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Board of Directors’ report
For the year ended December 31, 2008

Dear Shareholders,

On behalf of the board of directors and my self, I have the pleasure in welcoming you to the Annual General Meeting and present to you the results of the Company’s operations for the 2008 financial year together with the financial statements for the year ended December 31, 2008 and the Auditor’s report.

The 2008 financial year was difficult for the global economy. The global financial crisis, with its roots in the United States of America extended to all parts of the globe. A lot of companies have collapsed in many economic sectors and some have curtailed their activities, causing thousands to lose their jobs in most parts of the world. In addition, the significant fall in oil prices as a result of the shrinking global economy will lead to reduction in investment in the oil industry. In our opinion the financial crisis will last for several years, causing several social problems and economic imbalance.

The greed of those in charge of international establishments led to the race to maximize profits. The desire to meet the market demand and to provide high returns to the shareholders led to increased transaction volumes in financial derivatives, wholesale issuance of credit cards, and excessive mortgage lending and maximise the property values. All this was done in an effort to increase returns from these loans and financial instruments without proper risk assessment and ultimately this led to the current breakdown.

As an organization we have warned repeatedly against aggressive profit focused strategy without assessing the risks. The impact of these risks felt during the renewal of the reinsurance agreements in 2009, as the tension of the reinsurers begin to surface as a result of the repeated losses incurred in the previous years. We therefore expect the 2009 year to be difficult for the insurance industry and the competition amongst the companies will be intense. We however hope that the clients will focus on quality and not quantity for the good of all.
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Despite all these problems, the Company achieved good results and enhanced its financial position and increased its reserves providing the leverage required to face the challenges in the future.

Although the year 2008 was difficult, the Company’s overall performance was good. The cash at bank and on hand balances and deposits increased to AED 476,440,000 as at December 31, 2008 compared to AED 415,554,000 as at December 31, 2007.  The Company’s net assets increased from AED 228,782,000 in 2007 to AED 237,505,000 and the total assets reached AED 847,476,000 compared to AED 776,209,000 in 2007 respectively. The paid gross claims were up to AED 70,954,000 during the year 2008 compared with AED 51,061,000 in the previous year. After providing for all technical reserves and bad debts, the Company achieved a net profit of AED 42,473,000 for the year compared to AED 51,318,000 in 2007.

In the light of results for financial year ended December 31, 2008 the Board of Directors presents for your consideration the following recommendations:

1. To approve the Directors’ report, Balance Sheet and Auditor’s Report for the year;
2. To approve the Company’s financial statements for the year;
3. To approve the appropriation of the profit as recommended by the Board amounting to AED 42,473,000 plus the Retained Profit from 2007 amounting to AED 4,126,000 bringing total profit available for distribution to AED 46,599,000. The proposed  distribution is as follows:
A) AED 4,247,000 to be transferred to the Legal Reserve as 10% of the net profit for the year;
B) AED 4,247,000 to be transferred to Regular Reserve as 10% of the net profit for the year;                                   
C) AED 11,250,000 (15% of paid-up capital) as cash dividend to shareholders;
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D) AED 5,000,000 to be transferred to the General Reserve;                                     

E) AED 302,000 to be paid out as Directors’ remuneration;
F) AED 21,553,000 retained earnings to be carried forward after the proposed dividend 
G) To discharge the Chairman, Board of Directors and Auditors from their responsibility for the year ended December 31, 2008;
H) To appoint or re-appoint the Auditors for the year ending December 31, 2009 and to determine their fees;                                                            

I) As the period for the Board of Directors appointment has expired, the board requests the general assembly to appoint or re-appoint the Board of Directors’ members for the ensuing 3 year period from 2009 to 2011.

On behalf of the shareholders, I would like to extend our thanks and appreciation to the re-insurance companies for their continuous support to the Company.

In conclusion, the Board of Directors takes this opportunity to extend their appreciation to His Highness Sheikh Khalifa Bin Zayed Bin Sultan Al Nahyan, the President of the UAE and His Highness Sheikh Mohamed Bin Rashid Al Maktoum, Vice President and Prime Minister of UAE and Ruler of Dubai and to their Highnesses, the Sheikhs and their brothers, and the members of the Supreme Council of the Union, for their continuous support to the national companies.

We would also like to express our gratitude and appreciation to all the Company's clients for their support and to the Management and staff of the Company for their dedicated efforts and loyalty, and ask God to guide us to the good and benefit of the country. 
Chairman of the board
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Report of Independent Auditor
To the Shareholders of 

Alliance Insurance (PSC)

Dubai, United Arab Emirates

Report on the Financial Statements

We have audited the accompanying financial statements of Alliance Insurance (PSC) (the “Company”), which comprise the balance sheet as at December 31, 2008, the income statement, statement of underwriting results – General, long term business (life) account, statement of underwriting results – Life, statement of changes in shareholders’ equity and cash flow statement 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 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 financial statements that are free from material misstatement, whether due to fraud or error; selecting and applying appropriate accounting policies; and making accounting estimates that are reasonable in the circumstances.

Auditor’s responsibility 

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.  These standards require that we comply with ethical requirements and plan and perform the audit to obtain reasonable assurance whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements. The procedures selected depend on the auditor’s judgement, including the assessment of the risks of material misstatement of the financial statements, whether due to fraud or error.  In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of the 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 internal control. An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting estimates made by management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.
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Opinion
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In our opinion, the financial statements give a true and fair view of the financial position
of the Company as at December 31, 2008, and of its financial performance and its cash
flows for the year then ended in accordance with International Financial Reporting
Standards.

Report on Other Legal and Regulatory Requirements

As required by the Implementing Regulations No. 1 of 1999 issued pursuant to Dubai
Local Law No. 2 of 1986, UAE Federal Law No. 8 of 1984 (as amended) and Federal
Law No. (9) of 1984 (as amended) concerning insurance companies and agents, we also
confirm that we have obtained all the information and explanations necessary for our
audit, proper books of account have been kept by the Company and the contents of the
Directors’ report which relate to the financial statements, are in agreement with the
Company’s books of account. To the best of our knowledge and belief, no violations of
the above mentioned Laws or of the Implementing Regulations or of the Articles of
Association of the Company have occurred during the year which would have had a
material effect on the business of the Company or on its financial position.

0wl
GRANT THORNTON

Farouk Mohamed

Insurance Registration no: 54
Dubai, United Arab Emirates
March 4, 2009
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In our opinion, the financial statements give a true and fair view of the financial position of the Company as at December 31, 2008, and of its financial performance and its cash flows for the year then ended in accordance with International Financial Reporting Standards.
Report on Other Legal and Regulatory Requirements
As required by the Implementing Regulations No. 1 of 1999 issued pursuant to Dubai Local Law No. 2 of 1986, UAE Federal Law No. 8 of 1984 (as amended) and Federal Law No. (9) of 1984 (as amended) concerning insurance companies and agents, we also confirm that we have obtained all the information and explanations necessary for our audit, proper books of account have been kept by the Company and the contents of the Directors’ report which relate to the financial statements, are in agreement with the Company’s books of account. To the best of our knowledge and belief, no violations of the above mentioned Laws or of the Implementing Regulations or of the Articles of Association of the Company have occurred during the year which would have had a material effect on the business of the Company or on its financial position.

GRANT THORNTON

Farouk Mohamed

Insurance Registration no: 54

Dubai, United Arab Emirates

March 4, 2009
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Alliance Insurance (PSC)

Dubai - United Arab Emirates

Notes to the financial statements

for the year ended December 31, 2008
1
Legal status and activities

Alliance Insurance (PSC) (“the Company”) is a Public Shareholding Company (‘PSC’), which was originally established in Dubai with limited liability on 1 July 1975 under the name of Credit and Commerce Insurance Company.  The Company was subsequently incorporated in Dubai with limited liability on 6 January 1982 under an Emiri Decree.  The Company became a PSC in January 1995, in accordance with the UAE Federal Commercial Companies Law No. (8) of 1984 (as amended).

The Company underwrites all classes of general insurance, life assurance and health insurance business in accordance with the provisions of the UAE Federal Law No. 9 of 1984 (as amended) relating to insurance companies and insurance agents.

The registered address of the Company is Warba Centre, P.O. Box 5501, Dubai, UAE.

The total number of staff employed by the Company as at 31 December 2008 was 154 (2007: 162).
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Summary of significant accounting policies

a)
Statement of Compliance
These financial statements have been prepared in accordance with International Financial Reporting Standards (IFRS) promulgated by International Accounting Standards Board (IASB) and applicable requirements of U.A.E Federal Law No.9 of 1984 as amended, concerning Insurance Companies and Agents.
The principal accounting policies applied in the preparation of these financial statements are set out as below. These policies have been consistently applied to all the years presented.  

b)
Basis of preparation
(i) The financial statements are presented in UAE Dirhams (“AED”), rounded to the nearest thousand.  They are prepared on the historical cost basis except for investment properties and investments - fair value through profit and loss which are stated at fair value.  
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Summary of significant accounting policies (continued)

(ii) In their most recent report, the actuaries state that their valuation of the surplus is based among other things, on the accurate valuation of all the assets and liabilities. In particular, they highlight that their actuarial valuation is dependent on the value of the Company’s investment properties.

(iii) The Company has also adopted the amendments to IAS 39 Financial Instruments: Recognition and Measurement and IFRS 7 Financial Instruments: Disclosures, from 1 July 2008 and the impact on the financial statements is explained in note 8.
(c)
IASB standards and interpretation issued but not adopted

The following IASB standards and interpretations have been issued but are not yet mandatory, and have not been adopted by the Company. 
IAS 1 Presentation of Financial Statements
A revised IAS 1 Presentation of Financial Statements was issued on September 6, 2006 becoming effective for the annual periods commencing on or after January 1, 2009. The application of the standard will result in amendments to the presentation of financial statements. 

IAS 23 Borrowing Costs 

A revised IAS 23 Borrowing Cots was issued in March 2007, and becomes effective for financial years beginning on or after January 1, 2009. The standard has been revised to require capitalization of borrowing costs when such costs relate to a qualifying asset. A qualifying asset is an asset that necessarily takes a substantial period of time to get ready for its intended use or sale. This standard will have no impact on financial position and performance of the Company.
IAS 27 (Revised) Consolidated and separate financial statements

The revised standard requires the effects of all transactions with non-controlling interests to be recorded in equity if there is no change in control and these transactions will no longer result in goodwill or gains and losses. The change is effective from July 1, 2009. This standard will have no impact on financial position and performance of the Company.
IFRS 8 Operating segments

The IFRS specifies how an entity should report information about its operating segments in annual financial statements and, as a consequential amendment to IAS 34 Interim Financial Reporting, requires an entity to report selected information about its operating segments in interim financial reports. It also sets out requirements for related disclosures about products and services, geographical areas and major customers. The standard is applicable on financial statements for periods beginning on or after January 1, 2009. The application of the standard will result in amendments to the presentation of financial statements.
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2
Summary of significant accounting policies (continued)
IFRS 3 (Revised) Business combinations
All payments to purchase a business are to be recorded at fair value at the acquisition date, with contingent payments classified as debt subsequently re-measured through the income statement. There is a choice on an acquisition-by-acquisition basis to measure the non-controlling interest in the acquiree either at fair value or at the non-controlling interest’s proportionate share of the acquiree’s net assets. All acquisition-related costs should be expensed. The change is effective from July 1, 2009. This interpretation will have no significant impact on the financial position and performance of the Company.
IFRIC 13 Customer Loyalty Programmes 
IFRIC Interpretation 13 was issued in June 2007 and becomes effective for periods beginning on or after July 1, 2008. The interpretation requires customer loyalty award credit to be accounted for as a separate component of the sales transaction in which they are granted and therefore part of the fair value of consideration received is allocated to the award credits and deferred over the period that the awards credits are fulfilled. Management expects that this interpretation will have no significant impact on the financial position and performance of the Company.
IFRIC 15 Agreements for the Construction of Real Estate

IFRIC Interpretation 15 Agreements for the Construction of Real Estate was issued in July 2008 and becomes effective for periods beginning on or after January 1, 2009 and must be applied retrospectively. Management expects that this interpretation will have no impact on the financial position or performance of the Company.

IFRIC 16 Hedges of a Net Investment in a Foreign Operation
IFRIC Interpretation 16 was issued in July 2008 and becomes effective for periods beginning on or after October 1, 2008 and deals with net investment in a foreign operation. Management expects that this interpretation will have no significant impact on the financial position and performance of the Company.
Other Interpretations
Four interpretations issued by the International Financial Reporting Interpretations Committee (IFRIC) are effective for the current period. These are: IFRIC – 7 Applying the Restatements Approach under IAS 29, Financial Reporting in Hyperinflationary Economies; IFRIC 8 Scope of IFRS 2; IFRIC 19 Reassessment of Embedded Derivatives; IFRIC 10 Interim Financial Reporting and Impairment; and IFRIC 14 The Limit on a Defined Benefit Asset, Minimum Funding Requirements and their interaction. The adoption of these Interpretations has not led to any changes in the Company’s accounting policies.
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Summary of significant accounting policies (continued)

d)
Revenue

Premiums

Premiums on individual life business are accounted for on a “cash” basis after deducting premiums received in advance.  Premiums on group life, personal accident and medical and health insurance businesses are accounted for on an “accruals” basis.

For medical and health insurance business and group life business, premiums written are taken into income over the term of the policies to which they relate on a pro-rata basis.  An unearned premium reserve is established to cover the portions of the risks which have not expired as at the balance sheet date. The unearned premium reserve for medical and health insurance business and group life business has been valued by the actuaries and is included as part of net liabilities under life assurance.

Premiums written under general business are taken into income over the terms of the policies to which they relate on a pro-rata basis.  At the end of each year, a proportion of net retained premiums of the general insurance business are provided to cover portions of risks which have not expired as at the balance sheet date, at the following percentages;

Marine 

25%

All other businesses 
40%

Ceded reinsurance premiums are accounted for in the same accounting periods as the premiums for the related direct insurance, and are calculated in accordance with reinsurance arrangements in place during the year.

Interest income 

Interest income is accrued on a time proportionate basis, by reference to the principal outstanding and at the interest rate applicable.

Dividend income

Dividend income from investment is recognized when the shareholders’ right to receive payment has been established. 


Rental  income
Rental income from investment properties is recognised on a straight-line basis over the term of the lease.  Lease incentives granted are recognised as an integral part of the total rental income.

16

2
Summary of significant accounting policies (continued)

e)
Claims

Claims paid 

Claims paid during the year are charged against income on the basis of actual settlements made.
Outstanding claims and IBNR provision 

On an on-going basis, provisions are made for all known and reported claims, including handling costs, for all classes of business which have not been paid as at the balance sheet date and are stated gross with the reinsurance portion being shown separately under current assets.  An additional provision is also made for any claims incurred but not reported (IBNR) at the balance sheet date on the basis of management estimates.  The method used by the company to calculate claims incurred but not reported takes into account historical data, past estimates and details of reinsurance programmes to assess the expected size of reinsurance recoveries. 

f)
Liability adequacy test

All recognised insurance liabilities, including outstanding claims, are subject to a liability adequacy test at each reporting date.  This involves comparison of current estimates of all contractual cash flows attached to these liabilities with their carrying amounts. Estimates of contractual cash flows include expected claims, handling costs and recoveries from third parties.


  

Any deficiency in carrying amounts is immediately charged to the statement of insurance operations by establishing a provision for losses arising from liability adequacy tests.

g)
Financial instruments

Classification

A financial instrument is any contract that gives rise to both a financial asset for the company and a financial liability or equity instrument of another party.  All assets and liabilities in the balance sheet are financial instruments except investment property, property and equipment and shareholders’ equity.

 Financial instruments are categorised as follows:

· Fair valued instruments through profit and loss are those that the company principally holds for the purpose of short-term profit making.  These include money market placements and certain debt and equity investments.
· Originated loans and receivables are loans and receivables created by the Company by providing money and services to debtors.  Originated loans and receivables comprise trade receivables, due from related parties, recoverable from other insurers and policy holders’ loans.
17
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Summary of significant accounting policies (continued)
Financial instruments (continued)
· Held-to-maturity assets are financial assets with fixed or determinable payments and fixed maturity that the Company has the intent and ability to hold to maturity.  These include certain debts and equity investments.

Recognition

The Company recognises financial assets fair valued through profit and loss on the date it commits to purchase the assets.  From this date any gains and losses arising from changes in fair value of the assets are recognised.

Originated loans and receivables are recognised on the day they are delivered to the counter party.

Measurement 

-
Financial instruments are measured initially at cost, including transaction costs.  Subsequent to initial recognition, all assets with the exception of held to maturity are measured at fair value. 

-
Held-to-maturity assets are measured at amortised costs less impairment losses.  Amortised cost is calculated on the effective interest rate method.

Fair value measurement principles

The fair value of financial instruments is based on their quoted market price as at the balance sheet date without any deduction for transaction costs.  If a quoted market price is not available, the fair value of the instrument is estimated using pricing models or discounted cash flow techniques, as applicable.

Where discounted cash flow techniques are used, estimated future cash flows are based on management’s best estimates and the discount rate is a market-related rate at the balance sheet date for an instrument with similar terms and conditions.  Where pricing models are used, inputs are based on market related measures as at the balance sheet date.

Gains and losses on subsequent measurement

Gains and losses arising from a change in the fair value of “fair value through profit & loss” financial assets are recognised in the income statement, whether realized or not.
Derecognition

A financial asset is derecognised when the company loses control over the contractual rights that comprise that asset.  This occurs when the rights are realised, expired or surrendered.  A financial liability is derecognised when it is extinguished.  The Company uses the specific identification method to determine the gains or losses on derecognition.
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Summary of significant accounting policies (continued)
h)
Investments

Held to maturity

Held-to-maturity investments, which are debt investments with fixed payments and maturity that the company has the intent and ability to hold to maturity are stated at amortised historical cost less impairment losses.

Fair value through profit and loss
Fair value through profit and loss are equity and debt investments, held for trading.  Movements in the fair value are recognised in the income statement.

Available for sale

Available for sale investments are measured at fair value, with unrealised gains or losses reported as fair value reserve, and shown as part of shareholders’ equity until the investment is derecognised.  On de-recognition, the cumulative gain or loss previously reported in equity is included in the income statement for the period.

i)
Investment property

Investment properties are measured by applying the fair value model and gains or losses from fair value adjustments are recognised in income statement for the year in which they arise.

j)
Insurance and other receivables
Trade and other receivables are stated at their cost less provision for doubtful debts.
k)
Insurance and other payables

Liabilities are recognised for amounts to be paid in future for goods or services received, whether billed or not billed to the company.   Trade and other payables are stated at their cost which approximates to their fair value.

l)
Property and equipment 

Property and equipment are recorded at cost less accumulated depreciation and impairment losses, except land which is recorded at cost less impairment losses.  Depreciation is charged on a straight-line basis over the estimated useful lives of the property and equipment.


The rates of depreciation used are based on the following estimated useful lives of the assets.  
	
	Years

	
	

	Furniture and fixtures 
	4

	Office equipment
	4

	Motor vehicles 
	4
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Summary of significant accounting policies (continued)

m)
Impairment losses 

The carrying amount of the Company’s assets is reviewed at each balance sheet date or whenever there is any indication of impairment.  If any such indication exists, the asset’s recoverable amount is estimated.  An impairment loss is recognised whenever the carrying amount of an asset or its cash-generating unit exceeds its recoverable amount. Impairment losses are recognised in the income statement.


Calculation of recoverable amount

The recoverable amount of the Company’s investments in held-to-maturity securities and receivables, if significant, is calculated as the present value of expected future cash flows, discounted at the original effective interest rate inherent in the asset. Receivables with a short duration are not discounted.

The recoverable amount of other assets is the greater of their net selling price and value in use.  In assessing value in use, the estimated future cash flows are discounted to their present value using a discount rate that reflects current market assessments of the time value of money and the risks specific to the asset.  For an asset that does not generate largely independent cash inflows, the recoverable amount is determined for the cash-generating unit to which the asset belongs.  

n)
Cash and cash equivalents 

Cash and cash equivalents comprise cash balances, call deposits, current accounts and short term deposits balances with original maturities of three months or less.  Bank overdrafts that are repayable on demand and form an integral part of the Company’s cash management are included as a component of cash and cash equivalents for the purpose of cash flows.

o)
End of service benefits

Staff terminal benefits

In compliance with UAE Labour Law, the Company has a termination gratuity benefit scheme covering all of its non-national employees who have been with the Company for more than one year.  The provision for staff terminal benefits is based on the liability that would arise if the employment of all the employees was terminated as at the balance sheet date.
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Summary of significant accounting policies (continued)
UAE nationals – pension and social security

The UAE Government introduced Federal Labour Law No. 7 of 1999 for pension and social security.  Under this law, employers are required to contribute 12.5% of the ‘contribution calculation salary’ of those employees who are UAE nationals. These employees are also required to contribute 5% of the ‘contribution calculation salary’ to the scheme.  The Company’s contribution is recognised as an expense in the income statement as incurred.  The employees’ and employers’ contribution, to the extent remaining unpaid at the balance sheet date, has been shown as liability.

p)
Foreign currency transactions

Transactions in foreign currencies are translated to UAE Dirhams at the foreign exchange rate ruling at the date of the transactions.  Monetary assets and liabilities denominated in foreign currencies as at the balance sheet date are translated to UAE Dirhams at the foreign exchange rate ruling as at that date.  Foreign exchange differences arising on translation are recognised in the income statement.  Non-monetary assets and liabilities denominated in foreign currencies, which are stated at historical cost, are translated to UAE Dirhams at the foreign exchange rate ruling as at the date of the transaction.

q)
Operating lease payments

Payments made under operating leases are recognised in the income statement on a straight line basis over the term of the lease.  Lease incentives received are recognised in the income statement as an integral part of the total lease expenses.

r)
Provisions

A provision is recognised in the balance sheet when the company has a legal or constructive obligation as a result of a past event, and it is probable that an outflow of economic benefits will be required to settle the obligation.  If the effect is material, provisions are determined by discounting the expected future cash flows at a rate that reflects current market assessments of the time value of money and, when appropriate, the risks specific to the liability.
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Summary of significant accounting policies (continued)
s)
Critical accounting estimates and judgements in applying 

The Company makes estimates and assumptions that affect the reported amounts of assets and liabilities within the next financial year.  Estimates and judgments are continually evaluated and based on historical experience and other factors, including expectations of future events that are believed to be reasonable under the circumstances. 
The estimation of the ultimate liability arising from claims made under insurance contracts is the company’s most critical accounting estimate.  There are several sources of uncertainty that need to be considered in the estimate of the liability that the company will ultimately pay for such estimates.  The Company estimates for reported and unreported losses and establishing resulting provisions and related reinsurance recoverable is continually reviewed and updated, and adjustments resulting from this review are reflected in income statement. The process relies upon the basic assumption that past experience, adjusted for the effect of current developments and likely trends, is an appropriate basis for predicting future events.

t)
Reinsurance assets

Amounts recoverable under reinsurance contracts are assessed for impairment as at each balance sheet date. Such assets are deemed impaired if there is an objective evidence, as a result of an event that occurred after its initial recognition, that the Company may not recover all amounts due and that the event has a reliably measurable impact on the amounts that the Company will receive from the reinsurer. 
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