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Arab Orient Insurance Company (PSC)

BALANCE SHEET
At 31 December 2006

206 2005
Notey AEDG AEDH
ASSETS
Cash and investments:
Bank balinces and cash 11,933 1,702
Deposits with banks 3 547,115 430,110
Investmenl securities 4 41,0860 7.807
[nvestment in associated company 3 24,351 =
625,085 459,619
Receivables arising from insurance and reimsurance conlracts f 140,763 63,680
Reinsurers’ share of uncarned premiums 160,718 107,451
Reinsurers share of cutstanding claims 14 211877 73,599
Fixed assets 7 1.307 1,574
Prepayments and other receivables 5.169 3,589
S1E3Y 249 895
TOTAL ASSETS 1,144,419 FO9 514
EQUITY AND LIABILITIES
Capital and reserves
Share capital & 150,000 100,000
Statutory reserve 9 34,307 24,807
Lepal reserve 10 44,432 14,932
Exceptional loss reserve Il 33,269 26,339
General reserve 12 91,588 102,248
Retained earnings L6 L1
Proposed dividends I3 30,000 20,000
Cumulative changes in fair values of securities (B64) 6,055
Total equity 382,748 314,592
Liabilities
Liabilities arising froan insurance contracts:
Unearned premiums 229,368 153,574
Dtstanding cliimsz L4 195,128 143,138
524,496 298 732
Reinsurance balances payable 160,208 54,371
Amounts lield under reinsurance trenties 46,526 23,015
Other payables and accruals 15 3541 18,804
Total habilities THXATI] 394,922

TOTAL EQUITY AND LIABILITIES 1,144,919 T09.514

These financial statements were approved by the Board of Directors on 31 January 2007 and signed on its behalf by:

CHAIRMAN S, ~ ' ' oo R

he attached notes | to 23 form part of these financial statements




Arab Orient Insurance Company (PSC)

INCOME STATEMENT
Year ended 31 December 2006

Note

UNDERWRITING INCOME

Giross premium

Insurance contracts premium receivable
Mavement in provision for unearned premiums

Insurance Premium revenue

Less: Reinsurers' share of premiam
Insurance contracts premium receivable
Movement in provision for unearned premiums

[nsurance premum revenue
Mot Imsurance premiurm revenue

Commission meoms

UNDERWRITING EXPENSES
Claims paid
Less: re-insurance share

Met claims
[ncrease mooutstanding claims 4

(=]

Claims incurred
COMmmIss1on $xpenses
General and administration

NET UNDERWRITING INCOME

INVESTMENT INCONME

Interest income

Gain on sale of rrading securitics

Fair vilue gain on trading securities

Gain on sale of available for sale securities
Investment expenses - linance Costs

PROFIT FOR THE YEAR 17

Basicand diluted earmings per share (AED) 18

The ettached notes | to 23 form part of these financial statements

20t
AED

557,498
(73,794)

484,204

389,718
(53,267)

336,451

147,753
65,837
213,610
163,397
(1014,686)

58,711
13,692

72,403
43,090
30,737

146,230

67,380

15,348

10,118
4,827
(12,5398)

2003

AEDOMG

66460

269,034
(13,377

255.061
I 10,808

31,081

161,839

211,007
(162.557)
48,450

4,742
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Arab Orient Insurance Company (PSC)

STATEMENT OF CASIHI FLOWS

Year ended 31 Decomber 2006

OPERATING ACTIVITIES

Profit for the year

Adjustments lor

[repreciation

Loss on sale of fixed assets

Interest meome

Finance costs

Gain on sale of available for sale securities
Unrealised gain on trading securities
Remsurers” share of unearned premiums
Maovement 1nunearned premiums

Operating profit before changes in operating assets and liabilitics
Recevables artsimg from insurance and reinsurance contracts

Re-insurers’ share of putstanding claims
Prepayments and other receivables
Otstanding claims

Reinsurance balances pavable

Other payables and accruals

Cash from operations
Investment expenses pad

Met cash from operating activines

INVESTING ACTIVITIES

Purchase of fixed asscls

Proceeds from sale of fixed assets

Interest imcome

Bank deposits

Investment 10 associale company
Purchase ol avalable for sale investments
Sale of available for sale investments
Purchase of trading securitics

Mot cash used inoinvesung activities

FINANCING ACTIVITY
Thvidend pad

Met cash used in financing activity

INCHEASE IN BANK BALANCES AND CASH

Bunk balances and cash at | January

BANK BALANCES AND CASH AT 31 DECEMBER

The attached notes 1 1o 23 form part of these financial statements

Notes

-1
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2004
AL

05,075

129

il
(25.348)

12,598
(4,827
(1L118)
(53,267)

T3.7TH

58,706
(77,083}
(138,278)
(1,580
151,970
129,748
11,737

165,220
(12.598)

152,622

(650
120
25,3438
(97,005)
(24.351)
{24,405)
7,288
(8,736)

(122,391)

{20,000y

(20,000)

1,231

1.702

11,933

2003
AEDOOU

73,058
H |

56
(15.192)
1,985

(1,039}
138
15,192

(67.885)

(1,752)

(55,348)

(20,000)

(20,000}
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Arab Orient Insurance Company (PSC)

STATEMENT OF CHANGES IN
Year ended 31 December 2006

Share
Colfaedal

AL

Sarutory
rEReeve

AL

Exceptional
Lepral fagy

FEEEPVE FE R

AEL) AED TG

Crenerad
Feseri

AELV R

Fetaned Propoyed
Farigs dfvidend

Akl {ien A __.”.__.”_ ._.“___.”___.._

Cuniifaimne
changes m
foare values
AELV

Taal

AbLr T

255499
{0053

G053

73034

79,093

{20 L)

314,592

Balance a1 1 January 2005 T ), D0 17.507 27637 21,309 TR 1 RURA =
Nt movement in cumulative changes in far value - . . - - - - a.033
Total income and expenses recagiused directly moogquily |.| || - - - - - 6033
Bt profit for the year - - . . . ERNIEES - -
Total i coand expenses Ter the yeur - - |.II . 1 - 73038 . N ﬂuumlm
Transiers 7300 |I..H.w|cﬂ Rt 33,200 (53030 o |. |.l|
Davidend paud - - - - - - £20,600) -
Dividend proposed - ~ - - : {20, ) 200, L0y -
Balance ot 31 Deceanber 2005 100,00 24,807 14,937 26,539 L2 248 ] M% |l_ma
(Male #) mc.ﬁ @y {Mote 1) (Mote 1) {Mote 12) -

The attached notes 1 to 23 form part o?:mmm financial statements
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Arab Orient Insurance Company (PSC)

STATEMENT OF CHANGES IN EQUITY

Year ended 31 December 2006

Erveptional Cumidative
Shge Hatutory Lepal lags Creperad fesaned Progposed changes i
cagatad FEREITE rEsarve rexer Feserve FATRIES ddivicdend Jair values Total
AR 00 AED AED 00N AED D AED T ER R AEL0 AELYTH ALL
HBalange at | fanuary 2006 [ C O J4.807 34452 26539 103,248 Il 20,004 6A5 314,392
peet movement i cutnalative changes in fair value - - - - - - . (69158 {6.919)
Totdl income and expenses recognised directly in equity - - - - - - - {6.4519) (4
Profit for the yeas . - - - - 95,073 - - 45,073
Total ipceme and expenses for the year . . . - - 95,075 . (0,915 HE, 150
Transters S0.000 G400 G S0k 6,734 RN (05,070 - B -
Dividend pad - - - - - - (20,00 . {20, D00
Dividend proposed - - - - - (340, 000) 30,000 - -
Balznce at 31 December 2004 150,000 34,307 44,432 33,269 91,588 1ia 30,000 (B6d) AH2,7458
(twaole B) [Mome 9 (Mate 1) (Mate 11) (ote |2

The attached notes | to 23 form part of these financial statements
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Arab Orient Insurance Company (PSC)

NOTES TO THE FIN ANCIAL STATEMEN- 5
At 31 December 2006

I ACTIVITIES

Arab Orient Insurance Company {PSC) (Mhe company”) was incorporated with limited liability on 22 July 1980 in
the Emirate of Dubat by a decree of His Highness The Rulet of Duba and commenced operations on 1 January
1982, The company was registered in accordance with the UAE Federal Law No.(9) of 1984, as amended, (*The
Insurance Companics Law™) on 29 December 1984 with registration No.14. On 2 May 1988 the company was
converted into a public shareholding company in accordance with the requirements of the Insurance Companies Law
and has since been registered under LIAE Federal Law No.(¥) of 1984, as amended, relating 1o commercial
companies, The registered address of the company is P.O, Box 9066, Dubail United Arab Emirates.

The company operates in the United Arab Emirates and emploved 184 employees as of 31 December 2006 (2003:
1423,

The company mainly issues short term insurance contracts in connection with property, cngineering, molor, maring,
miscellaneous accident, medical, group life and personal accident classes (collectively known as ceneral msurance),
The company alse invests its funds in investment securities.

2 SIGNIFICANT ACCOUNTING MOLICIES

Basis of preparation
The finaricial statements have heen prepared in accordance with International Financial Reporting Standards (IFRS) and

applicable requirements of UAE Law,

The financial statements have been presented in UAE Dirhams and all values are rounded 1o the nearest thousand
axcept when otherwse indicated.

Accounting convention
The financial statements are prepared under the historical cost convention except for the measurement at fair value of

investment securities.

Changes in aceounting policies
The acceunting policies are consistent with those wsed in the previous year.

1ASB Standards and interpretation issued but not yet effective

[FRS 7 Financial Instruments: Disclosures The apphication of [FRS 7, which will be effective for the
year ending 31 December 2007 will result in amended
and  additional  disclosures  relating 1o financial
instruments and associated risks.

LAS 1 Presentation of financial statements (amended) The application of 1AS | (amended), which will be
effective for the year ending 31 December 2007 will
reault i amended and additional disclusures refating 1o
the Company’s objectives, policies and procedures for
managing capital,

Investment securitivs
Al investment securities are initially recognised at cost, being the fair value of the consideration given including
aoquisition costs.

Trading securities
After initial recognition, all trading securities are remeasured at fair value. All related realised and unrealised gains
or losses are recognised in the income slatement.

Avaifabie for sale securities

Afier initial recognition, securities which are clussified as “available-for-sale™ are remeasured at fair value. Unrealised
gains or |osses are reported as a separate component of equity until the security is derccognised or until the security is
determined to be impaired. On derecognition or impairment the cumulative gain or loss previously reported in equity 15

included in the income statement lor the period.

mmmE N EEE



Arah Orient Insurance Company (PSC)

NOTES TO THE FINANCIAL STATEMENTS
At 31 Decamber 2006

2 SIGNIFICANT ACCOUNTING POLICIES - continued

Investment securities - continued
In the case of unguoted investments in shares where fair value cannot reliably be measured, such investments are
carried al cost less provision for impairment:

Trade and settlement date aceounting

Al “repular 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 conventien in the market place.

Investment in associated company
Tnvestmenit in associated company is accounted for under the equity method of accounting. This is an entity over

which the company exercises significant influence and that is neither a subsidiary nor an interest ina joint venture,

Fixed assets
Fixed assets are recorded at cost less accumulated depreciation and any impatrment in value,

Depreciatian is calculated on a straight line basis over the estimated useful lives of fixed assets as follows:

o Furniturg and fixtures 4 1o 7 wvears
s Office equipment 3 1o 5 years
= Motor vehicles 5 wears

The carrving values of fixed assets are reviewed for impairment when events or changes n circumstances indicare
that 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 1o their recoverable amount.

Impairment and uncollectibility of financial assets

An assessmienl is made at each balance sheet date to determine whether there is objective evidence that a financial assel
or group of financial assets may be impaired. If such cvidence exists, any impairment losses arg recognised in the
income slatement.

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 diseounted at the current market rate of return for a similar financial assel.

Derceognition of financial instruments

The derecognition of a financial instrument takes place when the company no longer controls the contractual rights that
comprise the financial instrument, which is normally the case when the instrument is seld, or all the cash flows
attributable to the instrument are passed through to an mdependent third party.

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

Insurance Tunds

Unearnad premom reserve

Unearried premiums relating to general insurance business are compuied based on percentages of net premium
written and are at least equal to the minimum stipulated in the UAE Insurance Companies Law. Unearned premium
reserves for medical and group life business are caleulated based on independent actuarial valuation as required by
Article 44 of the UAE Insurance Companies Law.

Pavables and accruoals
Liabilities are recognised [or amounts to be paid in the future for goods and services rendered, whether billed by the
supplier or not,




Arab Orient Insurance Company (PSC)

NOTES TO THE FINANCIAL STATEMENTS
At 31 December 2006

2 SIGNIFICANT ACCOUNTING POLICIES - contnued

Provisions
Provisions are recognised when the company has an obligation (legal or constructive) arising from a past event, and the
costs to settle the obligation are both probable and able to be reliably measyred.

Employees’ end of service benefits

The company provides end of service benefits to its employees in accordance with the UAE Labour Law, The
entitlement of these benefits is based upan employees’ final salary and length of service, subject to the completion
of a minimum service period, The expected costs of these henefits are accrued over the period of employment.

With respect to its national employees, the company makes contributions 16 a pension fund established by the
General Pension and Seocial Security Authority calculated as a percentage of the employees® salaries,  The
company's obligations are limited te these contributions, which are expensed when due.

Insurance preminm revenue
Net premums written are taken into income at the time policies are written and adjusted for unearned premiums.
Unearned premiums represent the portion of the premium written relating to the unexpired pericd of coverage,

Claims

Claims, comprising amounts payable te contract holders and third parties and related loss adjustment expenses, net of
salvage and other recoveries made are charged to income as incurred. Claims comprise the estimated amounts payable,
in respect of claims reported to the company and those not reported at the balance sheet date.

The company generally estimates its claims based on previous experience. Independent loss adjusters normally estimate
property claims. In addition a provision based on manasement’s judgement and the company’s prior gxperience is
maintained for the cost of settling claims incurred but not reported at the balance sheet date. Any difference between
the provisions at the balance sheet date and settlements and provisions for the following year is included in the
underwriting account for that vear,

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

Liability adeguacy test

At each balance sheet date the company assesses whether its recognised insurance liabilities are adeguate using current
sstimates of future cash Aows under its insurance contracts. If that assessment shows that the carrying amount of its
insurance liabilities is inadequate in the light of estimated fumure cash fows, the entire deficiency is immediately
recognised in income and an unexpired risk provision created.

The company docs not discount itz liability for unpaid claims as substantially all claims are expected to be paid
within one year of the balance sheet date.

Reinsurance contracts held

In order to minimise Ainancial exposure from large claims the company enters into agreements with other parties for
reinsurance purposes.  Claims receivable from reinsurers are estimated in a manner consistent with the claim liabilily
and in accordance with the reinsurance contract. These amounts are shown as “reinsurers’ share of outstanding claims”
in the balance sheet until the claim is paid by the company. Once the claim is paid the amount due from the rensurer il
connection with the paid claim is transferred 1o “receivables arising from insurance and reinsurance contracts™.

Premiums on reinsurance assumed which are primarily facultative contracts are recognised as revenue in the same
manner as they would be i the remsurance were considered direct business.

At cach reporting date, the company assesses whether there is any indication that a reinsurance asset may be impaired.
Where an indicator of impairment exists, the company makes a formal estimate of recoverable amount. Where the
carrying amount of & reinsurance assel exceeds its recoverable amount the asset 1s considered impaired and 13
written down 1o its recoverable amount.

=
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Arab Orient Insurance Company (PSC)

NOTES TO THE FINANCIAL STATEMENTS
At 3] December 2006

2 SIGNIFICANT ACCOUNTING POLICIES - continued

Commission earned
Commissions earned are recognised at the time policies are written.

Interest income and expenses
Interest income and interest expenses are recognised on a time apportionment basis.

Fair values
For investments traded in organised markets, fair value is determined by reference to Stock Exchange quoted market bid

prices

Foreign currencies

Transactions in foreign currencies are recorded at the rate ruling at the date of the transaction. Manetary assets and
liabilities denominated in foreign currencies are translated at the rate of exchange ruling at the balance sheet date,
All differences are taken 1o the income statement.

Judgements

in the precess of applying the company’s accounting policies, management has made the following judgements,
apart {rom those involving estimations, which have the most sipnificant effect in the amounts recognised in the
financial stalements:

Classification of nvestments
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 of available for saie.

For those investments deemed to be held 1o maturity, management ensures that the requirements of TAS 39 are met

and, in particular, that the company has the intention and ability to hold these to maturity.

The company classifies investments as trading if they are acquired primarily for the purpose of making a shert term
prafit by the dealers.

Classification of investments as fair value through income statement depends on how management maonitors the
performance of these investments. When they are not classified as held for trading but have readily available rebiable
fair values and the changes in fair values are reported as par of profit or loss in the management accounis, they are
classified as fair value through mcome statement.

A1l other investments are classified as available for sale,

{mpairment of ihvastmenis

Ihe company treaws available for sale equity investmants 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 queted equities and the future cash flows and discount factors
for unguoted eguities.

Medical and Group life insurance
The assumptions used in actuarial valudtions for unearned premium reserves for medical and group life business are
based on experience.

T e
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Arab Orient Insurance Company (PSC)

NOTES TO THE FIN ANCIAL STATEMENTS
At 31 December 2006

L=k

SIGNIFICANT ACCOUNTING POLICIES - continued

Estimation uncertainty
The kev assumptions concerning the future and other key sources of estimation uncertainty at the balance sheet date,

that have a significant risk of causing a material adjustment 1o the carrying amounts of assets and liabilities within the
next financial vear are discussed below:

Faluation of wnguored eguity invesimenis
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 13 substanually the same |
. the expected cash flows discounted al current rates applicable for items with similar terms and risk

characieristics; or
. other valuation madels.

Provision for putstanding claims, whether reported or not

Considerable judgement by management 15 required in the estimation of amounts due to contract helders arising. from
claims made under insurance contracts. Such estimates are necessarily based on significant assumptions about several
factors involving varying, and possible significant, degrees of judgement and uncertainly and actual results may differ
from management’s estimates resulting in future changes in estimated liabilities.

In particular, estimates have to be made hoth lor the expected ultimate cost of claims reporied at the balance sheet
date and for the cxpected ultimate cost of claims incurred but not vet reported (IBNR] at the balance sheet date. The
primary technique adopred 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.

Claims requiring court or arbitration decisions are estimated individually. Independent loss adjusters normally estimate
property claims, Management reviews its provisions for claims incurred and claims incurred but not reported regularly.

3 DEPOSITS WITH BANKS

Deposits with banks mclude the following:

2006 2k
AEDHM AED
4]  Amounts that cannot be withdrawn without the prior approval
of the Ministry of Economy in accordance with Article 41
of Federal Law No % of 1984 7,500 7.500
(3] Fixed term deposits 539615 442610
547,115 450,110

AR,



Arab Orient Insurance Company (PSC)
NOTES TO THE FINANCIAL STATEMENTS
At 31 December 2006
4 INVESTMENT SECURITIES
2004 2005
AED00H AEDDO0
Investments in securities held for trading
Cuoted shares 18,854 -
" sAvailable-for-sale investments
Cotad shares 20,237 7.807
Vingquoted shares 2,395 -
22,832 7,307
41,686 1.807
5 INVESTMENT IN ASSOCIATED COMPANY
2006 2003
AED G AED'RGN
Cost 14,351 -
Add: share of associated company's retained ¢armings - .
24,351 -
The investment in associated company represents a 40% intergst i Arab Orient Insurance Company, Syria, a public
sharchalding company registered and incorporated in Syria. As of 11 December 200G, the company has not
commenced commercial operations,
6 RECEIVABLES ARISING FROM INSURANCE AND REINSURANCE CONTRACTS
2ilthe 2003
AED GO0 AEDOGN
107,356 500,229
companius inrespecl of cluims paid 9,054 6,598
24,353 6,853
140,763 3,630
date, The reinsurers’ shares of claims not

[psurance Premiums receivable

hin twelve months of the halance sheet

Diye from reinsurancs
Due from related parties (note 149
date are disclosed tnnote 14,

All the above amounts are dug wit
idd by the company at the halance sheet

pa




Arab Orient Insurance Company (PSC)

NOTES TO THE FINANCIAL STATEMENTS
At 31 December 2006

7 FIXED ASSETS
Ciffice equipment

and frrniture Mutar
el fixtures vehicles Totaf
AEDDOR AED AEDQGO0
Carrving value at | January 2006 671 ons 1,576
Additions 397 153 630
Disposals (8%) (162} (190}
Depreciation (420 {309) {729
Carrving value at 31 December 2006 561 T47 1,307
At cost 4470 1,397 5,867
Accumulated depreciation (3,910 B {4,560)
Net book value at 31 December 2006 560 T47 1,307
Carrying value and net book value
at 31 December 2005 a7l Q05 1,576
b SHARE CAPITAL
2006 2005
AEDRO0 AELQOG
issued and fully paid —shares o’ AED 100 each TR 100,000

T'he sharcholders approved an increase in the share capital by AED 30 million by the capitalisation of general
reserve in the exiraordinary meeting held on 20 February 2006, The formalities in respect of the increase in the
share capital were completed during the year,

9 STATUTORY RESERVE

In accordance with the Company’s Articles of Association, the company has transferred 10% of the net profit for the
vear to slatutory reserve, The company may resolve to discontinue such annual transfers when the statutory reserve
is equal to 25% of paid up capital. The reserve can be used for any purpose to be decided by the shareholders upon
the recommendation of the Board of Directors,

10 LEGAL RESERVE

In accordance with the Commercial Companics Law and the Company's Articles of Association, 10% of the profit
far the vear has been transferred to the legal reserve, The company may resolve 1o discontinue such transters when
the reserve totals 50% of the paid up share capital. The reserve is not available for distribution except in the
circumstances stipulated by the law,

11 EXCEPTIONAL LOSS RESERVE

An amount equal to 10% of the net underwriting income for the year is translerred to an exceptional loss reserve o
ensure that the company has sufficient solvency to meet exceptional, non-recurring claims which may arise in future
YEArs.

12 GENERAL RESERVE

Transfers to the general reserve are made on the recommendation of the Board of Directors, This reserve may bi
used for such purposes as deemed appropriate by the Board of Directors,

13
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Arab Orient Insurance Company (PSC)

NOTES TO THE FINANCIAL STATEMENTS
AU December 2006

13 PROPOSED DIVIDEND

Mividends of ALD 20 per share (totalling AED 20 million) relating to the year 2005 were declared and paid during
the year, During 2005, dividends of AED 200 per share {totalling AED 20 million) relating 1© the wear 2004 were
declared and paid.

The Board of Dircctors has proposed o cash dividend amounting to AED 30 million at AED 20 per share for the
vear 2006, This is subject 1o the approval of the sharehaiders at the Annual General Meeting to be held during
February 2007,

14 OUTSTANDING CLAIMS
2o 2003
Reinsurers” Remsurers’
{rrisy share Net (fress share Net

ALED GG AEDORY ALD 0 AEL (i AED D00 AED

Claims incurred 288,078 (211.877) 76,201 |37 608 (73,509) 64,009
(Claims incurred but not reported 7,050 - T.050 5,330 - 5,350
295,128 (211,877} 83,251 143,158 (73,599) 69,559

Substantially all of the claims are expected to be paid within twelve months of the balance sheet date, The umounts due
fram reinsurers are coniractually due as per the terms of reinsurance agreemeénts from the date of payment of the claims.

Amounts due from reinsurers relating 1o claims already paid by the company are included in “receivables arising
[tom insurance and reinsurance contracts” (note 0).

The company generally estimales its claims and veinsurers’ share of ¢laims principally based on previous
experience. Claims requiring court or arbitration decisions are estimated individually. Independent loss adjusters

normally estimate property claims.

The movement in the provision for outstanding claims, and the related remsurers’ share, was as follows:

206 2003
AEDO00 AEDO00
Al January 2006,
Oustanding ¢laims 143,158 130,067
Die from reinsurers (73.599) (63.250)
69,559 64,817
Net mcrease 13.692 4,742
At 3! December 2006
Outstanding claims 295,128 143,158
Due {rom reinsarers (211,877) (73.5549)

83,251 64 559

Amounts due from reinsitrers are normally settled on a quarterly basis. There are no material amounts for which
amount and timing of claims payment is not resolved within one vear of the balance sheet date.

D
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Arab Orient Insurance Company (PSC)

NOTES TO THE FINANCIAL STATEMENTS
At 31 December 2006

I3 OTHER PAYABLES AND ACCRUALS
2004 2003
AR AEDOO0
Provision for staff costs 4244 3,771
Other creditors and accruals 17,859 8,324
Employees' end of service benefits (Note 163 5,642 4. 881
[se to related parties [Notg 19) 2,70 1,628
3541 18,504
l6 EMPLOYEES' END OF SERVICE BENEFITS
2 2033
AEDDG AED
Movement in the provision recognised in the balance shieet is as follows:
Provision asat 1 January 4,881 4,463
Proyided during the vear 1,050 7599
End of service benefiis paid (289) (381)
5,642 4,881

Provision asat 31 December

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.

17 PROFIT FORTHE YEAR

Profit for the year is stated after charging:

206 2005
AED AELDOO
Staff costs 22.523 18,156
1,596 I,146

Kental costs — Operating leases

— =

is BASIC AND DILUTED EARNINGS PER SHARE

Earnings per share 15 computed by dividing the profit auributable Lo the shirelolders by the weighted averags
number of shares outstanding during the year of 1,500,000 shares, The number of shares outstanding has been
adjusted for all periods since the capitalisation of general reserves did net increasa the toral available resources.

No figure for diluted curnings per share has been presented because the company has not issued any mstruments which
would have an impact on earnings per share when exercised.

L
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Arab Orient Insurance Company (PSC)

NOTES TO THE FINANCIAL STATEMENTS
At 31 December 2006

19 RELATED PARTY TRANSACTIONS

holders, directors and key management personnel ol the

Related parties represent associated companies, major share
Pricing policies and

company, and entities controlled, jointly controlled or significantly influenced by such parties,
Lerms. of these [ransactions are approved by the company’s management

Transactions with related parties included in the income statement are as follows:

Al Futtaim Directors and 206 2003
Ciroup compaiics Kiy Management  AED 000 AEDO00
Administration expanses 10,295 - 10,295 7.268
(Gross premium wriklen 30,318 - L3108 33,687
Motor vehicle repair charges paid relating
to claims 33,526 - 33,526 25395

Ralances with related parties mcluded in the balance sheet are as follows:

2004 2103
Premium Preminm Premium Premium
recelvilies payables recaivabies payables
AED R AEDGG AL AED 000
Al Futtaim Group Companies 24,353 2,796 #,853 1,628

Amounts due from and due 10 related parties are disclosed in notes & and 15 respectively

Compensation of key management personmel
The remuneration of kev management personned during the year was as follows:

2 2005
AED AEDO00
Shart-term benelits 3,983 3473
Employees' end of service benefits 324 259
4,307 3,732

b 0




Arab Orient [nsurance Company (PSC)

NOTES TO THE FINANCIAL STATEMENTS

At 31 December 2006

20 SEGMENTAL INFORMATION

Primary segment information

For management purposes the company is orzanised into Lwo business
The genegral nsurance segment comprises property, engineering, mo
group life and personal aceident ¢lasses. Investment compr
['hese segments are the basis on which the
Segmental information is presented below

awn o account.

General Insurance:
Underwriting imeorme
Linderwriting expenses

Net underwriting income

Tmvestinent
Investment income

Profit for the vear

OTHER INFORMATION

Segment assels
Segment habilities
Capital expenditure

Lrepreciation

Secondary segment information

For operational and management reporting purposes, the company

1ses investment an

segments, general insurance and investment.
tor. marine, miscellaneous accident, medical,
d cash management for the company's
company reports its primary segment information.

2000 2i0s
ALD AEDQR0
213,610 1A1 889
(146230 {109.514)
67,380 32,375
27,695 20,663
95,075 73,058
Feneral lrstrance lnvestment Total
2606 2003 2006 200a 2004 2003
JEDOO0  AED GO0 AED'OON AED aag AEDWION AED 'O
531,767 251,597 613,152 457.217  L144919  T09.514
762,171 364922 = - 762,171 394,422
65l - - B0 1,039
729 E 79 Hal

is organised as oné

Consequently, no secondary segment information is required 10 be provided,

peographical segment

i 1N i



Arab Orient Insurance Company (PSC)

NOTES TO THE FINANCIAL STATEMENTS
At 31 December 2006

21 RISK MANAGEMENT
The risks faced by the Company and the manner these risks are managed by management are summarised below.

21 A fusurance risk

Insurance risk is where the company agrees to indemnify the insured partics apainst happening of unforeseen future
insured events. The frequency and severity of claims are the main risk factors. As per the practices adopted by the
company, actual claim amounts can vary marginally compared to the autstanding claim reserves but are not expected o
have a material impact.

Freguency and Severity of Claims

The frequency and severity of claims can be affected by several factors, The company underwriles mainly property,
engineering, motor, miscellaneous accident, marine, medical and group life and personal accident classes. These classes
of insurance are generally regarded as shori-term msurance contracts where claims are normally intmated and settled
within a short time span. This helps to mitigate insurance nisk.

Property
For property insurance contracts, the main perils are fire damage and other allied perils and business interruption
resulting therefrom,

These contracts are underwrilten either on replacement value or indemnity basis with appropriate values for the interest
insured. The cost of rebuilding or repairing the damaged properties, the time taken 1o Teinstate the operations to its pre-
loss position in the case of business interruption and the basis of insurance are the main factors that influence the level
of claims.

Engineering

For engineering nsuranee contracts, the main clements of risks are loss or damage to insured project works and
resuftant third party liabilities, loss or damage 10 insured plant, machinery and equipment and resultant business
interruption losses. The extent of the loss or damage is the main factor that influences the level of claims,

Mator
For motor insurance contiacts, the main elements of risks are claims anising out of death and bodily injury and damage
ta third party properties as well as that of insured vehicles.

The potential court awards for deaths and bodily injury and the extent of damage to properties are the key factors that
influence the level of claims,

Miscelianeons Aceident
For miscellancous accident classes of insurance such as loss of meney, infidelity of emplovees, personal accident,
workmen's compensation, travel, general third party Lability and professional indemnity are underwritten.

The extent of loss or damage and the potential court awards for liability <lasses are the main lactors that influgnce the
level of claims,

Muarine

I rarine insurance the main risk clements are loss or damage to insured cargo and hull due to various mishaps
resulting in the total or partial Joss claims. The extent of the loss or damage is the main factor that influences the level of
claimis.

Medical Group Life and Personal Aceident
In medical insurance, the main risk elements are illness and accidents and related healthcare costs. For group life and
personal accident the main nisks elements are claims arising from death and/or permanent r partial disabiliry

The company has adequate reinsurance arrangements to protect its financial viability against such claims for all the
above classes,

T B



Arab Qrient Insurance Company (PSC)

NOTES TO THE FINANCIAL STATEMENTS
At 31 December 2006

21 RISK MANAGEMENT - continued

Creographical concentration of risks
The insurance risk arising from insurance contracts is concentrated mainly in the United Arab Emirates. The

geagraphical concentration of risks is similar to last year

Reinsurance risk

In commen with other insurance companies, in order to minimise financial exposure arising from large insurance
claims, the company, in the normal course of business, enlers Into arrangements with other parties for reinsurance
purposes.  Such reinsurance arrangements provide for greater diversification of business, allow mandgement o
contrel 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 remmsurance contradts.

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

To minimse 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 cconomic characteristics of the remsures,

The five largest reinsurers account for 51 % of the maximum credit expasure at 31 December 2006 (20052 47%).

Regudatory framework risk
The operations of the company are subject to local regulatory requirements within the jurisdictions where it operates.

21 B Financial risk
The company’s principal financial instruments are available for sale and trading investments, receivables arising from
insurance and reinsurance contracts, deposits and bank balances and cash.

The company does nol enter into derivative transaclions,

I'he main risks ansing from the company’s financial Instraments are Interest rate risk, foreign currency risk, credit risk,
market price risk and hiquidity risk, The board reviews and agrees palicies for managing cach of these risks and they are
summarised below,

Interest rafe risk
Interest rate risk arises from the possibility that changes in interest rates will affect future profitability or the fair value of

financial instruments

The company has deposits with banks which are subject to interest rate risk. The company limits interest rate nsk by
menitoring changes in interest rates in the currencies in which its deposits are denommated.

14
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Arab Orient Insurance Company (PSC)

NOTES TO THE FINANCIAL STATEMENTS
AL 31 December 2006

21 RISK MANAGEMENT - continued
Interest rate risk - continued
Details of maturities of the major classes of interest bearing financial instruments as at 31 Crecemper are as ollows;

A1 December 20066
AEDN

Lesy tlean d year Effective
! year Tertad interest rife
Time deposits - 547,115 547,115 6.15% to 6.25%
37 Decembear: 2005
Less than ! year Effective
! pear Tatal ihterest Fate
Time deposits 24,062 426048 450,010 4.25% to 3.95%

There is no significant difference between contractual repricing or maturity dates,

Fareign currency risk
Foreign currency risk is the risk that the value of a financial instrument will fluciuate due to changes i foreign exchange
rakas,

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

Other than balances in United States [ollars, to which the UAE Dirham is effectively pegged, the company does not
deal in any other foreign currency.

Mitrket 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 spegific to the individual security, or its issuer, or laclors affecting all
securities traded in the market

The company 15 exposed 1o market risk with respect to its investments in securities.

I'he 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 aftect stock movements, including
analysis of the operational and financial performance of investees, Muost of the company’s myvesiments are within the
United Arab Emirates:

Credit rivk

Credit risk is the risk that one party to a financial instrument will fail to discharge an obligation and cause the other
party to icur a financial loss. For all classes of financial assets held by the company, other than those relating fo
reinsurance contracts as described in reinsurance risk above, the maximumn credit risk exposure to the company is the
carrying value as disclosed in the balance sheet,

The company seeks o [imit its credit risk with respect 1o customers by seitmg credit limits for individual customers and
monitoring outstanding receivables.  Premiums and insurance balances receivable comprise a large number of

customers and insuranice companies mainly within the UAE as well as remsurance companies mainly in Europe.

The ten largest receivables accaunt for 42%-of the insurance premiums receivable at 31 December 2006 (2005 30%).




Arab Orient Insurance Company (PSC)

NOTES TO THE FINANCIAL STATEMENTS
A3 December 2006

21 RISK MANAGEMENT - continued

Ligquidity risk
Liquidity risk 1s 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
mcel 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 balances.

22 FAIR VALUES OF FINANCIAL INSTRUMENTS
Financial instruments comprise financial assets and financial liabilities.

Financial assets consist of deposits, cash, investments and receivables, Financial liabilities consist of payables,
accrued expenses and fiabilities arising [Tom insurance contracts,

The Fair values of financial assets and liabilities are not materially different from their carrying values.
23 CONTINGENCIES

Caontingent liabilities

At 31 December 2006, guarantees, other than those relating to cliims. for which provisions are held, amounting to
AED 1,642,744 (2005 AED 2,064,246) had been issued on behalf of the company by its banker in the ordinary
course of business

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 (inaneial condition,

wr R



