Arab Insurance Group (B.S.C.)

Consolidated interim condensed 

financial statements for the 

six months ended 30 June 2005
Independent Report on Review of Interim Financial Information
The Directors of Arab Insurance Group (B.S.C.)
Bahrain
We have reviewed the accompanying consolidated condensed balance sheet of Arab Insurance Group (B.S.C.) (the “Company”) as of 30 June 2005 and the related consolidated condensed statements of income, changes in equity and cash flows for the six month period then ended (the interim financial information).  This consolidated interim financial information is the responsibility of the Company’s management.  Our responsibility is to issue a report on this interim financial information based on our review.

We conducted our review in accordance with the International Standard on Review Engagements - 2400.  A review is limited primarily to inquiries of company personnel and analytical procedures applied to financial data and thus provides less assurance than an audit.  We have not performed an audit and, accordingly, we do not express an audit opinion.

Based on our review, nothing has come to our attention that causes us to believe that the accompanying consolidated interim financial information is not prepared, in all material respects, in accordance with IAS 34, Interim Financial Reporting.

Manama, Bahrain

17 July 2005
Arab Insurance Group (B.S.C.)

INTERIM CONDENSED FINANCIAL STATEMENTS

CONSOLIDATED BALANCE SHEET AS AT 30 JUNE 2005
(In thousands of U.S. Dollars)

	
	Note
	30 June
2005

(reviewed)
	31 December 2004 (audited)
	30 June 2004 (reviewed)

	ASSETS
	
	
	
	

	
	
	
	
	

	Cash and cash equivalents 
	
	125,694
	104,723
	131,981

	Investments 
	4
	449,499
	976,086
	839,770

	Accrued income 
	5
	52,780
	58,297
	64,849

	Insurance receivables
	
	36,485
	119,756
	119,034

	Insurance deposits
	
	50,946
	58,520
	57,710

	Deferred policy acquisition costs
	
	22,228
	14,168
	19,680

	Reinsurers’ share of technical provisions
	6
	69,283
	194,184
	222,771

	Tax assets
	
	-
	26,753
	23,066

	Other assets
	7
	10,535
	24,053
	25,680

	Investment in associated companies
	8
	4,086
	3,907
	2,763

	Fixed assets
	
	9,909
	10,354
	12,099

	
	
	
	
	

	
	
	831,445
	1,590,801
	1,519,403

	LIABILITIES
	
	
	
	

	
	
	
	
	

	Technical provisions 
	9
	443,028
	1,081,824
	1,111,749

	Insurance payables
	
	29,827
	124,889
	119,319

	Tax liabilities
	
	-
	26,245
	6,686

	Borrowings
	
	75,759
	54,663
	52,601

	Other liabilities
	10
	30,298
	62,504
	61,589

	
	
	
	 
	

	
	
	578,912
	1,350,125
	1,351,944

	EQUITY
	
	
	
	

	
	
	
	
	

	Shareholders' equity
	
	
	
	

	
	
	
	
	

	Share capital
	
	200,000
	200,000
	150,000

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

	Reserves
	
	18,958
	20,563
	15,998

	Proposed appropriations
	
	-
	900
	-

	Retained earnings
	
	35,970
	4,476
	(11,711)

	
	
	
	 
	

	
	
	252,092
	223,103
	151,451

	
	
	
	
	

	Minority interests
	
	441
	17,573
	16,008

	
	
	
	
	

	
	
	252,533
	240,676
	167,459

	
	
	
	
	

	
	
	831,445
	1,590,801
	1,519,403


These consolidated interim condensed financial statements were approved by the Board of Directors on 17 July 2005 and signed by:

	Khalid A. Al Bustani

Chairman
	Khalid J. Bin Kalban
Vice Chairman
	Udo R. Krueger

Chief Executive Officer


The accompanying notes 1 to 21 are an integral part of

these consolidated interim condensed financial statements.

Arab Insurance Group (B.S.C.)

INTERIM CONDENSED FINANCIAL STATEMENTS

CONSOLIDATED STATEMENT OF INCOME

FOR THE SIX MONTH PERIOD ENDED 30 JUNE 2005
(In thousands of U.S. Dollars)

	
	Note
	
	For the three months ended

30 June 
2005

(reviewed)
	For the financial year-to-date 
30 June 

2005

(reviewed)
	For the 

three months ended 
30 June

2004
(reviewed)
	For the financial year-to-date 
30 June

2004
(reviewed)
	For the year ended

31 December 2004 

(audited)

	
	
	
	
	
	
	
	

	Gross premiums written
	
	
	15,756
	106,786
	15,858
	91,524
	131,287

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Net earned premiums
	
	
	30,659
	55,184
	32,231
	54,809
	113,970

	Claims and related expenses
	
	
	(21,420)
	(36,709)
	(24,897)
	(39,845)
	(53,965)

	Policy acquisition costs
	
	
	(7,986)
	(14,457)
	(7,649)
	(14,625)
	(31,506)

	Investment income attributable to insurance funds
	13
	
	3,371
	8,187
	(1,982)
	2,253
	13,251

	Operating expenses
	14
	
	(4,433)
	(9,240)
	(4,560)
	(8,571)
	(16,981)

	
	
	
	
	
	
	
	

	Underwriting result
	11
	
	191
	2,965
	(6,857)
	(5,979)
	24,769

	
	
	
	
	
	
	
	

	Investment income attributable to shareholders’ funds
	13
	
	3,543
	7,965
	(443)
	1,461
	7,332

	Operating expenses – non underwriting activities
	14
	
	(633)
	(1,933)
	(818)
	(2,000)
	(4,056)

	Other income
	15
	
	2,308
	3,008
	7,236
	11,641
	13,860

	Other expenses and provisions
	16
	
	(5,014)
	(5,481)
	(446)
	(2,172)
	(18,046)

	
	
	
	
	
	
	
	

	Profit (loss) from continuing operations
	
	
	395
	6,524
	(1,328)
	2,951
	23,859

	
	
	
	
	
	
	
	

	Minority interests
	
	
	(51)
	(82)
	(28)
	(17)
	(90)

	
	
	
	
	
	
	
	

	Net profit (loss) from continuing operations
	
	
	344
	6,442
	(1,356)
	2,934
	23,769

	
	
	
	
	
	
	
	

	Profit from discontinued operations
	12
	
	22,398
	28,859
	8,686
	9,356
	2,764

	
	
	
	
	
	
	
	

	Net profit attributable to shareholders
	
	
	22,742
	35,301
	7,330
	12,290
	26,533

	
	
	
	
	
	
	
	

	Earnings per share attributable to shareholders from :   
-continuing operations


-discontinued operations
	17
	US$
	
	0.03
0.15
	
	0.02
0.06
	0.15
0.02


The accompanying notes 1 to 21 are an integral part of

these consolidated interim condensed financial statements.

Arab Insurance Group (B.S.C.)

INTERIM CONDENSED FINANCIAL STATEMENTS

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY 

FOR THE SIX MONTH PERIOD ENDED 30 JUNE 2005
(In thousands of U.S. Dollars)

	
	Share

capital
	Treasury

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

	
	
	
	Legal
	Investment revaluation
	Catastrophe
	Property revaluation surplus
	Total
	
	
	
	
	

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

	Changes on remeasurement of available for sale assets
	-
	-
	-
	(115)
	-
	-
	(115)
	-
	-
	(115)
	-
	(115)

	Transfers for recognition of gains/losses on disposal of available for sale assets
	-
	-
	-
	-
	-
	-
	-
	-
	8
	8
	-
	8

	Transfer of net depreciation on revalued property
	-
	-
	-
	-
	-
	(176)
	(176)
	-
	176
	-
	-
	-

	Net (expense) income recognised directly in equity
	-
	-
	-
	(115)
	-
	(176)
	(291)
	-
	184
	(107)
	 -
	(107)

	Net profit for the period
	-
	-
	-
	-
	-
	-
	-
	-
	35,301
	35,301
	(282)
	35,019

	Total recognised (expense) income
	-
	-
	-
	(115)
	-
	(176)
	(291)
	-
	35,485
	35,194
	(282)
	34,912

	Transfer of balances (including accumulated translation difference) on sale of interest in subsidiary 
	-
	-
	(336)
	(959)
	(19)
	-
	(1,314)
	-
	(3,991)
	(5,305)
	(16,510)
	(21,815)

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

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

	Balances at 30 June 2005
	200,000
	(2,836)
	13,524
	(2,966)
	-
	8,400
	18,958
	-
	35,970
	252,092
	441
	252,533


The accompanying notes 1 to 21 are an integral part of these consolidated interim condensed financial statements. 
Arab Insurance Group (B.S.C.)
CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

FOR THE YEAR ENDED 31 DECEMBER 2004

(In thousands of U.S. Dollars)

	
	Share

capital
	Treasury

stock
	Reserves
	Proposed appropriat-ions
	Retained earnings
	Share-holders’ equity 
	Minority interests
	Total equity

(audited)

	
	
	
	Legal
	General
	Investment revaluation
	Special 
	Catastrophe
	Property revalua-tion 
	Total
	
	
	
	
	

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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


The accompanying notes 1 to 21 are an integral part of these consolidated financial statements.
Arab Insurance Group (B.S.C.)
INTERIM CONDENSED FINANCIAL STATEMENTS

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY 

FOR THE SIX MONTH PERIOD ENDED 30 JUNE 2004

(In thousands of U.S. Dollars)

	
	Share

capital
	Treasury

stock
	Reserves
	Proposed appropriat-ions
	Retained earnings
	Share-holders’ equity 
	Minority interests
	Total equity

(reviewed)

	
	
	
	Legal
	General
	Investment revaluation
	Special 
	Catastrophe
	Property revalua-tion 
	Total
	
	
	
	
	

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

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

	Changes on remeasurement of available for sale assets
	-
	-
	-
	-
	2,600
	-
	-
	-
	2,600
	-
	-
	2,600
	970
	3,570

	Transfers for recognition of gains/losses on disposal of available for sale assets 
	-
	-
	-
	-
	-
	-
	-
	-
	-
	-
	226
	226
	-
	226

	Effect of translation of subsidiary
	-
	-
	-
	-
	-
	-
	-
	
	-
	-
	(43)
	(43)
	(18)
	(61)

	Net income recognised directly in equity
	-
	-
	-
	-
	2,600
	-
	-
	8,731
	11,331
	-
	183
	11,514
	952
	12,466

	Net profit for the period
	-
	-
	-
	-
	-
	-
	-
	-
	-
	-
	12,290
	12,290
	1,333
	13,623

	Total recognised income
	-
	-
	-
	-
	2,600
	-
	-
	8,731
	11,331
	-
	12,473
	23,804
	2,285
	26,089

	Transfer of balances (including accumulated translation difference) on sale of interest in subsidiaries and associated company
	-
	-
	(169)
	(20)
	-
	-
	-
	-
	(189)
	-
	(707)
	(896)
	(1,764)
	(2,660)

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

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

	Balances at 30 June  2004
	150,000
	(2,836)
	964
	-
	(3,831)
	10,115
	19
	8,731
	15,998
	-
	(11,711)
	151,451
	16,008
	167,459


The accompanying notes 1 to 21 are an integral part of these consolidated interim condensed financial statements.
Arab Insurance Group (B.S.C.)

INTERIM CONDENSED FINANCIAL STATEMENTS

CONSOLIDATED STATEMENT OF CASH FLOWS 

FOR THE SIX MONTH PERIOD ENDED 30 JUNE 2005
(In thousands of U.S. Dollars)

	
	Note
	For the financial 
year-to-date

30 June 2005

(reviewed)
	For the financial

year-to-date

30 June 2004

(reviewed)
	For the year

ended

31 December 2004

(audited)

	
	
	
	
	

	CASH FLOWS FROM OPERATING ACTIVITIES:
	
	
	
	

	
	
	
	
	

	Premiums received 
	
	111,579
	79,230
	124,012

	Reinsurance premiums paid
	
	(9,649)
	(8,494)
	(12,376)

	Claims paid 
	
	(114,320)
	(83,771)
	(161,075)

	Reinsurance receipts in respect of claims 
	
	10,584
	15,521
	36,390

	Investment income received
	
	16,811
	2,630
	19,999

	Operating expenses paid 
	
	(11,401)
	(7,235)
	(12,218)

	Other income/expenses, net
	
	(5,278)
	238
	(1,299)

	Insurance deposits paid
	
	(737)
	(375)
	(2,172)

	Purchase of trading investments 
	
	(250,720)
	(122,238)
	(321,657)

	Sale of trading investments
	
	201,045
	114,397
	240,818

	Directors’ remuneration paid
	
	(800)
	(208)
	(207)

	Net cash used in operating activities
	18
	(52,886)
	(10,305)
	(89,785)

	
	
	
	
	

	CASH FLOWS FROM INVESTING ACTIVITIES:
	
	
	
	

	
	
	
	
	

	Disposal of subsidiaries, net of cash transferred
	
	22,188
	(1,501)
	(4,012)

	Disposal of associate
	
	-
	9,450
	9,450

	Maturity/sale of investments
	
	21,728
	19,562
	42,700

	Purchase of investments
	
	(13,674)
	(16,453)
	(36,819)

	Collateralised cash deposits received (paid) 
	
	277
	(954)
	(791)

	Purchase of fixed assets
	
	(311)
	(67)
	(133)

	Purchase of intangible assets
	
	(3)
	(36)
	(513)

	Net cash provided by investing activities
	
	30,205
	10,001
	9,882

	
	
	
	
	

	CASH FLOWS FROM FINANCING ACTIVITIES:
	
	
	
	

	Net borrowings 
	
	25,486
	29,909
	29,951

	Issue of ordinary share capital
	
	-
	-
	50,000

	Net cash provided by financing activities
	
	25,486
	29,909
	79,951

	
	
	
	
	

	Net cash provided by (used in)  discontinued operations
	
	18,166
	(6,985)
	(4,686)

	
	
	
	
	

	Net increase (decrease) in cash and cash equivalents
	
	20,971
	22,620
	(4,638)

	
	
	
	
	

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

	
	
	
	
	

	Cash and cash equivalents, end of period
	
	125,694
	131,981
	104,723


The accompanying notes 1 to 21 are an integral part of

these consolidated interim condensed financial statements.

Arab Insurance Group (B.S.C.)

Notes to the CONSOLIDATED INTERIM condensed Financial

Statements for the SIX MONTH period ended 30 June 2005
1. Incorporation and Principal Activity

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

These consolidated interim condensed financial statements have been prepared in compliance with International Accounting Standard IAS 34, Interim Financial Reporting.  The accounting policies and methods of computation are consistent with the most recent consolidated financial statements of the Group at 31 December 2004 that were prepared in accordance with International Financial Reporting Standards (IFRS) which include International Accounting Standards and Interpretations issued by the International Accounting Standards Board. 
All new and amended IFRS applicable for accounting periods beginning on or after 1 January 2005, including IFRS 4, Insurance Contracts, have been applied in preparing these consolidated interim condensed financial statements. The application of these IFRS does not result in any material changes to the Group’s accounting policies or the consolidated statement of changes in shareholders' equity as of 1 January 2005.  Comparative figures have been reclassified, where necessary, to conform to the current period’s presentation.

The revised IAS 39, Financial Instruments: Recognition and Measurement, has introduced a new classification ‘fair value through profit or loss’ under which financial assets can be classified and carried at fair value with changes in fair value being recognised in income. This new classification includes financial assets held for trading and those designated at fair value on initial recognition. The adoption of this revised IFRS has no impact on the retained earnings as at 31 December 2004.   

The Group’s financial statements are presented in U.S. Dollars, which is its functional currency as its share capital and a significant proportion of its business, assets and liabilities are denominated in that currency.  
The consolidated interim condensed financial statements include the accounts of the parent company and all of its subsidiaries.

The Company sold its entire holding in its subsidiary, CNIA Assurance (S.A) on 8th June 2005. As the subsidiary’s operation constituted a substantial portion of the Group’s Primary General Insurance and Life Insurance operations its disposal resulted in the discontinuation of these operations by the Group. The results from these discontinued activities as well as the gains from sale of the subsidiary are disclosed separately in the financial statements in note 12.  The primary business segments for the continuing operations of the Group are now identified as treaty reinsurance and facultative reinsurance.  
3.
Seasonality of Interim Operations

As a result of the seasonality associated with the insurance business, the Group registers approximately 50% of its gross premiums during the first quarter of every year.  Gross premiums written over the remainder of the financial year are almost evenly spread out.  This seasonality does not however, have any material impact on the Group’s underwriting result as the premiums are taken to income over the terms of the related contracts or policies.

4.
Investments

	
	US$ ’000

	
	30 June 

2005
	31 December 2004 
	30 June 2004

	
	
	
	

	At fair value through profit or loss
	
	
	

	Held for trading 
	
	
	

	Debt securities
	
	
	

	-
Supra-nationals and OECD country


  governments
	70,540
	50,296
	31,619

	-
Other investment grade 
	55,438
	82,912
	72,163

	Common stock of listed companies
	91,148
	90,375
	35,141

	
	
	
	

	
	217,126
	223,583
	  138,923

	Designated at fair value on initial recognition
	
	
	

	Debt Securities
	
	
	

	-
Investment grade
	39,501
	-
	-

	-
Other 
	15,397
	-
	-

	
	54,898
	-
	-

	
	
	
	

	Held to maturity
	
	
	

	Debt securities
	
	
	

	-
Supra-nationals and OECD country


  governments
	27,191
	27,248
	27,306

	-
Other investment grade 
	81,052
	83,071
	85,087

	-
Non-OECD country governments
	-
	27,742
	29,539

	-
Other
	-
	1,588
	1,467

	
	108,243
	139,649
	143,399

	
	
	
	

	Available for sale
	
	
	

	Debt securities
	
	
	

	-
Supra-nationals and OECD country governments
	31,231
	37,787
	43,373

	-
Other investment grade 
	12,903
	12,970
	6,015

	-
Non-OECD country governments
	-
	416,552
	370,893

	-
Other
	6,112
	15,835
	14,790

	Common stock of listed companies
	-
	54,767
	49,462

	Common stock of unlisted companies
	6,558
	9,751
	9,583

	Other
	12,428
	15,535
	16,943

	
	69,232
	563,197
	511,059

	
	
	
	

	Loans and receivables
	
	
	

	Loans secured by mortgages
	-
	6,173
	6,017

	
	-
	6,173
	6,017

	
	
	
	

	Investment properties
	
	
	

	Land
	-
	32,524
	30,111

	Building
	-
	10,960
	10,261

	
	 -
	43,484
	40,372

	
	449,499
	976,086
	839,770


Debt securities amounting to US$ 48.5 million (31 December 2004: US$ 48.1 million; 30 June 2004: US$ 49.9 million) have been pledged as security for reinsurance trust agreements, letters of credit and guarantees and US$ 87.9 million (31 December 2004: US$ 58.1 million; 30 June 2004: US$ 58.1 million) for borrowings.
5.
Accrued Income

	
	US$ ’000

	
	30 June 
2005
	31 December 2004
	30 June 
2004 

	
	
	
	

	Accrued insurance premiums 
	50,464
	40,615
	51,249

	Accrued interest 
	2,316
	17,682
	13,600

	
	
	
	

	
	52,780
	58,297
	64,849


6.
REINSURERS’ SHARE OF TECHNICAL PROVISIONS

	
	US$ ’000

	
	30 June 
2005
	31 December 2004
	30 June 
2004 

	
	
	
	

	General insurance claims outstanding
	69,036
	120,797
	153,136

	Life insurance business provision
	247
	49,139
	47,562

	Life insurance claims outstanding
	-
	24,248
	22,073

	
	
	
	

	
	69,283
	194,184
	222,771


7.
Other assets

	
	US$ ’000

	
	30 June 
2005
	31 December 2004
	30 June 
2004

	Intangible assets :
	
	
	

	-  Goodwill
	1,894
	2,922
	9,717

	-  Computer software 
	8,803
	11,218
	10,444

	
	10,697
	14,140
	20,161

	Less : accumulated amortisation
	(8,602)
	(11,035)
	(17,177)

	Net intangible assets
	2,095
	3,105
	2,984

	
	
	
	

	Collateralised cash deposits
	5,481
	5,758
	9,920

	Prepayments and other receivables
	2,959
	15,190
	12,776

	
	8,440
	20,948
	22,696

	
	
	
	

	
	10,535
	24,053
	25,680


8.
INVESTMENT IN ASSOCIATED COMPANies

	
	Ownership interest 

	
	30 June 2005
	31 December 2004
	30 June 2004

	
	US$ ’000
	%
	US$ ’000
	%
	US$ ’000
	%

	
	
	
	
	
	
	

	Arab Lebanese Insurance Group S.A.L.
	814
	25.0
	833
	25.0
	866
	25.0

	
	
	
	
	
	
	

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

	
	
	
	
	
	
	

	Assurances BIAT S.A. 
	1,235
	14.9
	1,179
	14.9
	1,179
	14.9

	
	
	
	
	
	
	

	Arab Jordanian Insurance Group P.L.C. 
	860
	10.0
	718
	10.0
	718
	10.0

	
	
	
	
	
	
	

	
	4,086
	
	3,907
	
	2,763
	


9.
Technical Provisions

	
	US$ ’000

	
	30 June 
2005
	31 December 
2004
	30 June
2004

	General insurance business
	
	
	

	
	
	
	

	Claims outstanding 
	292,641
	468,498
	529,927

	Unreported losses
	70,925
	127,498
	118,406

	Unearned premiums
	79,462
	57,265
	79,688

	
	
	
	

	
	443,028
	653,261
	728,021

	Life insurance business
	
	
	

	
	
	
	

	Life insurance business provision
	-
	384,067
	342,853

	Claims outstanding
	-
	44,496
	40,875

	
	
	
	

	
	-
	428,563
	383,728

	
	443,028
	1,081,824
	1,111,749


10.
Other Liabilities

	
	US$ ’000

	
	30 June 
2005
	31 December 2004
	30 June 
2004 

	
	
	
	

	Accrued expenses
	5,445
	14,795
	12,701

	Premium and other taxes
	-
	9,078
	13,949

	Post employment benefits
	9,431
	9,292
	9,445

	Accrual for scheme of arrangement fees 
	4,826
	10,962
	-

	Reinsurance premiums accrued
	4,352
	4,352
	4,352

	Other
	6,244
	14,025
	21,142

	
	
	
	

	
	30,298
	62,504
	61,589


11.
Segment information - Analysis of revenue by primary business segment:

The Group’s reinsurance business consists of two main business segments, treaty and facultative, mainly involving underwriting of property and marine classes
	
	US$ ’000

	
	Financial year-to-date 30 June 2005
	Financial year-to-date 30 June 2004
	Year ended 31 December 2004

	
	Treaty
	Facultative
	Total
	Treaty
	Facultative
	Total
	Treaty
	Facultative
	Total

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	Revenues :
	
	
	
	
	
	
	
	
	

	Gross premiums written

	   95,156
	11,630
	106,786
	79,156
	12,368
	91,524
	113,396
	17,891
	131,287

	Outward reinsurance premiums
	(8,639)
	(1,201)
	(9,840)
	(7,236)
	(1,748)
	(8,984)
	(11,653)
	1,397
	(10,256)

	Change in unearned premiums 
	(39,105)
	(2,657)
	(41,762)
	(25,663)
	(2,068)
	(27,731)
	(8,463)
	1,402
	(7,061)

	Net earned premiums 
	47,412
	7,772
	55,184
	46,257
	8,552
	54,809
	93,280
	20,690
	113,970

	
	
	
	
	
	
	
	
	
	

	Investment income attributable to insurance funds
	4,327
	3,860
	8,187
	981
	1,272
	2,253
	5,840
	7,411
	13,251

	
	51,739
	11,632
	63,371
	47,238
	9,824
	57,062
	99,120
	28,101
	127,221

	CostS and Expenses :
	
	
	
	
	
	
	
	
	

	Gross claims paid
	(24,144)
	(17,106)
	(41,250)
	(30,541)
	(23,842)
	(54,383)
	(73,397)
	(50,223)
	(123,620)

	Claims recovered from reinsurers
	2,494
	4,804
	7,298
	3,745
	12,348
	16,093
	8,310
	28,160
	36,470

	Change in provision for outstanding claims 
	(19,533)
	6,064
	(13,469)
	(9,992)
	4,366
	(5,626)
	1,330
	31,760
	33,090

	Change in provision for unreported losses 
	7,291
	3,421
	10,712
	4,747
	(676)
	4,071
	(2,078)
	2,173
	95

	Claims and related expenses 
	(33,892)
	(2,817)
	(36,709)
	(32,041)
	(7,804)
	(39,845)
	(65,835)
	11,870
	(53,965)

	
	
	
	
	
	
	
	
	
	

	Policy acquisition costs
	(25,438)
	(2,663)
	(28,101)
	(22,534)
	(2,854)
	(25,388)
	(3,974)
	(34,784)
	(38,758)

	Policy acquisition costs recovered from reinsurers
	2,562
	140
	2,702
	3,418
	94
	3,512
	145
	5,376
	5,521

	Change in deferred policy acquisition costs 
	10,326
	616
	10,942
	6,779
	472
	7,251
	(180)
	1,911
	1,731

	Policy acquisition costs
	(12,550)
	(1,907)
	(14,457)
	(12,337)
	(2,288)
	(14,625)
	(4,009)
	(27,497)
	(31,506)

	
	
	
	
	
	
	
	
	
	

	Operating expenses
	(6,028)
	(1,004)
	(7,032)
	(4,511)
	(984)
	(5,495)
	(8,868)
	(1,916)
	(10,784)

	Segment underwriting result 
	(731)
	5,904
	5,173
	(1,651)
	(1,252)
	(2,903)
	20,408
	10,558
	30,966

	Operating expenses – unallocated #
	
	
	(2,208)
	
	
	(3,076)
	
	
	(6,197)

	Underwriting result
	
	
	2,965
	
	
	(5,979)
	
	
	24,769



# Unallocated operating expenses represent corporate expenses.

12. Discontinued operations


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

Results
	
	US$ ’000

	
	For the financial year to-date
30 June 2005
	For the financial year to-date 
30 June 2004
	For the 
year ended 
31 December

2004

	
	
	
	

	Gross written premium
	29,172
	67,542
	130,395

	Earned premium
	29,771
	45,484
	96,481

	Claims and other expenses
	(35,355)
	(50,896)
	(113,071)

	Investment income
	19,117
	15,166
	29,798

	Taxation
	(7,436)
	(301)
	(8,730)

	Profit from operations before minority interest
	6,097
	9,453
	4,478

	Minority interest
	364
	(1,407)
	(1,796)

	Profit from operations
	6,461
	8,046
	2,682

	Gain on sale of operations
	22,398
	1,310
	82

	
	
	
	

	Profit from discontinued operations
	28,859
	9,356
	2,764



Cash Flows
	
	US$ ’000

	
	For the financial year to-date
30 June 2005
	For the financial year to-date 
30 June 2004
	For the 
year ended 
31 December

2004

	
	
	
	

	Operating cash flows
	37,367
	26,581
	26,434

	Investing cash flows
	(17,032)
	(31,771)
	(32,104)

	Financing cash flows
	(2,539)
	(1,473)
	190

	Effect of exchange rates
	370
	(322)
	794

	
	18,166
	(6,985)
	(4,686)


13. Investment Income

	
	US$ ’000

	
	Financial year-to-date 

30 June 2005
	Financial year-to-date 30 June 2004
	Year ended 
31 December 2004

	
	Insurance funds
	Shareholders’ funds
	Total
	
	

	
	
	
	
	
	

	Interest income
	3,495
	3,401
	6,896
	6,109
	12,507

	Dividends
	553
	538
	1,091
	800
	1,697

	Realised gains
	4,256
	4,139
	8,395
	8,863
	9,073

	Gains on remeasurement of investments at fair value through profit or loss
	471
	459
	930
	(11,101)
	(848)

	Impairment loss
	-
	-
	-
	(482)
	(664)

	Other 
	(588)
	(572)
	(1,160)
	(475)
	(1,182)

	
	8,187
	7,965
	16,152
	3,714
	20,583


14.
OPERATING EXPENSES

	
	US$ ’000

	
	Financial year-to-date 30 June 2005
	Financial 

year-to-date 

30 June 2004
	Year ended

31 December 2004

	
	Underwriting
	Non-Underwriting
	Total
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	Salaries and benefits
	7,215
	1,509
	8,724
	6,636
	15,339

	General and administration
	2,025
	424
	2,449
	3,935
	5,698

	
	
	
	
	
	

	
	9,240
	1,933
	11,173
	10,571
	21,037


15.
Other income

	
	US$ ’000

	
	Financial

year-to-date 

30 June 
2005
	Financial 

year-to-date 

30 June

 2004
	Year ended 

31 December 2004

	
	
	
	

	Third party administration services
	2,145
	1,757
	3,839

	Software sales and related services
	146
	315
	847

	Interest on cash balances
	114
	105
	284

	Foreign exchange gains
	106
	1,410
	1,076

	Income from associated companies
	37
	42
	10

	Gain on sale of interest in associate
	-
	5,100
	5,100

	Gain on sale of land
	-
	2,279
	2,279

	Other
	460
	633
	425

	
	
	
	

	
	3,008
	11,641
	13,860


16.
OTHER EXPENSES AND PROVISIONS

	
	US$ ’000

	
	Financial

year-to-date 

30 June

 2005
	Financial 

year-to-date 

30 June 
2004
	Year ended 

31 December 2004

	
	
	
	

	Provision for doubtful receivables
	4,285
	427
	2,516

	Scheme of arrangement fee 
	-
	-
	10,962

	Impairment in value of land
	-
	1,063
	1,063

	Other
	1,196
	682
	3,505

	
	
	
	

	
	5,481
	2,172
	18,046


17.
earnings Per Share attRIBUTABLE TO SHAREHOLDERS

Basic earnings per share has been computed as follows:

	
	
	Financial 

year-to-date 

30 June 2005
	Financial 

year-to-date
30 June 2004
	Year ended 

31 December 

2004

	
	
	
	
	

	Weighted average number
of shares outstanding
	’000
	197,161
	146,518
	157,257

	Continuing operations:              Net profit 
	US$’000
	6,442
	2,934
	23,769

	    Earnings per share 
	US$
	0.03
	0.02
	0.15

	Discontinued operations: Net profit 
	US$’000
	28,859
	9,356
	2,764

	     Earnings per share 
	US$
	0.15
	0.06
	0.02

	Total earnings per share
	US$
	0.18
	0.08
	0.17


18.
Reconciliation of Net REsULT to Cash FLOWS FROM Operating Activities

	
	US$ ’000

	
	Financial

year-to-date

30 June 2005
	Financial

year-to-date 
30 June 2004
	Year ended 
31 December 2004

	
	
	
	

	Profit before taxation and minority interests
	6,524
	2,951
	23,859

	Increase (decrease) in insurance funds
	35,952
	16,512
	(34,627)

	Change in insurance receivables/payables, net
	(2,865)
	(11,677)
	(10,526)

	Change in accrued income
	(32,544)
	(16,334)
	(622)

	Change in other assets/liabilities, net
	(59,953)
	(1,757)
	(67,869)

	
	
	
	

	Net cash used in operating activities
	(52,886)
	(10,305)
	(89,785)


19.
PRINCIPAL SUBSIDIARIES

At 30 June 2005, the principal subsidiaries of the Company were:

	
	Country of incorporation
	Ownership

	
	
	

	Arig Insurance Company Limited
	United Kingdom
	100%

	Arima Insurance Software W.L.L.
	Bahrain
	100%

	Gulf Warranties Limited 
	British Virgin Islands
	66%


All holdings are in the ordinary share capital of the subsidiaries concerned and are unchanged from 31 December 2004 except for the holding in CNIA Assurance (S.A).
The company entered into an agreement in March 2005 to sell the entire 67% holdings in its subsidiary, CNIA assurance (S.A), subject to approval of the Moroccan regulatory authorities. In accordance with this agreement, effective control of the subsidiary was transferred to the buyer in March 2005. Following approval of the Moroccan regulatory authorities, transfer of interests was completed on 8 June 2005 for a net cash consideration of US$ 50,000,000. These consolidated financial statements do not include the accounts of CNIA Assurance (S.A) as the results of its operations, as recorded by the Group one quarter in arrears, until the date the company ceased to exercise control over the subsidiary are presented as results from discontinued operations (note 12).
19. PRINCIPAL SUBSIDIARIES (cONTD.)
Restated comparative proforma information for certain key elements in the interim balance sheet as at 30 June 2005 that present the effect of disposal of the subsidiary for the corresponding preceding periods is given below:
	
	US$ ’000

	
	30 June 2005
	31 December 2004 

(Proforma)
	30 June 2004 (Proforma)

	
	
	
	

	Cash and cash equivalents
	125,694
	89,945
	119,649

	Investments
	449,499
	409,098
	331,361

	Accrued income
	52,780
	20,236
	36,099

	Insurance receivables
	36,485
	33,958
	40,846

	Insurance deposits
	50,946
	54,233
	53,749

	Reinsurers’ share of technical
    provisions
	69,283
	71,834
	105,479

	Others
	46,758
	67,513
	74,853

	Total assets
	831,445
	746,817
	762,036

	
	
	
	

	Technical provisions
	443,028
	401,989
	497,137

	Insurance payables
	29,827
	30,165
	34,501

	Others
	106,057
	90,861
	76,981

	Total liabilities
	578,912
	523,015
	608,619

	
	
	
	

	Minority interests
	441
	699
	1,966

	
	
	
	

	Shareholders’ equity
	252,092
	223,103
	151,451


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

	
	US$ ’000

	
	For the financial year to-date
30 June 2005
	For the financial year to-date 
30 June 2004
	For the 
year ended 
31 December

2004

	
	
	
	

	Gross written premium
	29,172
	61,773
	121,003

	Earned premium
	29,771
	41,949
	90,792

	Claims and other expenses
	  (35,355)
	(47,839)
	(107,884)

	Investment income
	19,117
	14,860
	29,063

	Taxation
	(7,436)
	(301)
	(8,730)

	Minority interest
	364
	(1,211)
	(1,796)

	Net profit
	6,461
	7,458
	1,445


19.
PRINCIPAL SUBSIDIARIES (cONTD.)

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

i) Value of net assets disposed:

	
	US$ ’000

	
	

	Cash and cash equivalents
	32,944

	Investments 
	568,472

	Insurance receivables
	53,161

	Reinsurers’ share of technical provisions
	123,673

	Other assets
	54,955

	Technical provisions
	(684,835)

	Insurance payables
	(72,119)

	Other liabilities
	(32,392)

	Value of net assets 
	43,859

	Less: Value of interests held by minority
	14,474

	Value of net assets disposed
	29,385


ii) Cash inflows from disposal:

	
	US$ ’000

	
	

	Net sale consideration
	50,000

	Cash and cash equivalents
	32,944

	Cash inflow on disposal
	17,056


20.
Related-party TRANSACTIONS


Compensation to key management personnel including directors are as follows: 

	
	US$ ’000

	
	Financial

year-to-date 

30 June
 2005
	Financial 

year-to-date 

30 June 
2004
	Year ended 

31 December 2004

	
	
	
	

	Salaries and other short-term   employee benefits           
	1,115
	616
	1,207

	Termination benefits
	175
	24
	117

	Share-based compensation 
	563
	369
	1,005

	
	
	
	

	
	1,853
	1,009
	2,329


21.
Commitments outstanding

The Group has commitments for uncalled capital in investee companies held as part of its investment portfolios amounting to US$ 3.6 million (31 December 2004: US$ 4.4 million; 30 June 2004: US$ 4.8 million).
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