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REPORT OF THE BOARD OF DIRECTORS
Dear Shareholders,

The Directors of the Arab Insurance Group (B.S.C.) (Arig) presents the Company's 38th Annual Report along
with the audited Consolidated Financial Statements for the year ended 31 December 2018,

Group Performance

2018 witnessed a decline in our financial performance for the year and recorded a net loss of US$ 55.3 million
attributable to shareholders (2017: Net Profit US$ 7.2 million). The loss is mainly due to continued poor
performance of our Lloyd's portfolio and a provision for probable loss estimates for our subsidiary, Guilf
Warranties W.L.L. In contrast, the technical result! of our Non-Lloyd’s portfolic was positive. On a positive note
our discontinued Takaful Re portfolio continued its smooth run-off and contributed US$ 3.6 million (2017: USS
1.2 million)

In September 2018, A.M. Best downgraded Arig's Financial Strength Rating (FSR) to B++ (Good) from A-
(Excellent), the Long-Term Issuer Credit Rating {Long-Term ICR) to “bbb+" from “a-" and revised the outlook
of the our Long-Term ICR from stable to negative. The outlock of the FSR remained, however, stable. The
downgrade was to a large extent related to irregularities discovered at our subsidiary Gulf Warranties W.L.L.

The Group reported total investment income of US$ 10.0 million (2017: US$ 22.5 million). The result reflects
the significant downturn in global investment markets.

The consolidated combined ratio? as at the end of the reporting period 2018 was 115.2% (2017 104.1 %).

Arig's Reinsurance Position

The reinsurance market remained quite challenging in 2018. Although, reinsurance terms and conditions were
more or less flat during the treaty renewal season 2018 and reinsurer could in most cases resist pressure to
reduce rates on the facultative side, the market continued to be competitive and insurance and reinsurance
rates stayed at the bottom-end of the scale. This was particularly true for markets in the MENA region.

The Group's gross written premium increased to US$ 262.8 million (2017: US$ 225.6 million mainly
contributed by Lloyd’s portfolio, which increased to US$ 125.6 million (2017; US$ 88.6 million). The increase
was driven by efforts to restructure the portfolio. We exited from the loss-making Syndicate, which produced
more than 50% of the past negative results of our Lloyd's portfolio and shifted our participation towards more
promising Syndicates.

The downgrade by A.M. Best had put an extra layer of pressure on the Company and reduced our capabilities
to write business in certain markets and/or particular cedants or insureds, nevertheless, overall Gross written
premium of our Non-Lloyd's business during 2018 remained almost unchanged at US$ 137.2 miilion (2017:
US$ 137.0 million). Non-Life business increased slightly to US$ 118.6 million (US$ 115.9 million), white Life
business experienced a reduction of their gross written premium to US$ 18.6 million (US$ 21.2 miltion).

The overall technical result of the Group was negative by US$ 19.4 million (2017 positive US$ 5.5 million).
The adverse performance was mainly due to our Lloyd’s portfolio, which closed with a negative result of US$
28.3 million (2017: USS loss of 19.6 million). The result represents a mixture of losses attributable to previous
underwriting years mostly 2016 and 2017 and partly to underwriting year 2018.

Ttechnical result: net earned premiums less claims and acquisition costs
2combined ratio: aggregate of expenses and losses over net earned premiums



The technical results of our Non-Life treaty portfolio improved its performance to USD 14.5 million (2017 US$
2.8 million). Our Non-Life facultative portfolio showed, unlike previous years, a negative technical result of
US$ 11.2 million (2017: Positive US$ 21.2 million). Mainly our Property & Engineering book of business were
affected by several major losses such as National Petrochemical, KSA by US$ 5.6 million, Gama Enerji,
Turkey by US$ 3.5 million and the exceptional ADNOC, UAE claim, which reserve increased by a gross
amount of USD 16.8 million (net US$ 5.2 million).

The Life business continued to perform quite well with a positive technical result of US$ 5.7 million (2017: US$
1.1 million).

Outlook

Arig is historically well established in the MENA region, Africa, Indian Sub-Continent and io & certain extent
South East Asia and the Far East. Reinsurance business is known to be a business of trust and as such a
business of long-term relationships. Arig has since its early days worked hard on building up a good reputation
in its markets, starting by establishing a fast and refiable claims-payment culture and a close customer friendly
market approach. We are intending to utilize our market standing even further and concentrate our main
efforts and services on markets we know best.

The performance of our Lloyd's book of business was without doubt not salisfactory. Arig's management has
introduced corrective measures in the underwriting years 2018 and 2019 including reduced overall
involvement of Arig in Lloyd's in 2019. The Board is monitoring the development of this particular portfolio
closely. A strong shift in performance is the clear objective for 2019.

Acknowledgements

The Board takes this opportunity to express its gratitude to His Majesty the King, His Royal Highness the
Prime Minister and His Royal Highness the Crown Prince for their wise leadership and encouragement for the
insurance sector of the Kingdom of Bahrain. The Directors further extend their thanks to our business
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the year.

Mr. Saeed Mohammed Al Bahhar
Chairman
13 February 2019
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PricewaterhouseCoopers ME Limited, 13* floor, Jeera I Tower, P.O. Box 21144, Secf District, Kingdom of Bahrain

Independent auditor’s report to the sharcholders of Arab Insurance Group B.S.C.

Report on the audit of the consolidated financial statements

Qur opinion

In our opinion, the consolidated financial statements present fairly, in all material respects, the consolidated
financial position of Arab Insurance Group B.S.C. (the “Company™) and its subsidiaries (together the “Group”)
as at 31 December 2018, and its consolidated financial performance and its consolidated cash flows for the
year then ended in accordance with International Financial Reporting Standards.

What we have audited
The Group’s consolidated financial statements comprise:

the consolidated statement of financial position as at 31 December 2018;

the consolidated statement of income for the year then ended;

the consolidated statement of comprehensive income for the year then ended;
the consolidated statement of changes in equity for the year then ended;

the consolidated statement of cash flows for the year then ended; and

the notes to the consolidated financial statements, which include a summary of significant accounting
policies.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our responsibilities
under those standards are further described in the Auditor’s Responsibilities for the Audit of the Consolidated
Financial Statements section of our report,

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
opinion,

Independence

We are independent of the Group in accordance with the International Ethics Standards Board for
Accountants’ Code of Ethics for Professional Accountants (IESBA Code) and the ethical requirements that are
relevant to our audit of the consolidated financial statements in the Kingdom of Bahrain. We have fulfilled
our other ethical responsibilities in accordance with these requirements and the IESBA Code.

T: +973 17118800, F: +973 17 540556, wiw.pwe.com/me, CR no. 47378
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Independent auditor’s report to the sharcholders of Arab Insurance Group B.S.C. (continued)

Our audit approach
Overview

Key Audit Matters e Valuation of technical provisions
¢ Accuracy of ultimate premiums
* Recoverability of insurance receivables
e Valuation of investments
¢ Fraud committed at a subsidiary level

As part of designing our audit, we determined materiality and assessed the risks of material misstatement in
the consolidated financial statements. In particular, we considered where the directors made subjective
judgements; for example, in respect of significant accounting estimates that involved making assumptions
and considering future events that are inherently uncertain. As in all of our audits, we also addressed the risk
of management override of internal controls, including among other matters consideration of whether there
was evidence of bias that represented a risk of material misstatement due to fraud.

We tailored the scope of our audit in order to perform sufficient work to enable us to provide an opinion on
the consolidated financial statements as a whole, taking into account the structure of the Group, the
accounting processes and controls, and the industry in which the Group operates.

Key audit matters

Key audit matters are those matters that, in our professional judgment, were of most significance in our audit
of the consolidated financial statements of the current period. These matters were addressed in the context
of our audit of the eonsolidated financial statements as a whole, and in forming our opinion thereon, and we
do not provide a separate opinion on these matters.
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Independent auditor’s report to the shareholders of Arab Insurance Group B.S.C. (continued)

Key audit matter

How our audit addressed the Key audit matter

Valuation of technical provisions

At 31 December 2018, the technical provisions
relating to insurance liabilities amounted to

In relation to the matters set out opposite, our audit
response included the following;

e We assessed and tested the operational effectiveness

USD 684.6 million. We consider this as a key
audit matter because the determination of
technical provision includes significant
judgement and estimates, in particular in
respect of claims that have been incurred at the
financial position date but have not been
reported to the Group.

The ultimate amount of claims paid could vary
materially from the amount estimated as of the
reporting period date due to a number of factors
including:
+ delays or insufficient information reported
by the insured or ceding companies in
relation to loss incurred at the reporting

of a sample of key controls in the Group’s claims
handling and reserving process, including the review
and approval of the reserves, controls over the
completeness and accuracy of the claims estimates
recorded and controls over the input, adjustment and
extraction of data from the claims systems.

Substantive tests were performed on the amounts of
claims recorded for a sample of claims notified, to
assess whether claims are appropriately estimated
and recorded.

We considered the results of the third-party actuarial
review of the loss and loss adjustment reserves as at

date the reporting date. Supported by our actuarial
o changesto the estimates received from loss specialists, we evaluated management’s methodology
adjusters against industry practice and challenged

» final outcome of claims subject to litigation

Refer to notes 2, 3 and 14 to the consolidated
financial statements for accounting policy,
disclosures of judgements and estimates and
other details relating to technical provisions.

Accuracy of ultimate premiums

We focused on this area because there is
significant judgement and estimation involved
in determining the ulimate premiums.

Premium revenues are initially recognised
based on estimates of ultimate premiums. This
occurs for contracts where pricing is based on
variables which are not known with certainty at
the point of issuing the contract. Subsequent
adjustments to those estimates, which arise as
updated information relating to those pricing
variables becomes available, are recorded in the
period in which they are determined.

Refer to notes 2, 3 and 22 to the consolidated
financial statements for the accounting policy,
disclosures of judgements and estimates and
other details relating to ultimate premiums.

In

management’s assumptions and their assessment of
major sensitivities. The main areas of judgement
include the loss development patterns selected and
the injtial expected loss ratios.

We also assessed the adequacy of disclosure in the
consolidated financial statements.

relation to the matters set out opposite, our audit

response included the following:

We evaluated and tested a sample of key controls
over the premium estimation process, which include
the periodic review by management of estimated
premiums, taking into account any third-party
information received from intermediaries or
insureds.

For a sample of contracts we assessed the estimated
premium income, including considering the basis of
estimation and corroborating evidence such as
information from brokers/cedants and historical
information.

We analysed the historical development of a sample
of ultimate premium amounts on an underwriting
year basis and compared it with the estimates
recognised in corresponding financial years to
identify if there is any indication of management
bias.

We also assessed the adequacy of disclosure in the
consolidated financial statements.
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Independent auditor’s report to the shareholders of Arab Insurance Group B.S.C. (continued)

Key audit matter

How our audit addressed the Key audit matier

Recoverability of insurance receivables

In relation to the matters set out opposite, our audit

We focused on this area because estimation of response included the following:

the recoverable amount of insurance
receivables and determination of the level of
impairment allowance involves estimates and
judgements.

Insurance receivables are carried at anticipated
realisable values after provision for
impairment. A provision for impairment is
established when there is evidence that the
Group will not be able to recover all the amount
due to financial difficulties of the counterparty.

Refer to notes 2 and 9 to the consolidated
financial statements for the accounting policy
and disclosures relating to insurance
receivables and the related impairment
provisions.

Valuation of investments

The Group holds a significant investment
portfolio which represents 47% of the total
assets. Consequently, the wvaluation of
investments is a key area of audit focus.

Refer to notes 2 and 6 to the consolidated
financial statements for the accounting policy
and disclosures in relation to investments

» We evaluated and tested a sample of key controls

over establishment of level of impairment required
for insurance receivables. These include an annual
exercise performed and reviewed by the
management to assess the level of impairment
required collectively and on a case by case basis.

We assessed the accuracy of the aging of insurance
receivables and challenged management on the
level of impairment on each ‘bucket’ of time
proportionate aged balance.

Balance confirmations were circulated to a
selection of parties and alternative procedures were
performed where the response to the confirmation
requests was not received,

We also assessed the adequacy of disclosure in the
consolidated financial statements.

In relation to the matters set out opposite, our audit
response included the following:

We tested on a sample basis the valuation of
quoted and unquoted investments by matching
the price with independent sources.

On a sample basis, we checked the calculation of
the unrealised gains and losses recognised by
Group.

We assessed how the Group reviewed
investments for possible impairment and
whether the Group policy for impairment was
applied appropriately and consistently.

We also assessed the adequacy of disclosure in
the consolidated financial statements.
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Independent auditor’s report to the sharcholders of Arab Insurance Group B.S.C. (continued)

Key audit matter

How our audit addressed the Key audit matter

Fraud committed at a subsidiary level In relation to the matter set out opposite, our audit
There has been fraud committed by employees response included the following:
of the Group’s subsidiary, Gulf Warranties » We have obtained management's evaluation relating

W.L.L.. Based on management's assessments,
the probable loss estimates of USD 21.5 millions
have been provided for in the books of the
subsidiary and in the consolidated financial
statements of the Group.

The ultimate amount of probable loss could
vary materially from the amount estimated as of
the reporting date due to various factors such as
final claims and loss ratios. The impact from the
fraud is considered significant to the whole
Group considering its nature and amount.

Refer to note 34 to these consolidated financial
statements for disclosure

to the fraud committed at the subsidiary’s level.

e We have performed testing procedures on the

assessment including checking and testing the
policies considered under the committed fraud.

On a sample basis, we have tested the adequacy of
loss ratios that have been used by management for
its assessment of the Claims and net exposure on the
policies related to the fraud.

We have traced certain amounts paid in relation to
the fraud, to respective bank statements.

We have obtained the independent legal
confirmations of the existing litigations with the
employees involved in the committed fraud and
assessed their impact on the consolidated financial
statements.

We have obtained the independent investigation
report and compared its conclusion to the probable
loss estimates recorded in the consolidated financial
statements.

We also assessed the adequacy of disclosure in the
consolidated financial statements.
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Independent auditor’s report to the shareholders of Arab Insurance Group B.S.C. (continued)

Other information

The directors are responsible for the other information. The other information comprises the Directors’ report
(but does not include the consolidated financial statements and our auditor’s report thereon) which we
obtained prior to the date of this auditor's report, and the Annual Report which is expected to be made
available to us after that date.

Our opinion on the consolidated financial statements does not cover the other information and we do not and
will not express any form of assurance conclusion thereon.

In eonnection with our audit of the consolidated financial statements, our responsibility is to read the other
information identified above and, in doing so, consider whether the other information is materially
inconsistent with the consolidated financial statements or our knowledge obtained in the audit, or otherwise
appears to be materially misstated.

If, based on the work we have performed, on the other information that we obtained prior to the date of this
auditor’s report, we conclude that there is a material misstatement of this other information, we are required
to report that fact. We have nothing to report in this regard.

When we read the Annual Report, if we conclude that there is a material misstatement therein, we are required
to communicate the matter to those charged with governance.

Responsibilities of the directors and those charged'with governance for the consolidated financial statements

The directors are responsible for the preparation and fair presentation of the consolidated financial statements
in accordance with International Financial Reporting Standards and for such internal control as directors
determine is necessary to enable the preparation of consolidated financial statements that are free from
material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, the directors are responsible for assessing the Group's
ability to continue as a going concern, disclosing, as applicable, matters related to going concern and using the
going concern basis of accounting unless the directors either intend to liquidate the Group or to cease
operations, or have no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Group’s financial reporting process.
Auditor’s responsibilities for the audit of the consolidated financial statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as a
whole are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that
includes our opinion, Reasonable assurance is a high level of assurance, but is not a guarantee that an audit
conducted in accordance with ISAs will always detect a material misstatement when it exists. Misstatements
can arise from fraud or error and are considered material if, individually or in the aggregate, they could

reasonably be expected to influence the economic decisions of users taken on the basis of these consolidated
financial statements.

As part of an audit in accordance with ISAs, we exercise professional judgment and maintain professional
scepticism throughout the audit. We also:

* Identify and assess the risks of material misstatement of the consolidated financial statements, whether
due to fraud or error, design and perform audit procedures responsive to those risks, and obtain audit
evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of not detecting a
material misstatement resulting from fraud is higher than for one resulting from error, as fraud may
involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.

e Obtain an understanding of internal control relevant to the audit 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 Group’s internal control.

* Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates
and related disclosures made by the directors.
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Independent auditor’s report to the shareholders of Arab Insurance Group B.S.C (continued)

Auditor’s responsibilities for the audit of the consolidated financial statements (continued)

* Conclude on the appropriateness of the directors’ use of the going concern basis of accounting and, based
on the audit evidence obtained, whether a material uncertainty exists related to events or conditions that
may cast significant doubt on the Group’s ability to continue as a going concern. If we conclude that a
material uncertainty exists, we are required to draw attention in our auditor's report to the related
disclosures in the consolidated financial statements or, if such disclosures are inadequate, to modify our
opinion. Our conclusions are based on the audit evidence obtained up to the date of our auditor’s report.
However, future events or conditions may cause the Group to cease to continue as a going concern.

» Evaluatethe overall presentation, structure and content of the consolidated financial statements, including
the disclosures, and whether the consolidated financial statements represent the underlying transactions
and events in a manner that achieves fair presentation.

» Obtain sufficient appropriate audit evidence regarding the financial information of the entities or business
activities within the Group to express an opinion on the consolidated financial statements. We are
responsible for the direction, supervision and performance of the Group audit. We remain solely
responsible for our audit opinion.

We communicate with those charged with governance regarding, among other matters, the planned scope and
timing of the audit and significant audit findings, including any significant deficiencies in internal control that
we identify during our audit.

We also provide those charged with governance with a statement that we have complied with relevant ethical
requirements regarding independence, and to communicate with them ail relationships and other matters that
may reasonably be thought to bear on our independence, and where applicable, related safeguards.

From the matters communicated with those charged with governance, we determine those matters that were
of most significance in the audit of the consolidated financial statements of the current period and are therefore
the key audit matters. We describe these matters in our auditor's report unless law or regulation precludes
public disclosure about the matter or when, in extremely rare circumstances, we determine that a matter
should not be communicated in our report because the adverse consequences of doing so would reasonably be
expected to outweigh the public interest benefits of such communication.

Report on other legal and regulatory requirements

As required by the Bahrain Commercial Companies Law and Volume 3 of the Central Bank of Bahrain {CBB)
Rule Book, we report that:

a.  The Company has maintained proper accounting records and the consolidated financial statements
are in agreement therewith;

b.  The financial information contained in the Directors' report is consistent with the consolidated
financial statements

¢.  Weare not aware of any violations during the year of the Bahrain Commercial Companies Law, the
Central Bank of Bahrain and Financial Institutions Law, the Rule book (Volume 3, applicable
provisions of Volume 6 and the CBB directives), the CBB Capital Markets Regulations and
associated Resolutions, the Bahrain Bourse rules and procedures or the terms of the Company's
memorandum and articles of association that would have had a material adverse effect on the
business of the Company or on its financial position; and

d.  Satisfactory explanations and information have been provided to us by the directors in response to
all our requests.

The engagement partner on the audit resulting in this independent auditor’s report is Elias Abi Nakhoul,

Y adbimdopy

Partner’s registration number: 1906
Manama, Kingdom of Bahrain



ARAB INSURANCE GROUP (B.S.C.)
CONSOLIDATED STATEMENT OF FINANCIAL POSITION AS AT 31 DECEMBER 2018

{In thousands of U.S. Dollars)

Note 2018 2017
ASSETS
Cash and bank balances 5 115,935 82,673
Investments 6 495,678 579,686
Accrued income 8 86,585 103,096
Insurance receivables g 127,373 110,923
Insurance deposits 10 27,603 25,809
Deferred policy acquisition costs 25,433 22,660
Reinsurers’ share of technical provisions 11 110,629 112,391
Other assets 12 44,078 28,806
Property and equipment 13 19,245 20,085
TOTAL ASSETS 1,052,559 1,086,129
LIABILITIES AND EQUITY
LIABILITIES
Technical provisions 14 684,569 680,451
Insurance payables 17 69,305 53,337
Borrowings 18 7,000 34,000
Other liabilities 19 66,811 35,959
TOTAL LIABILITIES 827,685 803,747
EQUITY
Attributable to shareholders of parent 20
company

Share capital 220,000 220,000
Treasury stock (14,793) {14,793)
Reserves 35,670 41,178
(Accumulated losses) retained earnings (44,507) 10,549

196,370 256,934
Non-controlling interests 21 28,504 25,448
TOTAL EQUITY 224,874 282,382
TOTAL LIABILITIES AND EQUITY 1,052,559 1,086,129

These consolidated financial statements were approved by the Board of Directors on 13 February 2019
and signed on its behalf by:

Samuel Werghese
Acting Chief Executive Officer

The accompanying notes 1 to 37 are an integral part of these consolidated financial statements.
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ARAB INSURANCE GROUP (B.S.C.)

CONSOLIDATED STATEMENT OF INCOME
FOR THE YEAR ENDED 31 DECEMBER 2018

{In thousands of U.S. Dollars)

Gross premiums written
Qutward reinsurance premiums
Change in unearned premiums

Net earned premiums

Claims and related expenses

Policy acquisition costs

Investment income attributable to insurance funds
Operating expenses

Underwriting result

Investment income attributable to shareholders’ funds
Operating expenses - non underwriting activities
Borrowing cost

Other income

Other expenses and provisions

{Loss) profit for the year

Attributable to:
Non-controlling interests

Shareholders of parent company

{Losses) earnings per share attributable to
shareholders (basic and diluted):

S@ohammed AlBahhar
Chgirman Dirgttor

F

Note 2018 2017

22 262,791 225,632
22 (64,398) (28,556)
22 15,559 (17,138)

22 213,952 179,938
22 (175,226) | (124,603)
22 (58,089) (49,803)

23 5,963 13,268
24 (13,263) (12,995)

22 {26,663) 5,805

23 4,086 9,238
24 (9,281) (9,298)
{808) {947)

25 5,165 5,358
26 (24,701) (1,971)

(52,202) 8,185

3,049 963

(55,251) 7,222

(52,202) 8.185

27 (US Cents) (27.9) 3.6

ri SamueICMerghese
Acting Chief Executive Officer

The accompanying notes 1 to 37 are an integral part of these consolidated financial statements.
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ARAB INSURANCE GROUP (B.S.C.)

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED 31 DECEMBER 2018

{In thousands of U.S. Dollars)

Note 2018 2017
{Loss} profit for the year {52,202) 8,185
Other comprehensive income
Items that will be reclassified to profit or loss:
Changes on remeasurement of available for sale investments (4,994) 3,933
Transfers for recognition of gains on disposal of 23
available for sale investments {518) (2,904)

Transfers for impairment loss recognised on available for sale
investments 206 2,609

items that will not be reclassified subsequently to profit or loss:

Revaluation of property - (853)

Other comprehensive income {5,306} 2,785

Total comprehensive {loss) income {57,508} 10,970

Attributable to:

Non-controlling interests 3,056 768

Shareholders of parent company {60,564) 10,202
(57,508) 10,970

Almahi Samuelerghese

Director Acting Chief Executive Officer

The accompanying notes 1 to 37 are an integral part of these consolidated financial statements.
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ARAB INSURANCE GROUP (B.S.C.)
CONSOLIDATED STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED 31 DECEMBER 2018

(In thousands of U.S. Dollars}

CASH FLOWS FROM OPERATING ACTIVITIES

Premiums received

Reinsurance premiums paid

Claims and acquisition costs paid
Reinsurance receipts in respect of claims
Investment income

Interest received

Dividends received

Operating expenses paid

Other (expenses) income, net
Insurance deposits (paid) received, net
Purchase of frading investments

Sale of trading investments

Net cash used in operating activities

CASH FLOWS FROM INVESTING ACTIVITIES

Maturity/sale of investments
Purchase of investments

Term deposits with bank

interest received

Investment income

Collateralised cash deposits
Purchase of property and equipment
Purchase of intangible assets
Investment in associate

Net cash provided by investing activities

CASH FLOWS FROM FINANCING ACTIVITIES

Borrowings

Borrowing cost

Dividends paid

Subsidiary's capital reduction-minority interests

Net cash used in financing activities

Net increase (decrease) in cash and cash equivalents

Effect of exchange rates on cash and cash equivalenis
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

Term deposits with bank

Cash and bank balances, end of year

Note

3

2018 2017
233,874 183,675
(54,829) (25,581)

(193,960) (194,866)
26,685 5,249
37 21

2,820 2,790

1,300 842
(21,162) (30,330)

(3,055) (2,405)
{1,928) 2,782
(14,355) (19,670)
19,127 13,026

(5,446) (64,467)
178,798 258,971
{110,110) (266,924)
13,708 21,317
10,223 8,652
135 3,298
(11,201} (8,095)
(103) (233)
(211) (463)
(100) i
81,139 16,523
(27,000) (7.000)
{1,338) (767)
(374) (9,255)
- (11,500)
(28,712) (28.522)
46,981 (76,466)
{11) 4)
62,938 139,408
109,908 62,938

6,027 19,735

115,935 82,673

The accompanying notes 1 to 37 are an integral part of these consolidated financial statements.




ARAB INSURANCE GROUP (B.S.C.)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2018

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.

SIGNIFICANT ACCOUNTING POLICIES

These consolidated financial statements have been prepared in accordance with International
Financial Reporting Standards (IFRS), issued by the International Accounting Standards Board
and are consistent with prevailing practice within the insurance industry.

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 fiabilities are
denominated in that currency.

The consolidated financial statements are prepared under the historical cost convention as
modified by the revaluation of land and building and certain investment assets.

Comparative figures have been reclassified and restated, where necessary, to conform to the
current year's presentation.

The Group has adopted the following new and revised IFRS and interpretations which became
effective as of 1 January 2018:

¢ |FRS 15 Revenue from Contracts with Customers
Standard issued May 2014

IFRS 15 establishes a comprehensive framework for determining whether, how much and
when revenue is recognized. It replaces existing revenue recognition guidance, including IAS
18 Revenue, IAS 11 Construction Contracts and IFRIC 13 Customer Loyalty Programmes.
The adoption of this standard has no material impact on the financial statements.

s Amendments to IFRS 4 Insurance Contracts
Standard issued September 2016

Amendments to the standard permit entities issuing contracts within the scope of IFRS 4 a

temporary exemption. The temporary exemption enables eligible entities to defer the

implementation date of IFRS 9 for annual periods beginning 1 January 2021 at the latest. An

entity may apply the temporary exemption from IFRS 9 if and only if

{i) it has not previously applied any version of IFRS 9 before and

{ii} its activities are predominantly connected with insurance on its annual reporting date
that immediately precedes 1 April 2016.

The Group has determined that its activities are predominantly connected with insurance for the
year ended 31 December 2015 as insurance liabilities exceed 90% of total liabilities. The Group
has therefore applied the temporary exemption from IFRS 9 (see note 33). The temporary
exemption from IFRS 9 has been applied from 1 January 2018.

The following standards and interpretations have been issued but are applicable for periods
subsequent to the year ended 31 December 2018:
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ARAB INSURANCE GROUP (B.S.C.)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTD.)

SIGNIFICANT ACCOUNTING POLICIES (CONTD.)

IFRS 9 Financial Instruments
Standard issued July 2014

IFRS 9 replaces the existing 1AS 39 Financial Instruments: Recognition and Measurement.
IFRS 9 includes revised guidance on the classification and measurement of financial
instruments, including a new expected credit loss model for calculating impairment on
financial assets, and the new general hedge accounting requirements. It also carries forward
the guidance on recognition and derecognition of financial instruments from IAS 39. The
standard is applicabie from 1 January 2018 with early adoption permitted. However as stated
above, the Group has applied the temporary exemption from IFRS 9 available under IFRS 4
and will therefore only apply this standard for annual periods beginning 1 January 2021. In
the interim the Group will continue to apply IAS 39 to its financial assets and liabilities.
Required disclosure on applying the temporary exemption from IFRS 9 are provided in note
33.

IFRS 16 Leases
Standard issued in January 2016

IFRS 16 introduces a single, accounting model for lessees. A lessee recognises a right-of-
use asset representing its right to use the underlying asset and a lease liability representing
its obligation to make lease payments. There are optional exemptions for short-term leases
and leases of low value items. Lessor accounting remains similar to the current standard i.e.
lessors continue to classify leases as finance or operating leases. The standard is effective
for annual reporting periods beginning on or after 1 January 2019. The Group is not
expecting any material impact from the adoption of this standard.

IFRS 17 Insurance Contracts
Standard issued in May 2017

IFRS 17 Insurance Contracts establishes principles for the recognition, measurement,
presentation and disclosure of insurance contracts within the scope of the standard. This
standard replaces IFRS 4 Insurance contracts. The objective of IFRS 17 is to ensure that an
entity provides relevant information that faithfully represents those contracts. This information
gives a basis for users of financial statements to assess the effect that insurance contracts
have on the entity's financial position, financial performance and cash flows. The standard is
applicable for annual periods beginning on or after 1 January 2021, with comparative figures
required for the prior period. The Group is assessing the impact of IFRS 17 on its
consolidated financial statements.

The Group did not early-adopt new or amended standards in 2018.

The significant accounting policies of the Group are as follows:

BASIS OF CONSOLIDATION

The consolidated financial statements include the accounts of the parent company and all of its
subsidiaries made up to 31 December 2018 except for Arig Capital Limited which is consolidated
one quarter in arrears.



ARAB INSURANCE GROUP (B.S.C.)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTD.)

2. SIGNIFICANT ACCOUNTING POLICIES (CONTD.)

Subsidiaries are defined as entities that are controlled by the Group, on the basis of
i) power over the entity;

ii) the exposure to variable returns from the entity; and

iii) the ability to use its power to affect the amount of returns.

The purchase method is used to account for acquisitions.

All intra-group transactions, balances and unrealised surpluses and deficits on transactions
between group companies have been eliminated on consolidation. Where necessary, the
accounts of subsidiaries have been restated to ensure consistency with the accounting policies
adopted by the Group.

A listing of the principal subsidiaries is set out in note 34. In the parent company, these
investments are accounted under IAS 27, Separate Financial Statements.

CASH AND CASH EQUIVALENTS

Cash and cash equivalents comprise cash on hand, bank balances and short-term highly liquid
assets (placements with financial institutions) with original maturities of three months or less
when acquired that are subject to insignificant risk of changes in their fair value, and are used by
the Group in the management of its short-term commitments. Bank balances that are restricted
and not available for day to day operations of the Group are not included in cash and cash
equivalents.

INVESTMENTS

Investment securities are classified as ‘at fair value through profit or loss’, which includes financial
assets held for trading and those designated at fair value on initial recognition, ‘available for sale’,
‘held to maturity’ or ‘loans and receivables’. Management determines the appropriate
classification of investments at the time of purchase.

Securities are classified as at fair value through profit or loss if they are acquired for the purpose
of generating a profit from short-term fluctuations in price or if so designated by management.
Derivative financial instruments that are not designated as accounting hedge are classified as at
fair value through profit or loss. Investments with fixed or determinable payments and fixed
maturity that the management has the intent and ability to hold to maturity are classified as held
to maturity. Financial instruments with fixed or determinable payments and that are not quoted in
an active market are categorised as loans and receivables. Securities intended to be held for an
indefinite period of time and those that are not classified as at fair value through profit or loss,
held to maturity or loans and receivables, which may be sold in response to needs for liquidity or
changes in interest rates, are classified as available for sale.

All purchases and sales of investments are recognised at the settlement date. All investment
assets are recognised initially at cost. After initial recognition, investments are valued using
principles described below.

Investments at fair value through profit or loss and investments available for sale are carried at
fair value. Held to maturity investments and loans and receivables are carried at amortised cost,
less any adjustment necessary for impairment.

Fair values are measured using market observable data as far as possible. Fair values are
categorised into different levels in a fair value hierarchy based on the inputs used in valuation
(see note 32).



ARAB INSURANCE GROUP (B.S.C.)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTD.)

SIGNIFICANT ACCOUNTING POLICIES (CONTD.)

PROVISION FOR IMPAIRMENT OF FINANCIAL ASSETS

A provision is made in respect of a financial asset for which there is an objective evidence of
impairment if its carrying amount is greater than its estimated recoverable amount.

Provisions for assets carried at amortised cost are calculated as the difference between the
carrying amount of the assets and the present value of expected future cash flows discounted at
their original effective interest rate. By comparison, the recoverable amount of an instrument
carried at cost is the present value of expected future cash flows discounted at the current market
rate of interest for a similar financial asset.

In the case of available for sale financial assets, the Group assesses at each statement of
financial position date whether there is an objective evidence of impairment of such assets. If any
such evidence exists, the impairment measured as the difference between acquisition cost and
recoverable amount less any impairment previously recognized in the income statement is
recognized in consolidated statement of income. Evidence of impairment considers among other
factors significant or prolonged decline in market values and financial difficulties of the issuer.
Impairment recognised is not reversed subsequently except in case of debt instruments.

INVESTMENT IN ASSOCIATED COMPANIES

Investments in associated companies are accounted for using the equity method, less any
adjustment necessary for impairment. Associated companies are defined as those companies
over which the Group is able to exercise significant influence but not control or joint control over
the financial and operating policy decisions.

INSURANCE RECEIVABLES

Insurance receivables are carried at anticipated realisable values after provision for impairment.
A provision for impairment is established when there is evidence that the Group will not be able
to collect all amounts due according to the terms of the receivables. In case of receivables not
specifically impaired, a collective evaluation of impairment is carried out based on historical loss
experience. Bad debts are written off during the year in which they are identified. The
identification of bad debts is based on an analysis of the financial position of the counter party.

INSURANCE DEPOSITS

Insurance deposits comprise premium and claim deposits with cedants in accordance with
policy terms and are carried at anticipated realisable values after provision for impairment. A
provision for impairment is established when there is evidence that the Group will not be able to
collect all amounts due according to the terms of the deposits. In case of deposits not
specifically impaired, a collective evaluation of impairment is carried out based on historical loss
experience. |rrecoverable deposits are written off during the year in which they are identified.
Irrecoverable deposits are identified on an analysis of the financial position of the counter party.

INTANGIBLE ASSETS
Expenditure on software, patents, present value of future profits on acquisition of portfolic and

licenses are capitalised and amortised using the straight line basis over their expected useful
lives, not exceeding a period of 5 years.



ARAB INSURANCE GROUP (B.S.C.)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTD.)

SIGNIFICANT ACCOUNTING POLICIES (CONTD.)

Costs associated with developing computer software programmes are recognised as an
expense when incurred. However, costs that are clearly associated with an identifiable and
unique product, which will be controlled by the Group and has a probable benefit exceeding the
costs beyond one year, are recognised as intangible assets. Costs include staff costs of the
development team and an appropriate portion of relevant overheads.

Expenditure, which enhances and extends the benefits of computer software programmes
beyond their original specifications and lives is recognised as a capital improvement and added
to the original cost of the software. The carrying amount of intangible assets is reviewed
annually and adjusted for impairment where it is considered necessary.

PROPERTY & EQUIPMENT

Property & equipment are stated at cost less accumulated depreciation except for land and
building which are carried at their revalued amount being fair value on date of valuation on a
rolling basis by independent external valuers, less accumulated depreciation. On revaluation,
any increase in the carrying amount of the asset is carried in the shareholders' equity as
Property Revaluation Reserve and any decrease is recognised as an expense, except to the
extent that it reverses decreases or increases previously recognised through income or
shareholders’ equity. The balance in the Property Revaluation Reserve is transferred directly to
Retained Earnings on sale of property and realization of surplus. Further, the difference
between depreciation based on the revalued carrying amounts and the depreciation based on
original cost of the property is transferred directly from Property Revaluation Reserve to
Retained Earnings.

The cost of additions and major improvements are capitalised; maintenance and repairs are
charged to expense as incurred. Gains or losses on disposal are reflected in other income.
Depreciation is provided on straight-line basis over the expected useful lives of the assets,
which are as follows:

Building 40 years
Electrical and mechanical 20 years
Information systems, furniture, equipment and others 3-5 years

Useful lives and residual values are reassessed at each reporting period and adjusted
accordingly. At each reporting date, the Group reviews the carrying amounts to determine
whether there is any indication of impairment.

If any such indication exists, then the assets recoverable amount is estimated.

For impairment testing, assets are grouped together into the smallest group of assets that
generates cash inflows from continuing use that are largely independent of the cash inflows of
other assets or Cash Generating Units (CGU).

The recoverable amount of an asset or CGU is the greater of its value in use and its fair value
less costs to sell. Value in use is based on the estimated future cash flows, discounted to their
present value using a pre-tax discount rate that reflects current market assessments of the time
value of money and the risks specific to the asset or CGU.

An impairment loss is recognised if the carrying amount of an asset or CGU exceeds its
recoverable amount,



2.

ARAB INSURANCE GROUP (B.S.C.)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTD.)

SIGNIFICANT ACCOUNTING POLICIES (CONTD.)
PROVISIONS

Provisions are recognised when the Group has a present legal or constructive obligation as a
result of past events, it is probable that an outflow of resources will be required to settle the
obligation and a reliable estimate of the amount of the obligation can be made. Employee
entitliements are recognised when they accrue to employees, with a provision being carried for
the estimated liability as a result of services rendered upto the statement of financial position
date.

POST EMPLOYMENT OBLIGATIONS

The Group operates a number of defined benefit plans for its employees.

For defined benefit plans, the accounting cost is charged to the consolidated statement of
income so as to spread it over the expected service lives of employees. The accounting costs
under these plans are measured as the present value of the estimated future cash outflows
using interest rates of government securities, which have terms to maturity approximating the
terms of the related liability.

TREASURY STOCK

Treasury stock representing shares purchased by the parent company or its consolidated
subsidiaries are carried at cost with the exception of holdings as on the date of capital
reduction, 4 July 2002, which are carried at nominal value. All treasury stock is presented as a
deduction from shareholders' equity and gains and losses from sale of these shares are
presented as a change in shareholders’ equity.

RECOGNITION OF UNDERWRITING RESULT

Insurance business is accounted for in @ manner consistent with prevailing practice within the
insurance industry, more specifically, on an annual accounting basis. Specific accounting
policies relating to individual items of insurance revenues and costs and technical provisions
are explained below for each relevant item.

PREMIUMS

Gross premiums written comprise the total premiums in relation to contracts incepting during
the financial year, together with adjustments arising in the financial year to premiums receivable
in respect of business written in previous financial years. It includes an estimate of pipeline
premiums, being those premiums written but not reported to the Group at the statement of
financial position date. Pipeline premiums net of related pipeline acquisition costs are reported
as accrued insurance premiums.

Premiums, net of reinsurance, are taken to income over the terms of the related contracts or
policies. Unearned premiums are those proportions of the premiums accounted for, which relate
to periods of risk that extend beyond the end of the financial year; they are calculated based on
a time apportionment basis. A provision for unexpired risks is made for estimated amounts
required over and above provisions for unearned premiums to meet future claims and related
expenses on business in force at the statement of financial position date. Such provision,
where necessary, is made on the basis of an assessment of segments in which policies with
similar risk profile are grouped together.



ARAB INSURANCE GROUP (B.S.C.)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTD.)

SIGNIFICANT ACCOUNTING POLICIES (CONTD.)
CLAIMS AND RELATED EXPENSES

Claims and related expenses are accounted for based on reports received and subsequent
review on an individual case basis. Provision is made to cover the estimated ultimate cost of
settling claims arising out of events, which have occurred by the end of the financial year,
including unreported losses, and claims handling expenses. Provision for unreported claims is
established based on actuarial analysis and application of underwriting judgment having regard
to the range of uncertainty as to the eventual outcome for each category of business.

POLICY ACQUISITION COSTS

Commissions, taxes, brokerages and other variable underwriting costs directly associated with
acquiring business are amortised over the period in which the related premiums are earned.
Palicy acquisition costs that relate to periods of risk that extend beyond the end of the financial
year are reported as deferred policy acquisition costs.

REINSURANCE ARRANGEMENTS

As part of managing its insurance risks, the Group enters into contracts with other reinsurers for
compensation of losses on insurance contracts issued by the Group.

Compensations receivable from reinsurers are estimated in a2 manner consistent with the
corresponding claim liability. The benefits and obligations arising under reinsurance contracts
are recognised in income and the related assets and liabilities are recognised as accounts
receivable, reinsurers’ share of technical reserves and accounts payable.

LIABILITY ADEQUACY TEST

At each statement of financial position date, liability adequacy tests are performed to ensure
adequacy of the contractual liabilities net of related deferred acquisition costs. In performing
these tests, current best estimates of future contractual undiscounted cash flows and claims
handling and administrative expenses are considered. The tests are performed on a portfolio
basis where policies with similar risk profile are grouped together as a portfolio.

INVESTMENT INCOME

Investment income comprises interest and dividend receivable for the financial year. Gains and
losses arising from changes in the fair value of investments at fair value through profit or loss
are included in the income statement in the period in which they arise. Gains and losses arising
from changes in the fair value of available for sale investments are recognised in other
comprehensive income and carried in investment revaluation income as part of equity. When
available for sale investments are disposed or are impaired, the related fair value adjustments
are included in the income statement.

Investment income arising from insurance business investment assets are allocated to the
underwriting results of insurance businesses based on the proportion of their respective
insurance funds to shareholders’ funds during the financial year.



ARAB INSURANCE GROUP (B.S.C.)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTD.)

SIGNIFICANT ACCOUNTING POLICIES (CONTD.)
FOREIGN CURRENCY TRANSLATION

Transactions denominated in currencies other than U.S. Dollars are recorded at the rates ruling
at the date of the transaction. All monetary and non-monetary assets carried at fair value
denominated in currencies other than U.S. Dollars are translated at year-end exchange rates.

Unrealised gains or losses on transiation are taken to income except in respect of
non-monetary available for sale investments, which are taken to other comprehensive income
until they are disposed.

Unrealised gains and losses on translation of financial statements of subsidiaries are included
in equity. Other foreign currency gains and losses are taken to income.

DERIVATIVE FINANCIAL INSTRUMENTS AND HEDGING

In the ordinary course of its business, the Group uses forward foreign exchange contracts as
fair value hedges to protect its exposures in respect of foreign currency denominated
investments and insurance liabilities and these contracts are carried at fair value,

Where a fair value hedge meets the conditions prescribed by International Financial Reporting
Standards for qualifying as an effective hedge, gains or losses from remeasuring forward
foreign exchange contracts and gains or losses on hedged assets attributable to the hedged
risk are recognised in income.

Where the hedge is not effective, gains or losses from remeasuring forward foreign exchange
contracts are recognised in income. Gains or losses on hedged assets are recognised in
income except in respect of non-monetary available for sale investments, which are taken to
equity until they are disposed.

The gain or losses from remeasuring insurance liabilites and related foreign exchange
contracts are recognised in income.

CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS

In the process of applying its accounting policies, the Group makes estimates and judgements
that have an impact on the amounts recognised and reported in the financial statements. These
estimates and judgements are based on historical experience, observable market data,
published information and other information including expectations of future events that are
believed to be reasonable under the circumstances. The estimates and judgements that have a
significant impact on the recognised amounts in the financial statements and the processes
used to determine these estimates and judgements are described below:

i) Claims and related expenses

The estimate of ultimate losses arising from existing insurance contracts includes
unreported claims. Provisions for unreported claims are estimated based on actuarial
analysis and application of underwriting judgment having regard to the range of uncertainty
as to the eventual outcome for each category of business. The ultimate insurance liability
also includes the costs to administer the claims. See note 4 (v).

I
[



ARAB INSURANCE GROUP (B.S.C.)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTD.)

CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS (CONTD.)

i)

Ultimate premiums

The estimate of ultimate premiums is based on premium income estimates provided by
cedants which is then adjusted to reflect underwriters' judgement taking into account
market conditions and historical data. This estimate is subject to review by underwriters and
actuaries.

Other significant estimates include fair value measurement and impairment of financial assets
as disclosed in note 2.

MANAGEMENT OF INSURANCE RISKS

The Group's activities expose it to a variety of financial and other risks: market risk (including
foreign exchange risk, price risk and interest rate risk), credit risk, underwriting risk and liquidity
risk.

The following is a summary of policies adopted to mitigate the key insurance risks facing the
Group:

i)

iii)

Underwriting risks

The Group manages its underwriting risks principally through policies and guidelines for
accepting risks and reinsurance arrangements.

Risks are accepted based on an evaluation of pricing and prior underwriting experience in
accordance with underwriting guidelines that have been laid out for each line of business.
Underwriting guidelines are constantly reviewed and updated to take account of market
developments, performance and opportunities. Accumulation limits are set to control
exposures to natural hazards and catastrophes. Various underwriting and approval limits
are specified for accepting risks.

Acceptance of risks that do not meet specified minimum criteria are subject to agreement of
an Underwriting Review Committee comprising representatives from the Marketing,
Underwriting and Actuarial functions.

The reinsurance strategy of the Group is designed to protect exposures to individual and
event risks based on current risk exposures through cost effective reinsurance
arrangements.

Reserving risks are addressed by ensuring prudent and appropriate reserving for business
written by the Group, thus ensuring that sufficient funds are available to cover future claims.
Reserving practices involve the use of actuarial analysis and application of underwriting
judgement. These are supplemented by periodical independent actuarial reviews for
determining the adequacy of reserves.

Credit risks

Credit risk under insurance contracts is the risk that a counterparty will be unable to pay
amounts in full when due.

Credit risk is controlled through terms of trade for receipt of premium and in certain cases
enforcement of premium warranty conditions. Most of the counterparties are insurance
companies that are generally not rated. However, there are no significant exposures from
any one counterparty.



ARAB INSURANCE GROUP (B.S.C.)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS {CONTD.}

4. MANAGEMENT OF INSURANCE RISKS {CONTD.)

Reinsurance arrangements are effected with reinsurers whose creditworthiness is
assessed on the basis of satisfying minimum rating and financial strength criteria.
Exposure to any single reinsurer generally does not exceed a maximum of 25% of total
exposure and risks are generally placed with counterparties with minimum investrnent
grade rating except for proportional treaty arrangements placed on reciprocal basis.

Credit risks relating to reinsurance arrangements are analysed as follows:

US$ '000
2018
. Share of claims
Receivables outstanding Total
Balance relating to reinsurers;
- With investment grade rating 6,443 40,476 46,919
- QOther 896 4,440 5,336
7,339 44,916 52,255
Us$ '000
2017
. Share of claims
Receivables outstanding Total
Balance relating to reinsurers:
- With investment grade rating 2,045 16,541 18,586
- Other 5,923 2,811 8,734
7,968 19,352 27,320

iii) Currency risks

As the Company writes business in various currencies, it is exposed to currency risk.
Foreign exchange currency risks are hedged where exposures are significant and facility to
hedge is available.

Us$ ‘000
Pound Indian Kuwaiti
— Sterling Rupee Dinar —
2018
Reinsurance assets
{liabilities), net (302) {628) {8,553) {13,722) {20,1286)
Hedged - - = 5 -
US$ '000
Pound Indian Kuwaiti
— Sterling Rupee Dinar S
2017
Reinsurance assets
{liabilities), net {651) (1,328) {8.510) (17,915) (27,329)
Hedged 584 1,056 - - -




ARAB INSURANCE GROUP (B.S.C.)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTD.)

4. MANAGEMENT OF INSURANCE RISKS (CONTD.)
iv) Liquidity risks
Liquidity risk is the risk that cash may not be available to pay obligations when due. Limits
have been specified in the investment policy and guidelines that requires a significant
portion of investment funds representing insurance liabilities to be held in cash or readily
marketable debt securities.
v} Sensitivity analysis

The sensitivity of the Group's income to market risks is as follows:

US$ '000
2018 2017
5% increase in loss ratio (10,698) (8,997)
5% decrease in loss ratio 10,698 8,997
10% increase in US Dollar exchange rate 7,765 9,149
10% decrease in US Dollar exchange rate (9,491) (11,183)
5. CASH AND BANK BALANCES
US$ ‘000

2018 2017
Cash and bank balances 76,239 62,938
Deposits with maturity within 3 months 33,669 -
Cash and cash equivalents 109,908 62,938
Deposits with maturity over 3 months 6,027 19,735
115,935 82,673

Details of significant terms and conditions, exposures to credit, interest rate and currency risks
are as follows:

i) Credit risk:

Bank balances and deposits with short term maturities are held with leading financial
institutions. The Group limits its concentration of time deposits with any one financial
institution to a maximum of 10% of shareholders’ equity.

ii) Interest rate risk:

2018 2017
Interest receivable basis:
- Bank balances Daily/Monthly Daily/Monthly
- Deposits with short term maturities On maturity On maturity
Effective rates 0.01% - 4.30% 001%-278%

As the deposits are short term maturities, there is no sensitivity to interest rate fluctuation.



ARAB INSURANCE GROUP (B.S.C.)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTD.)

5. CASH AND BANK BALANCES (CONTD.)

iii} Currency risk:

US$ '000
2018 2017
U.S. Dollar 91,712 61,895
Bahraini Dinar 11,479 10,494
Pound Sterling 10,981 6,973
Saudi Riyal 480 433
Euro 464 132
Other 819 2,746
115,935 82,673
6. INVESTMENTS
US$ '000
2018 2017
At fair value through profit or loss
Held for trading
Common stock of listed companies 56,709 68,611
56,709 68,611
Designated at fair value on initial recognition
Debt Securities
- Other investment grade 83,763 66,364
- Other 11,112 7,407
94.875 73,771
Held to maturity
Debt securities
- Supra-nationals and OECD country governments 500 1,000
- Other investment grade 3,904 4,881
- Other 3,941 3,927
8,345 9,808
Available for sale
Debt securities
- Supra-nationals and OECD country governments 25,819 30,776
- Other investment grade 241,411 269,177
- Other 39,205 91,484
Common stock of listed companies 7,226 13,071
Common stock of unlisted companies 3,872 4,279
Other equity type Investment 17,774 18,389
335,307 427,176
Investment in associates 442 320
495,678 579,686




ARAB INSURANCE GROUP (B.S.C.)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTD.)

INVESTMENTS (CONTD.)

Movements in the Group's impairment recognised on available for sale investments are as
follows;

At 1 January
Impairment recognised during the year
- Unlisted companies

- Others

Reversal on sale of investments

At 31 December

US$ '000
2018 2017
22,011 21,515

- 1,368

206 1,241
(8,594) (2,113)

13,623 22,011

Debt securities amounting to US$ 101.8 million (2017: US$ 183.6 million) have been pledged as
security for reinsurance trust agreements, letters of credit, guarantees and borrowings.

Details of significant exposures to credit, interest rate and currency risks on investments are as
follows:

i)

ii)

Credit risk:

The Group limits its investment concentration in debt securities in any one investee and in
any one industry group to 10% and 20% respectively, of the total debt securities portfolio.

The Group also limits its investment concentration in common stock of listed companies of
any one issue and any one issuer to 5% and 10% respectively, of its budgeted equity

portfolio at the time of purchase.

Debt securities - interest rate risk:

Supra-nationals and OECD
country government
securities

Other investment grade debt
Securities

Other debt securities

Supra-nationals and OECD
country government
securities

Other investment grade debt
securities

Other debt securities

2018
Interest receivable Effective Coupon
basis Rates Rates
Monthly/Semi-
annual/Annual 0.750% -2.625% | 0.750% - 2.625%
Monthly/Semi-
annual/Annual 0.125% -7.150% | 0.125% -7.150%
Monthly/Semi-
annuall/Annual 2.788% - 5.500% | 2.788% - 5.500%
2017
Interest receivable Effective Coupon
basis Rates Rates
Monthly/Semi-
annualfAnnual 0.750% - 1.875% | 0.750% - 1.875%
Monthly/Semi-
annual/Annual 0.130% - 8.500% | 0.130% - 8.500%
Monthly/Semi-
annual/Annual 2.383% - 5.500% | 2.383% - 5.500%
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ARAB INSURANCE GROUP (B.S.C.)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTD.)

INVESTMENTS (CONTD.)

iii) Debt securities - currency risk :

iv)

Supra-nationals and OECD
country government
securities

Other investment grade debt
Securities

Other debt securities

Supra-nationals and OECD
country government securities

Other investment grade debt
Securities

Other debt securities

Uss$ '000
2018
u.s. Bahraini
Doliar Dinar Other Total
26,319 - - 26,319
329,053 - 25 329,078
50,402 3,856 - 54,258
405,774 3,856 25 409,655
USS$ '000
2017
u.s. Bahraini
Dollar Dinar Other Total
31,776 - - 31,776
340,403 - 19 340,422
96,235 6,583 - 102,818
468,414 6,583 19 475,016

Debt securities - remaining term to maturity:

The principal amount and book values of debt securities are shown in the table below by

contractual maturity.

Supra-nationals and OECD
country government securities:

- Due in one year or less

- One to five years

Debt securities of other
investment grade issuers:

- Due in one year or less

- One to five years

- More than five years

Other debt securities :

- Due in one year or less
- One to five years

- More than five years

US$ '000
2018 2017

Principal Book Principal Book
amount value amount value
18,000 17,874 11,000 10,962
8,500 8,445 21,000 20,814
26,500 26,319 32,000 31,776
20,938 19,545 29,606 28,076
272,291 267,755 253,782 252,604
39,950 41,778 56,877 59,742
333,179 329,078 340,265 340,422
944 - 7.998 7,053
36,412 35,741 57,438 56,937
4,409 18,517 39,678 38,828
41,765 54,258 105,114 102,818
401,444 409,655 477,379 475,016




ARAB INSURANCE GROUP (B.S.C.)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTD.)

INVESTMENTS (CONTD.)
v) Common stock:

Common stocks have no fixed maturity dates and are generally not exposed to interest rate
risk. However, they are subject to price risk and its sensitivity is shown in note 7. Dividends

are generally declared on an annual basis.

The book value of common stock classified by currencies in which they are denominated are as

follows:

U.S. Doliar
Euro

Bahraini Dinar
Saudi Riyal
Pound Sterling
Japanese Yen
Other

vi) Commitments:

US$ ‘000
2018 2017
33,610 44,601
2,156 3,993
1,192 628
11,515 10,660
9,338 13,608
1,400 2,101
8,596 10,370
67,807 85,961

The Group has commitments in respect of uncalled capital in available for sale investments
amounting to US$ 8.1 million (2017: US$ 8.8 million).

SENSITIVITY ANALYSIS

The sensitivity of the Group's profit or loss and total equity to market risks on its cash and cash

equivalents and investments is as follows:

Interest rate

+ 100 basis points shift in yield curves-
debt instruments

— 100 basis points shift in yield curves-
debt instruments

Currency risk
10% increase in US Dollar exchange rate

10% decrease in US Dollar exchange rate

Equity price
10% increase in equity prices

10% decrease in equity prices

uss$ 'ooo
2018 2017
Income Equity Income Equity
{2,407) {7,661) (2,253) (11,743)
2,378 7,569 2,178 11,352
(7,704) - (4,125) -
9,416 - 5,306 -
5,671 723 6,861 1,307
{5,671) {723) (6,861) (1,307)




ARAB INSURANCE GROUP (B.S.C.)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTD.)

ACCRUED INCOME

US$ '000
2018 2017
Accrued insurance premiums
Expected to be received :
- Within 12 months 57,109 73,499
- After 12 months 27,218 26,863
84,327 100,362
Accrued interest
- Expected to be received within 12 months 2,258 2,734
86,585 103,096
INSURANCE RECEIVABLES
Us$ 000
2018 2017
Balances due :
- Within 12 months 127,184 110,755
- After 12 months 189 168
127,373 110,923

Movements in the Group's provision for impaired receivables are as follows:

US$ '000
2018 2017
At 1 January 14,882 14,230
Provision for impairment 139 652
Impaired receivables written-off {6) -
31 December 15,015 14,882

The individually impaired receivables mainly relate to counter party in financial difficulty. The
ageing of these receivables is as follows:

uss$ '000
2018 2017
Over two years 3,330 4,238
3,330 4,238

The ageing analysis of receivables that are past due and not considered impaired is as follows:

US$ '000
2018 2017
Upto 6 months 3,425 8,610
6 to 12 months 6,470 4,839
9,895 11,449

31
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ARAB INSURANCE GROUP (B.S.C.)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTD.)

INSURANCE DEPOSITS

Balances due :
- Within 12 months
- After 12 months

Movements in the Group's provision for impaired deposits are as follows:

At 1 January
{Write back) provision for impairment

31 December

USS$ '000
2018 2017
20,695 18,928
6,908 6,881
27,603 25,809

US$ '000
2018 2017
3,147 2,945
(412) 202
2,735 3,147

The individually impaired deposits mainly relate to counter parties in financial difficulty. The

ageing of these deposits is as follows:

Under ten years
OQver ten years

US$ 000
2018 2017
148 149
19 19
167 168

The ageing analysis of deposits that are past due and not considered impaired is as follows:

US$ 000
2018 2017
Upto 1 year 9,532 6,946
110 3 years 15,537 14,973
25,069 21,919
REINSURERS' SHARE OF TECHNICAL PROVISIONS
uss$ '000
2018 2017
General insurance business
- Claims outstanding 44,903 19,341
- Unreported claims 32,389 55,705
- Deferred retrocession premium reserve 33,293 37,263
110,585 112,309
Life insurance business
- Claims outstanding 13 11
- Unreported claims 3 71
44 82
110,629 112,391
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ARAB INSURANCE GROUP (B.S.C.)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTD.)

OTHER ASSETS

Intangible assets :
- Computer software

Less : Accumulated amortization
Net intangible assets

Other assets due within 12 months:
- Collateralised cash deposits

- QOther receivables

- Prepayments

Movement in intangible assets :
Net book value at 1 January

- Additions

- Amortisation charge

- Disposals

Net book value at 31 December

US$ '000
2018 2017
10,083 10,011
10,083 10,011
(9,570) (9,402)
513 609
31,542 20,341
11,266 7,039
757 817
43,565 28,197
44,078 28,806
USS "000
2018 2017
609 348
211 463
(168) (202)
(139) -
513 609

Collateralised cash deposits have been pledged as security for reinsurance letters of credit and

guarantees.

PROPERTY AND EQUIPMENT

Land

Building

Information systems, hardware, furniture, equipment and
other

Less: Accumulated depreciation

Building

Information systems, hardware, furniture, equipment and
other

Movements in property and equipment
Net book value at 1 January

- Revaluation of property

- Additions

- Depreciation charge

Net book value at 31 December

US$ ‘000
2018 2017
2,080 2,080
18,718 18,718
10,646 10,660
31,444 31,458
(2,083) (1,553)
(10,116) (9,820)
(12,189) (11,373)
19,245 20,085
20,085 21,588
- (853)
103 233
(943) (883)
19,245 20,085




ARAB INSURANCE GROUP (B.S.C.)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTD.)

PROPERTY AND EQUIPMENT (CONTD.)

Land and Building comprises the head office property owned and occupied by the Company
since 1984 and also includes office premises of the subsidiary Takaful Re Limited in Dubai,
UAE.

TECHNICAL PROVISIONS
US$ '000
2018 2017
General insurance business
- Claims outstanding 264,588 223,388
- Unreported losses 206,384 216,950
- Unearned premiums 162,427 184,270
633,899 624,608
Life insurance business
- Claims outstanding 13,671 13,529
- Unreported losses 27,973 33,495
- Unearned premiums 9,026 8,819
50,670 55,843
684,569 660,451

The mean term of reserves is 2.9 years and 2.7 years for non-life and life business respectively.



15.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTD.}

CLAIMS DEVELOPMENT

The table below shows the incurred gross and net claims including unreported losses computed
with reference to earned premiums, compared with previous estimates for the last 5 years:

Gross

Estimate of incurred claims costs:

- At end of underwriting year

- One year later

- Two years later

- Three years later

- Four years later

- Five years later

Current estimate of incurred
claims

Cumulative payments to date

Liability recognised
Liability in respect of prior years

Total liability included in the
statement of financial position

Net

Estimate of incurred claims costs:

- At end of underwriting year

- One year later

- Two years later

- Three years later

- Four years later

- Five years later

Current estimate of incurred
claims

Cumulative payments to date

Liability recognised

Liability in respect of prior years

Total liability included in the
statement of financial position

US$ '000
Underwriling year
2013 2014 2015 2016 2017 2018 Total
112,367 | 106,448 | 101,570 74,463 | 127,688 98,051
190,431 | 182,358 | 175,247 | 136,341 | 233,862 -
192,492 | 186,928 | 173,063 | 185,919 - -
190,167 | 180,654 | 169,839 - - -
166,183 | 175,633 - - - -
177,785 - - - - -

177,785 | 175,633 | 169,839 | 185,919 | 233,862 98,051 |1,041,089
{155.914) | (150,502) | (138.043) | (116,372) | (78.538) | (3.206) | {642,575)
21,871 2511 31,796 | 69,547 | 155,324 94,845 | 398,514

114,602
513,116
2013 2014 2015 2016 2017 2018 Total
110,213 | 102,592 98,169 | 66,195 | 106,954 84,203
182,910 | 174,824 | 165,317 | 124,902 | 183,530 -
182,685 | 178,752 | 164,880 | 161,481 - -
179,862 | 169,900 | 161,298 - - -
158,222 | 169,038 - - - -
166,827 - - - - -
166,827 | 169,038 | 161,298 | 161,481 | 183,530 | 84,203 | 926,377
(145,132) | (144.189) | (130,288) | (102,498) | (64,495) | (3,700} | (590,302)
21,695 24,849 31,010 58,983 | 119,035 80,503 | 336,075
99,705
435,780
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ARAB INSURANCE GROUP (B.S.C.)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTD.)

MOVEMENTS IN INSURANCE LIABILITIES AND ASSETS

2018

Claims

Claims outstanding
Unreported losses

Total at beginning of year

Change in provision during the year
Claims settled during the year

Balance at end of year
Unearned premium

At beginning of year
Change in provision during the year

Balance at end of year

Accrued insurance premium
At beginning of year
Movement during the year

Balance at end of year

Deferred policy acquisitions costs
At beginning of year
Movement during the year

Balance at end of year

2017

Claims

Claims outstanding
Unreported losses

Total at beginning of year

Change in provision during the year
Claims settled during the year

Balance at end of year
Unearned premium

At beginning of year
Change in provision during the year

Balance at end of year

Accrued insurance premium
At beginning of year
Movement during the year

Balance at end of year

Deferred policy acquisitions costs
At beginning of year
Movement during the year

Balance at end of year

USs$ 000
Gross Reinsurance Net
236,918 19,352 217,566
250,444 55,776 194,668
487,362 75,128 412,234
203,341 26,465 176,876
(177,587) (24,257) (153,330)
513,116 77,336 435,780
193,089 37,263 155,826
{21,636) {3,970) (17,666)
171,453 33,293 138,160
93,012 (7,350) 100,362
3,912 19,947 {16,035)
96,924 12,597 84,327
24,182 1,522 22,660
2,834 61 2,773
27,016 1,583 25,433
USS '000
Gross Reinsurance Net
294 595 38,689 255,906
218,161 18,271 199,890
512,756 56,960 455,796
128,664 23,418 105,246
(154,058) (5,250) {148,808)
487,362 75,128 412,234
160,925 26,858 134,087
32,164 10,405 21,759
183,089 37,263 155,826
112,854 13,502 99,352
(19,842) (20,852) 1,010
93,012 (7,350) 100,362
19,070 1,270 17,800
5112 252 4,860
24 182 1,622 22,660
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ARAB INSURANCE GROUP (B.S.C.)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTD.)

INSURANCE PAYABLES

Due within 12 months

BORROWINGS

Balances Due:
- Within 12 months

us$ '000
2018 2017
69,305 53,337
69,305 53,337

USS$ '000
2018 2017
7,000 34,000
7,000 34,000

Borrowings amounting to US$ 7 million (2017: US$ 34 million) are secured by debt securities
amounting to US$ 12.7 million (2017: US$ 50.9 million) (note 6). The effective interest rate on

the borrowings was 3.26% per annum (2017: 2.49%).
OTHER LIABILITIES

Provision for probable loss estimates in a subsidiary
{note 34 (iii))

Post-employment benefits (note 28)

Accrued expenses

Dividends payable

Reinsurance premiums accrued

Employee long-term incentives

Other

Balances due:
- Within 12 months
- After 12 months

SHAREHOLDERS’ EQUITY

iy Share capital:
a) Composition:

Authorised
500 million ordinary shares of US$ 1 each

Issued, Subscribed & Fully Paid-up
220 million (2017; 220 million) ordinary shares of
US$ 1 each

US$ ‘000
2018 2017
21,462 -
12,606 12,203
9,495 3,508
2,790 3,164
1,465 1,235
1,460 1,460
17,533 14,389
66,811 35,958
52,745 22,296
14,066 13,663
66,811 35,959

US$ ‘000
2018 2017
500,000 500,000
220,000 220,000
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ARAB INSURANCE GROUP (B.S.C.)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTD.)

SHAREHOLDERS' EQUITY (CONTD.)

b) Major Shareholders

Shareholders who have an interest of 5% or more of the outstanding and issued shares are

as shown below:

% of total % of total
Name Nationality h(l::_l z‘f“sﬁl:j a:‘r:)s outstanding issued
shares shares
2018 | 2017 | 2018 | 2017 | 2018 | 2017
Central Bank of Libya Libya 31.8 318 | 161 | 16.1 144 | 144
Emirates Investment
Authority UAE 30.5 30.5 154 | 154 13.8 13.8
General Pension & Social
Security Authority UAE 27.5 27.5 139 | 139 12.5 12.5
Kuwait Investment
Authority Kuwait 200, 200 | 101 101 9.1 9.1
Ahmed Omar Salem Alkorbi UAE 17.2 17.2 8.7 8.7 7.8 7.8
Emirates Development Bank UAE 11.0 11.0 5.6 5.6 5.0 5.0

c) Shareholding pattern

The shareholding pattern in the outstanding shares of the Company is as follows:

No. of shares % of total
Shares {in millions) No. of shareholders outstanding shares
2018 2017 2018 2017 2018 2017
Less than 1% 45.0 47.2 4,468 4,491 22,7 239
1% to 5% 15.0 12.8 4 4 7.6 6.5
5% to 10% 28.2 28.2 2 2 14.3 14.2
10% and above 109.8 109.8 4 4 55.4 55.4

ii) Treasury stock:

The Company held 21,967,818 of its own shares at 31 December 2018 (2017: 21,967,818
shares) which are carried at cost of US$ 14,793,000 (2017: US$ 14,793,000).

iii) Legal reserve:

In accordance with applicable legal provisions and Articles of Association, the Group is required

to set aside 10% of net profits each year to build a Legal reserve up to a maximum of 100% of
the paid up value of its share capital.

Investment revaluation reserve:
Investment revaluation reserve comprises gains or losses arising from remeasurement of

available for sale investment assets. These gains or losses are carried in the reserve until the
assels are disposed of, at which time the gains or losses are included in income.
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ARAB INSURANCE GROUP (B.S.C.)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTD.)

SHAREHOLDERS’ EQUITY (CONTD.)

v} Property revaluation reserve:

Property revaluation reserve represents the difference between the cost of land and buildings
less accumulated depreciation and their fair values. Further, the difference between depreciation
based on the revalued carrying amounts and the depreciation based on original cost of the
property is transferred directly from Property revaluation reserve to Retained earnings.

vi) Capital management:

The Group's total capital comprises paid-up capital, legal reserve and retained earnings less
treasury shares. The Group's policy is to maintain a strong capital base so as to maintain client,
investor and market confidence and to sustain future development of the business. The parent
company is regulated by Central Bank of Bahrain, which sets and monitors capital requirement
for the parent company. Central Bank of Bahrain (CBB) requires the parent company to compute
the solvency margin requirement in accordance with provisions of the CBB Rule Book. The
company is in compliance with the required margin of solvency.

Additionally, the company manages its capital adequacy on an evaluation of its capital
requirement through risk based capital models.

NON-CONTROLLING INTERESTS

US$ '000
2018 2017
At 1 January 25,448 36,180
Share of comprehensive income 3,056 768
Subsidiary's capital reduction - minority interests - {11,500)
At 31 December 28,504 25,448

39
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23.

ARAB INSURANCE GROUP (B.S.C.)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTD.)

INVESTMENT INCOME

Interest income

- Investments designated at fair value through profit or
loss

- Others

Dividends

Realised gain (loss)

- Held for trading investments

- Investments designated at fair value through profit or
loss

- Available for sale

Loss on remeasurement of investments at fair value

through profit or loss

- Held for trading investments

- Investments designated at fair value through profit or
loss

Impairment loss-available for sale

Income from associates

Other

Interest income

- investments designated at fair value through profit or
loss

- Others

Dividends

Realised gain (loss)

- Held for trading investments

- Investments designated at fair value through profit or
loss

- Available for sale

Gain on remeasurement of investments at fair

value through profit or loss

- Held for trading investments

- Investments designated at fair value through profit or
Loss

Impairment loss-available for sale

Income from asscciates

Other

44

US$ '000
2018
Insurance |Shareholders’
funds funds Total
855 436 1,291
6,543 4,733 11,276
861 439 1,300
1,399 712 2111
83 42 125
561 (43) 518
{3,137) (1,598) (4,735)
{424) {237) {661)
(136) (70) {206)
- 22 22
(642) (350) {992)
5,963 4,086 10,049
US$ '000
2017
Insurance | Shareholders’
funds funds Total
760 433 1,193
5,730 4,995 10,725
537 305 842
1,888 1,075 2,963
(184) {104) (288)
1,508 1,396 2,904
4,191 2,386 6,577
409 232 641
(1,139) (1,470) (2,609)
- 237 237
(432) (247) (679)
13,268 9,238 22,506
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ARAB INSURANCE GROUP (B.S.C.)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTD.)

OPERATING EXPENSES
US$ 'o00
2018
Underwriting Non-Underwriting Total
Salaries and benefits 8,800 5,820 14,620
General and administration 4,463 3,461 7,924
13,263 9,281 22,544
US$ '000
2017
Underwriting Non-Underwriting Total
Salaries and benefits 7,551 5,847 13,398
General and administration 5,444 3,451 8,895
12,995 9,208 22,293
OTHER INCOME
US$ '000
2018 2017
Third party administration services 2,502 2,686
Other 2,663 2,672
5,165 5,358
OTHER EXPENSES AND PROVISIONS
US$ ‘000
2018 2017
Provision for probable loss estimates in subsidiary 21,462 -
(note 34 (iii})
Foreign exchange loss 1,385 686
(Reversal of) provision for doubtful receivables & deposits {251) 820
QOther, net 2,105 465
24,701 1,971
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ARAB INSURANCE GROUP (B.S.C.)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTD.)

EARNINGS PER SHARE ATTRIBUTABLE TO SHAREHOLDERS

Basic and diluted (losses) earnings per share has been computed as follows;

2018 2017

Weighted average number of shares
Quistanding '000 198,032 198,032
Net (loss) profit US$'000 {55,251) 7,222
(Losses) earnings per share US cents (27.9) 3.6

POST EMPLOYMENT BENEFITS

The Group operates a number of post-employment plans on defined benefit basis. Eligibility for
participation in the defined benefit plans is based on completion of a specified period of
continuous service or date of hire. Benefits are based on the employee’s years of service.

The principal assumptions used for accounting purposes were:

2018 2017
Discount rate 4.2% 2.8%
Expected return on assets 4.2% 2.8%
Future salary increases 3.3% 3.3%

The movements in the liability recognised in the consolidated statement of financial position are:

uss$ 'a0o
2018 2017
Balance at 1 January 12,203 12,398
Accruals for the year 1,577 1,532
Payments during the year {1,174) (1,727}
Balance at 31 December 12,606 12,203

FORWARD FOREIGN EXCHANGE CONTRACTS

In the ordinary course of its business, the Group uses forward foreign exchange contracts to
hedge its exposure in respect of foreign currency denominated investments and insurance
liabilities. In the event that the item being hedged is sold or settled prior to maturity of the
forward foreign exchange contract, it is generally the Group's policy to enter into another
offsetting forward foreign exchange contract of the same amount and maturity date. The notional
amounts of these financial instruments are not recognised in the Group’s consolidated financial
statements but their fair values are recognised as assets or liabilities, as appropriate, with
changes in fair value being taken to the consolidated statement of income. The contracts oblige
the Group to exchange cash flows to be received in the future from foreign currency
denominated investments for U.S. Dollars at predetermined exchange rates. The counter parties
in respect of these transactions are leading financial institutions.
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ARAB INSURANCE GROUP (B.S.C.)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTD.)

FORWARD FOREIGN EXCHANGE CONTRACTS (CONTD.)

i. Forward foreign exchange contracts - by currency:

Euro

Pound Sterling
Japanese Yen
Others

UsSs$ '000
2018 2017
Notional Notional Notional Notional
amount amount amount amount
purchases sales purchases sales

92 10,469 584 9,462
129 3,396 1,056 3,369
92 1,417 - 1,961
- 1,373 - 756
313 16,655 1,640 15,548

Notional amounts are the contract amounts used to calculate the cash flows to be
exchanged. They are a common measure of the volume of outstanding transactions, but do
not represent credit or market risk exposures.

ii. Forward foreign exchange contracts - remaining term to maturity:

All of the forward foreign exchange contracts outstanding are due in one year or less.

ili. Forward foreign exchange contracts - unrealised gains and losses:

The following table summarises the fair value of the Group’s hedging portfolio of forward
foreign exchange contracts at the statement of financial position date, segregating the items
between those that are in an unrealised gain position from those that are in an unrealised

loss position.

Unrealised gains
Unrealised losses

US$ '000
2018 2017
Purchases Sales Purchases Sales
3 80 42 -
- {70) - {319)
3 10 42 (319)

RECONCILIATION OF NET RESULT TO CASH FLOWS FROM OPERATING ACTIVITIES

(Loss) profit for the year
Change in insurance funds

Change in insurance receivable/payable, net

Change in accrued income

Change in other assets/liabilities, net

Net cash used in operating activities

47

USS 000

2018 2017
(52,202) 8,185
1,313 (24,386)
{482) (10,755)
16,511 (1,486)
29,414 (36,025)
(5,446) (64,467)
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ARAB INSURANCE GROUP (B.S.C.)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTD.)

RECONCILIATION OF LIABILITIES ARISING FROM FINANCING ACTIIVTIES

US$ 000
Borrowings Borrowings Dividends conr:l?c:.:ling
cost .
interest
Balances at 31 December 2016 41,000 451 2,517 36,180
Share of comprehensive income C - - 768
Subsidiary's capital reduction - - - {11,500)
Repayment of borrowings (10,000) - - -
Additional borrowings 3,000 - - -
Interest paid during the year - (767) - -
Interest expense for the year S 947 - -
Dividends declared - - 9,902 -
Dividends paid during the year - - (9,255) -
Balances at 31 December 2017 34,000 631 3,164 25,448
Share of comprehensive income - - - 3,056
Repayment of borrowings {32,000) - 5 -
Additional borrowings 5,000 - - -
Interest paid during the year - {1,338) - -
Interest expense for the year - 808 - -
Dividends paid during the year - - {374) -
Balances at 31 December 2018 7,000 101 2,790 28,504
FAIR VALUE DISCLOSURE
The following table presents the fair values of the Group's financial instruments:
USs$ ‘000
2018
Book Value
At fair value Fair
through profic L0 Nd | Heloto |Avalatle |Amortieed 1o | vaue
ASSETS
Cash and bank
balances - 115,935 - - - 115,935 | 115,935
Investments 151,584 - 8,345 | 335,307 - 495,236 | 495,248
Accrued income - 86,585 - - - 86,585 | 86,585
Insurance receivables - 127,373 - - - 127,373 (127,373
insurance deposits - 27,603 - - - 27,603 | 27,603
Other assets - 42,808 - - - 42,808 | 42,808
LIABILITIES
Insurance payables - - - - | 69,305 69,3056 | 69,305
Borrowings - - - - 7,000 7,000 7,000
Other liabilities - - - - | 57,316 57,316 | 57,316
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ARAB INSURANCE GROUP (B.S.C.)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTD.)

FAIR VALUE DISCLOSURE (CONTD.)

Uss$ ‘000
2017
Book Value

At fair value Loans and Held to | Available | Amortis it

thro;-grlgsp:'oﬁl receivables | maturity | forsale cost . Total e
ASSETS
Cash and bank

balances - 82,673 - - - 82,673 82,673

Investments 142 382 - 9,808 | 427,176 - 579,366 |579,694
Accrued income - 103,096 - - - 103,096 | 103,096
Insurance receivables - 110,923 - - - 110,923 | 110,923
Insurance deposits - 25,800 - - - 25809 | 25,809
Other assets - 27,380 - - - 27,380 | 27,380
LIABILITIES
Insurance payables S . - - | 53,337 53,337 | 53,337
Borrowings - = - - | 34,000 34,000 | 34,000
Other liabilities - - - S 32,451 32,451 32,451

The information disclosed in the table above is not indicative of the net worth of the Group.

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date in the principal, or in
its absence, the most advantageous market to which the Group has access at that date. The fair
value of a liability reflects its non-performance risk.

When available, the Group measures the fair value of an instrument using the quoted price in an
active market for that instrument. A market is regarded as active if transactions for the asset or
liability take place with sufficient frequency and volume to provide pricing information on an
ongoing basis.

When there is no quoted price in an active market, the Group uses valuation techniques that
maximize the use of relevant observable inputs and minimize the use of unobservable inputs.
The chosen valuation technique incorporates all the factors that market participants would take
into account in pricing a transaction.

The following methods and assumptions were used to estimate the fair value of the financial
instruments:

i. General:
The book values of the Group's financial instruments except investments and forward
foreign exchange contracts were deemed to approximate fair value due to the immediate or
short term maturity of these financial instruments.

Hence, the fair value measurement details are not disclosed.
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ARAB INSURANCE GROUP (B.S.C.)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTD.}

32. FAIR VALUE DISCLOSURE (CONTD.)
ii. Investments:

The Company measures fair values using the following fair value hierarchy that reflects the
significance of the inputs used in making the measurements:

s Level 1: quoted prices (unadjusted) in active markets for identical assets and liabilities

* Level 2: valuation techniques based on observable inputs, either directly (i.e. as prices)
or indirectly (i.e. as derived from prices). This category includes instruments valued
using: quoted market prices in active markets for similar instruments; quoted prices for
identical or similar instruments in markets that are considered less active; or other
valuation techniques where all significant inputs are directly or indirectly observable from
market data.

¢ Level 3: valuation techniques using significant unobservable inputs. This category
includes all instruments where the valuation technique includes inputs not based on
observable data and the unobservable inputs have a significant effect on the
instrument’s valuation. This category includes instruments that are valued based on
quoted market prices for similar instruments where significant unobservable adjustments
or assumptions are required to reflect differences between the instruments.

Valuation techniques include net present value and discounted cash flow models and
other valuation models. Assumptions and inputs used in valuation includes risk free and
benchmark interest rates, bond and equity prices, and foreign exchange rates. The
objective of valuation techniques is to arrive at fair value measurement that reflects the
price that would be received on sale of the asset at the measurement date.

The table below analyses financial instruments, measured at fair value as at the end of
the year, by level in the fair value hierarchy into which the fair value measurement is
categorized.

US$'000

2018 Level 1 Level 2 Level 3 Total

At fair value through profit or loss
Held for trading

Common steck of listed companies 56,709 - - 56,709

Designated at fair value on initial
Recognition

Debt securities 94,875 : - 94,875
Available for sale
Debt securities 306,435 - - 306,435
Common stock of listed companies 7,226 - - 7,226
Common stock of unlisted companies - - 3,872 3,872
Other - - 17,774 17,774
Forward foreign exchange contracts 13 - - 13
465,258 - 21,646 486,904
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ARAB INSURANCE GROUP (B.S.C.)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTD.)

FAIR VALUE DISCLOSURE (CONTD.)

2017

At fair value through profit or loss
Held for trading

Commaon stock of listed companies

Designated at fair value on initial
Recognition

Debt securities

Available for sale
Debt securities
Common stock of listed companies

Common stock of unlisted companies
Other

Forward foreign exchange contracts

The tables below show movements in the Leve! 3 financial assets measured at fair value:

Balance at 1 January 2018
Gain (loss) recognised in:

- Statement of income

- Other comprehensive income

Investments made during the year
Investments redeemed during the year

Balance at 31 December 2018

usS$'000

Level 1 Level 2 Level 3 Total
68,611 - - 68,611
73,771 - - 73,771
391,437 - - 391,437
13,071 - - 13,071
- - 4,279 4279
- - 18,389 18,389

(277) - - (277)
546,613 - 22,668 569,281

Us$'000
Unlisted equity Others Total

4,279 18,389 22,668
73 - 73

(381) 162 (219)
105 2,481 2,586

(204) (3,258) (3,462)
3,872 17,774 21,646
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ARAB INSURANCE GROUP (B.S.C.)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTD.)

FAIR VALUE DISCLOSURE (CONTD.)

US$'000
Unlisted equity Others Total

Balance at 1 January 2017 6,495 17,100 23,595
Gain (loss) recognised in:

- Statement of income (707) (801) {1,508)
- Other comprehensive income (146) 1,924 1,778
Investments made during the year 112 4,229 4,341
Investments redeemed during the year (1,475) {4,063) {5,538)
Balance at 31 December 2017 4,279 18,389 22,668

The carrying values of the investment held in level 3 are based on unobservable inputs and
reflects proportional share of the fair values of the respective companies and their underlying net
assets. The Group does not expect the fair value of assets under level 2 & level 3 to change
significantly on changing one or more of the unobservable inputs. The valuations of these
investments are reviewed quarterly and updated as necessary on the basis of information
received from investee and investment managers. For the year ended December 31, 2018, there
were no transfers in and out of level 1, level 2 and level 3 (2017: nil). The fair values are
estimates and do not necessarily represent the price at which the investment would sell. As the
determination of fair values involve subjective judgments, and given the inherent uncertainty of
assumptions regarding capitalization rates, discount rates, leasing and other factors, the amount
which will be realized by the Company on the disposal of its investments may differ significantly
from the values at which they are carried in the consolidated financial statements, and the
difference could be material.

The Group does not expect the fair value of assets under level 3 to change significantly on
changing one or more of the measurable / observable inputs.

ili. Forward foreign exchange contracts:

The fair value of forward foreign exchange contracts, used for hedging purposes, is based
on quoted market prices.

vi. Fair value less than carrying amounts:

The fair value of fixed interest debt securities fluctuates with changes in market interest
rates. The book value of financial assets held to maturity has not been reduced to fair value
where lower, because such market rate variations are considered temporary in nature and
management intends, and has the financial resources and capacity, to generally hold such
investments to maturity.
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ARAB INSURANCE GROUP (B.S.C.)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTD.)

TEMPORARY EXEMPTION FROM IFRS 9 DISCLOSURE

a) Fair value and changes in fair value

i) Financial assets having cash flows that are
solely payment of principal and interest.

iii) All other financial assets that are not solely
payment of principal and interest.

b) Credit risk exposure relating to note 33 (a (i)) above:

Supra-nationals and OECD country governments
Other investment grade

Other

Uss$ '000
Changes in
- fair value
Fair value during the
year
281,960 (3,884)
497,657 (3,374)
779,617 (7,258)
Uss$ '000
Book value Fair value
26,319 26,320
223,444 223,470
32,185 32,170
281,948 281,960

34. PRINCIPAL SUBSIDIARIES & ASSOCIATES

i) Subsidiaries and Associates:

At 31 December 2018, the principal subsidiaries of the Company were:

Country of
incorporation

Arig Capital Limited
Gulf Warranties W.L.L.

United Kingdom
Kingdom of Bahrain

Ownership

100%
100%

Takaful Re Limited (under run-offy  United Arab Emirates  54%

Arig Insurance Management
(DIFC) Ltd. (under voluntary
liquidation)

United Arab Emirates 100%

Principal

controlling  Activities
Interests

Reinsurance
Warranty
Retakaful
Insurance
Manager

All holdings are in the ordinary share capital of the subsidiaries concerned and are unchanged
from 31 December 2017. The Company holds 49% and 25% of the equity shares in its associate

companies Arima Insurance software W.LL. and Globemed Bahrain W.L.L.,

respectively.

Bahrain
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ARAB INSURANCE GROUP (B.S.C.)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTD.)

PRINCIPAL SUBSIDIARIES & ASSOCIATES (CONTD.)

i)

Us$ '000
2018 2017
Non-controlling interests 46% 46%
Total assets 83,697 92,499
Total liabilities 22,125 37,684
Net Assets 61,572 54,815
Revenue (216) {1,462)
Profit for the year 6,742 2,279
Total comprehensive income 6,759 1,853
Comprehensive income attributable to non-controlling
interests 3,109 852
Net cash used in operating activities (8,759) {10,158)
Net cash provided by investing activities 44,128 9,448
Net cash used in financing activities - {25,000)
Net increase (decrease) in cash and cash equivalents 35,369 {25,710)

Interest in Subsidiaries: Takaful Re Limited

The subsidiary's policyholder funds are consolidated as these funds are controlled and
managed by the subsidiary which is in a position to direct activities and operations.

iiif)

iv)

Interest in Subsidiaries: Gulf Warranties W.L.L.

There has been fraud committed by employees of the Group’s subsidiary, Gulf Warranties
W.L.L. Detailed investigations are at the final stage. Based on management's assessments,
the entire probable loss estimates of US$ 21.5 million have been provided for in the books
of the subsidiary and consequently in the consolidated financial statements of the Group.
This does not constitute admission of any liability beyond the share capital of Gulf
Warranties W.L.L. The above estimated loss has led to substantial negative equity in the
subsidiary. The Board of Directors of the Company decided, in its meeting held on 6
November 2018, not to support the Group's subsidiary. On 15 November 2018, the Board
of Directors of the Company decided not to write any further business and recommended
the liquidation of the Company.

Interest in Subsidiaries: Arig Insurance Management (DIFC) Ltd.
The Group has not classified its subsidiary Arig Insurance Management (DIFC) Ltd. (under

voluntary liquidation) as a discontinued operation as the subsidiary and the values involved
are not material.



ARAB INSURANCE GROUP (B.S.C.)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTD.)

RELATED PARTY TRANSACTIONS

Related parties represent the Company’'s major shareholders, associate companies, directors
and key management personnel of the Group and entities controlled, jointly controlled or
significantly influenced by such parties.

Government of UAE controls 31.3% of shares in the Group through maijor shareholders
Emirates Investment Authority, General Pension and Social Security Authority and Emirates
Development Bank while Government of Libya controls 14.4% of shares in the Group through
Central Bank of Libya. The Group does not have any significant transactions with these
governments and entities controlled, jointly controlled or significantly influenced by these
governments.

The following is the summary of transactions with related parties:

i) Associate companies:

US$ '000
2018 2017
a) Service fees for administration services provided
by Arig | 38 89
b) Service fees for administration services provided
by associate 799 705
c} Balances outstanding .
- Payables 89 100
i) Compensation to directors and key management personnel:
USs$ '000
2018 2017
a) Direciors
- Afttendance fees 79 65
- Travel expenses 144 160
b) Key management compensation
- Salaries and other short-term employee benefits 1,710 1,607
- Post-employment benefits 318 426
- Employee long-term incentives - 432
c) Balances payable to key
- Management 4,855 4,586

All transactions with related parties are conducted on an arm's length basis. All cutstanding
balances from related parties are expected to be settled within 12 months. No provisions have
been required in 2018 and 2017 for any outstanding amounts due from related parties.
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ARAB INSURANCE GROUP (B.S.C.)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTD.)

CONTINGENCIES

The Group is a defendant against several ongoing litigations refating to its operations and labour
matters. As per the legal counsel and the management, the Group has strong arguments
against these cases and accordingly, no additional provision is required to be recorded in the

consolidated financial statements.

PARENT COMPANY

The unconsolidated statement of financial position of the parent company, Arab Insurance

Group (B.S.C.), is presented below.

Note Us$ 000

2018 2017
ASSETS
Cash and bank balances 41,523 35,159
Investments 447,462 515,282
Accrued income 83,811 98,568
Insurance receivables 27,413 26,645
Insurance deposits 27,424 25,950
Deferred policy acquisition costs 14,145 13,224
Reinsurers’ share of technical provisions 35,055 20,507
Other assets 123,315 100,852
Investment in subsidiaries and associates 33,692 31,675
Property and equipment 6,822 7.126
TOTAL ASSETS 840,662 874,988
LIABILITIES
Technical provisions 562,813 527,822
Insurance payabies 26,651 31,393
Borrowings 7,000 34,000
Other liabilities 47,828 24,839
TOTAL LIABILITIES 644,292 618,054
SHAREHOLDERS' EQUITY 20
Share capital 220,000 220,000
Treasury stock {14,793) (14,793)
Reserves 35,594 41,112
(Accumulated losses) retained earnings {44,431) 10,615
TOTAL SHAREHOLDER'’S EQUITY 196,370 256,934
TOTAL LIABILITIES AND SHAREHOLDER'S EQUITY 840,662 874,088
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