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Independent auditor’s report on the consolidated financial statements
to the shareholders of Al Buhaira National Insurance Company P.S.C.

Report on the consolidated financial statements

We have audited the accompanying consolidated financial statements of Al Buhaira National
Insurance Company P.S.C. (the “Company”) and its subsidiary (together referred to as the
“Group”) which comprise the consolidated statement of financial position as at 31 December
2014, and the consolidated income statement, consolidated statement of comprehensive
income, changes in equity and cash flows for the year then ended, and a summary of
significant accounting policies and other explanatory information.

Management’s responsibility for the consolidated financial statements

Management is responsible for the preparation and fair presentation of these consolidated
financial statements in accordance with International Financial Reporting Standards, and for
such internal control as management determines is necessary to enable the preparation of the
consolidated financial statements that are free from material misstatements whether due to
fraud or errors.

Auditor’s responsibility

Our responsibility is to express an opinion on these consolidated financial statements based
on our audit. We conducted our audit in accordance with International Standards on
Auditing. Those standards require that we comply with ethical requirements and plan and
perform the audit to obtain reasonable assurance about whether the consolidated financial
statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the consolidated financial statements. The procedures selected depend on the
auditor’s judgement, including the assessment of the risks of material misstatement of the
consolidated financial statements, about whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity’s preparation and fair
presentation of the consolidated financial statements in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of accounting estimates
made by management, as well as evaluating the overall presentation of the consolidated
financial statements.

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

PricewaterhouseCoopers, Office No. 1102, Level 11, Al Batha Tower, P O Box 82162, Sharjah, United Arab Emirates
* T: +971 (0)6 597 8600, F: +971 (0)6 573 0896, www.pwc.com/middle-east

AH Nasser, P Suddaby and JE Fakhoury are registered as practising auditors with the UAE Ministry of Economy

()



pwc

Independent auditor’s report on the consolidated financial statements

to the shareholders of Al Buhaira National Insurance Company P.S.C.
(continued)

Opinion

In our opinion, the accompanying consolidated financial statements present fairly, in all material
respects, the consolidated financial position of the Group as at 31 December 2014, and its financial
performance and its cash flows for the year then ended in accordance with International Financial
Reporting Standards.

Report on Other Legal and Regulatory Requirements

Further, as required by the UAE Federal Law No. (8) of 1984, as amended, in respect of the
company, we report that:

(i) we have obtained all the information we considered necessary for the purpose of our
audit;

(ii) the financial statements comply, in all material respects, with the applicable provisions
of the UAE Federal Law No. (8) of 1984, as amended and the Articles of Association
of the company;

(iii) the Company has maintained proper books of account;

(iv) the financial information included in the Directors’ report is consistent with the books
of account of the Company; and

(v) nothing has come to our attention which causes us to believe that the Company has
breached any of the applicable provisions of the UAE Federal Law No. (8) of 1984, as
amended, or of its Articles of Association which would materially affect its activities or
its financial position as of 31 December 2014.

Other matter

The annual consolidated financial statements of the Group for the year ended 31 December
2013, were audited by another auditor who expressed unqualified audit opinion in their report
dated 19 March 2014,

PricewaterhouseCoopers
26 March 2015

ot

Paul Suddaby
Registered Auditor Number 309
Sharjah, United Arab Emirates
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Al Buhaira National Insurance Company P.S.C.

Consolidated statement of financial position

ASSETS

Cash and bank balances

Insurance and other receivables

Reinsurance contract assets

Available-for-sale financial assets

Statutory deposit
Investment properties
Property and equipment

Total Assets

Liabilities and shareholders’ equity

Liabilities

Insurance and other payables

Insurance contract liabilities
Bank borrowings
Provision for employees' end of service

indemnity

Total Liabilities

Shareholders’ equity

Share capital

Statutory reserve

General reserve

Cumulative changes in fair value of securities
Retained earnings

Total shareholders’ equity

Total liabilities and shareholders’ equity

11

12

13

14
15.1
15.2
15.3

As at 31 December
2014 2013
AED AED
165,154,749 143,732,350
376,054,137 522,835,098
209,306,188 256,365,645
57,129,716 53,342,395
6,000,000 6,000,000
948,940,601 946,765,054
6,199,362 6,445,052
1,768,784,753 1,935,485,594
221,872,314 371,722,844
361,028,478 406,063,713
505,180,696 516,970,689
29,283,464 32,372.934
1,117,364,952 1,327,130,180
250,000,000 250,000,000
98,557,807 94,736,762
200,000,000 200,000,000
(11,012,049) (15,865,987)
113,874,043 79,484,639
651,419,801 608,355,414
1,768,784,753 1,935,485,594

These consolidated financial statements were approved by the Board of Directors on Q §

March 2015 and signed on its behalf by:

\

%~

Managing Director

/ ) V4|
72

General Manager

The notes on pages 8 to 58 form an integral part of this consolidated financial information. 3)



Al Buhaira National Insurance Company P.S.C.

Consolidated income statement

Earned premium
Reinsurance premium ceded

Net earned premiums

Gross claims incurred
Insurance claims recovered from re-insurers

Net claims incurred

Gross commission earned
Less: commission incurred

Net commission earned
Underwriting profit
General and administrative expenses relating

to underwriting activities

Net underwriting profit
Net investment income
Finance costs

Non-operating general and administrative
expenses

Profit for the year

Basic and diluted earnings per share

The notes on pages 8 to 58 form an integral part of this consolidated financial information.

Notes

16
16

16

N 2

~

17

18

19

20

Year ended 31 December

2014 2013
AED AED
540,706,798 519,639,630
(313,341,647)  (298,081,678)
227,365,151 221,557,952
(428,301,546)  (495,596,775)
183,710,354 252,473,041
(244,591,192)  (243,123,734)
102,488,478 94,933,817
(17,619,831) (14,547,795)
84,868,647 80,386,022
67,642,606 58,820,240
(32,528,984) (36,944,925)
35,113,622 21,875,315
37,177,099 26,905,661
(22,690,916) (27,677,866)
(11,389,356) (10,731,104)
38,210,449 10,372,006
0.15 0.04

@



Al Buhaira National Insurance Company P.S.C.

Consolidated statement of comprehensive income

Note Year ended 31 December
2014 2013
AED AED
Profit for the year 38,210,449 10,372,006
Other comprehensive income
Items that maybe reclassified subsequently to
profit or loss
Unrealised loss on revaluation of available-for-sale
financial assets recognised directly in equity 8 (146,062) (2,091,241)
Transfer to consolidated income statement
Reclassification adjustment relating to available-for-sale
investment impaired during the year 18 5,000,000 4,000,000
Items that may not be reclassified subsequently to
profit or loss
Board of directors’ remuneration paid - (290,000)
Other comprehensive income for the year 4,853,938 1,618,759
Total comprehensive income for the year 43,064,387 11,990,765

The notes on pages 8 to 58 form an integral part of this consolidated financial information.

©)



"UONBULIOUL [EIOUBUY PIJRPI[0SU0) STy} JO 1red [eiajur ue uuo g¢ 01 g safed uo sajou oy,

9)

T08‘6TH° 1S9 SPO'VLS‘SIT  (6V0°TIOTT) 000°000°00T  L0S‘LSS'86  000°000°0ST
- (Spo‘178°c) - - SHO‘1Z8‘E -
LSE¥90°EH 6VPOIT'8E  8£6°€SSY - - -

8£6°€S8Y - 8€6°€SSY - - -

6V 01T'8E 6 o1T'sE - - - -

PIH'SSE 809 6£9'v8¥‘6L  (L86°S9ISST) 000°000°00T  T9L‘9EL‘P6  000°000°0ST
Y1¥$SE°809 6£9°v8v°6L  (L86°598°ST) 000°000°00C  T9L9EL'Y6  000°000°0ST
(000°00S°C1) (0o00‘00s‘C1) - - - -

- (10Z°L£0°T) - - 10T°LE0°T -
S9L°066°11 9008001  6SL°806°1 - - -

6SL819°1 (000°062) 6SL806°1 - - -

900°TLE 01T 900°TLE 0l - - - -
6v998°309 v€8°6£6'C8  (OVL‘VLLLY) 000°000°00C  19S669°€6  000°000°0ST
aav aav aav aav aav aav

[e10L " sSuruied sjasse JAIIS JAIIS [ended

paurejdy [edueulj Ies [el3u3n) Aloymyeyg aleys

-10J-dlqe[ieAe
Jo anjeA Jrej
ul sasueyd
JApeNWN))

PI0T 12qUuIN( [£ & dueeq

(LT 910N) wonnqusip puspialq

(1°ST 910N) 2419521 L10)138)S 03 IQJSURI],
T34 9y} I0] SWOSUT SAISUSYIdWOd [210],
1834 9y} 10 SSO[ dAIsUayIdwod 1910
Ieak 9 I0J 1jo1]

$107 Arenuep [ je duefeyq

€107 19quddd( [§ J& due[eyg

(LT 210N) wonnquusip puspialq

(1°ST 210N) sA19521 L10JN3€)S O} I9JSURI],
Teak 9y} 10J SW0dUT dAISUaY2Idwod [e10],
Teak 9y1 10 swoour dAIsuayaIdwos a1
Ieok oy 10] NjoIig

€107 Arenueg | je due[eyg

Aymba ur sa3ueyd Jo Juomdge)s pajepijosuo))

*0'S'd Auedwo)) soueansuy [euone) eareyng [v



Al Buhaira National Insurance Company P.S.C.

Consolidated statement of cash flows

Cash flows from operating activities
Profit for the year
Adjustments for:
Depreciation of property and equipment
Write off of property and equipment
Allowance for doubtful debts
Interest income on deposits
Dividend from investments
Loss on disposal of investment in associate
Net rental income from investment properties
Impairment on Available-for-sale financial assets
Impairment of investment properties
Loss / (Gain) on sale of Available-for-sale financial assets
(Reversal) / Provision for employees' end of service indemnity
Gain on disposal of property and equipment
Finance costs
Operating cash flows before changes in operating assets and
liabilities and employees’ end of service indemnity paid
Employees' end of service indemnity paid
Operating cash flows before changes in operating assets and
liabilities and after employees’ end of service indemnity paid

Changes in insurance and other receivables
Changes in reinsurance contract assets
Changes in insurance and other payables
Changes in insurance contract liabilities

Net cash from / (used in) operating activities

Cash flows from investing activities

Movement in fixed deposits under lien

Increase in margin deposits

Purchase of available-for-sale financial assets

Proceeds from sale of available-for-sale financial assets

Proceeds from sale of shares in investment in associate

Purchase of property and equipment

Proceeds from disposal of property and equipment

Purchase of investment property

Movement in fixed deposits of original maturity of more than 3
months

Finance income received

Dividends received

Net rental income from investment properties

Net cash from investing activities

Cash flows from financing activities
Increase in bank borrowings
Dividends paid

Finance costs paid

Board of directors’ remuneration paid

Net cash from / (used in) financing activities

Net increase in cash and cash equivalents
Cash and cash equivalents at the beginning of the year

Cash and cash equivalents at the end of the year

Notes

10
10

18
18

18
18
18
18
13

13

o0 oo

5

Year ended 31 December

2014 2013
AED AED
38,210,449 10,372,006
1,799,926 1,891,980
- 633,857
5,000,000 5,000,000
(2,449,757) (3,382,177)
(1,438,170) (1,364,235)
- 166,601
(47,097,306) (37,291,185)
5,000,000 4,000,000
5,000,000 13,000,000
4,059,635 (1,609,962)
(1,112,333) 2,190,675
- (47,900)
22,690,916 27,677,866
29,663,360 21,237,526
(1,977,137) (1,027,828)
27,686,223 20,209,698
141,780,961 (90,033,162)
47,059,457 (64,120,666)
(149,850,530) 48,483,143
(45,035,235) 69,729,426
21,640,876 (15,731,561)
14,630,479 (632,378)
- (3,000)
(313,987,380) (431,866,074)
305,994,362 451,304,628
- 17,457,970
(1,554,236) (592,111)
- 47,900
(7,175,547) (2,103,421)
(29,999,970) 7,239,192
2,449,757 3,382,177
1,438,170 1,364,235
47,097,306 37,291,185
18,892,941 82,890,303
67,294,428 24,099,280
- (12,500,000)
(22,690,916) (27,677,866)
- (290,000)
44,603,512 (16,368,586)
85,137,329 50,790,156
(142,827,232) (193,617,388)
(57,689,903) (142,827,232)
@)

The notes on pages 8 to 58 form an integral part of this consolidated financial information.



Al Buhaira National Insurance Company P.S.C.

Notes to the consolidated financial statements for the year ended 31
December 2014

1. General information

Al Buhaira National Insurance Company P.S.C. — Sharjah, (the “Company”) is incorporated
as a public shareholding company by an Emiri Decree issued by His Highness, The Ruler of
Sharjah on May 16, 1978. The Company is subject to the regulations of UAE Federal Law
No. 6 of 2007, concerning the formation of Insurance Authority of U.A.E. The Company is
registered in the Insurance Companies register of Insurance Authority of UAE under
registration number 15. The address of the Company’s registered corporate office is
P.O. Box 6000, Sharjah, United Arab Emirates.

The Group consists of Al Buhaira National Insurance Company P.S.C. and its subsidiary (the
“Group”) as disclosed in note 3.1 to the consolidated financial statements.

The principal activity of the Company is the writing of insurance of all types - other than
savings and accumulation of funds. The Group operates through its Head Office in Sharjah
and has branches in Dubai, Abu Dhabi, Al Ain, Khorfakkan, Fujairah and Ajman.

2. Basis of preparation and application of new and revised International
Financial Reporting Standards (IFRSs)

2.1  Basis of preparation

The consolidated financial statements have been prepared in accordance with International
Financial Reporting Standards (IFRS) and IFRS Interpretations Committee (IFRS IC)
interpretations applicable to companies reporting under IFRS and applicable requirements of
United Arab Emirates (U.A.E.) Federal Law No. 8 of 1984 (as amended), and Federal Law
No. 6 of 2007 on Establishment of Insurance Authority and Organization of its Operations.

The consolidated financial statements have been prepared under the historical cost convention,
as modified by the revaluation of investment properties and available-for-sale financial assets.

The preparation of financial statements in conformity with IFRS requires the use of critical
accounting estimates. It also requires management to exercise its judgement in the process of
applying the group’s accounting policies. The areas involving a higher degree of judgement or
complexity, or areas where assumptions and estimates are significant to the consolidated
financial statements are disclosed in note 4.

2.2 Application of new and revised International Financial Reporting Standards
(IFRSs)

(@)  New standards, amendments to existing standards and IFRIC interpretations effective
Jor the Group’s accounting period beginning on 1 January 2014

The following applicable new standards, amendments to existing standards and IFRIC

interpretation have been published and are effective for the Group’s accounting period
beginning on 1 January 2014:

®



Al Buhaira National Insurance Company P.S.C.

Notes to the consolidated financial statements for the year ended 31
December 2014 (continued)

2.

2.2

(@

Basis of preparation and application of new and revised International
Financial Reporting Standards (IFRSs)

Application of new and revised International Financial Reporting Standards
(IFRSs) (continued)

New standards, amendments to existing standards and IFRIC interpretations effective
Jor the Group’s accounting period beginning on 1 January 2014 (continued)

Amendments to IAS 32 ‘Financial Instruments’ (Effective 1 January 2014) which
require presentation to clarify certain aspects because of diversity in application of the
requirements on offsetting, focused on four main areas:

the meaning of 'currently has a legally enforceable right of set-off";
the application of simultaneous realisation and settlement;

the offsetting of collateral amounts; and

the unit of account for applying the offsetting requirement

Amendments to IAS 36 ‘Impairment of Assets’ (Effective 1 January 2014) which
aims to reduce the circumstances in which the recoverable amount of assets or cash-
generating units is required to be disclosed, clarify the disclosures required, and to
introduce an explicit requirement to disclose the discount rate used in determining
impairment (or reversals) where recoverable amount (based on fair value less costs of
disposal) is determined using a present value technique.

Amendment to IAS 39 ‘Financial Instruments: Recognition and Measurement’
(Effective 1 January 2014) makes it clear that there is no need to discontinue hedge
accounting if a hedging derivative is novated, provided certain criteria are met.

IFRIC 21, ‘Levies’ (Effective 1 January 2014), sets out the accounting for an
obligation to pay a levy that is not income tax. The interpretation addresses what the
obligating event is that gives rise to pay a levy and when should a liability be
recognised.

There is no material impact of the above amendments to publish standards and IFRIC
interpretations on the financial statements of the Group.

(®)

New standards and amendments to existing standards not effective for the Group’s
accounting period beginning on 1 January 2014 and have not been early adopted by
the Group

The following applicable new standards and amendments to published standards have been
issued but are not effective for financial periods beginning on 1 January 2014, and have not
been early adopted by the Group in preparing these financial statements:

®



Al Buhaira National Insurance Company P.S.C.

Notes to the consolidated financial statements for the year ended 31
December 2014 (continued)

2.

2.2

®)

Basis of preparation and application of new and revised International
Financial Reporting Standards (IFRSs)

Application of new and revised International Financial Reporting Standards
(IFRSs) (continued)

New standards and amendments to existing standards not effective for the Group’s
accounting period beginning on 1 January 2014 and have not been early adopted by
the Group (continued)

Amendment to IAS 19 ‘Employee Benefits’ (Effective 1 July 2014) clarifies the
requirements that relate to how contributions from employees or third parties that are
linked to service should be attributed to periods of service. In addition, it permits a
practical expedient if the amount of the contributions is independent of the number of
years of service.

Amendment to IFRS 13 ‘Fair Value Measurement (Effective 1 July 2014) (a) clarify
that issuing IFRS 13 and amending IFRS 9 and IAS 39 did not remove the ability to
measure certain short-term receivables and payables on an undiscounted basis (amends

basis for conclusions only) (b) clarify the scope of the portfolio exception in paragraph
52.

Amendment to IAS 16 ‘Property, Plant and Equipment’ and IAS 38 ‘Intangible
Assets’ (Effective 1 July 2014) clarify that the gross amount of property, plant and
equipment is adjusted in a manner consistent with a revaluation of the carrying
amount.

Amendment to IAS 24 ‘Related Party Disclosures’ (Effective 1 July 2014) clarify how
payments to entities providing management services are to be disclosed.

Amendment to IAS 16, 'Property, plant and equipment' and IAS 38,'Intangible assets',
on depreciation and amortization (Effective 1 January 2016). The amendments provide
additional guidance on how the depreciation or amortisation of property, plant and
equipment and intangible assets should be calculated. In this amendment, the IASB
has clarified that the use of revenue based methods to calculate the depreciation of an
asset is not appropriate because revenue generated by an activity that includes the use
of an asset generally reflects factors other than the consumption of the economic
benefits embodied in the asset. The IASB has also clarified that revenue is generally
presumed to be an inappropriate basis for measuring the consumption of the economic
benefits embodied in an intangible asset.

(10)



Al Buhaira National Insurance Company P.S.C.

Notes to the consolidated financial statements for the year ended 31
December 2014 (continued)

2.

2.2

()

Basis of preparation and application of new and revised International
Financial Reporting Standards (IFRSs)

Application of new and revised International Financial Reporting Standards
(IFRSs) (continued)

New standards and amendments to existing standards not effective for the Group’s
accounting period beginning on 1 January 2014 and have not been early adopted by
the Group (continued)

IFRS 9, ‘Financial instruments’ (Effective 1 January 2018), addresses the
classification, measurement and recognition of financials assets and financial
liabilities. (The complete version of IFRS 9 was issued in July 2014. It replaces the
guidance in IAS 39 that relates to the classification and measurement of financial
instruments). IFRS 9 retains but simplifies the mixed measurement model and
establishes three primary measurement categories for financial assets: amortised cost,
fair value through OCI and fair value through P&L. The basis of classification
depends on the entity’s business model and the contractual cash flow characteristics of
the financial asset. Investments in equity instruments are required to be measured at
fair value through profit or loss with the irrevocable option at inception to present
changes in fair value in OCI not recycling. There is now a new expected credit losses
model that replaces the incurred loss impairment model used in IAS 39.

For financial liabilities there were no changes to classification and measurement
except for the recognition of changes in own credit risk in other comprehensive
income, for liabilities designated at fair value through profit or loss. IFRS 9 relaxes the
requirements for hedge effectiveness by replacing the bright line hedge effectiveness
test. It requires an economic relationship between the hedged item and hedging
instrument and for the ‘hedged ratio’ to be the same as the one management actually
use for risk management purposes. Contemporaneous documentation is still required
but is different to that currently prepared under IAS 39.

IFRS 15, ‘Revenue from contracts with customers’ (Effective 1 January 2017)
specifies how and when an IFRS reporter will recognise revenue as well as requiring
such entities to provide users of financial statements with more informative, relevant
disclosures. The standard provides single, principles based five-step model to be
applied to all contracts with customers.

Management is assessing the impact of the above new standards and amendments to
published standards on the Group’s financial statements and does not intend to adopt the
above standard and amendments to published standards prior to their respective effective

dates.

(11)



Al Buhaira National Insurance Company P.S.C.

Notes to the consolidated financial statements for the year ended 31
December 2014 (continued)

3. Summary of significant accounting policies

3.1 Basis of consolidation

The consolidated financial statements of Al Buhaira National Insurance Company P.S.C. and its
subsidiary (the “Group”) incorporate the financial statements of the Company and the entity
controlled by the Company (its subsidiary).

(a)  Subsidiaries

Subsidiaries are all entities over which the Group has control. The Group controls an entity
when the Group is exposed to, or has rights to, variable returns from its involvement with the
entity and has the ability to affect those returns through its power over the entity. Subsidiaries
are fully consolidated from the date on which control is transferred to the Group. They are
deconsolidated from the date on that control ceases.

In preparing the consolidated financial statements, transactions, balances and unrealised gains
on transactions between group entities are eliminated. Unrealised losses are also eliminated
but are considered an impairment indicator of the asset transferred. Accounting policies of
subsidiaries have been changed where necessary to ensure consistency with the policies
adopted by the Group.

Non-controlling interests comprise the portion of a subsidiary’s net results of operations and
its net assets, which is attributable to the interests that are not owned directly or indirectly by
the equity holders of the Group. They are shown separately in the consolidated statements of
financial position, comprehensive income and changes in equity. Total comprehensive
income is attributed to the non-controlling interests based on their respective interests in a
subsidiary.

The acquisition method of accounting is used to account for business combinations entered
into by the Group. The consideration transferred for the acquisition of a subsidiary or business
comprises the fair value of the assets transferred, the liabilities incurred and the equity
interests issued by the Group. The consideration transferred also includes any contingent
consideration arrangement and any pre-existing equity interest in the subsidiary measured at
their fair values at the acquisition date. Acquisition-related costs are expensed as incurred.
Identifiable assets acquired and liabilities and contingent liabilities assumed in a business
combination are, with limited exceptions, measured initially at their fair values at the
acquisition date. On an acquisition-by-acquisition basis, the Group recognises any non-
controlling interest in the acquiree at the date of acquisition either at fair value or at the non-
controlling interest’s proportionate share of the acquiree’s identifiable net assets.

The excess of (a) the consideration transferred, the amount of any non-controlling interest in
the acquiree and the acquisition-date fair value of any previous equity interest in the acquiree
over the (b) fair value of the identifiable net assets acquired is recorded as goodwill.

When a change in the Group’s ownership interest in a subsidiary results in a loss of control
over the subsidiary, the assets and liabilities of the subsidiary including any goodwill are
derecognised. Amounts previously recognised in other comprehensive income in respect of
that entity are also reclassified to profit or loss or transferred directly to retained earnings.

(12)



Al Buhaira National Insurance Company P.S.C.

Notes to the consolidated financial statements for the year ended 31
December 2014 (continued)

3. Summary of significant accounting policies (continued)

3.1  Basis of consolidation (continued)

(a)  Subsidiaries (continued)

Any retained equity interest in the entity is remeasured at fair value. The difference between
the carrying amount of the retained interest at the date when control is lost and its fair value is

recognised in profit or loss.

Details of the Company’s subsidiary at 31 December 2014 are as below:

Proportion of

Place of ownership interest
incorporation and voting
Name of subsidiary and operation power held Principal activity
Al Buhaira Economic Sharjah, Investing in economic
Investments Establishment U.AE. 100% projects.

3.2  Segment reporting

Operating segments are reported in a manner consistent with the internal reporting provided to
the chief operating decision-maker. The chief operating decision-maker, who is responsible for
allocating resources and assessing performance of the operating segments, has been identified as
the steering committee that makes strategic decisions.

3.3  Foreign currency
(@)  Functional and presentation currency

Items included in the financial statements of each of the group’s entities are measured using
the currency of the primary economic environment in which the entity operates (‘the
functional currency’). The consolidated financial statements are presented in ‘Arab Emirates
Dirhams’ (“AED”), which is the group’s functional and presentation currency.

(b) Transactions and balances

Foreign currency transactions are translated into the functional currency using the exchange rates
prevailing at the dates of the transactions or valuation where items are re-measured. Foreign
exchange gains and losses resulting from the settlement of such transactions and from the
translation at year-end exchange rates of monetary assets and liabilities denominated in foreign
currencies are recognised in the consolidated income statement.

Foreign exchange gains and losses that relate to cash and cash equivalents are presented in the
consolidated income statement within ‘net investment income’.

Changes in the fair value of monetary securities denominated in foreign currency classified as

available for sale are analysed between translation differences resulting from changes in the
amortised cost of the security and other changes in the carrying amount of the security.

(13)



Al Buhaira National Insurance Company P.S.C.

Notes to the consolidated financial statements for the year ended 31
December 2014 (continued)

3. Summary of significant accounting policies (continued)
3.3  Foreign currency (continued)
(b) Transactions and balances (continued)

Translation differences related to changes in amortised cost are recognised in profit or loss, and
other changes in carrying amount are recognised in other comprehensive income.

34 Insurance contracts
3.4.1 Definition

The Group issues contracts that transfer insurance risk. Insurance contracts are those contracts
that transfer significant insurance risk.

3.42 Recognition and measurement

The Group issue short term insurance contracts. These contracts are motor, group medical,
casualty, and property insurance contracts.

Auto insurance contracts allow the Group’s customers to mitigate the risk of costs related to
getting into a car accident. Auto insurance provides the Group’s customers financial protection
against physical damage and/or bodily injury resulting from traffic collisions.

Group medical contracts allow the Group’s customers to obtain healthcare coverage and protect
them against medical expenditures and related costs in accordance with an agreed medical plan.
The healthcare coverage pays for medical and surgical expenses that are incurred by the insured
customers.

Casualty insurance contracts protect the Group’s customers against the risk of causing harm to
third parties as a result of their legitimate activities. Damages covered include both contractual
and non-contractual events.

Property insurance contracts mainly compensate the Group’s customers for damage suffered to
their properties or for the value of property lost. Customers who undertake commercial activities
on their premises could also receive compensation for the loss of earnings caused by the inability
to use the insured properties in their business activities (business interruption cover).

Short-duration life insurance contracts protect the Group’s customers from the consequences of
events that would have an affect on the ability of the customer or customer’s dependents to
maintain their current level of income. Guaranteed benefits paid on occurrence of the specified
insurance event are either fixed or linked to the extent of the economic loss suffered by the policy
holder. There are no maturity or surrender benefits.
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Al Buhaira National Insurance Company P.S.C.

Notes to the consolidated financial statements for the year ended 31
December 2014 (continued)

3. Summary of significant accounting policies (continued)
3.4  Insurance contracts (continued)
3.42 Recognition and measurement (continued)

For all these insurance contracts, premiums are recognised as revenue (earned premiums)
proportionally over the period of coverage. The portion of premium received on in-force
contracts that relates to unexpired risks at the reporting date is reported as the unearned premium
liability.

Claims and loss adjustment expenses are charged to profit or loss as incurred based on the
estimated liability for compensation owed to contract holders or third parties damaged by the
contract holders. They include direct and indirect claims settlement costs and arise from events
that have occurred up to the reporting date even if they have not yet been reported to the Group.

The Group does not discount its liabilities for unpaid claims other than for disability claims.
Liabilities for unpaid claims are estimated using the input of assessments for individual cases
reported to the Group and statistical analyses for the claims incurred but not reported, and to
estimate the expected ultimate cost of more complex claims that may be affected by external
factors (such as court decisions).

3.4.3 Reinsurance contracts

Contracts entered into by the Group with reinsurers under which the Group is compensated for
losses on one or more contracts issued by the Group and that meet the classification requirements
for insurance contracts are classified as reinsurance contracts held. Contracts that do not meet
these classification requirements are classified as financial assets. Insurance contracts entered
into by the Group under which the contract holder is another insurer are included with insurance
contracts. The benefits to which the Group is entitled under its reinsurance contracts held are
recognised as reinsurance contract assets. These assets consist of short-term balances due from
reinsurers, as well as longer term receivables that are dependent on the expected claims and
benefits arising under the related reinsured insurance contracts. Amounts recoverable from or due
to reinsurers are measured consistently with the amounts associated with the reinsured insurance
contracts and in accordance with the terms of each reinsurance contract.

Reinsurance liabilities are primarily premiums payable for reinsurance contracts and are
recognised as an expense when due. The Group assesses its reinsurance contract assets for
impairment on a regular basis. If there is objective evidence that the reinsurance contract asset
is impaired, the Group reduces the carrying amount of the reinsurance contract asset to its
recoverable amount and recognises the impairment loss in the consolidated income statement.
The Group gathers the objective evidence that a reinsurance asset is impaired using the same
process adopted for financial assets held at amortised cost. The impairment loss is also
calculated following the same method used for these financial assets.

(15)



Al Buhaira National Insurance Company P.S.C.

Notes to the consolidated financial statements for the year ended 31
December 2014 (continued)

2. Summary of significant accounting policies (continued)
3.4  Insurance contracts (continued)
3.4.4 Insurance contract liabilities and reinsurance contract assets

Insurance contract liabilities include the outstanding claims provision, provision for claims
incurred but not reported and the provision for unearned premium.

(a) Unearned premiums reserve

Unearned premiums are those proportions of premiums written in a year that relate to period
of risk after the reporting date. Unearned premium is calculated on a daily prorate basis or
“1/8” method. The proportion attributable to a subsequent year is deferred as a provision for
unearned premium.

) Claims reported unsettled

The claims reported unsettled are based on the estimated ultimate cost of all claims incurred
but not settled at the reporting date. Delays can be experienced in the notification and
settlement of certain types of claims, therefore the ultimate cost of claims cannot be known
with certainty at the reporting date. The liability is not discounted for the time value of money.
No provision for equalisation or catastrophic reserves is recognised. The liability is
derecognised when the obligation is discharged or cancelled.

(c) Claims incurred but not reported

A provision is made for the estimated excess of potential claims over unearned premium and
for claims incurred but not reported at the financial position date.

The reserves represent management’s best estimates on the basis of:

i) claims reported during the year
ii) delay in reporting these claims

The reinsurers’ portion towards the above outstanding claims, claims incurred but not reported
and unearned premium is classified as reinsurance contract assets in the consolidated financial
statements.

3.4.5 Policy acquisition costs

Commissions and other acquisition costs are accounted on an incurred basis.

3.4.6 Salvage and subrogation reimbursements

Estimates of salvage and subrogation reimbursements are considered as an allowance, in the
measurement of the insurance liability for claims.
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Al Buhaira National Insurance Company P.S.C.

Notes to the consolidated financial statements for the year ended 31
December 2014 (continued)

3. Summary of significant accounting policies (continued)
34  Insurance contracts (continued)
3.4.7 Liability adequacy test

At the end of each reporting period, the Group assesses whether its recognised insurance
liabilities are adequate using current estimates of future cash flows under its insurance
contracts. If that assessment shows that the carrying amount of its insurance liabilities is
inadequate in the light of estimated future cash flows, the entire deficiency is immediately
recognised in the consolidated statement of income.

35 Finance income

For all financial instruments measured at amortized cost and interest bearing financial assets
classified as available for sale, finance income is recorded using the effective interest rate
(EIR). EIR is the rate that exactly discounts the estimated future cash payments or receipts
over the expected life of the financial instrument or a shorter period, where appropriate, to the
net carrying amount of the financial asset or liability. Finance income is included in ‘net
investment income’ in the consolidated income statement.

3.6 Dividend income

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

3.7  Rental income

Rental income from operating leases is recognised in the consolidated income statement on a
straight-line basis over the term of the lease, as all of the Group leases are for a period that
does not exceed 12 months.

38 Commission income

Commission income is recognised when the reinsurance premium is ceded based on the terms
and percentages agreed with the reinsurers.

3.9  General and administrative expenses
Direct expenses are charged to the respective departmental revenue accounts. Indirect
expenses are allocated to departmental revenue accounts on the basis of gross written

premiums of each department. Other administration expenses are charged to profit or loss as
non-operating general and administrative expenses.
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Al Buhaira National Insurance Company P.S.C.

Notes to the conmsolidated financial statements for the year ended 31
December 2014 (continued)

3.  Summary of significant accounting policies (continued)
3.10 Financial instruments
3.10.1 Recognition and measurement

Financial assets and financial liabilities are recognised when the Group becomes a party to the
contractual provisions of the instrument.

Financial assets and financial liabilities are initially measured at fair value. Transaction costs
that are directly attributable to the acquisition or issue of financial assets and financial
liabilities are added to or deducted from the fair value of the financial assets or financial
liabilities, as appropriate, on initial recognition.

3.11 Financial assets

The Group classifies its financial assets in the following categories: loans and receivables, and
available for sale. The classification depends on the purpose for which the financial assets
were acquired. Management determines the classification of its financial assets at initial
recognition.

a) Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments
that are not quoted in an active market. The Group’s loans and receivables comprise ‘cash and
bank balances’, ‘insurance and other receivables’ and ‘reinsurance receivables-claims reported
unsettled’ in the consolidated statement of financial position (Notes 5, 6 and 7 respectively).

b) Available-for-sale financial assets

Available-for-sale financial assets are non-derivatives that are either designated in this
category or not classified in any of the other categories.

Available for sale financial assets held by the Group comprise equity investments that are
quoted and traded in active markets and unquoted shares that are not traded in active markets
but management considers that fair value can be reliably measured.

3.11.1 Recognition and measurement

Regular purchases and sales of financial assets are recognised on the trade-date — the date on
which the Group commits to purchase or sell the asset. Investments are initially recognised at
fair value plus transaction costs for all financial assets not carried at fair value through profit
or loss.

Financial assets are derecognised when the right to receive cash flows from the investment

have expired or have been transferred and the Group has transferred substantially all risks and
rewards of ownership.
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Al Buhaira National Insurance Company P.S.C.

Notes to the consolidated financial statements for the year ended 31
December 2014 (continued)

3. Summary of significant accounting policies (continued)
3.11 Financial assets (continued)
3.11.1 Recognition and measurement (continued)

Loans and receivables are recognised when due and measured on initial recognition at the fair
value of the consideration received or receivable. After initial measurement, loan and other
receivables are measured at amortised cost using the effective interest method, less any
impairment.

The carrying value of the receivables is reviewed for impairment whenever events or
circumstances indicate that the carrying amount may not be recoverable, with the impairment
loss recorded in the consolidated income statement.

Available-for-sale financial assets are subsequently measured at fair value with unrealized
gains or losses recognized as other comprehensive income in the fair value reserve until the
investment is derecognized, at which time the cumulative gain or loss is recognized in net
investment income, or the investment is determined to be impaired, when the cumulative loss
is reclassified from the fair value reserve to the consolidated income statement.

Interest on available-for-sale securities calculated using the effective interest method is
recognised in the consolidated income statement as part of net investment income. Dividends
on available-for-sale equity instruments are recognised in the income statement as part of net
investment income when the Group’s right to receive payments is established.

3.11.2 Impairment of financial assets
a) Assets carried at amortised cost

The Group assesses at the end of each reporting period whether there is objective evidence
that a financial asset or group of financial assets is impaired. A financial asset or a group of
financial assets is impaired and impairment losses are incurred only if there is objective
evidence of impairment as a result of one or more events that occurred after the initial
recognition of the asset (a ‘loss event’), and that loss event (or events) has an impact on the
estimated future cash flows of the financial asset or group of financial assets that can be
reliably estimated.

Evidence of impairment may include indications that the debtors or a group of debtors is
experiencing significant financial difficulty, default or delinquency in interest or principal
payments, the probability that they will enter bankruptcy or other financial reorganisation, and
where observable data indicate that there is a measurable decrease in the estimated future cash
flows, such as changes in arrears or economic conditions that correlate with defaults.
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Al Buhaira National Insurance Company P.S.C.

Notes to the consolidated financial statements for the year ended 31
December 2014 (continued)

3. Summary of significant accounting policies (continued)
3.11 Financial assets (continued)

3.11.2 Impairment of financial assets (continued)

a) Assets carried at amortised cost (continued)

For loans and receivables category, the amount of the loss is measured as the difference
between the asset’s carrying amount and the present value of estimated future cash flows
(excluding future credit losses that have not been incurred) discounted at the financial asset’s
original effective interest rate.

The carrying amount of the asset is reduced and the amount of the loss is recognised in the
consolidated income statement. If, in a subsequent period, the amount of the impairment loss
decreases and the decrease can be related objectively to an event occurring after the
impairment was recognised (such as an improvement in the debtor’s credit rating), the
reversal of the previously recognised impairment loss is recognised in the consolidated
income statement.

b) Assets classified as available for sale

The Group assesses at the end of each reporting period whether there is objective evidence
that a financial asset or a group of financial assets is impaired.

For equity investments, a significant or prolonged decline in the fair value of the security
below its cost is also evidence that the assets are impaired. If any such evidence exists the
cumulative loss — measured as the difference between the acquisition cost and the current fair
value, less any impairment loss on that financial asset previously recognised in profit or loss —
is removed from equity and recognised in profit or loss. Impairment losses recognised in the
consolidated income statement on equity instruments are not reversed through the
consolidated income statement.

3.12 Financial liabilities

3.12.1 Recognition and measurement

Financial liabilities are recognised initially at fair value and subsequently measured at
amortised cost using the effective profit method. Liabilities are recognised for amounts to be
paid for services received, whether or not billed to the Group.

3.12.2 Derecognition of financial liabilities

The Group derecognises financial liabilities when, and only when, the Group’s obligations are
discharged, cancelled or they expire. The difference between the carrying amount of the

financial liability derecognised and the consideration paid and payable, including any non-cash
assets transferred or liabilities assumed, is recognised in consolidated income statement.
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Al Buhaira National Insurance Company P.S.C.

Notes to the consolidated financial statements for the year ended 31 December
2014 (continued)

3. Summary of significant accounting policies (continued)
3.12 Financial liabilities (continued)
3.12.2 Derecognition of financial liabilities (continued)

When an existing financial liability is replaced by another from the same lender on
substantially different terms, or the terms of an existing liability are substantially modified,
such an exchange or modification is treated as the derecognation of the original liability and the
recognition of a new liability. The difference in the respective carrying amounts is recognized
in the consolidated income statement.

3.13 Fair values of financial instruments

Fair value is the amount for which an asset could be exchanged or a liability settled between
knowledgeable willing parties on an arm’s length transaction at the measurement date.
Difference can therefore arise between the book values under the historical cost method and fair
value estimates.

Underlying the definition of fair value is a presumption that an enterprise is a going concern
without any intention or need to liquidate, curtail materially the scale of its operations or
undertake a transaction on adverse terms.

Fair values of marketable securities are determined by reference to their bid prices at the close
of business at the reporting date. In respect of unquoted available for sale financial assets, the
fair value is determined based on various valuation techniques, as deemed appropriate. The fair
values of the Group’s other financial assets and liabilities are not materially different from their
carrying value.

3.14 Offsetting financial instruments

Financial assets and liabilities are offset and the net amount reported in the statement of
financial position when there is a legally enforceable right to offset the recognised amounts and
there is an intention to settle on a net basis or realise the asset and settle the liability
simultaneously. The legally enforceable right must not be contingent on future events and must
be enforceable in the normal course of business and in the event of default, insolvency or
bankruptcy of the company or the counterparty.

3.15 Cash and cash equivalents
In the consolidated statement of cash flows, cash and cash equivalents comprise cash on hand
and deposits held with banks with original maturities of three months or less and bank

overdrafts. In the consolidated statement of financial position, bank overdrafts are shown
within borrowings.
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Notes to the consolidated financial statements for the year ended 31
December 2014 (continued)

3. Summary of significant accounting policies (continued)
3.16 Investment properties

Investment properties are properties held to earn rentals and/or for capital appreciation
including property under construction for such purposes. Investment property is initially
recognised at cost, including transaction expense. Subsequent to initial recognition, investment
property is carried at fair value.

Fair value of the investment property is determined on the basis of valuation undertaken by
independent valuator who holds a recognised and relevant qualification and has recent
experience in the location and category of investment property being valued.

Subsequent expenditure is capitalised to the asset’s carrying amount only when it is probable
that future economic benefits associated with the expenditure will flow to the Group and the
cost of the item can be measured reliably. All other repairs and maintenance costs are
expensed when incurred. When part of an investment property is replaced, the carrying
amount of the replaced part is derecognised.

Investment properties are derecognised either when they have been disposed of (i.e the risks
and rewards and tittle of ownership of the property are transferred outside the Group) or when
the investment property is permanently withdrawn from use and no future economic benefit is
expected from its disposal.

Gains or losses arising from changes in the fair value of investment property are included in
the consolidated income statement.

If an investment property becomes owner-occupied, it is reclassified as property and
equipment. Its fair value at the date of reclassification becomes its cost for subsequent
accounting purposes.

3.17 Property and equipment

Property and equipment, including owner-occupied properties, are carried at historical cost less
accumulated depreciation and accumulated impairment losses. Subsequent expenditure is
capitalised only when it is probable that future economic benefits associated with the expenditure
will flow to the Group. Ongoing repairs and maintenance are charged to the consolidated income
statement during the financial period they are incurred.

The asset’s residual values, useful lives and method of depreciation applied are reviewed and
adjusted, if appropriate, at each financial year end and adjusted prospectively, if appropriate.
Impairment reviews are performed when there are indicators that the carrying value may not be
recoverable. Impairment losses are recognised in the consolidated income statement as an
expense.
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Notes to the consolidated financial statements for the year ended 31
December 2014 (continued)

3. Summary of significant accounting policies (continued)
3.17 Property and equipment (continued)

An item of property and equipment is derecognised upon disposal or when no future economic
benefits are expected from its use or disposal. Any gain or loss arising on de-recognition of the
asset (calculated as the difference between the net disposal proceeds and the carrying amount of
the asset) is recognised in the consolidated income statement in the year the asset is derecognised.

Land is stated at its cost and is not depreciated. Depreciation on other assets is calculated
using the straight-line method to allocate their cost or revalued amounts to their residual
values over their estimated useful lives, as follows:

Years
Furniture and equipment 5
Computer equipment 5
Office fixture and fittings 10
Manager's residential villa 15

3.18 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 the amount has been reliably estimated.

The amount recognised as a provision is the best estimate of the consideration required to
settle the present obligation at the reporting date, taking into account the risks and
uncertainties surrounding the obligation. Where a provision is measured using the cash flows
estimated to settle the present obligation, its carrying amount is the present value of those cash
flows.

3.19 Employee benefits
3.19.1 Defined contribution plan

UAE national employees of the Group are members of the Government-managed retirement
pension and social security benefit scheme pursuant to U.A.E. labour law no. 7 of 1999. The
Group is required to contribute 12.5% of the “contribution calculation salary” of payroll costs
to the retirement benefit scheme to fund the benefits. The employees and the Government
contribute 5% and 2.5% of the “contribution calculation salary” respectively, to the scheme.
The only obligation of the Group with respect to the retirement pension and social security
scheme is to make the specified contributions. The contributions are charged to the
consolidated income statement.
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Notes to the consolidated financial statements for the year ended 31
December 2014 (continued)

3. Summary of significant accounting policies (continued)
3.19 Employee benefits (continued)
3.19.2 Annual leaves and leaves passage

A provision is made for the estimated liability for employees’ entitlement to annual leave and
leave passage as a result of services rendered by the employees up to the statement of
financial position date.

3.19.3 Provision for employees’ end of service benefits

A provision is made using actuarial techniques, for the end of service benefits due to
employees in accordance with the UAE Labor Law, for their period of service up to the
statement of financial position date. This amount is charged to the statement of
comprehensive income.

3.20 Borrowing costs

General and specific borrowing costs directly attributable to the acquisition, construction or
production of qualifying assets, which are assets that necessarily take a substantial period of
time to get ready for their intended use or sale, are added to the cost of those assets, until
such time as the assets are substantially ready for their intended use or sale.

Investment income earned on the temporary investment of specific borrowings pending their
expenditure on qualifying assets is deducted from the borrowing costs eligible for
capitalisation.

All other borrowing costs are recognised in profit or loss in the period in which they are
incurred.

3.21 Dividend distribution
Dividend distribution to the Company’s shareholders is recognised as a liability in the

consolidated financial statements in the period in which the dividends are approved by the
Company’s shareholders.
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Al Buhaira National Insurance Company P.S.C.

Notes to the consolidated financial statements for the year ended 31
December 2014 (continued)

3.  Summary of significant accounting policies (continued)
3.22 Earnings per share

The Group presents basic and diluted earnings per share (EPS) for its ordinary shares. Basic EPS
is calculated by dividing the profit or loss attributable to ordinary shareholders of Group by the
weighted number of ordinary shares outstanding during the year. Diluted EPS is calculated by
adjusting the earnings and number of shares for the effects of all dilutive potential shares.

4 Critical accounting judgements and key sources of estimation
uncertainty

In the application of the Group’s accounting policies, which are described in note 3,
management is required to make judgements, estimates and assumptions about the carrying
amounts of assets and liabilities that are not readily apparent from other sources. The
estimates and associated assumptions are based on historical experience and other factors that
are considered to be relevant. Actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revision to
accounting estimates are recognised in the period of the revision in which the estimate is
revised if the revision affects only that period, or in the period of the revision and future
periods if the revision affects both current and future periods.

The significant judgements and estimates made by management, that have a significant risk of
causing a material adjustment to the most significant effect on the amounts recognised in the
consolidated financial statements as described below:

4.1.1 Impairment of AFS financial assets

The Group determines that available-for sale equity investments are impaired when there has
been a significant or prolonged decline in their fair value below its cost. This determination of
what is significant or prolonged requires judgement. In making this judgement and to record
whether impairment occurred, the Group evaluates among other factors, the normal volatility
in share price and market, the financial health of the investee, industry and sector
performance, changes in technology and operational and financial cash flows.

If all of the declines in fair value below cost were considered significant or prolonged, the
group would suffer an additional loss of AED 11,012,049 in its 2014 unmodified financial
statements, being the transfer of the accumulated fair value adjustments recognised in equity
on the impaired available-for-sale financial assets to the income statement.

4.1.2 Classification of properties

In the process of classifying properties, management has made various judgments. Judgments
are needed to determine whether a property qualifies as an investment property, property and
equipment, and/or property held for sale. Management develops criteria so that it can exercise
that judgment consistently in accordance with the definitions of investment property, property
and equipment, and property held for sale. In making its judgment, management has
considered the detailed criteria and related guidance set out in, IAS 16 — Property, Plant and
Equipment, and IAS 40 — Investment Property and IFRS 5- Asset held for sale, with regards
to the intended use of the property.
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Notes to the consolidated financial statements for the year ended 31
December 2014 (continued)

4 Critical accounting judgements and key sources of estimation
uncertainty (continued)

4.1.3 The ultimate liability arising from claims made under insurance contracts

The estimation of ultimate liability arising from the claims made under insurance contracts is
the Group’s most critical accounting estimate. There are sources of uncertainty that need to be
considered in the estimate of the liability that the Group will eventually pay for such claims.
Estimates have to be made both for the expected ultimate cost of claims reported at the end of
each reporting period and for the expected ultimate cost of claims incurred but not reported
(“IBNR”) at the end of each reporting period. Liabilities for unpaid reported claims are
estimated using the input of assessments for individual cases reported to the Group and
management estimates based on past claims settlement trends for the claims incurred but not
reported. At each reporting date, prior year claims estimates are reassessed for adequacy and
changes are made to the provision.

4.1.4 Impairment of insurance receivables

An estimate of the collectible amount of insurance receivables is made when collection of the
full amount is no longer probable. This determination of whether the insurance receivables are
impaired, entails the Group evaluating, the credit and liquidity position of the policy holders
and the insurance companies, historical recovery rates including detailed assessment carried
out during 2014 and feedback received from the legal department. The difference between the
estimated collectible amount and the book amount is recognised as an expense in the
consolidated income statement.

Any difference between the amounts actually collected in the future periods and the amounts
expected will be recognised in the consolidated income statement at the time of collection.

4.1.5 Fair value of investment properties and investment properties under
construction

The fair valuation of investment properties is based on estimated value as determined by an
independent valuation expert in accordance with relevant appraisal and valuation standards
issued by the Royal Institute of Chartered Surveyors (“RICS”). The fair value of lands was
determined based on the market comparable approach that reflects recent transactions prices for
similar properties. The fair value for buildings was determined based on the income approach
using investment method. In 2013, the fair value of buildings was determined based on the
comparable market prices approach.

The Group adopted a new technique in evaluating its buildings as management determines the
income approach provides a better estimate of fair value. The use of the same approach of 2013
will be expected to result in any material changes on fair values. In estimating the fair value of
the properties, the highest and best use of the properties is their current use. The capitalization
rate used under the income approach valuation at year end ranged between 8% -9%.

Had the capitalization rates been 0.5% lower at year end and all other variables were held
constant, the Group’s profit for the year ended 31 December 2014 and equity as at 31 December
2014 would increase by approximately AED 19 million and vice versa.

In undertaking the valuation the valuation experts have made a number of assumptions and
relied upon various sources of information. Management reviews the assumptions based on
their reasonable knowledge and other information available about the property.
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Notes to the consolidated financial statements for the year ended 31

December 2014 (continued)

5. Cash and bank balances

2014 2013
AED AED
Cash on hand 169,840 209,170
Bank balances:
Current accounts 20,593,296 5,194,706
Call accounts 2,741,943 1,044,689
Margin deposits 573,000 573,000
Fixed deposits 141,076,670 136,710,785
Cash and bank balances 165,154,749 143,732,350
Cash and cash equivalents:
Less: Deposits under lien (note 12) (111,076,700) (125,707,179)
Less: Deposits with original maturity of more than
three months (29,999,970) -
Less: Margin deposits (573,000) (573,000)
Less: Bank overdrafts (81,194,982) (160,279,403)
Cash and cash equivalents for the consolidated statement
of cash flows (57,689,903) (142,827,232)

Fixed deposits amounting to AED 111 million (31 December 2013: AED 126 million) are under
lien in respect of bank credit facilities granted to the Group (Note 12).

The interest rates on fixed deposits and call accounts with banks range between 1 % and 3 %
(2013: 1% and 3%) per annum. All bank balances are held in local banks in the United Arab

Emirates.

5.1 Statutory deposit

At 31 December 2014, the statutory deposit of AED 6 million (2013: AED 6 million) has been
placed as a fixed deposit in accordance with Article 42 of the Federal Law No. 6 of 2007, for the
purpose of carrying on insurance operations in the United Arab Emirates, and cannot be

withdrawn without the approval of the Ministry of Economy.

6. Insurance and other receivables

2014 2013
AED AED
Receivables arising from insurance and reinsurance
contracts:
Due from policy holders 270,414,674 410,263,521
Due from reinsurance companies 49,271,293 64,562,006
Due from insurance companies 69,575,906 55,023,158
Less: Allowance for doubtful debts (25,000,000) (20,000,000)
364,261,873 509,848,685
Other receivables
Staff receivables 2,693,414 2,978,420
Rent receivable 4,323,291 5,254,099
Prepayments and others 4,775,559 4,753,894
376,054,137 522,835,098
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6. Insurance and other receivables (continued)

The average credit period is 120 days. Due from aged policyholders are provided for based on
estimated irrecoverable amounts determined by reference to past default experience.

2014 2013

AED AED

Neither past due nor impaired 74,464,914 207,975,179
Past due but not impaired 170,949,760 182,288,342
Past due and impaired 25,000,000 20,000,000
270,414,674 410,263,521

The other classes with insurance and other receivables do not contain impaired assets. The
Group does not hold any collateral as security. The maximum exposure to credit risk at the

reporting date is the carrying value of each class of receivable mentioned above.

Due from policyholders - aging of past due but not impaired:

2014 2013

AED AED

120 - 270 days 98,765,812 103,081,931
270 -365 days 41,176,888 43,611,578
Above 365 days 31,007,060 35,594,833
170,949,760 182,288,342

Before accepting any new customer, the Group assesses the potential customers’ credit
quality and defines credit limits by customer. Of the due from policyholders balance at the
end of the year AED 40 million (2013: AED 24 million) is due from the Group’s largest
customer. There are 5 (2013: 3) other customers who represent more than 25.8% (2013: 5%)
of the total balance of due from policy holders.

Movement in the allowance for doubtful debts:

2014 2013
AED AED
Balance at beginning of the year 20,000,000 15,000,000
Allowance made during the year 5,000,000 5,000,000
Balance at end of the year 25,000,000 20,000,000

In determining the recoverability of an insurance receivable, the Group considers any change
in the credit quality of the insurance receivable from the date credit was initially granted up
to the reporting date. Management believes no further allowance is required, as there was no
significant change in credit quality of these insurance receivables and the amounts are
considered recoverable.
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December 2014 (continued)

7. Insurance contract liabilities and reinsurance contract assets

Insurance contract liabilities
Claims reported unsettled
Claims incurred but not reported
Unearned premium

Recoverable from reinsurers
Claims reported unsettled
Unearned premium

Net
Claims reported unsettled
Claims incurred but not reported
Unearned premium

2014 2013

AED AED
123,493,098 197,436,270
15,000,000 9,000,000
222,535,380 199,627,443
361,028,478 406,063,713
85,193,339 141,897,485
124,112,849 114,468,160
209,306,188 256,365,645
38,299,759 55,538,785
15,000,000 9,000,000
98,422,531 85,159,283
151,722,290 149,698,068

(29)
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Al Buhaira National Insurance Company P.S.C.

Notes to the consolidated financial statements for the year ended 31

December 2014 (continued)

8. Available-for-sale financial assets
Available for sale investments comprise the following:
2014 2013
AED AED
Within U.A.E. 48,205,576 44,753,027
Outside U.A.E. 8,924,140 8,589,368
57,129,716 53,342,395
Movement during the year is as follows:
Fair value at the beginning of the year 53,342,395 73,262,228
Purchases during the year 313,987,380 431,866,074
Disposals during the year (310,053,997) (449,694,666)
Decrease in fair value (146,062) (2,091,241)
Fair value at the end of the year 57,129,716 53,342,395
Within U.A.E Outside U.A.E Total
2014 2013 2014 2013 2014 2013
AED AED AED AED AED AED
- Quoted 34,768,076 31,315,527 4,781,524 4,446,752 39,549,600 35,762,279
- Unquoted 13,437,500 13,437,500 4,142,616 4,142,616 17,580,116 17,580,116
48,205,576 44,753,027 8,924,140 8,589,368 57,129,716 53,342,395

Available-for-sale financial assets with a fair value of AED 11.7 million (at 31 December
2013: AED 12 million), are under lien in respect of bank credit facilities granted to the Group

(Note 12).
9.

Investment property comprises the following at fair value:

Investment property

2014 2013
AED AED
Plots of land 126,288,000 126,288,000
Buildings 822,652,601 820,477,054
948,940,601 946,765,054
Movement during the year is as follows:
Fair value at the beginning of the year 946,765,054 957,661,633
Additions during the year 7,175,547 2,103,421
Change in fair value during the year (Note 18) (5,000,000) (13,000,000)
Fair value at the end of the year 948,940,601 946,765,054
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Al Buhaira National Insurance Company P.S.C.

Notes to the consolidated financial statements for the year ended 31
December 2014 (continued)

9. Investment property (continued)

The fair value of the Group’s investment properties as at 31 December 2014 and 2013 has been
arrived at on the basis of valuations carried on the respective dates by independent valuers who
are not related to the Group, and have appropriate qualifications and recent market experience
in the valuation of properties in the United Arab Emirates.

The fair value of land was determined based on the market comparable approach that reflects
recent transactions prices for similar properties. The fair value for buildings was determined
based on the income approach using investment method. In 2013, the fair value of buildings
was determined based on the comparable market prices approach. The Group adopted a new
technique in evaluating its buildings as management determines the income approach provides
a better estimate of fair value. The use of the same approach of 2013 is not expected to result in
any material changes on fair values. In estimating the fair value of the properties, the highest
and best use of the properties is their current use. The capitalization rate used under the income
approach valuation at year end ranged between 8% -9%.

Details of the Group’s investment properties and information about the fair value hierarchy as
at 31 December 2014 are as follows:

31 December 2014

Level 1 Level 2 Level 3 Fair value as at
AED AED AED AED
Plots of land - 126,288,000 - 126,288,000
Buildings - 822,652,601 - 822,652,601
- 948,940,601 - 948,940,601

31 December 2013
Plots of land - 126,288,000 - 126,288,000
Buildings - 820,477,054 - 820,477,054
- 946,765,054 - 946,765,054

There were no transfers between the levels during the year.

Investment property with cost of AED 818 million (2013 investment property with cost: AED
816 million) is mortgaged to a bank towards credit facilities granted to the Group (Note 12).

Had the capitalization rates been 0.5% lower at year end and all other variables were held
constant, the Group’s profit for the year ended 31 December 2014 and equity as at 31
December 2014 would increase by approximately AED 19 million and vice versa.

The property rental income earned by the Group from its investment property, which are
leased out under operating leases, and direct operating expenses arising on the investment
property are as follows:

2014 2013

AED AED

Rental income 61,412,218 51,489,201
Direct operating expenses (14,314,912) (14,198,016)

47,097,306 37,291,185

(32)
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Al Buhaira National Insurance Company P.S.C.

Notes to the consolidated financial statements for the year ended 31
December 2014 (continued)

11. Insurance and other payables

2014 2013
AED AED
Payables arising from insurance and reinsurance contracts
Claims payables 85,624,864 212,526,603
Due to insurance companies 12,315,151 25,548,193
Due to reinsurance companies 62,016,929 70,198,571
Portfolio withdrawal 8,541,956 15,638,004
Premium received in advance 12,580,300 8,232,532
Other payables
Rental income received in advance 6,129,046 5,245,010
Accrued expenses and other payable 19,729,876 16,444,147
Due to employees 9,537,922 9,705,432
Retention payable 5,396,270 8,184,352

221,872,314 371,722,844

Due to employees include AED 9.04 million (2013: AED 9.14 million) being the employees’
contribution to the Provident Fund and interest thereon. The Group's contribution amounting
to AED 9.07 million (2013: AED 9.14 million) is included under provision for employees' end
of service indemnity and provident fund in these consolidated financial statements.

12. Bank borrowings

2014 2013
AED AED
Bank overdraft 81,194,982 160,279,403
Term loans 423,985,714 356,691,286
505,180,696 516,970,689
The bank borrowings are repayable as follows:
On demand or within one year 145,254,562 214,880,825
In the second year 59,059,582 54,601,422
In the third and subsequent years 300,866,552 247,488,442
505,180,696 516,970,689
Less: Amount due for settlement within 12 months (145,254,562)  (214,880,825)
Amount due for settlement after 12 months 359,926,134 302,089,864

Bank overdrafts are repayable on demand and carry interest at rates ranging from 1% to 4%
plus 3 months EIBOR, with a cap up to 4.5% (2013: 1% to 4% +3 months EIBOR with a
cap up to 6.5%) per annum.
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Al Buhaira National Insurance Company P.S.C.

Notes to the consolidated financial statements for the year ended 31
December 2014 (continued)

12.

Bank borrowings (continued)

Main features of bank borrowings:

Bank loans were obtained to finance the construction of investment property.

Bank overdraft is payable on demand.

The term loans description, maturity dates, and classification are set in the table below:

Note Maturity 2014 2013

AED AED

Loan 1 )] 31/5/2016 14,166,667 24,166,667
Loan 2 (i1) 31/12/2020 70,974,127 70,000,000
Loan 3 (iii) 1/05/2018 26,830,796 33,230,796
Loan 4 (iv) 30/06/2023 272,654,503 184,309,402
Loan § ) 1/10/2021 39,359,621 44,984,421

(i)

(i)

(iif)

(iv)

V)

423,985,714 356,691,286

Bank Loan for the amount of 30,000,000 AED from United Arab Bank was obtained
in 2013 to be repaid on monthly instalments of AED 833,333 till May 2016 with
interest rate of 3% plus 3 months EIBOR with a minimum 4% (2013: 3% plus 3
months EIBOR with a minimum of 6.5%).

Bank Loan for the amount of AED 70,000,000 from United Arab Bank was obtained
in December 2013 of a total facility limit of AED 80,000,000. The Group utilized the
additional AED 10,000,000 during January 2014. The loan to be repaid on monthly
instalments of AED 833,333 till December 2020 with interest rate of 3% plus 3
months EIBOR with a minimum of 4% (2013: 3% plus 3 months EIBOR with a
minimum up to 6.5%).

Bank Loan for the amount of AED 46,000,000 from Abu Dhabi Commercial Bank
during 2011 which is repaid on quarterly instalment of AED 1,600,000 till May 2018
with interest rate of 2.35% in addition to EIBOR rate paid every three months (2013:
3% plus 3 months EIBOR).

Bank Loan for the amount of AED 276,000,000 from Abu Dhabi Commercial Bank
during November 2014 to refinance original facility and expend additional
borrowing which is repaid on quarterly instalment of AED 8,625,600 till June 2023
with interest rate of 2.35% in addition to EIBOR rate paid every three months.

Bank Loan for the amount of AED 45,000,000 from Sharjah Islamic Bank during
October 2013 which is repaid on semi-annual instalment of AED 2,812,500 till
October 2021 with profit rate of 3% plus 6 months EIBOR with a minimum of 4%
(2013: 3% plus 6 months EIBOR with a minimum of 4%)
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Al Buhaira National Insurance Company P.S.C.

Notes to the consolidated financial statements for the year ended 31
December 2014 (continued)

12. Bank borrewings (continued)

At 31 December 2014, bank borrowings were secured by pledge of Available-for-sale financial
assets with a fair value of AED 11.7 million (at 31 December 2013: AED 12 million), lien on
fixed deposits amounting to AED 111 million (at 31 December 2013: AED 126 million), and
mortgage of investment properties with fair value of AED 818 million (at 31 December 2013:
AED 816 million).

13.  Provision for employees' end of service indemnity

Movements in the net liability were as follows:

2014 2013

AED AED
Balance at the beginning of the year 32,372,934 31,210,087
(Reversal) /charged during the year for additional end of
service benefits granted to general manager (3,953,208) (310,368)
Charged during the year 2,840,875 2,501,043
Amounts paid during the year (1,977,137) (1,027,828)
Balance at the end of the year 29,283,464 32,372,934

The employees’ end of service indemnity contains additional end of service benefits granted
to key management personnel who directly affect the business of the Group which is in
accordance with the terms of employment contracts and agreements in place. The additional
end of service is calculated based on monthly average of 5% of annual underwriting profit
multiplied by years of service up to a cap of 24 months as stated by the U.A.E labour law.

In accordance with the provisions of IAS 19, management has carried out an exercise to
assess the present value of its obligations at 31 December 2014 and 2013, using the
projected unit credit method, in respect of employees’ end of service benefits payable under
the UAE Labour Law. Under this method, an assessment has been made of an employee’s
expected service life with the company and the expected basic salary at the date of leaving
the service. Management has assumed average increment/promotion costs of 3.5% (2013:
3.5%). The expected liability at the date of leaving the service has been discounted to its net
present value using a discount rate of 4.27% (2013: 4.48 %).

14.  Share capital

2014 2013
AED AED
Authorised, Issued and fully paid:
250,000,000 ordinary shares of AED 1 each
(31 December 2013: AED 250,000,000
ordinary shares of AED 1 each) 250,000,000 250,000,000
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Al Buhaira National Insurance Company P.S.C.

Notes to the consolidated financial statements for the year ended 31
December 2014 (continued)

15. Reserves

15.1 Statutory reserve

In accordance with the Commercial Companies Law and the Company’s Articles of
Association, 10% of net profit for the year is required to be transferred to statutory reserve.
The Company may resolve to discontinue such annual transfers when the statutory reserve
is equal to 50% of the paid up share capital. The reserve is not available for distribution
except in the circumstances stipulated by the law. During the year, an amount of AED
3,821,045 (2013: AED 1,037,201) has been transferred to the legal reserve.

15.2 General reserve

The general reserve is established through transfers from profit for the year as
recommended by the Board of Directors and approved by the Shareholders at the Annual
General Meeting. The reserve is distributable based on a recommendation by the Board of
Directors approved by a Shareholders’ resolution.

15.3 Cumulative changes in fair value of securities

This reserve represents accumulated gains and losses arising on the revaluation of the
available-for-sale financial assets.

16. Net insurance premium

2014 2013
AED AED
Earned premium
Gross premium written 563,614,735 512,832,891
Change in unearned premium (Note 7) (22,907,937) 6,806,739
540,706,798 519,639,630
Reinsurance premium ceded
Reinsurance premium ceded (322,986,336)  (303,053,680)
Change in unearned premium (Note 7) 9,644,689 4,972,002
(313,341,647)  (298,081,678)
Net insurance premium 227,365,151 221,557,952

17.  General and administrative expenses relating to underwriting
activities

Staff costs and related benefits 16,006,807 20,092,179
Rent 4,824,013 5,235,582
Fees 2,345,336 2,007,828
Depreciation 1,799,926 1,891,981
Insurance 1,779,374 1,986,393
Telecommunication 1,285,285 1,112,433
Printing and stationary 1,113,931 1,062,125
Repair and maintenance 1,079,502 1,522,481
Other expense 2,294,810 2,033,923

32,528,984 36,944,925
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Al Buhaira National Insurance Company P.S.C.

Notes to the consolidated financial statements for the year ended 31

December 2014 (continued)

18. Netinvestment income

2014 2013
AED AED
Interest income on deposits 2,449,757 3,382,177
Dividend from investments 1,438,170 1,364,235
(Loss) / Gain on sale of available-for-sale financial assets (4,059,635) 1,609,962
Loss from disposal of investment in an associate - (166,601)
Impairment loss on available-for-sale financial assets (5,000,000) (4,000,000)
Impairment of investment properties (Note 9) (5,000,000) (13,000,000)
Rental income (Note 9) 47,097,306 37,291,185
Other income 251,501 424,703
37,177,099 26,905,661
19. Non-operating general and administrative expenses
2014 2013
AED AED
Staff costs and related benefits 2,953,314 2,252,554
Insurance authority fees 2,277,683 2,319,205
Provision for doubtful debts 5,000,000 5,000,000
Other expense 1,158,359 1,159,345
11,389,356 10,731,104

20. Basic and diluted earnings per share

Basic earnings per share are calculated by dividing the net profit for the year attributed to
shareholders of the parent by the weighted average number of shares outstanding during the

year
2014 2013
AED AED
Profit for the year (in AED) 38,210,449 10,372,006
Number of shares 250,000,000 250,000,000
Basic and diluted earnings per share (in AED) 0.15 0.04

There were no potentially dilutive shares outstanding at any time during the year. Therefore,

the diluted earnings per share are equal to the basic earnings per share.

21. Related party transactions

Related parties include the Group’s major shareholders, directors and businesses controlled
by them and their families or over which they exercise significant management influence as

well as key management personnel.

(38)



Al Buhaira National Insurance Company P.S.C.

Notes to the consolidated financial statements for the year ended 31
December 2014 (continued)

21. Related party transactions

21.1 At the end reporting period, amounts due from/to related parties included
under due from policyholders and gross outstanding claims were as follows:

2014 2013
AED AED
Due from policy holders 4,300,748 26,786,949
Gross outstanding claims 1,266,256 825,991

The amounts outstanding are unsecured and will be settled in cash. No guarantees have been
given and no expense has been recognised in the year for bad or doubtful debts in respect of
the amounts owed by related parties.

21.2  During the year, the Group entered into the following transactions with related

parties:
2014 2013
AED AED
Gross premium 4,850,969 9,199,286
Claims paid 25,468,111 16,882,446

Premiums are charged to related parties at rates agreed with the management.

213 Compensation of key management personnel

2014 2013
AED AED
Short-term benefits 3,067,700 2,981,505
Long-term benefits 216,566 200,844
General manager additional end of service benefits (3,953,208) (310,368)
Board of directors’ remuneration - 290,000

The remuneration of directors is subject to approval by the Shareholders and as per limits
set by the U.A.E. Federal Commercial Companies Law No. 8 of 1984, as amended.

22. Contingent liabilities

2014 2013
AED AED
Letters of guarantee 15,782,646 13,622,712
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Al Buhaira National Insurance Company P.S.C.

Notes to the consolidated financial statements for the year ended 31
December 2014 (continued)

22. Contingent liabilities (continued)

22.1 Legal proceedings (continued)

The Group is involved in various legal proceedings and claims arising in the ordinary course
of business. While the outcome of these matters cannot be predicted with certainty,
management does not believe that these matters will have a material adverse effect on the
Group’s consolidated financial statements if settled unfavourably.

23  Business segment information

For management purposes, the Group is organised into two business segments; underwriting
and investments.

Underwriting:

o marine segment;

o fire segment;

. accident and liabilities segment which includes motor insurance; and

o general and other segment which includes group life insurance and group medical.

Investments:
. investment in securities; and
. investment properties.

These segments are the basis on which the Group reports its primary segment information to
the chief operating decision maker.

The segment reporting as of and for the year ended 31 December 2014 and 31 December
2013 are as follows:
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Al Buhaira National Insurance P.S.C.

Notes to the consolidated financial information for the year ended 31
December 2014 (continued)

24. Insurance risk

The risk under any one insurance contract is the possibility that the insured event occurs and
the uncertainty of the amount of the resulting claim. By the nature of an insurance contract,
this risk is random and therefore unpredictable. Factors that aggravate insurance risk include
lack of risk diversification in terms of type and amount of risk, geographical location and
type of industry covered.

For a portfolio of insurance contracts where the theory of probability is applied to pricing
and provisioning, the principal risk that the Group faces under its insurance contracts is that
the actual claims and benefit payments exceed the carrying amount of the insurance
liabilities. This could occur because the frequency or severity of claims and benefits are
greater than estimated. Insurance events are random and the actual number and amount of
claims and benefits will vary from year to year from the estimate established using statistical
techniques.

Experience shows that the larger the portfolio of similar insurance contracts, the smaller the
relative variability about the expected outcome will be. In addition, a more diversified
portfolio is less likely to be affected across the board by a change in any subset of the
portfolio. The Group has developed its insurance underwriting strategy to diversify the type
of insurance risks accepted and within each of these categories to achieve a sufficiently large
population of risks to reduce the variability of the expected outcome.

The Group manages risks through its underwriting strategy, adequate reinsurance
arrangements and proactive claims handling. The underwriting strategy attempts to ensure
that the underwritten risks are well diversified in terms of type and amount of risk, industry
and geography. Underwriting limits are in place to enforce appropriate risk selection criteria.

24.1 Frequency and severity of claims

The Group has the right not to renew individual policies, to re-price the risk, to impose
deductibles and to reject the payment of a fraudulent claim. Insurance contracts also entitle
the Group to pursue third parties for payment of some or all costs (for example,
subrogation). Furthermore, the Group’s strategy limits the total exposure to any one territory
and the exposure to any one industry.

The reinsurance arrangements include excess of loss and catastrophe coverage. The effect of
such reinsurance arrangements is that the Group should not suffer net insurance losses of a
set limit defined in the arrangement for each class. The Group has survey units dealing with
the mitigation of risks surrounding claims. This unit investigates and recommends ways to
improve risk claims. The risks are reviewed individually at least once in 3 years and adjusted
to reflect the latest information on the underlying facts, current law, jurisdiction, contractual
terms and conditions, and other factors. The Group actively manages and pursues early
settlements of claims to reduce its exposure to unpredictable developments.
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Al Buhaira National Insurance P.S.C.

Notes to the consolidated financial information for the year ended 31
December 2014 (continued)

24. Insurance risk (continued)
24.2  Sources of uncertainty in the estimation of future claim payments

Claims on insurance contracts are payable on a claims-occurrence basis. The Group is liable
for all insured events that occurred during the term of the contract, even if the loss is
discovered after the end of the contract term. As a result, liability claims are settled over a
long period of time and element of the claims provision includes incurred but not reported
claims (IBNR). The estimation of IBNR is generally subject to a greater degree of
uncertainty than the estimation of the cost of settling claims already notified to the Group,
where information about the claim event is available. For some insurance contracts, the
IBNR proportion of the total liability is high and will typically display greater variations
between initial estimates and final outcomes because of the greater degree of difficulty of
estimating these liabilities. In estimating the liability for the cost of reported claims not yet
paid, the Group considers information available from loss adjusters and information on the
cost of settling claims with similar characteristics in previous periods. Large claims are
assessed on a case-by-case basis or projected separately in order to allow for the possible
distortive effect of their development and incidence on the rest of the portfolio.

The estimated cost of claims includes direct expenses to be incurred in settling claims, net of
the expected subrogation value and other recoveries. The Group takes all reasonable steps to
ensure that it has appropriate information regarding its claims exposures. However, given
the uncertainty in establishing claims provisions, it is likely that the final outcome will prove
to be different from the original liability established.

The amount of insurance claims is particularly sensitive to the level of court awards and to
the development of legal precedent on matters of contract and tort. Insurance contracts are
also subject to the emergence of new types of latent claims, but no allowance is included for
this at the end of reporting period.

Where possible, the Group adopts multiple techniques to estimate the required level of
provisions. This provides a greater understanding of the trends inherent in the experience
being projected. The projections given by the various methodologies also assist in
estimating the range of possible outcomes. The most appropriate estimation technique is
selected taking into account the characteristics of the business class and the extent of the
development of each accident year.

In calculating the estimated cost of unpaid claims (both reported and not), the Group’s
estimation techniques are a combination of loss-ratio-based estimates and an estimate based
upon actual claims experience using predetermined formulae where greater weight is given
to actual claims experience as time passes. The initial loss-ratio estimate is an important
assumption in the estimation technique and is based on previous years’ experience, adjusted
for factors such as premium rate changes, anticipated market experience and historical
claims inflation.
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Al Buhaira National Insurance P.S.C.

Notes to the consolidated financial information for the year ended 31
December 2014 (continued)

24. Insurance risk (continued)
24.2  Sources of uncertainty in the estimation of future claim payments (continued)
The initial estimate of the loss ratios used for the current year before and after reinsurance

are analysed below by type of risk where the insured operates for current and prior year
premiums earned.

Type of risk 2014 2013
Motor 99% 103%
Non-Motor 87% 86%

24.3  Process used to decide on assumptions

The risks associated with the insurance contracts are complex and subject to a number of
variables that complicate quantitative sensitivity analysis. Internal data is derived mostly from
the Group’s quarterly claims reports and screening of the actual insurance contracts carried out
at the reporting date to derive data for the contracts held. The Group uses assumptions based on
a mixture of internal and market data to measure its claims liabilities. The Group has reviewed
the individual contracts and in particular the industries in which the insured companies operate
and the actual exposure years of claims.

The choice of selected results for each accident year of each class of business depends on an
assessment of the technique that has been most appropriate to observed historical
developments. In certain instances, this has meant that different techniques or combinations of
techniques have been selected for individual accident years or groups of accident years within
the same class of business.

244 Concentration of Insurance risk

Substantially all of the Group’s underwriting activities are carried out in the United Arab
Emirates.

In common with other insurance companies, in order to minimise financial exposure arising
from large insurance claims, the Group, in the normal course of business, enters into
arrangement with other parties for reinsurance purposes.

To minimise its exposure to significant losses from reinsurer insolvencies, the Group evaluates
the financial condition of its reinsurers and monitors concentrations of credit risk arising from
similar geographic regions, activities or economic characteristics of the reinsurers. Reinsurance
ceded contracts do not relieve the Group from its obligations to its insured policyholders. The
Group remains liable to its policyholders for the portion reinsured to the extent that any
reinsurer does not meet the obligations assumed under the reinsurance agreements.

(48)



Al Buhaira National Insurance P.S.C.

Notes to the consolidated financial information for the year ended 31
December 2014 (continued)

24. Insurance risk (continued)
24.5 Sensitivity of underwriting profit and losses

The contribution by the insurance operations in the profit of the Group amounts to AED 35
million for the year ended 31 December 2014 (2013: AED 22 million). The Group does not
foresee any major impact from insurance operations due to the following reasons:

o The Group has an overall risk retention level in the region of 42 % (2013: 42 %) and
the same is mainly contributed by motor and medical class of business. The Group
tries to arrange appropriate excess of loss reinsurance cover to guard against major
financial impact.

. The Group has gross commission earnings in 2014 of 33% (2013: 32%) of insurance
premium . These commissions arise primarily from the reinsurance placements and
are a consistent and recurring source of income.

25. Capital risk management

The Group’s objectives when managing capital are:

. to comply with the insurance capital requirements required by UAE Federal Law
No. 6 of 2007 on the Establishment of Insurance Authority and Organization of its
Operations. The Group manages its capital based on its minimum regulatory capital
position presented in the table below.

. to safeguard the Group’s ability to continue as a going concern so that it can
continue to provide returns for shareholders and benefits for other stakeholders; and

o to provide an adequate return to shareholders by pricing insurance contracts
commensurately with the level of risk.

In the U.AE., the local insurance regulator specifies the minimum amount and type of
capital that must be held by the Group in addition to its insurance liabilities. The minimum
required capital (presented in the table below) must be maintained at all times throughout
the year.

2014 2013
AED AED
Total paid up capital 250,000,000 250,000,000
Minimum regulatory capital 100,000,000 100,000,000

The UAE Insurance Authority has issued resolution no. 42 for 2009 setting the minimum
subscribed or paid up capital of AED 100 million for establishing insurance firms and AED
250 million for re-insurance firms. The resolution also stipulates that at least 75 percent of
the capital of the insurance companies established in the UAE should be owned by UAE or
GCC national individuals or corporate bodies. The Company is in compliance with the
minimum capital requirements.
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Al Buhaira National Insurance P.S.C.

Notes to the consolidated financial information for the year ended 31
December 2014 (continued)

25. Capital risk management (continued)
25.1 Gearing ratio

The Group reviews the capital structure on a semi-annual basis. As part of this review, the
Group considers the cost of capital and the risks associated with capital.

The gearing ratio at the year-end was as follows:

2014 2013

AED AED
Debt (i) 505,180,696 516,970,689
Bank balances and cash (see Note 5) (171,154,749) (149,732,350)

334,025,947 367,238,339

Equity (ii) 651,419,801 608,355,414

Net debt to equity ratio 0.51 0.60

1) Debt is defined as bank borrowings (see Note 12).
(i)  Equity comprises of capital, reserves and retained earnings.

26. Financial instruments

The Group is exposed to a range of financial risks through its financial assets, financial
liabilities, reinsurance assets and insurance liabilities. In particular, the key financial risk is
that in the long-term its investment proceeds are not sufficient to fund the obligations arising
from its insurance and investment contracts. The risks that the Group primarily faces due to
the nature of its investments and underwriting business are market risk (including currency
risk, fair value interest rate risk and price risk), credit risk and liquidity risk.

26.1 Significant accounting policies
Details of the significant accounting policies and methods adopted, including the criteria for
recognition, the basis of measurement and the basis on which income and expenses are

recognised, in respect of each class of financial asset, financial liability and equity
instrument are disclosed in note 3 to the consolidated financial statements.
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Al Buhaira National Insurance P.S.C.

Notes to the consolidated financial information for the year ended 31

December 2014 (continued)

26. Financial instruments (continued)

26.2 Categories of financial instruments

31 December 2014

Financial assets

Available-for-sale financial assets

Insurance and other receivables (excluding
prepayments)

Recoverable from reinsurers -Claims
reported unsettled

Bank balances and cash

Total financial assets

Financial liabilities
Bank borrowings

Insurance and other payables excluding rental income received in advance

and premium received in advance
Total financial liabilities

31 December 2013

Financial assets

Available-for-sale financial assets

Insurance and other receivables (excluding
prepayments)

Recoverable from reinsurers -Claims
reported unsettled

Bank balances and cash

Total financial assets

Financial liabilities
Bank borrowings

Insurance and other payables excluding rental income received in advance

and premium received in advance

Total financial liabilities

Loans and Available-
receivables for-sale Total
AED AED AED
- 57,129,716 57,129,716
371,278,578 - 371,278,578
85,193,339 - 85,193,339
171,154,749 - 171,154,749
627,626,666 57,129,716 684,756,382
At amortised
cost
AED
505,180,696
203,162,967
708,343,663

Loans and Available-
Receivables for-sale Total
AED AED AED
- 53,342,395 53,342,395
518,081,204 - 518,081,204
141,897,485 - 141,897,485
149,732,350 - 149,732,350
809,711,039 53,342,395 863,053,434
At amortised
cost
AED
516,970,689
358,245,302
875,215,991
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Al Buhaira National Insurance P.S.C.

Notes to the consolidated financial information for the year ended 31

December 2014 (continued)

26. Financial instruments (continued)

26.3 Fair value measurement

The fair values of financial assets and financial liabilities are determined as follows:

e The fair values of financial assets and financial liabilities with standard terms and
conditions and traded on active liquid markets are determined with reference to quoted

market bid prices at the close of the business on the reporting date.

o The fair values of other financial assets and financial liabilities are determined in
accordance with generally accepted pricing models based on discounted cash flow
analysis using prices from observable current market transactions and dealer quotes for

similar instruments.

Fair value measurements recognised in the statement of financial position

The following table provides an analysis of financial instruments that are measured subsequent
to initial recognition at fair value, grouped into Levels 1 to 3 based on the degree to which the

fair value is observable:

° Level 1 fair value measurements are those derived from quoted prices (unadjusted) in
active markets for identical assets or liabilities;
o Level 2 fair value measurements are those derived from inputs other than quoted

prices included within Level 1 that are observable for the asset or liability, either
directly (i.e. as prices) or indirectly (i.e. derived from prices); and
. Level 3 fair value measurements are those derived from valuation techniques that
include inputs for the asset or liability that are not based on observable market data

(unobservable inputs).

31 December 2014

Available-for-sale financial assets
Quoted equities

Unquoted equities

Investment properties

31 December 2013

Available-for-sale financial assets
Quoted equities

Unquoted equities

Investment properties

Level 1 Level 2 Level 3 Total
AED AED AED AED
39,549,600 - - 39,549,600
- 17,580,116 - 17,580,116

- 948,940,601 -~ 948,940,601
34,122,632 966,520,717 - 1,006,070,317
35,762,279 - - 35,762,279
- 17,580,116 - 17,580,116

- 946,765,054 - 946,765,054
35,762,279 964,345,170 - 1,000,107,449
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Al Buhaira National Insurance P.S.C.

Notes to the consolidated financial information for the year ended 31
December 2014 (continued)

26. Financial instruments (continued)
26.3 Fair value measurement (continued)
Fair value measurements recognised in the statement of financial position

There were no transfers between each of the levels during the year. There are no financial
liabilities which should be measured at fair value and accordingly no disclosure is made in the
above table.

The management considers that the carrying amounts of financial assets and financial
liabilities in the financial statements approximate their fair values.

There were no movements during the year in the level 3 financial assets measured at fair
values.

26.4 Market risk management

Market risk is the risk that the fair value or future cash flows of a financial asset or liability will
fluctuate because of changes in market prices. Market risk comprises three types of risk: foreign
currency risk, interest rate risk and other price risk.

26.4.1 Interest rate risk

Interest rate risk arises from the possibility that changes in interest rates will affect the finance
income or finance cost of the Group. The Group is exposed to interest rate risk on its deposits
and bank borrowings that carry both fixed and floating interest rates.

The Group generally manages to minimise the interest rate risk by closely monitoring the
market interest rates and investing in those financial assets in which such risk is expected to be
minimal.

26.4.1.1 Interest rate sensitivity analysis

The Group‘s exposure to interest rate risk relates to its bank deposits and bank borrowings.
During the year, bank deposits carried an interest rate in the range of 1% to 3 % per annum
(2013: 1% to 3% per annum) and bank loan carried an interest rate in the range of 3% to 3.5%
plus three months EIBOR per annum (2013: 3% to 3.5% plus three months EIBOR per
annum).

If interest rates had been 50 basis points lower throughout the year and all other variables were
held constant, the Group’s profit for the year ended 31 December 2014 and equity as at 31
December 2014 would increase by approximately AED 2,523,914 (2013: increase by AED
2,584,853) and vice versa.

The Group’s sensitivity to interest rates has not changed significantly from the prior year.

(33)



Al Buhaira National Insurance P.S.C.

Notes to the consolidated financial information for the year ended 31
December 2014 (continued)

26  Financial instruments (continued)
26.4 Market risk management (continued)
26.4.2 Foreign currency risk management

There are no significant exchange rate risks as substantially all monetary assets and monetary
liabilities of the Group are denominated in the UAE Dirhams or US Dollars to which UAE
Dirham is pegged.

Management believes that there is a minimal risk of significant losses due to exchange rate
fluctuations and consequently the Group has not hedged their foreign currency exposure.

26.4.3 Market price risk

Market price risk is the risk that the value of a financial instrument will fluctuate as a result of
changes in market prices, whether those changes are caused by factors specific to the individual
security, or its issuer, or factors affecting all securities traded in the market. The Group is
exposed to market price risk with respect to their quoted investments. The Group limits market
risk by maintaining a diversified portfolio and by continuous monitoring of developments in the
market. In addition, the Group actively monitors the key factors that affect stock and market
movements, including analysis of the operational and financial performance of investees.

At the end of the reporting period, if the equity prices are 10% higher/lower as per the
assumptions mentioned below and all the other variables were held constant, the Group’s other

comprehensive income would have increased/decreased by AED 4 million (2013: AED 3.6
million) in the case of the available-for-sale financial assets.

Method and assumptions for sensitivity analysis;

= The sensitivity analysis has been done based on the exposure to equity price risk as at
the end of the reporting period.

= As at the end of the reporting period if equity prices are 10% higher/lower on the
market value uniformly for all equity while all other variables are held constant, the
impact on other comprehensive income has been shown above.

= A 10% change in equity prices has been used to give a realistic assessment as a
plausible event.

26.5 Credit risk

Credit risk refers to the risk that a counter party will default on its contractual obligations
resulting in financial loss to the Group.
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Al Buhaira National Insurance P.S.C.

Notes to the consolidated financial information for the year ended 31
December 2014 (continued)

26. Financial instruments (continued)
26.5 Credit risk (continued)

Key areas where the Group is exposed to credit risk are:

. reinsurers’ share of insurance liabilities;

. amounts due from reinsurers in respect of claims already paid;
. amounts due from insurance contract holders;

. amounts due from insurance intermediaries; and

. amounts due from banks for bank balances and fixed deposits.

The Group has adopted a policy of dealing with creditworthy counterparties as a means of
mitigating the risk of financial loss from defaults. The Group’s exposure and the credit ratings
of their counterparties are continuously monitored and the aggregate value of transactions
concluded is spread amongst approved counterparties. Credit exposure is controlled by
counterparty limits that are reviewed and approved by the management annually.

Reinsurance is used to manage insurance risk. This does not, however, discharge the Group’s
liability as primary insurer. If a reinsurer fails to pay a claim for any reason, the Group remains
liable for the payment to the policyholder. The creditworthiness of reinsurers is considered on
an annual basis by reviewing their financial strength prior to finalisation of any contract.

The Group maintains records of the payment history for significant contract holders with
whom it conducts regular business. The exposure to individual counterparties is also managed
by other mechanisms, such as the right of offset where counterparties are both debtors and
creditors of the Group. Management information reported to the Group includes details of
provisions for impairment on insurance receivables and subsequent write-offs. Exposures to
individual policyholders and groups of policyholders are mitigated by ongoing credit
evaluation of their financial condition.

The credit risk on liquid funds is limited because the counterparties are reputable banks in
UAE. Credit risk quality of insurance and other receivables is included in note 6 of the
financial statements.

The carrying amount of financial assets recorded in the consolidated financial statements,
which is net of impairment losses, represents the Group’s maximum exposure to credit risk.

26.6 Liquidity risk

Liquidity risk refers to the risk that an entity will encounter difficulty in meeting obligations
associated with its financial liabilities at maturity date. The Group manages the liquidity risk
through a risk management framework for the Group's short, medium and long-term funding
and liquidity management requirements by maintaining adequate reserves, sufficient cash and
cash equivalent and bank facilities, to ensure that funds are available to meet their commitments
for liabilities as they fall due.
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Al Buhaira National Insurance Company P.S.C.

Notes to the consolidated financial statements for the year ended 31
December 2014 (continued)

27 Dividends

At the annual general meeting held on 14 April 2014, the shareholders did not declare any
cash dividend for 2013 or Board of Directors’ remuneration (2013: Approved 5 fils per share
for 2012 amounting to AED 12.5 million and Board of Directors’ remuneration of AED
290,000).

28 Reclassifications

Certain corresponding figures have been reclassified, where necessary, to conform with the
current period presentation. Management believe that the current period presentation
provides more meaningful information to the readers of the consolidated financial
statements.

Notes receivable — post-dated cheques AED 20,778,951, previously shown as a separate line
item within insurance and other receivables, have been reclassified as part of due from policy
holder (Note 6).

Rent receivable AED 17,425,825, previously shown as a separate line item within insurance
and other receivables (Note 6) has been netted off against rent received in advance

previously shown as part of insurance and other payables. The effect was also incorporated
in the consolidated statement of cash flows.

29  Approval of financial statements

The consolidated financial statements were approved by the Board of Directors and
authorised for issue on 26 March 2015.
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