurred but not reported claims is included within additional reserve.  
Gross outstanding claims comprise the gross estimated cost of reported claims incurred but not settled at the balance sheet date.  Provisions for reported claims not paid as at the balance sheet date are made on the basis of individual case estimates.  

Any difference between the provisions at the balance sheet date and settlements and provisions in the following period is included in the underwriting account for that period.  The company does not discount its liability for unpaid claims. 

Liability adequacy test
At each balance sheet date, a liability adequacy test is performed, to ensure the adequacy of unearned premiums.  Any inadequacy is immediately charged to the income statement by establishing a premium deficiency provision.

Reinsurance

In order to minimise financial exposure from large claims, the company enters into agreements with other parties for reinsurance purposes. Premiums ceded and claims reimbursed are presented on a gross basis.

Premiums on reinsurance assumed are recognised as revenue in the same manner as they would be if the reinsurance were considered direct business. 

Amounts due to reinsurers are recorded in a manner consistent with the associated reinsured policies and in accordance with the reinsurance contract. 

Claims receivable from reinsurers are recorded in a manner consistent with the claim liability and in accordance with the reinsurance contract. These are shown as assets in the balance sheet until the claim is paid by the company.  Once the claim is paid the amount due from the reinsurer in connection with the paid claim is transferred to “amounts due from insurance companies”.  

Where the carrying amount of a reinsurance asset exceeds its recoverable amount, the asset is considered impaired and is written down to its recoverable amount.

Policy acquisition costs
Commissions and other costs directly related to the acquisition and renewal of insurance contracts are charged to the income statement when incurred.

Commissions earned and paid

Commissions earned and paid are recognised at the time policies are written.

Investment income
(i) Income from investment deposits is recognised on an accrual basis.  

(ii) Dividend income is accounted for when the right-to receive payment is established.  

Cash and cash equivalents

Cash and cash equivalents consist of bank balances and cash and time deposits that are readily convertible to known amounts of cash and which are subject to an insignificant risk of changes in value.  Time deposits that have a maturity of more than three months from the date of acquisition are excluded from cash and cash equivalents.

2
SIGNIFICANT ACCOUNTING POLICIES - continued 
Murabaha receivable
Murabaha receivable is stated at cost less provision for impairment and deferred profits.

Non-trading investments

These are classified as:

· Available-for-sale

· Investments carried at fair value through income statement

All investments are initially recognised at cost, being the fair value of the consideration given, and in the case of available-for-sale investments include directly attributable transaction costs. 

Available-for-sale 

After initial recognition, investments which are classified as “available-for-sale” are re-measured at fair value.  Un-realized gains and losses are reported as “cumulative changes in fair values” within equity.  
In the case of unquoted investments where fair value cannot be measured reliably, such investments are carried at cost less any provision for impairment.  
Investments carried at fair value through income statement

Investments are classified as fair value through income statement if the fair value of the investment can be reliably measured and the classification as fair value through profit or loss is as per the strategy of the company.  Investments classified as “Investments at fair value through income statement” following initial recognition are remeasured at fair value with all changes in fair value being recorded in the income statement.

Trade and settlement date accounting

All “regular way” purchases and sales of financial assets are recognised on the “settlement date”, i.e., the date the asset is delivered to the counterparty.  Regular way purchases or sales are purchases or sales of financial assets that require delivery of assets within the time frame generally established by regulation or convention in the market place.

Premiums and insurance balances receivable

Provision is made against premiums and insurance balances receivable as soon as they are considered doubtful of recovery.

Furniture and equipment 

Furniture and equipment are stated at cost less accumulated depreciation and any impairment in value.

Depreciation is calculated on a straight line basis over the estimated useful lives of furniture and equipment as follows: 

Furniture and fixtures
4 years

Office equipment
4 years

The carrying values of furniture and equipment are reviewed for impairment when events or changes in circumstances indicate the carrying value may not be recoverable. If any such indication exists and where the carrying values exceed the estimated recoverable amount, the assets are written down to their recoverable amount.

2
SIGNIFICANT ACCOUNTING POLICIES - continued
Impairment and uncollectibility of financial assets

An assessment is made at each balance sheet date to determine whether there is objective evidence that a financial asset or group of financial assets may be impaired.  If such evidence exists, any impairment losses are recognised in the income statement.
Impairment is determined as follows:

a) for assets carried at fair value, impairment is the difference between cost and fair value; 

b) for assets carried at cost, impairment is the difference between cost and the present value of future cash flows discounted at the current market rate of return for a similar financial asset.

c) for assets carried at amortised cost, impairment is based on estimated cash flows discounted at the original effective interest rate.
Deficit in policyholders’ fund
Any deficit in the policyholders’ fund is financed by the shareholders through loans.  The company maintains a full provision against such loans.  
Unearned premium

At the end of each year, a proportion of net retained premiums is provided to cover portions of risks which have not expired at the balance sheet date.  The reserves are calculated in accordance with Federal Law No. 9 of 1984 relating to insurance companies at 40% of annual premiums earned net of reinsurance for all classes of insurance except marine, which is calculated at 25%.  Unearned premium reserves for medical and group life business are calculated on a time proportion basis.  

Additional reserve
A provision is made for the estimated excess of potential claims over unearned premiums, for claims incurred but not reported at the balance sheet date and for potential shortfall in unearned premium reserve or provision for doubtful debts.  The reserve reflects the management’s best estimates on the basis of:
a)
claims reported during the year

b)
delay in reporting these claims

c)
shortfall in unearned premium reserve by reference to the 1/8th method.

d)
age analysis of receivable balances and delays in settlement of outstanding amounts.

Payables and accruals

Liabilities are recognised for amounts to be paid in the future for goods or services received, whether billed by the suppliers or not.
Provisions

Provisions are recognised when the company has a present obligation (legal or constructive) as a result of a past event, and the costs to settle the obligation are both probable and able to be reliably measured.

Zakat

Zakat as approved by the company’s Sharia’a Supervisory Committee is computed on the following basis: 

· Zakat on shareholders’ equity is deducted from retained earnings and is computed on their Zakat Pool (shareholders’ equity less paid up capital and proposed dividend plus loan to policyholders and employees’ end of service benefits).  
· Zakat is distributed by a committee appointed by the Board of Directors and operating as per the by-law set by the Board.

· Zakat on policyholders’ fund is computed on their Zakat-Pool (Policyholders’ fund less proposed profit distribution). 

· Zakat on paid up capital and proposed dividend is not included in the Zakat computation and is payable directly by the shareholders themselves.  Similarly, Zakat on proposed profit distribution to policyholders is not included in the Zakat computation and is payable directly by the policyholders themselves.  
2
SIGNIFICANT ACCOUNTING POLICIES - continued
Employees’ end of service benefits

The company provides end of service benefits to its expatriate employees.  The entitlement to these benefits is based upon the employees’ salary and length of service, subject to the completion of a minimum service period.  The expected costs of these benefits are accrued over the period of employment.

With respect to its national employees, the company makes contributions to a government  Social Insurance Scheme calculated as a percentage of the employees’ salaries. The company’s obligations are limited to these contributions, which are expensed when due.  

Foreign currencies

Transactions in foreign currencies are recorded at the rate ruling at the date of transactions.  Monetary assets and liabilities denominated in foreign currencies are retranslated at the rate of exchange ruling at the balance sheet date.  All differences are taken to the income statement.

Fair value 

Fair values of quoted investments are based on quoted bid prices.  
Judgements

In the process of applying the company’s accounting policies, management has made the following judgements, apart from those involving estimations, which have the most significant effect on the amounts recognised in the financial statements:

Classification of investments

Management decides on acquisition of an investment whether it should be classified as held to maturity, held for trading, carried at fair value through income statement or available for sale. 

For those investments deemed to be held to maturity, management ensures that the requirements of IAS 39 are met and, in particular, that the company has the intention and ability to hold these to maturity. 

The company classifies investments as held for trading if they are acquired primarily for the purpose of making a short term profit.  
Classification of investments as fair value through income statement depends on how management monitors the performance of these investments. When they are not classified as held for trading but have readily available reliable fair values and the changes in fair values are reported as part of profit or loss in the management accounts, they are classified as fair value through income statement.  
All other investments are classified as available for sale. 
Impairment of investments

The company treats available for sale equity investments as impaired when there has been a significant or prolonged decline in the fair value below its cost or where other objective evidence of impairment exists.  The determination of what is “significant” or “prolonged” requires considerable judgement.  In addition, the company evaluates other factors, including normal volatility in share price for quoted equities and the future cash flows and discount factors for unquoted equities.  
Additional reserve
The management, based on past experience, uses the ⅛th method to assess potential shortfall in unearned premium reserve.  
2
SIGNIFICANT ACCOUNTING POLICIES - continued
Estimation uncertainty

The key assumptions concerning the future and other key sources of estimation of uncertainty at the balance sheet date, that have a significant risk of causing a material adjustment to the carrying amounts of assets and liabilities within the next financial year are discussed below:
Valuation of unquoted equity investments

Valuation of unquoted equity investments is normally based on one of the following:  
· recent arm’s length market transactions;

· current fair value of another instrument that is substantially the same;

· the expected cash flows discounted at current rates applicable for items with similar terms and risk characteristics; or

· other valuation models.  
Valuation of outstanding claims, whether reported or not

Estimates have to be made both for the expected ultimate cost of claims reported at the balance sheet date and for the expected ultimate cost of claims incurred but not yet reported (IBNR) at the balance sheet date. The primary technique adopted by management in estimating the cost of notified and IBNR claims, is that of using past claim settlement trends to predict future claims settlement trends. At each reporting date, prior year claims estimates are reassessed for adequacy and changes are made to the provision. General insurance claims provisions are not discounted for the time value of money.

Such estimates are necessarily based on assumptions about several factors involving varying, and possibly significant, degrees of judgement and uncertainty and actual results may differ from management’s estimates resulting in future changes in estimated liabilities. 

3
PREMIUMS EARNED




2005
2004



AED
AED
Insurance contracts premium receivable

94,924,224
53,478,828
Movement in provision for unearned premium

(14,777,347)
(12,350,090)


(((((((((
(((((((((
Insurance premium revenue

80,146,877
41,128,738



(((((((((
(((((((((
Reinsurance contracts premium payable

(41,638,167)
(24,595,431)
Movement in provision for unearned premium

4,980,218
4,374,581


(((((((((
(((((((((
Insurance premium ceded to reinsurers

(36,657,949)
(20,220,850)



(((((((((
(((((((((
Movement in additional reserve

(7,000,000)
(6,840,000)



(((((((((
(((((((((


36,488,928
14,067,888


(((((((((
(((((((((
4
WAKALA AND MUDARIB FEES

The shareholders manage the insurance operations for the policyholders and charge 25% (2004: 25%) of gross written premium as Wakala fees.  

The shareholders also manage the policyholders’ investment funds and charge 25% (2004: AED 25%) of investment income earned by the policyholders’ investment funds as Mudarib fees.

5
INVESTMENT INCOME 




2005
2004



AED
AED
Investment income consists of:

Fair value gain on  investments carried at fair value

  through income statement

60,896,030
16,430,748
Income from sale of investments carried at fair value 

  through income statement

31,065,612
-     

Income from investment deposits

643,905
1,122,716
Income from investment in real estate funds 

1,173,646
457,659
Dividend received

596,000
147,825
Murabaha income 

177,397
54,568
Investment expenses

(656,250)
(88,915)


((((((((
((((((((


93,896,340
18,124,601


((((((((
((((((((
Allocated to: 

 Shareholders

52,417,782
11,240,464
 Policyholders

41,478,558
6,884,137


((((((((
((((((((


93,896,340
18,124,601


((((((((
((((((((
Investment income has been allocated to the shareholders in the ratio of equity at beginning of the year to total assets at the end of the year excluding the current year profit, fixed assets and end of service benefits.  The remaining income has been allocated to the policyholders.

6
BASIC EARNINGS PER SHARE

Basic earnings per share is calculated by dividing the net profit for the year, net of directors’ fees, by the weighted average number of shares outstanding during the period as follows:



2005
2004
Net profit for the year, net of directors’ fees

AED 71,671,298
AED 8,159,184


((((((((((((
((((((((((((
Weighted average number of shares outstanding during the period
6,000,000
6,000,000


((((((((((((
((((((((((((
Earnings per share

AED 11.95
AED 1.36


((((((((((((
((((((((((((
7
INVESTMENT DEPOSITS



2005
2004




AED
AED
Dubai Islamic Bank PJSC (note i)

7,500,000
39,000,000
Al Salam Bank, Sudan (note ii)

11,025,000
-     


((((((((
((((((((


18,525,000
39,000,000


((((((((
((((((((
Notes:

(i)
Investment deposits with Dubai Islamic Bank PJSC have a fixed maturity of one year from the date of deposit. These represent the amounts that cannot be withdrawn without the prior approval of the Ministry of Economy and Planning in accordance with Article 41 of the Federal Law No. 9 of 1984.

(ii)
Investments deposit with Al Salam Bank, Sudan has a fixed maturity of one year from the date of deposit.  

8
MURABAHA RECEIVABLE
Murabaha receivable represents the company’s participation in a syndicated Murabaha which is receivable in 15 monthly instalments starting 9 months after the utilisation date.  The Murabaha receivable carries a profit rate of approximately 8% per annum and the last instalment is due on 16 October 2006. 
9
INVESTMENTS




2005
2004



AED
AED
Investments carried at fair value through income statement
Quoted securities at cost

91,367,812
14,414,640
Cumulative fair value adjustments recognised in the income statement
78,871,678
17,975,648


(((((((((
(((((((((


170,239,490
32,390,288


(((((((((
(((((((((
Available-for-sale investments
Unquoted open ended funds (at cost)

17,301,483
3,413,399
Unquoted securities at cost

5,140,535
-     


(((((((((
(((((((((


22,442,018
3,413,399



(((((((((
(((((((((


192,681,508
35,803,687


(((((((((
(((((((((
Investment in quoted securities represents the company’s investment in shares quoted in the UAE.  
Unquoted open ended funds represent the company’s investment in the Real Estate Funds of Dubai Islamic Bank PJSC , Amlak Finance PJSC and Emirates Islamic Bank PJSC which have a maturity of four to five years.  The company expects to earn approximately 3% to 7% return on these investments.  

Unquoted securities represents the company’s investment in ordinary shares of Al Salam Bank, Bahrain.  
The unquoted investments are carried at cost less any impairment in value due to the unpredictable nature of future cash flows and the lack of other suitable methods for arriving at a reliable fair value.

10
PREMIUMS AND INSURANCE BALANCES RECEIVABLE




2005
2004



AED
AED
Insurance premiums receivable
17,138,121
7,753,103
Amounts due from insurance companies
5,378,863
1,856,937

(((((((((
(((((((((

22,516,984
9,610,040

(((((((((
(((((((((
11
FURNITURE AND EQUIPMENT

Motor
Furniture
Office
Work in


vehicles
and fixtures
equipment
progress
Total


AED
AED
AED
AED
AED

Cost:

 At 1 January 2005
-     
2,048,642
2,147,569
22,091
4,218,302
 Additions
249,370
606,850
529,170
-     
1,385,390
 Transfer 
-     
22,091
-     
(22,091)
-     
 Disposal
-     
-     
(9,300)
-     
(9,300)


((((((((
((((((((
((((((((
((((((((
((((((((
 At 31 December 2005
249,370
2,677,583
2,667,439
-     
5,594,392

((((((((
((((((((
((((((((
((((((((
((((((((
Depreciation:

 At 1 January 2005
-    
771,747
557,423
-     
1,329,170
 Provided during the year
40,038
592,366
588,733
-     
1,221,137
 Relating to disposal
-     
-     
(4,032)
-     
(4,032)

((((((((
((((((((
((((((((
((((((((
((((((((
 At 31 December 2005
40,038
1,364,113
1,142,124
-     
2,546,275

((((((((
((((((((
((((((((
((((((((
((((((((
Net carrying amount:





 At 31 December 2005
209,332
1,313,470
1,525,315
-     
3,048,117

((((((((
((((((((
((((((((
((((((((
((((((((
 At 31 December 2004
-     
1,276,895
1,590,146
22,091
2,889,132

((((((((
((((((((
((((((((
((((((((
((((((((
12
OTHER ASSETS



2005
2004



AED
AED
Other receivables
1,655,064
1,947,269
Prepaid expenses
2,068,496
782,507

((((((((
((((((((

3,723,560
2,729,776

((((((((
((((((((
13
SHARE CAPITAL


2005
2004



AED
AED
Issued and fully paid – 6,000,000 shares of AED 10 each

60,000,000
60,000,000



((((((((
((((((((
14
STATUTORY RESERVE
As required by the Commercial Companies Law and the company’s articles of association, 10% of the net profit for the year has been transferred to statutory reserve. The company may resolve to discontinue such annual transfers when the reserve totals 50% of the issued share capital. The reserve is not available for distribution except in the circumstances stipulated by the law.

15
GENERAL RESERVE
As required by the company’s articles of association, 10% of the net profit for the period has been transferred to general reserve.  The reserve is available for distribution based on recommendation of the Board of Directors.

16
POLICYHOLDERS’ FUND




2005
2004



AED
AED

Balance at 1 January

(6,331,030)
(2,615,379)
Net surplus (deficit) for the year

14,920,063
(3,715,651)


(((((((((
(((((((((


8,589,033
(6,331,030)
Zakat

(172,466)
-     

Proposed profit distribution to policyholders

(1,898,484)
-     



(((((((((
(((((((((
Balance at 31 December

6,518,083
(6,331,030)



(((((((((
(((((((((
Notes: 

(i)
The Board of Directors has proposed a cash dividend amounting to 2% of the gross premium written. The proposal is subject to the approval of the shareholders at the Annual General Meeting. 

(ii)
In 2004, the shareholders had financed the policyholders’ deficit in accordance with the company’s policy through loans. Full provision was maintained against such loans.  In view of the net surplus in the policyholders’ funds as of the year end, the provision was reversed.  
17
CLAIMS


2005
2004


Reinsurers’
Reinsurers’


Gross
share
Net
Gross
share
Net

AED
AED
AED
AED
AED
AED
Outstanding at end of year
20,502,179
5,971,640
14,530,539
7,145,709
3,386,858
3,758,851


(((((((
(((((((
(((((((
(((((((
(((((((
(((((((
Insurance claims paid in the year
25,889,336
5,888,537
20,000,799
10,446,969
2,374,098
8,072,871


(((((((
(((((((
(((((((
(((((((
(((((((
(((((((
Outstanding at beginning of year
7,145,709
3,386,858
3,758,851
1,305,314
190,140
1,115,174


(((((((
(((((((
(((((((
(((((((
(((((((
(((((((
Claims recorded in income statement
39,245,806
8,473,319
30,772,487
16,287,364
5,570,816
10,716,548


((((((((
((((((((
((((((((
((((((((
((((((((
((((((((
Substantially all of the claims are expected to be paid within twelve months of the balance sheet date.  The amounts due from reinsurers are contractually due within a maximum of three months from the date of payment of the claims. 

The company’s estimates its insurance liabilities and reinsurance assets principally based on previous experience.  Claims requiring court or arbitration decisions are estimated individually.  Independent loss adjusters generally estimate property claims.  

18
MURABAHA LOAN

The company has obtained a Murabaha loan of AED 35,000,000 from Amlak Finance PJSC.  The loan carries maximum profit share of 7.5% and is repayable six months after the drawdown.  

19
OTHER PAYABLES AND ACCRUALS


2005
2004


AED
AED
Other payables

5,917,588
3,424,402
Accrued expenses

4,870,971
1,380,603


((((((((
((((((((


10,788,559
4,805,005


((((((((
((((((((
20
EMPLOYEES’ END OF SERVICE BENEFITS
Movements in the provision recognised in the balance sheet are as follows:


2005
2004

AED
AED
 Provision at 1 January  
301,365
95,143 
 Provided during the year
202,588
206,222

((((((((
((((((((
 Provision at 31 December
503,953
301,365

((((((((
((((((((
An actuarial valuation has not been performed as the net impact of discount rates and future increases in benefits is not likely to be material.
21
RELATED PARTY TRANSACTIONS

The company carries out transactions in the ordinary course of business with related parties, defined as major shareholders, directors and officers of the company and their related concerns.  The company’s banker, Dubai Islamic Bank PJSC (DIB) and its subsidiaries own an equity interest of 15 % in the company.  The Managing Director of the company is also a key management executive of Amlak Finance PJSC, Al Salam Bank in Sudan and Al Salam Bank in Bahrain.  The pricing policies and terms of these transactions are approved by the Board of Directors.  
The significant balances outstanding at 31 December in respect of related parties included in the financial statements are as follows:  




Total


Major
Other 
2005
2004

Shareholders
related parties
AED’000
AED’000
Investment deposits
7,500,000
11,025,000
18,525,000
39,000,000

Carrying value of investments

 in ordinary shares
58,300,001
29,151,448
87,451,449
27,864,200

Cost of investment in 

 Real Estate Funds
8,279,595
7,167,023
15,446,618
3,413,398

Amount due from related parties (included

 within premiums receivable)
1,395,420
-     
1,395,420
2,122,221

Murabaha loan
-     
35,000,000
35,000,000
-     

21
RELATED PARTY TRANSACTIONS - continued
The income and expenses in respect of related parties included in the financial statements are as follows:


Major
Other 
2005
2004

Shareholders
related parties
AED’000
AED’000
Premiums net of re-insurance
18,375,324
85,763
18,461,087
10,775,258
Claims net of re-insurance
12,557,506
-     
12,557,506
-     
Profit share on investments deposits

 and real estate funds
1,529,780
390,363
1,920,143
1,634,944
Dividend income
596,000
-     
596,000
147,825
Profit share on Murabaha loan
-     
656,250
656,250
-     

Compensation of the key management personnel is as follows:


2005
2004


AED’000
AED’000
Short term employee benefits
4,124,930
1,591,994

End of service benefits
63,000
65,195


(((((((
(((((((
Total compensation paid to key management personnel
4,187,930
1,657,189


(((((((
(((((((
22
SHARIA’A SUPERVISORY COMMITTEE

The company’s business activities are subject to the supervision of a Sharia’a Committee consisting of three members appointed by the shareholders.  The Sharia’a Committee performs a supervisory role in order to determine whether the operations of the company are conducted in accordance with Sharia’a rules and principles.

23
SEGMENTAL INFORMATION

Primary segment information

For management purposes the company is organised into one major operating segment which is general, medical and group life insurance. 

Secondary segment information

The company’s business is mainly conducted within the United Arab Emirates.  
24
PROPOSED DIVIDEND


2005
2004



AED'000
AED'000

Approved and paid:

  Cash dividend for 2004 of AED 1 per share of AED 10 each
6,000,000
-     


((((((((
((((((((
Proposed for approval at Annual General Meeting:

 Scrip dividend of AED 1.5 per share of AED 10 each 

  (in the proportion of fifteen shares for one hundred shares held)
9,000,000
-     

 Cash dividend of AED 1.5 per share of AED 10 each 

  (2004: AED 1 per share of AED 10 each)
9,000,000
6,000,000




((((((((
((((((((


18,000,000
6,000,000



((((((((
((((((((
25
DIRECTORS’ FEES

Directors’ fees have been included as an appropriation of net profit for the year in accordance with the interpretation of the Commercial Companies Law of 1984 (as amended) by the Ministry of Economy and Planning.
26
RISK MANAGEMENT

The risks faced by the Company and the manner these risks are managed by management are summarised below.
Insurance risk

Insurance risk is the risk that actual claims payable to contract holders in respect of insured events exceed the carrying amount of insurance liabilities. This could occur because the frequency or amounts of claims are more than expected.

Frequency and amounts of claims

The frequency and amounts of claims can be affected by several factors. The company underwrites mainly property, motor, marine, medical, group life and personal accident risks.  These are regarded as short-term insurance contracts as claims are normally advised and settled within one year of the insured event taking place. This helps to mitigate insurance risk.

Property

For property insurance contracts, the main risks are fire and business interruption. In recent years the company has only underwritten policies for properties containing fire detection equipment.

These contracts are underwritten by reference to the replacement value of the properties and contents insured. The cost of rebuilding properties and obtaining replacement contents and the time taken to restart operations which leads to business interruptions are the main factors that influence the level of claims. The company has reinsurance cover for such damage to limit losses for any individual claim to between AED 200,000 and AED 1,000,000 depending upon the type of risk covered.  
Motor

For motor contracts, the main risks are claims for death and bodily injury and the replacement or repair of vehicles.  The company has reinsurance cover for such claims to limit losses for any individual claim to AED 200,000.

The level of court awards for deaths and to injured parties and the replacement costs of motor vehicles are the key factors that influence the level of claims.

Marine

For marine insurance, the main risks are loss or damage to marine craft and accidents resulting in the total or partial loss of cargoes.

The underwriting strategy for the marine class of business is to ensure that policies are well diversified in terms of vessels and shipping routes covered. The company has reinsurance to limit losses for any individual claim to AED 200,000 to AED 300,000.

Medical, group life and personal accident

For medical insurance, the main risks are illness and related healthcare costs.  For group life and personal accident the main risks are claims from death and permanent or partial disability. The company generally does not offer medical insurance to walk-in customers. Medical, group life and personal accident insurance are generally offered to corporate customers with large populations to be covered under the policy.  

The insurance risk arising from insurance contracts is concentrated mainly in the United Arab Emirates.
The company has adequate reinsurance arrangements to protect its financial viability against such claims for all the above classes.  
26
RISK MANAGEMENT - continued 

Reinsurance risk

In common with other insurance companies, in order to minimise financial exposure arising from large insurance claims, the company, in the normal course of business, enters into arrangements with other parties for reinsurance purposes.  Such reinsurance arrangements provide for greater diversification of business, allow management to control exposure to potential losses arising from large risks, and provide additional capacity for growth.  A significant portion of the reinsurance is effected under treaty, facultative and excess of loss reinsurance contracts. 

Reinsurance ceded contracts do not relieve the company from its obligations to policyholders and as a result the company remains liable for the portion of outstanding claims reinsured to the extent that the reinsurer fails to meet the obligations under the reinsurance agreements.  The maximum theoretical credit risk exposure in this connection is mainly in Europe and the Middle East.  

To minimise its exposure to significant losses from reinsurer insolvencies, the company evaluates the financial condition of its reinsurers and monitors concentrations of credit risk arising from similar geographic regions, activities or economic characteristics of the reinsurers.

There was no significant credit exposure at 31 December 2005.  

Currency risk

Currency risk is the risk that the value of a financial instrument will fluctuate due to changes in foreign exchange rates. 

Management believes that there is minimal risk of significant losses due to exchange rate fluctuations and consequently the company does not hedge foreign currency exposure.

Other than balances in United States Dollars, to which the UAE Dirham is pegged, there are no other foreign currency financial assets or liabilities.
Profit margin risk on investment deposits and Murabaha loan

The return on investment deposits is based on the principle of the Mudaraba contract by which the company agrees to share the profit or loss made by the bank over a given period.  Any change in the market profit margin rates will determine both the profit margins the bank is able to charge on its assets and the returns on investment deposit certificates.  The company limits profit margin risk by monitoring changes in market profit margin rates.

Investment deposits with the bank are denominated in UAE Dirhams and US Dollars and had an original maturity of one year.

The maximum profit share payable on Murabaha loan is restricted to 7.5% per annum.  

Credit risk

Credit risk is the risk that one party to a financial instrument will fail to discharge an obligation and cause the other party to incur a financial loss.  For all classes of financial assets held by the company, other than those relating to reinsurance contracts as described in reinsurance risk above, the maximum credit risk exposure to the company is the carrying value as disclosed in the balance sheet.
The company seeks to limit its credit risk with respect to customers by setting credit limits for individual customers and monitoring outstanding receivables.  Premiums and insurance balances receivable comprise a large number of customers and insurance companies mainly within UAE.

The five largest receivables account form 34% of the insurance premiums receivable at 31 December 2005 (2004:40%). 

26
RISK MANAGEMENT - continued 

Liquidity risk

Liquidity risk is the risk that the company will not be able to meet its commitments associated with financial liabilities when they fall due.  

Liquidity requirements are monitored on a monthly basis and management ensures that sufficient funds are available to meet any commitments as they arise.

The company’s terms of business require amounts to be paid within 60 to 90 days of the date of the transactions.  Arrangements with reinsurers normally require quarterly settlement of the balance.  

Market price risk

Market price risk is the risk that the value of a financial instrument will fluctuate as a result of changes in market prices, whether those changes are caused by factors specific to the individual security, or its issuer, or factors affecting all securities traded in the market.

The company is exposed to market risk with respect to its investments.

The company limits market risks by maintaining a diversified portfolio and by continuous monitoring of developments in stock markets.  In addition, the company actively monitors the key factors that affect stock movements, including analysis of the operational and financial performance of investments.  Most of the company’s investments are within the United Arab Emirates.

27
CONTINGENCIES
Contingent liabilities

At 31 December 2005, the company had contingent liabilities in respect of bank and other guarantees arising in the ordinary course of business from which it is anticipated that no material liabilities will arise, amounting to AED 1,510,000 (2004: AED 1,128,413).  

Legal claims
The company, in common with the majority of insurers, is subject to litigation in the normal course of its business.  Based on independent legal advice, the management does not believe that the outcome of these court cases will have a material impact on the company’s income or financial position.    
28
FAIR VALUES OF FINANCIAL INSTRUMENTS
Financial instruments comprise financial assets and financial liabilities.  

Financial assets consist of bank balances and cash, investments, premium and insurance balances receivable, due from related parties and other receivables. Financial liabilities consist of outstanding claims, payables and Murabaha loans.  

The fair values of the financial assets and liabilities with the exception of unquoted investment which is carried at cost (note 9), are not materially different from their carrying values.

29
SUBSEQUENT EVENT
The company holds investments of AED 170,239,490 which are classified as investments carried at fair value through income statement.  There was a decline in the fair value of the investment between the balance sheet date and the date of authorisation of the financial statements.  The fair value of these investments as of the date of authorisation of the financial statements is AED 149,874,263.  
30
COMPARATIVE INFORMATION

Recoverable from reinsurers in connection with claims payable, previously shown in a note, has now been disclosed on the face of the balance sheet. Comparative amounts have been amended accordingly. The change has been made to improve the quality of information presented.
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