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Deloitte & Touche
Bakr Abulkhair & Co. UH Al Bassam

DeIOItte° Certified Public Accountante & Consuitants

INDEPENDENT AUDITOR’S REPORT
TO THE SHAREHOLDERS OF SAUDI REINSURANCE COMPANY
(A SAUDI JOINT STOCK COMPANY)

SCOPE OF AUDIT:

We have audited the accompanying statement of financial position of Saudi Reinsurance Company
(the *“Company™) — A Sandi Joint Stock Company as at 31 December 2010, and the related statements of
reinsurance operations, shareholders’ operations and shareholders’ comprehensive operations, changes in
shareholders” equity, reinsurance operations and shareholders’ cash flows for the year then ended and the
notes which form part of these financial staternents. These financial statements are the responsibility of the
Company’s management and have been prepared by them in accordance with International Financial
Reporiing Standards and the provisions of Article 123 of the Saudi Regulations for Companies and
submitted to us together with all the information and explanations which we required. Our responsibility is
i0 express an opinion on these financial statements based on our andit. We conducted our aundit in
accordance with auditing standards generally accepted in the Kingdom of Saudi Arabia. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evalnating the overall
financial statement presentation. We believe that our audit provides a reasonable degree of assurance to
enable us 1o express an opinion on the financial statements.

UNQUALIFIED OPINION:

In our opinion, the financial statements taken as a whole:

. Present fairly, in all material respects, the financial position of the Company as at 31 December
2010 and the results of its operations and its cash flows for the year then ended in accordance with
Internaiional Financial Reporting Standards.

. Comply with the requirements of the Regulations for Companies and the Company’s by-law with
respect to the preparation and presentation of the financial staiements.

EMPHASIS OF A MATTER:

‘We draw attention to the fact that management has prepared these financial statements in accordance with
International Financial Reporting Standards and not in accordance with the accounting standards generally
accepied in the Kingdom of Saudi Arabia as presented in note (2).

Deloitte & Touche Al Bassam CPAs & Consultants
Bakr Abulkhair & Co. P. 0. Box 69658

P. 0. Box 213 Riyadh 11557

Riyadh 11411 Kingdo7ﬁof Saudi Arabia
Kingdom of Saudi Arabia /

Husam H Sadagah im A. Al Bassam
Certified Public Accountant . Certified Public Accountant

Registration No, 73 Registration No. 337

February 15,2011
Rabi Al-Awwal 12, 1432 H



Saudi Reinsurance Company (A Saudi Joint Stock Company)

STATEMENT OF FINANCIAL POSITION
As At 31 December 2010

REINSURANCE DPERATIONS ASSETS

Bauks balances

Premiums eceivable

Accrued NsUrance premiums
Refroceded share of unearned premiums
Retrotedsd share of outstanding claims
Deferred acquisifion costs

Prepaid expenses and other assets

Due from shareholders’ cperations
Property and equipment, net

TOTAL REINSURANCE OPERATIONS' ASSETS
SHAREHOLDERS' ASSETS

Cash and hanks balances

Time deposits

Acciued special cotmmission incone from time deposits
Accrued special commission income from bonds
Investments held af fair value through income statement
Heid to makurity investinenls

Statulory deposit

Other assats

TOTAL SHAREHOLDERS' ASSETS
TOTAL ASBETS
REINSURAKNCE OPERATIONS' LIABILITIES

Retrocession halances payable
Accrued refroceded pramiums

Gross uneamed premiums

Gross gutstanding claims

Uneamed comvission income
Accruad expenses and other fabilities
Employess’ end of service benefits

TOTAL REINSURANCE OPERATIONS' LIABILITIES
SHAREHOLDERS' LIABILITIES AND EQUITY

SHAREHOLDERS’ LIABILITIES
Provision for zakal and income fax
Due to minsurance operations
Ciher liabiiities

TOTAL SHAREROLDERS' LIABILITIES

SHAREHOLDERS' EQUITY
Share capital

Staluiory reserve
Accumulated deficit

TOTAL SHAREHOLDERS EQUITY
TOTAL SHAREHOLDERS' LIABILITIES AND EQUITY

TOTAL REINSURARCE GPERATIONS LIABILITIES AND

SHAREHOLDERS' LIABILITIES AND EQUITY

31 December 2010

31 Becembar 2008

1,034,266,074

1,196,125, 440

The accompanying notes 1 te 31 form an integral part of these financial statemipts.

Notes 5R SR
¢ 3,035,529 2716710
7 10,641,763 13,112,294
28,750,649 12,256,370
8 34,253,209 19,068,169
g 39,410,609 15,260,001
10 44,352,440 7486770
11 1,435,111 1,268,409
26,734,061 11,756,154
12 2,345,008 3970934
161,850,368 87 025797
6 1,168,051 1,945,304
13 403,825,080 243 263,608
5,697,284 5857 623
2,995,077 1,185,207
14 307,400,220 573532717
15 241,322,003 115,706,278
25 100,000,008 100,060,500
1,187,379 650834
4,034,266,074 1.042,271,568
1,196,125, 440 1,129,207 365
15,362,268 17,242 4G5
16,024,650 5,041,644
8 54,120,484 28 447 274
9 57,170,229 22 155,663
16 10,409,218 6,1728.576
17 7,825,791 4,459 185
446,699 608,249
161,859,366 &7 025,797
18 21,359,836 24 202 000
76,734,061 1,756,134
4,757,379 650,834
49,854,276 36,533.958
14 1,000,800,000 1,06G0,006.000
20 8,070,924 5070.924
{21,656,126) {438.324)
984,414,798 1,006,822.500

1,042 271,558

1.129.257 365




Saudi Reinsurance Company (A Saudi Joint Stock Company)

STATEMENT OF REINSURANCE CPERATIONS
For The Year Ended 31 December 201¢

Gross premiuns written
Retroceded premiums

Net premiums written

Change in net uneamed premiums

Net premiums earmed

Net clatms paid

Change in net outstanding claims

Gross acquisition costs

Commissions on retroceded business

Excess of loss expenses

Nat underwriting resolts

General and administrative expenses

doard of directors’' remunesations and expenses

Het deficit from relnsurance operations’ results

Net deficit transferred lo the staleinent of shareholders' operations

et resull for the vear

The accompanying notes 1 io 31 form an integral part of these financial statements.

For The Year Ended For The Year Ended
31 December 2010 31 Dacembear 2009
Notas SR SR

B 107,475,185 51,063,121
8 {66,982.564) (34,765,056)
40,492,621 16,268,065
8 {11,387,977) (7,945,887)
29,104,644 8,342,178
2T (8,221,921 1675140
g (10,963 958) {6,751,654)
10 (20,784,837} (5.946,618)
18 14,822,756 4,808,194
11,622,671) (1,576,162)
3,334,163 549,078
21 {24,679,984) (20,464.984)
22 {589,335} (609,727
2 (21,935,456) {20545 633)

21,935,456

20,545,633

Cay



Saudi Reinsurance Company (A Saudi Joint Stock Company)

STATEMENT OF SHAREHOLDERS' OPERATIONS
For The Year Ended 31 December 2010

For The Year Ended  For The Year Ended
31 December 2090 31 December 2009

Notes SR SR
Special cormission income from time deposits 12,165,258 17,947,068
Special cormmission income from bonds 8,190,186 808,877

Realized gains from investments held at fair
valug through income statement 14 1,654,717

727,568
Unrealized gains on investments held at fair value
thl’Ongh income stalement 14 2915876 5851.316
Foreign exchange translation Iosses {2.907,312 -
Other expenses {26,932)
Net deficif transferred from reinsurance operations (21,935.456) {20,545,633)
Netincome for the year 58,277 4,829,196
Earnings per share for the year 24 ¢.001 0.048

a8

The accompanying notes 1 to 31 form an integral part of these financial statements,




Saudi Reinsurance Gompany {A Saudi Joint Stock Company)

STATEMENT OF SHAREMOLDERS COMPREHENSIVE OPERATIONS
For The Year Ended 31 December 2010

For The Year Ended For The Year Ended
31 Decembear 2010 31 December 20049
Note SR SR
Net income for the year 56,277 4,829,196
Other comprehensive expenses:
Zalkat and incoms tax 18 (21,274,079) (24,722,018
Total comprehensive deficit for the vear (21,217,502 {19,892,623)

Qm&z,é%:;ﬂ

The accompanying notes 1 to 3% form an integral part of these financial statements.
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Saudi Reinsurance Company (A Saudi Joint Stock Company)

STATEMENT OF REINSURANCE OPERATIONS' CASH FLOWS
For The Year Endad 31 December 2010

For The Year Ended  For The Year Ended
31 Decembar 2010 31 Decamber 2008

Note SR SR
OPERATING ACTIVITIES
Net result for the year - -
Adjustments for:
Employees’ end of service benefits 383,072 243417
Deprecialion 1,010,071 928,824
Operaling prodit before changes in operating assets and liabilities: 1373,143 1,172,041
Changes in oparating assets and labilities:
Premiunis receivable 2,470,531 (10,B55,127)
Accrued insurance premiums {16,484,279) (12,256,370}
Retroceded share of uneamed premiums {14,285,130} {17,610,384}
Retrocaded share of oulstanding claims (24,150,608} {15.161,385}
Daferred acquisition costs (6,865,661} (6,874,772}
Prepaid expenses and other assels (136,702 (871,982)
Due from shareholders’ operafions (14,977,927} (11.560,086)
Retrocession balances payable (1,881,107} 16,330,230
Accrued refrocaded premiums 7,983,006 8,041.644
Gross uneamed premiums 28.673,107 25,558,252
Gross ouistanding claims 35,114,564 21.883,040
Uneamed commission incoma 4,280,642 5,516,762
Accrued expenses and other liabilities 3,325,605 754,058
Employees’ end of service benefits paid {26,322) -
Net cash from operating activities 1,403,864 3.062 842
INVESTING ACTIVITIES
Purchase of property and equipment (185,045) {405,836}
Net cash used in investing activities {185,045) {405,836}
NET CHANGE IN BANK BALANCES 1,218,819 2,683,106
Bank batances at the beginning of the year 2,716,710 33,604
BANK BALANCES AT THE END OF THE YEAR £ a 3,935,529 2,718,710

L=

The accompanying notes 1 to 31 form an integral part of these financial statements,




saudi Reinsurance Company (A Saudi Joint Stock Company)

STATEMENT OF SHAREHOLDERS' CASH FLOWS
For The Year Ended 31 December 2010

For The Year Ended For The Year Ended
31 December 2010 31 December 2009

Note SR SR

OPERATING ACTIVITIES
Met income for the year 56,277 4,829,196
Adjustiments for:
Realized gains from investments held at fair value through income

statement (1,664,717 (727,568
Unrealized gains on investments held ai fair value through income Statement (2,915,876) {5,891,316}
Operating Deficit before changes in operating assets and liabilities: (4,514,316} (1,780,688}
Changas in operating assets and fabilities:
Statutory deposit - {100,000,000)
Due to reinsurance operations 14,977,927 11,560,086
Othar assets {1,076,545) {680.534)
Other Liabilifies 1,076,545 680,834
Zakad and ncome tax paid {24,116,243} (849,625)
Net cash used In operating activities {13,652 632} (81,079,227}
INVESTIRG ACTIVITIES
Proceads from investments held al fair value thraugh income statement 784,003,090 360,000,000
Acorued speciat commissien income: from time depasits 160,339 7.863,103
Aceryed spectal commission income from bonds {1,810,870) (1.185,207)
Invesiments held at fair value through incoms statement {523,200,000) 927,013,835
Time deposits, net {160,861.455) 356,736,395
Held to maturity investments {95,615,725) {115.708,278)
Mot cash from (used in) investing activities 12,875,379 (319,305,820
HET CHANGE N CASH AND BANKS BALANCES (777,253 (410,385,047}
Cash and hanks balances at the beginning of the year 1,845,304 412,330,351
CASH 4KD BANKS BALANGES AT THE END OF THE YEAR § 1,166,051 1,945,304

The accompanying notes 1 to 31 form an integral part of these financial statements.




Saudi Reinsurance Company (A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS
For The Year Ended 31 December 2010

1. ORGANIZATION AND PRINCIPAL ACTIVITIES

Saudi Reinsurance Company {the “Company”) is a Saudi joint stock company registered in the Kingdom of Sauwdi Arabia under
commercial registration number 1010250125 dated 12 Jumad Awal 1429H {corresponding to 17 May 2008). The address of the

Company's registered offica fs at P.O. Box 30025, Riyadh 11372, 8 Floor, Arch Towers, King Fahd Road, Riyadh, Kingdom of Saudi
Arabia.

The objective of the Company is to transact cooperalive rainsurange and related activities inside and ouiside the Kingdom of Saudi
Arabia.

2. BASIS OF PREPARATION

The financial statements have been preparad in accordance with International Financial Reporting Standards ((FRS) and not in
accordance with the accounting standards generally accepted in the Kingdom of Saudi Arabia.

Basis of measursment

The financial statements have been prepared on the historical cost basis, modified to include the measurement &t fair valug of
investments held af fair value through income statement.

Functional and presentational currency
The financial statements are presented in Saudi Arabian Riyals heing the functional currency of the Company.

3. ADOPTION OF NEW REVISED STANDARDS AND INTERPRETATION

3.1 Standards affecting the disclosures and prasentation in the current year
Hone of the revised Standards that have been adopted in the current year which is effective for annual periods beginning oh or
after January 1, 2090 has affected the disclostres and presentations in the financial statements. Details of those Standards
adopled in these financial stalements but thal have had no eflect on the amounts reported are set oulin Nole 2.2,

3.2 Standards and Interpretations adopted with no effect on the financial siatements
The following new and revised Standards and interpretations have also been adopted in these financial statemants. Their

adoption has not had any significant impact on the amounts reporfed in these financial statements but may affect the accounting
for fulure fransactions or arangements.

Effactive for  annual

periods beginning on or
Standard f Interpretation after

Amendrenis to Standords;

IFRS 2 Share-based Payment - Amendments relating to group cash-

seltled share-based payment fransactions January 1, 2310
iFRS 8 Operating Segments — Amendments for disclosure of segment

assels Janoary 1, 2010



Saudi Reinsurance Company (A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS
For The Year Endad 31 December 2010

3. ADOPTION OF REW REVISED STANDARDS AND INTERPRETATION (Continued)

3.3 Standards and Interprelations in tssue not yet effective

At the date of authorisation of these financel statements, the foliowing Standards and Interpretations were in issue but not

sffective:
Effective for annual petlods
Standard f Interpretation beginning on or after
IFRIC 19 Extinguishing Financial Liabifiies with Equity Instruments
July 1, 2010
New Standard:
IFRS 9 Financial Instruments January 1, 2013
Amendments to Standards and Interpretations:
IFRS 1 Firstdime Adoption of Intemational Financial Reporting Standards-
Amendment refating to limited exemption from comparative IFRS 7
disclosures for first-time adopters July 1, 2010
FRS7 Financial Instruments: Disclosures ~ Amendments  enhancing
disclosures about transfers of financial assets July 1, 2011
IAS 24 Related Party Disclosures January 1, 2011
AS 32 Financial Instruments: Presentation - Classification of Right lssues Fehruary 1. 2010
FRIC 14 IAS 19— The Limit on a Defined Benefit Asset, Minimum Funding
Requirements and their Interaction January 1, 2011
Various Amendmenis resulfing from Bay 2010 Annual lmprovements fo
Standards IFRSs Various

The Directors anticipate that all of the above Standards and Inierprefations as applicable, will be adopted in fhe
Company’s financial statements i futwre periods and that the adoption of those Standards and hiterpretations will
have no material impact on the financial statemenis of the Company in the period of initial application.

4, SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The significant accounting policies adopted in the preparation of thess financial statemants are set out below;

Basis of presentation

The Company maintains separale books of account for the reinsurance and shareholders’ operations. Income and expenses ciearly

aitiibutable to either activity are recorded in the respective accounts. The basis of allocation of expenses from joint operafions is
determined by Manageraent and the Board of Direcfors.

Reinsurance

The Company uses refrocession agreements to increase its aggregate underriting capacity, and o reduce #s exposure to
catastrophic losses on reinsurance assumed. The ceding of risk fo retrocessionaires does not refisve the Company from of its
obfgations to its ceding companies.

An impairment review is performed ai each reporting date or more frequently when an indication of impairment arises during the
reporting year. impairment ocours when objective evidence exists that the Company may nof recover duistanding amounts under the
terms of the contract and when fhe impact on the amounts that the Company will receive from the relrocessionaire can be measured
reilably. The impairment loss is recorded in the statement of reinsurance operations.

Premiums and claims are presented on a gross basis for bolh assumed reinsurance and refroceded business.

Reinsurance assets and Babifties are desecognized when the contractual rights are extinguished or expire or when the contract is
transferred to another party.



Saudi Reinsurance Company (A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS - Continued
For The Year Ended 31 December 2010

4. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Deferred acquisition costs {DAC)

Those direct and ndirect costs incurred during the financial period arising from the writing or renewing of reinsurance contiacts are

deferred o the extent that these costs are recoverable out of future premiams. All other acquisition costs are recognized as an
expenss when incurred.

Subsequent to initial recognition, these costs are amordized using the same basis for unearned premiums. Amortization Is recorded in
the statement of reinsurance operations.

Changes in the expected useful life or the expected patlermn of consumption of fulwre economic benefits embodied in the asset are
accounted for by changing the amortization period and are treated as & change in accounting estimate.

An impairment review is performed at each reporfing date or mora frequently when an indication of impairment arises. When the
recoverable amounts are less than the canying value an impairment foss is recognized in the statement of reinsurance operations.
DAC is also considered in the fiability adequacy test for each reporting period.

Proparty and equipment
Property and equipment are stated ab cost less accuruiated depreciafion less any impairment in value,

Depreciation is charged to e statement of teinsurance operations on a shraight ling basis cver the estimated useful lives of the
assets as follows:

Computer and equipment 3-5 Years
Fumitare and fixtures 5 Years
Motor vehicles 4 Years
Leasehold improvements 10 Years

opairment and uncollectibility of financial assets
An assessment is made at each balance sheet date to determine whether there is objective evidence that a specific financial asset or

& group of financial assets may be impaired. ¥ such evidence exists, any impairment loss is recognized in the statement of
reinsurance operations or the statement of shareholders’ operations.

Impairment is determined as follows:

¢ ior assels carried at fair valus, impairment is the difference between cost and fair value, fess any impairment loss
previously recognized in the statement of reinsurance operations or the statement of shaseholders’ operations;

e For assets caried at cost, impairment is the difference between carrying value and the present vaiue of future cash
flows discounted at the current masket rate of return for a similar financial asset;

® For assets carried at amortized cost. impairment is the difference between carrying amouni and the present value of
future cash flows discounted at the original effective special commission rate,

Writien Premiums

Gross pramivms witten comprise the fofal premiums in refation to condracts incepling during the financial year. It includes an estimats

of pipeline premiums, baing those premiums wittten but net rsported to the company at the balance sheet daie. Pipeline premiums are
reported as accrued insurance premiums.

Premiums earned and commission income
Premiume and commission income are taken info income over the periods to which they relaie o cover the meinsurance tisk.

Uneamed premiums and commission incorne represent the portion of premiums witten and commission incoms relating to e
unexpired period of coverage and is deferred based on the following methods:

11



Saudi Reinsurance Company (A Saudi Joint Stock Company)
NOTES TO THE FINANCIAL STATEMENTS - Continued

For The Year Ended 31 December 2010

4, SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {Continued)

Premiuns earned and commission incomea (Continted)

® For proportional veinsurance fresfivs under consideration of the undedying exposure in refafion to the fine of
business as follows:

_Lineofbusibess Years
Engineering 4
Marine 1.5
Others 2

® Actual number of days for facultative reinsurance and non proportional reinsurance freaties and portfolio fransferred
from insurance companies.

The change in the provision for unearnad premiums and commission income is taken to the stalement of reinsurance operations in
order that revenue is recognized over the period to cover the reinsurance risks.

Claims

Clairns, compiising amounis payable fo cading companies under reinsurance contracts and refated lass adjustment expenses, nat of
recovefies and are charged to income as inturred.

Gross oufstanding claims comprise the gross estimated cost of claims incumed bt not seitied at the balance sheet date whetler
reported or nol. Provisions for reporied claims not paid as at the halance sheet date are made on the basis of individual case
gsfimates. In addition, a provision based on management's judgement and the Company’s prior experience is maintained for the cost
of setlling claims incurred but not reported al the balance shest date.

Any difference between the provisions at the financial posiion date and seftlements and provisions for the subsequent vear is
included in the underwiting account for that year.

Liahility adequacy test

At each balance sheet date, a liability adequacy test is performed to ensure the adequacy of the reinsurance contracts liabilities net of
related deferred acquisttion costs. In performing these tests, management uses current hest astimates of future contractual cash flows
and claims handling and administration expenses. Any deficiency in the camying amounts is immediately chargad to the statement of
rainsurance operations initially by wriling off related deferred acquisition costs and by subsequently establishing a provision for losses

arising from liabifity adeguacy tests,

Premiums receivabie .
Premiurns recelvable are recognized when due and measurad on initial recognition at the fair value of the considerations received or
receivable. The carrying value of premiums receivable is reviewed for impairment whenever events or circumstances indicate that the

carrying amount may not be recoverable, with the impairment loss recorded in the statement of reinsurance operations. Premiums
receivable are derecognized when the derecognition criteria for financial assets have been met,

Accounts payable and accruals
Liabilities are recognized for amounts fo be paid in the future for goods or services received, whether hilled by the supplier or not.

Special commission income from time deposits

Special commission income from time deposils is recognized on an effective vield basis faking account of the principal cutstanding
and the applicable spscial commission rate.

investments held at fair value threugh income statement

Investments held af fair value through income slafement are investments designated at fair valug through income statement at
inceplion. For investments designated as fair vaiue ihrough income statement, the following criteria must be met:

s This designafion eliminales or significantly reduses the inconsistent freatment that would olherwise arise from
measuring the assets and fiabilities or recegnising gains or fosses on a different basis. or

. The assets and #abiliies are part of a group of financial assets. financial liabilities or both, such assets and liabilifies
are managed and their performance is evaluated on & fair value basis, in accordance with a documented risk

maragemeant o investment sirategy.
These investrments are ndlially recorded at fair value. Subseguent to initis! recognition, these investments are measured at falr value.
Fair value adjustments and realised gains and ipsses ave rzcognized in the statement of shareholders' operations.

12



Saudi Reinsurance Company {A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS - Continued
For The Year Ended 31 December 2010

4, SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuad)

Held to maturity investments
Investments with fixed or determinable payments whereby the Company has the positive intention and ability to hold fill maturity are
measuied, after acquisition, at amortized cost less impaimment in its value. The amortized cost is computed taken into consideration

the discount or the premium at the acquisition date. Income or loss resulting from these investments is racognized in the statement of
shareholders’ operations upon derecognizing these investments or impairment in its vaiue.

Employess’ end of service benefits

Employees” end of service benefits are accrued currently and are payable as 2 lump sum fo all employees under the terms and
conditions of Saudi Labour Regulations on termination / end of their employment contracts. The liability is calculated as the current
value of the vested benefits to which the employee is enfitled, should the employee leave at the balance sheet date. End-of-service

payments are based on employees' final salaries and allowances and their cumulative years of service, as defined by the conditions
stated in the faws of the kingdom of Saudi Arabia.

Leases

Operating lease payments are recognized s expenses in the statement of reinsurance operations on & straight-iine basis over the
lease contract.

Foreigh currencies .

Transactions in foreign currencies are recorded in Saudi riyals of the exchange rate in effect af the date of the fransaction. Monetary
assefs and liabiliies denominated in foreign currencies are franslated at the rate of exchange ruling at the financial position date. Al
differences are taken 1o the statements of reinsurance operations or shareholders’ operations.

Zakat and income tax

Zaikat and income tax are provided for in accordance with Saudi Arabian Fiscal Regulations. As per the Company's by-laws, Zakat
and income Tax are considered as dividends to the shareholders. Accordingly income tax is charged to Non-GCC founding
shareholders’ equity accound while the Zakat is charged to the GGG founding shareholders and general public equily account.

Provisions

Provisions are recognized when the Company has an obligation {lepal or constructive) as a result of past events, and it is more likely
than not that an outfiow of resources will bie required to setfle the obligation and the amount has been reliably estimated.

Offsetting financial assets and liabilitles
Financial assets and kabilities are offset and the net amount reporied in the halance sheet only when there is a lagally enforceable
right 1o offset the recognized amounts and there is an intention fo seffle on a net basis, or to realise the assets and setlle the liability

simultanesusly. Income and expense is not offset in the statements of reinsurance operations and shareholders’ operations unless
required or permitted by any accounting standard or interpretation.

Segmental reporting
A segment is & distinguishable component of the Company that is engaged either in providing services {a husiness segment} or in
providing servicas within a particular scenomic environment (a geographic segment), which is subject fo its income and lossas that are

different from those of other segments. For management purposes, the Company is organized into business units based on their
products and services and has four main reporiable segments as follows:

s Engineering, provides coverage for builder's risks, construction, electrical, slectronic, and machinery breakdown, and
any other insurance included undar this class of insurance.

° Fire, provides coverage against fire and any other insurance included under this class of insurance.

@ Marine, provides coverage for goods in transit and the vehicles of transporiation on main ways, and any other
insurance included under this class of insurance,

* Mator, provides coverage against losses and liability ralated to motor vehicles, exchiding transport insurance.

Segment performance is evaluated based on profit of loss which, in certain respects, is measured differently from: profit or foss in the
financial statements.

Mo inter-segment transacions occurred during the period. If any transachion were fo occur, transfar prices betwesn business
segments are st on an arm's length basis in & manner similar to ransactions with third parfies. Segment income, expense and results

will then include those transfers betwean business segments which will then be eliminaled at the level of finenciat statements of the
Company.

oy
Cat



Saudi Reinsurance Company (A Saudi Join{ Stock Company)

NOTES TO THE FINANCIAL STATEMENTS - Continued
For The Year Ended 31 December 2010

5. SIGNIFICART ACCOUNTING ESTIMATES AND ASSUMPTIONS

The preparation of the Company’s financial statements requfres management to make estimates and assumptions that affect the
reported amounts of revenues, expenses, assets and liabilities and the disclosure of confingent liabiliies, at the reperiing date.

However, uncertainty about these estimates and assumptions could result in an outcome that could require a material adjustment to
the casrying amount of the asset or liability affected in the future,

The key assumptions concerning the future and other key sources of estimation uncerfainty at the balance sheet date, that have a

significant risk of causing a material adjustment to the canying amounts of the assats and liabilities within the next financial year are
discussed below.

The ultimate liability arising from claims made under relnsurance contracts

The estimation of the ultimate liability arising from claims made under reinsurance contracts is the Company’s most critical accounting
eslimate. Thare are several sources of uncertainty that needed to be considered in eslimating the liability that the Company wili
ultimately pay for such claims. The provision for claims incusred but not reported ([BNR] is an estimation of claims which are expected
to be reported subsequent to the balance sheet date, for which the insured event has ccourred prior to the balance sheet date. The

primary technique adopled by managsment in estimating the cost of notified and IBNR claims, is that of using the past claims
seftiement trends to predicl future claims settlernant frands.

Claims requining cowt or arbiltration decisions are estimated individually, Independent loss adjusters normally estimate property
ciaims. Management reviews its provisions for claims incurred, and claims incurrad but not reported, on a guarterly basis.

impairmient losses on receivablos

The Company assesses receivables that are individually significant and receivables included in 2 group of financial assets with simitar
credit risk characteristics for impairment. Receivables that are individually assessad for impairment and for which an impairmend loss
is or canfinues o be recognized are not included in & collective assessment of impairment. This assessment of impairment requires
udgment. In making this judgment, the Company evaluates credit risk characteristics that consider past-due status being indicative of
the ability fo pay all amounts due as per contractual terms.

Deferred acquisition costs

Certain acquisition costs related to the incoming reinsurance contracts are recorded as deferrsd acquisition costs (CAG) and are
amostized in the statement of reinsurance operations over the related petiod of the contracts,

Fair values of financial instruments

Fait value Is the amount for which an asset could be exchanged, or a liability setfled between knowledgeable willing paries in an
arm's length fransaction. The Company's financial assels consist of cash and cash equivalants, ime deposits, statutory deposil,
investments held at fair value through income sftatement, heid to maturity invesiments, premiums receivables, accrued insurance

premiums. other assets and #is financial liabiliies consist of reinsurance balances payable, accrued retroceded premiums, and other
fiabilities.

The fair values of financial assets and liabilities are not matedally different from their carrying values at the balance shest date.
The Company uses the following hierarchy for delermining and disclosing the fair value of financial instruments;
Lovel 1: quoted prices in active markets for the same insfrument (i.2., witheut modification or repackaging);

Level 2: quoted prices in active markets for similar assels and labiliies or other valustion techniques for which all significant
inputs are based on observable market data; and

Level 3: valuation technigues for which any significant input is not basad on observable market data.

As at 31 December 20190, all financial instrumenis which are fair valued are Leve! 1 instrumants.
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NO?ES TO THE FINANCIAL STATEMENTS - Continuad
For The Year Ended 31 December 2010

6. CAGH AND BANK BALANGES

31 December 2010 31 Degember 2009
Rainsurance Shareholders Reinsurance Shareholders
SR SR SR SR
Cash on hand - - 6,252 - 20,000
Cash at banks 3,835,529 1,161,799 2.716,710 1,825,304
3,935,529 1,188,051 2,716,710 1,945,304

Cash at banks and time deposits are placed with parties who have good cradit ratings,

The carrying amounts disclosed above reasonably approximate fair value at the statement of financial pesition date.

7. PREMILMS RECEIVABLE

As at Dacember 31, the ageing of gross premiums receivable is as follows:

Past Due but not impaired

Meither past due Less than 91 o Abhove Past due and
neor impaired 90 days 180 davs 180 days impaired Total
2010 8,472,434 1,662,163 - - £18,518 10,743,115
2008 12797123 126,614 - - 235045 13,158,782

During the year the corpany has made provisions for doubtful premium receivable in accordancs with the guidelines of Saudi Arabian
Monetary Agency, amounting fo SR 104,352 as at 31 December 2016 (31 December 200¢: SR 46,488).

8. UNEARNED PREMIUMS
31 DECEMBER 2010
Gross Retroceded share Nat
SR SR SR
Opening balance for the year 28447374 {18,968,165) 8,479,205
Premiums writlen dusing the year 107,475,185 {66,382,564) 40,482,621
Premiutns gamed (81,802,078 52,697,434 {29,104,644)
Change in unearned premiums 25,673,407 {14,265,130) 14,387,877
54,120,481 {34,253,298) 19,867,162
31 DECEMBER 2008
(ross Retroceded share Net
SR 5R SR
Opening balance for the year 2891122 {2,357 ,805) 533,317
Premiums written during the year 51053121 {34,765,056) 16.288,06%
Pramiums earmed (25,496,859 17,154,692 (£,342178)
Change in unearned premiums 25.556,2652 (17,610,364} 7,645 887
28.447 374 {18,968.169) §.479,204




Saudi Reinsurance Company (A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS - Continued

For The Year Ended 31 December 2010

9. OUTSTANDING CLAIMS

Opening balance for the year

OQuistanding claims provided during the year

Claims incurred but not reported provided during the

yaar
Change in outstanding claims

Opening balance for the year

Qutstanding claims provided during the year

Claims incurred but not reported provided during the
year

Change in cutstanding claims

10. DEFERRED ACQUISITION COSTS

Opening balance for the year
incurred during the year
Amortized during the yaat

11. PREPAYMENTS AND OTHER ASSETS

Deferred excess of loss premiums
Prepaid rent

Advances to employees

Prepaid insurance

Others

31 DECEMBER 2010

Gross Retroceded share Net
R SR SR
22,055 663 {15,260,001) 6,705,662
23,623,848 (20,691,873} 7,934,778
6,490,918 (3,458,735 3,052,183
35,114,566 {24,150,808) 10,063,358
57,179,220 {39,410,609) 17,758 620
31 DECEMBER 2009
Gross Retroceded share Net
SR SR SR
202,623 (158,616) 44,007
15,513,678 (10,665,3%4) 4,818,284
6,339,362 (4,405,993 1,933,371
21,853,040 {15,101.385) £,751,554
22055663 {15.260,001) 5,795,662
2010 2009
SR SR
7,486,779 612.007
27,650,348 12,623,390
(20,784,587} (5,948,618)
14,352,440 7,486,779
2010 2008
SR SR
1,105,136 706.23¢
162,252 248,283
52,922 168,262
- 2022
114,801 172,583
1,435,111 1,298,400




Saudi Reinsurance Company (A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS - Continued
For The Year Ended 31 December 2010

12. PROPERTY AND EQUIPMENT, NET

Furniture
Computers and And Motor lLeasehold Work in
Equipment Fixtures Vehicles  Improvements  Progress Total
8R SR 8R SR §R SR
Cost:
As al 31 December 2008 1,712,484 109,756 483,000 2192523 - 4,507,763
Additions during the year 409,836 - - - 409,836
As at 31 December 2009 2,122.320 109,756 463,000 2.182,523 - 4 917,599
Additions during the year 155,122 - - - 29,923 185,645
As at 31 December 2010 2277442 109,756 483,000 2,192 523 29,923 5,102,644
Accumulated depreciation:
As at 31 December 2008 320407 8,195 267,690 221,752 - 818,044
Charged for the year 555,430 29,580 118,869 224 435 - 928,624
As at 31 December 2009 875,837 38,085 386.550 446 187 - 1,746,668
Additions during the year 676,189 21,847 92,687 219,248 - 1,010,071
As at 31 December 2010 1,552,026 §0,032 479,246 665,435 - 2,756,739
Mat book value
As at 31 December 2008 1,245,483 71,671 106,441 1,746,338 - 370,831
As at 31 December 2010 725,416 49,724 13,754 1,527,088 25,923 2,345,905

13, TIME DEPOSITS

Time deposits represent deposits with foreign hanks with malusity period of more than three months from the date of its original

acquisition. Such deposits eam average special commission income at a rate of 3.91% per annum {31 December 2069: 5.90% per
annum).

The time deposits are placed with counterpariies that have a good credit rating,

The camying amounts of the time deposits reasonably approximate its fair value as at the statemant of finangia position date.

14, INVESTMENTS HELD AT FAIR VALUE THROUGH INCOME STATEMENT
Investments held at falr value through income statement represent units in investments funds at local hanks.

The movement of investments held at fair value through income statement for the year ended 31 December as follows:

2010 20609
SR &R
Opening Balance as at 1 January 573,632,717 -
Subscriptions 523,200,000 927,013,633
Disposals (794,003,050) {360,000,000)
Unredlized gains 2,915,876 5,841,316
Realized gains 1,654,717 727,668
Ending balance as 4l 31 Decamber 307,400,220 573632717
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NOTES TO THE FINANCIAL STATEMENTS - Continued
For The Year Ended 31 December 2010

14. INVESTMENTS HELD AY FAIR VALUE THROUGH IHGOME STATEMENT (Continued)

The resulting effect of disposal of units in investnzent funds during the year on the realized gains is as follows:

2010 2008
SR SR
Proceeds from disposal of units 744,003,000 360,000,000
Less: Historical cost of disposed units 786,479,293 358,272,432
7,523,797 727,568
Less: Accumulated unrealized gains for disposed units as #t 31 Dacember
which were recognized in previous periods in the staterment of shareholders’
operations 5,869,080 -
Reallzed gains from disposed units for the year 1,654,747 727,568

18 HELD TO MATURITY INVESTMENTS

Held fo maturity investments represent debt instuments with a 4 to 10 yeer time horizon yelding an average special
commission income of 4.35% per annum (31 December 2009: 4.44% par annum). The fair value of held to maturity investmants
amounted to SR 219,210,264 (31 December 2009: SR 114,486,444) as al the statement of financial position date.

18. UNEARNED COMMISSION INCOME

2010 2009
8R SR
Opening balance for the year 6,128,576 512,814
Comnaission received on refroceded business during the year 20,103,388 10,323,956
Commission eamed on retroceded business during the year (15,822,758} (4,808,194}
10,408,218 6,128,576
17. ACCRUED EXPENSES AND OTHER LIABILITIES
2010 2009
5R SR

Employees bonus 5,200,000 2,686,000
Withholding tax payable 785,697 300,663
Professional fees payable £54,250 901,443
Board of direclors' remunerations 257,430 254,168
Maeting fees and expenses 132,000 114,000
Other 796,714 348,912

1,825,791 4,499 156
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NOTES TO THE FINANCIAL STATEMENTS - Continued
For The Year Ended 31 December 2010

18. ZAKAT AND INCOME TAX

A) Zakat
The Zakat base is composed of the following:
S8R
Share Capita 1,000,000,800
Statrory reserve - beginning of the vear £,070,924
Retained earnings - beginning of the year {438,324)
Net income for the year . 56,277
Provisions 946,59¢
Deduct:
Property and equipment. net {2,345,305)
Held to maturity investments (211,322,003}
Statutory deposit {100,000,000)
Zakat base _ bazge7e68
Zakat for the year
The Zakat for the year includes the following:
Year anded 31
December 2010

_____SR .
Portion of the Saudi shaseholders’ Zakat base (94.1%) 652082576
Zakat for the ysar (2.5%) 16,302,064

B} Incame tax
Income tax for the year includes the following:

Year ehded 31

December 2010
SR
Portion of net income for non-Saudi sharehoiders (5.5%) ) 333
income tax for the year (20%) _ 664
Zakat and income tax charge for the year 16,302,728
The movement of the provision for Zakat and income tax is as follows:
2010 2009
SR 8R
Opening balance for the year 24,202,000 329,608
Charged for the year 16,302,728 24,722.019
Additional zakat provision for the year 4.871,351 -
Paid during the yeat (24,116,243) (849.625)
21,358,836 24,202,000

Zakat provision is caloulated based on the Company's best underslanding of the Department of Zzkat and Income Tax (DZIT)

instructions. Excess prowision is accounted for to cover for any difference with the final zakal and insome tax assessment when
received from DZIT.

9. SHARE CAPITAL

The authorized, issued and paid up share capital of the Company is SR 1 billion divided into 100 million shares of SR 10 each. The
faunding shareholders of the Company have subscribed and paid SR 600 million for 60 million shares with a nominal value of SR 10
each, which represents 60% of the shares of the Company and the remaining SR 400 million for 40 million shazes with a nominal value
of SR 10 each have been subscribed for by the public. The following summarizes the share capital as at 31 December 2014

19
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1% SHARE CAPITAL {Continued)

Amount
Number of shares SR
Share capital - founding shareholders 60,000,000 600,400,000
Share capital - general public 40,060,000 400,004,000
100,000,000 1,000,000,000

20, STATUTQORY RESERVE

in accordance with the Company's by-aws, 20% of ifs net income of the year is transferred to the statutory reserve. The company may

resoive to discontinue such transfers when the reserve totals 100% of the capital. This reserve is not available for distribution to
shareholders.

21 GENERAL AND ADMINISTRATIVE EXPENSES

2040 2009
SR SR
Salaries and related benefits 16,314,835 12,129,562
Constilfing fees 4,786,309 1,531,217
Professional fees 1,410,373 1277619
Depreciation 1,010,671 928,624
Travelling expenses 748,473 800,140
Rent and premises expenses 747,894 £77.369
Adverfising 314,558 208.667
Withholding tax 85,937 498,038
Other 2,281,536 2,343,748
24,679,984 20,484,984
22, BOARD OF DIRECTORS' REMUNERATIONS AND EXPENSES
2010 2008
SR SR
Board of diractors’ ieimunierations 2,562 254,168
Meeting fees and expenses 586,673 355,559
589,635 809,727

23 RELATED PARTY TRANSACTIONS AND BALANCES

Following are defails of major related party transactions during the year and ifs batances at the end of the ysar:

Amount of
transactions for the year ended
Balance as at Balance ag af
3 Decomber 2010 31 Decomber 2008 37 December 2010 31 December 2069
Related party Nature of transactions SR SR B8R SR
Board of dirgctors Consulting fees 1,638,058 1469441 - 268.441
Remunerations 2,862 254,168 257,136 254,168
Expenses 586,673 355,568 132,000 114.000
Key management  Short lerm benefits 8,574,970 5,543,706 4,500,000 1,500,000
Personnel End of service henefifts 280,676 206,468 847,608 449,551

Balances with related parties are included in acorued expensas and other fiabilities shown in the staterment of financial position.
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24, EARNINGS PER SHARE

Eamings per share for the year ended 31 Decamber has hean calculatsd by dividing net income for the year by the ordinary issued and
outstanding shares at the end of the year.

25. STATUTORY DEPQSIT

The Cotnpany has deposited an amount of SR 100 million with a local bank representing the statutory deposit of 10% of its paid-up
capital as required by the implemenling Regulations of the “Law On Supeivision of Cooperative Insurance Companies” issued by the

Saudi Arabian Monetary Agency. This statufory deposit cannot be withdrawn without the consent of the Saudi Asabian Monstary
Agency.

28, NET DEFICIT FROM REINSURANCE OPERATIONS RESULTS

Net deficit from reinsurance operations’ resuits has been charged to sfatement of shareholders' operations, The total net deficit from
date of incorporation of the company o 31 December 2010 Is as foliows:

SR
For the period from 1 May 2008 lo 31 December 2008 11,925,481
For the year ended 31 December 2008 . 20,545,633
For the yesr ended 31 December 2010 21,935 456
54,406,580

4. NET CLAINE PAID

Net claims paid include all amounts paid and amounts received through claim portfolic transfers from insurance companiss,
A respeciive provision is provided for such claim porfiolio iransfers in the outstanding claims,

28. SEGMENTAL INFORMATION

The Company has adopted IFRS § Operating Segments with effect from January 1, 2009. IFRS 8 requires oparating segments 0 he
identified on the basis of internal reports about components of the Company that are regularly reviewed by the chief decision maker in
order to allocate resources to the segments and to assess its parfarmance in contrast, the predecessor standard 1AS 14. Segraent
Reporling required an entily to identify two sets of segmants (husiness and geographical), using a risks and reward approach, with the
entity’s system of internal financial reporting te key management persenal serving only as a statling point for the identification of such
segmenis. Following the adoption of IFRS 8 the identification of the Company’s repertable segments has not changed.

Consistent with the Company’s internal reporting process, business and geographizal segments have been approved by Management
in respact of the Company's activities, assets and fiabilities as stated below.

Segment results do not inchude general and administrative expenses, and board of directors” remuneration and expenses.

Segment assets do not include banks balances of reinsurance operations, prepaid expenses and other assets, due from shareholders’
operations, property and equipment, net

Segment fabilitis do not include accrued expenses and ofther lisbilities and employass’ end of service henefiis.
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28, SEGMENTAL INFORMATION {Confinued)

28,1 Business segments

Year ended 31 December 2010
Results of reinsurance operations
Gross premiums writen

Relroceded premiums

Net premiums written

Change in net uneamed premiums
Net premiums eared

Net claims paid

Change in net outstanding claims
Gross acquisition costs
Comissions on refroceded business
Excess of loss expenses

Met underwriting results

Other items
Depreciation

Year ended 31 December 2003
Hesults of relnsurance operations
Gross premiums written

Retroceded premiums

Net premiums written

Change in net uneamed premivras
Net premiums samed

Net claims paid

Change in net outstanding claims
Gross acquisition costs
Commissions on retroceded husiness
Excess of ioss expenses

Net underwriting results

Other items
Depeciation

As at 31 December 2010
Segment assetls
Segment labilities

As at 31 December 2009
Segment assels
Segment liabilities

Engineering, Fire Marine Motor {thers Total
SR SR 5R SR SR SR
34,752,280 47,040,027 12,678,517 9,986,761 8,017,800 107,475,185
(22761334 (32631275  (7,850675) (117,389}  (3,621,887)  (66,982,564)
8,990,946 14,408,752 4,827,842 9,569,362 2385719 40,492,821
(4368,060) (3,621,741 (753,251} (2,042454) (802,471 (11,387.971)
4,622,886 10,787,011 4,074,591 7,526,908 1,793,248 29,104,644
{(288,456)  (4,793,378)  (483,85B) (2,481,576) (184,55%)  (8,221,921)
(1,124.023)  (6,364.478) (835998 (2336135 (302,408 (10,963,958)
(4,563,223)  (9,552482) (3,979484) (1,556,985) 1,139,523y (20,734.687)
3,995,182 8,011,024 3,021,453 17,610 877,517 15,822,756
(512,847) (665,145  (237.675) (144,083 (82.811)  (1,622,671)
2038580 (2,577426) 1578818 1322711 871,370 3,334,163
298414 442,090 119,155 93,857 56,555 1,010,071
14,535,833 21528634 92010680 3016865  2680.900 54,053,121
{10,790,192) (15,736,641} {6A71,847) {1,786,576) (34,765,050
3,745,641 571,993 2819413 3.016,685 814,333 18,288,065
{2.208,615) (2588836} (1527967) {1.13%,998)  (478.411) (7,845,887
1,537,026 3,193,057 1,201,446 1,884,727 435922 8,342,478
{12,394} 1,767,244 (40,169  (233.252) 164,211 1,675,140
(894473)  (4.403,280) (402464} (545,634}  (405,823) {6,751,654)
(1461305  (2512400) (1.360,313) (353576}  (260,934) (5.948,618)
1,296,580 2214448 1085270 - 211.896 4,808,194
{459,432 {625,000y {323,702  (96.056) {36.882) {1,576,162)
{44,588) (396,001} 245068 £56,208 138,330 548,078
264,398 391,504 168,999 54,872 48,760 928,624
37 641,420 55,764,607 15030021 11838019 7,133,693 127,408,760
45227 718 67003474 18059188 14225070 8571426 153,086,876
10801604  J2096B6R 11200850 1204458 3780133 58,663413
19224535 46766835 10582818 1677592 3485082 81,516,662
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23, SEGMENTAL INFORMATICN {Confinyed)

282 Geographical segments

Year ended 31 Decamber 2010
Results of reinsurance operations
Gross premiums writlen

Retroceded premiums

Net premiums wrilten

Change in net unsamed premiums
Net premiums eamed

Net claims paid

Change in net outstanding claims
Gross acquisition costs
Comrissions on refroceded business
Excess of loss expenses

Net underwriting results

Other items
Depreciation

Year ended 31 December 2009
Results of reinsurance operations
Gross premitms writien

Retroceded premiums

et premiums waitten

Change in net unearned premiums
iNet premiums eamed

Net claims paid

Change in net oulstanding claims
Gross acuuisttion costs
Commissions in retroceded business
Excess of loss expenses

Net underwriting resulis

Other itetns
Denreciation

As at 31 December 2010
Results of relnsurance operations
Segment assets

Segment Habilities

As at 31 December 2009

Results of reinsurance oparations
Segment assets

Segment Rabilities

Other Middie
Kingdont of Eastern
Saudh Arabia countries Africa Total
ER SR SR SR
55,695,162 18,680,339 3,099,684 407,475,185
(52,708,569 {11,975874) (2,207,129} (56,982,564)
32,985,593 8,704,465 §02,563 40,492,621
{8,075,398) {2,329,568) 16,989 {11,387.977%
23,910,185 4,374,897 819,552 28,104,644
{7,979,410) (217,245) {25,266} {8,221,927)
(7,694,330 (1,038,240 (2,231,388) (10,863,058
(17,157,560} (2,777,851 (848,276} {20,784,687)
12,850,328 2,267,910 704,518 15,822,756
(1,238,713) {344,020 {39,938 (1,622,671}
2,690,510 2,265,451 {1,621,798) 3,334,163
805,378 175,561 26,132 1.016,671
A42.774.890 5,139,625 3,138,606 51,063,124
{29,485,055) (3,219,178 (2,080,823 {34,765,056)
13,308,835 1,920,447 1,057,783 16,288,065
(6,773.504) (803,213 (369,070 (7,545,887)
6,536,331 1,117,134 688,713 8,342.178
1,696,755 (15,383) {6,232) 1,675,740
(6,237,550) (339.258) {174,846) (6,751,654}
{4,927 469) (447 592) (573,557) (5,248,618)
3,990,743 365,615 451,835 4,805,194
{1,223,882) {205412) {146,868) (1,576,162}
(165.472) 475,104 239,046 549,078
778,052 93,487 57,085 928,624
101,589,165 22,145,008 3,674,587 127,408,760
122,063,56% 26,608,139 4,415,168 153,686,876
57,043,857 6,854,121 4,185,595 68,083,613
68,633,926 8248724 5036012 81,815,662
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48. RISK MANAGEMENT

Risk governance
The Company's risk govemance is manifested in a set of established policies, procedures and controls which uses the existing
organizational structure to meet strategic targsts. The Company's phifosephy revolves on willing and knowledgeable risk acceptance

comimensurate with the risk appetite and a stralegic plan approved hy the Board of Directors. The Company is exposed to
reinsurance, retrocession, special commission rate, credit, Bquidity and currency risks.

Risk management structure
A cohesive organizational structurs is established within the Company in order to identify, assess, monitor and control risks.

Board of directors

The apex of risk govemance is the centralized oversight of the Board of Diractors providing direction and the nacessary approvals of
strategies and policies in order to achieve defined corporate goals.

Senior management

Senior management is responsible for the day to day operations fowards achieving the straiegic goals within the Company's
pre-defined risk appetite. ‘

The risks fased by the Company and the way {hese risks are mitigated by management as follows.

294 Reinsurance risk

The risk resuiting from reinsurance business wiitten is the risk that an insured event will occur including the unceriainty of the amount
and timing of any resulting claim. The principal fisk the Company faces under such reinsterance contracts is that the aclual claims and
benefit payments exceed the canrying amount of reinsurance liabilifies. This is influenced by the frequency of claims. severity of
claims, actual henefils paid being greater than originally estimated and subsequent development of long-term claims,

The variabifity of risks is improved by the diversification of the risks writlen and the build up of a large portfolio of reinsurancs
conkracts, (inward husiness) as a more diversified portfolio is Jess Hkely to be affected across the board by change in any subset of the
portfolio. The variability of risks is also improved by a carefid selection of inward business, by the undenwriting guidalines as well as
the use of relrocession protection. The Company’s underwriting strategy includes, but is not fimited to, the following:

s Diversification in the iype of accepted risks, and within each of these categories to achieve sufficiently farge
popatation of isks o reduce the variabilily of the expected outcome.

° Diversification of the undsrwriing risks i terms of type and amount of risk, industry and geographicat lngation.

A significant portion of the accepied reinsurance business is retroceded on a quota share and suplus basis with retenfion fmits
varying by product line, Amounts recoverable from retrocessicnairas are estimated in & manner consistent with the assemptions used
tor ascertaining the undertying accepted policy benefits and are presented in the stafement of financial posifion as reinswrance assets.,

Althovgh the Company has rerocession agreements. it is not relieved of its direct ohligations fo ifs ceding companies and thus a cradit
exposure exists with respect to ifs retrocessionaires, to the extent that any retrocessionaire is unable fo mest its obligations assumead
under such relrocession agreements.
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281 Reinsurance risk {Continued)

Geographical concentration of rish

The Company accepis rainsurance business fiom insurance companies in the Kingdom of Saudi Arabia, the Middie East and Africa.
The wrilten premiums are distributed geographicaliy as follows:

For the year anded 31 December 2010

Amount
3R Percentage
Kingdom of Saudi Arabia 85,695,162 80%
Other Middle Eastern Countries 18,680,339 7%
Africa 3,004,684 %
107,475,185 100%

For the year ended 31 December 2008

Amournt
SR Percantage
Kingdom of Saudi Arahia 42,774,890 84%
Other Middle Eastern Couniries 5,139,625 10%
Africa 3,138,606 5%
51,083,121 100%

Key assumplions

The key assumptions underlying the tability eslimates are the Company's estimated ultimate Ioss rafio. The ultimate loss was
deierained using actuarial methods.

Sensitivities

The analysis below is performed for reasonably possible movements in key assumptions such as the climate loss ratio with all other
assurnptions held constant showing the impact on net liabilities and net income as follows:

31 Decernber 2610

Change in Net Impact on tmpact on net
assumptions nef Habilities Income
§R ) &R
. . +10% 2,810,464 (2,910.464)
Ultimate foss ratio 1% (2.910,464) 5,910,464
31 December 2609
Change in Net impact an Impacton net !
assumptions net liabilities Income
SR SR
- . +10% 834,218 {634,218)
Ultimate loss ratio i 834,718} 34 718
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29, RISK MANAGENENT {Continued)

28.2 Retrocession risk

tn osder to minimize its financial exposure adsing frons large claims, the Company, in the normal course of business, enters into
refrocession agreements with other parties, Such retrocession agreements provide for higher underwrifing capacity, and aliow
management o contain exposure within the rsk appetite of the Company. A significant partion of the retrocession is effected under
proportional treaties such as quota share and surplus and pon-propottional treaties such as excess of loss.

To minimize its exposure o significant lossas from retrocessionaire insolvencies, the Company evaluates fhe finencial condifion of its
refrocessionaires and monitors concentrations of credit risk ardging from similar geographic regions, activities or economic
characleristics of the retrocessionaire.

Retrocessionaires are selected using the fillowing parameters and guidelines set by the Company's Board of Directors and
Reinsurance Committee. The criferia may be summarized as follows:

a.  Minimum acceptable credit rating by recognized rating agencies (e.g. Standard & Poors) that is not lawer than BBB.
b. Reputafion of particular refrocessionaire companies.
¢.  Existing or past business experiense with the refrocessionaire.

Furihermore, the financial strength, managesial and lechnical experiise as well as historical peronmance, wherever applicable, are
thoroughly reviewed by the Company and matched against a list of requireiments pre-set by the Campany’s Board of Directors and
Reinsurance Commiltes hefore approving them as retrocessionaires.

Retfrocession contracts do not relieve the Company from s obligations to ceding companies and s a resulf the Company remaing

fiable for the porfion of outstanding claims reinsured to the extent that the retrocessionaire fails to meet the obligations under the
refiocession agresments.

29.3 Cradit risk

Cradit sisk is the risk that one parly will faii to dlscharge an obligation related to a financial instrument and cause the other parly fo
incut a financial foss.

For all classes of financial assets held by the Company, the maximum exposure to credit risk to the Company is the carrying value as
disclosed in the statement of financial position.

43%, of the Company's receivables are due from four ceding companies as at 31 December 2010 (31 December 2009: 78%).

However, e following policies and procedures are in place to mitigate the Company’s exposure to credif risk:

“ To minimize its sxposure to significant losses from retrocessionaires insslvencies, the Company evaluates the
financial condition of iis ratrocessionaires counterparfies. Accordingly, as a pre-requisite, the parties with whom
retrocession is effected are required fo have a minimum acceptable security rating level affirming thefr financial
strength.

¢ The Company enters info ;nwald insurance contracts with recognized, creditworthy third parlies. In addition,
receivables from ceding companies are monitored on an ongoing basis in arder to reduce the Company's exposure
to had debis.

. The Company seeks fo fimit credit risk with respect o ceding companies through monitosing outstanding receivables.

@ The Company, with raspect to credit risk arising from other financial assets, only deals with commecial banks with
strong financial position and credit ratings.
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29 RISK MANAGEMENT {Continusd)

293 Credit risk (Continued)

The table below shows the maximum exposure to credit risk for he components of the bafance sheet.

31 Dacember 2010

31 December 2008

S8R SR
Reinsurance Reinsurance
Operations Shargholders Qperations Shareholders
Cash and banks balances 3,835,529 1,168,051 2716710 1,945,304
Time deposit - 4(:3,925,060 - 243,263 605
Premiums receivable 10,641,763 - 13,112,294 -
Prepayments and other assets 1,435,111 - 1,208,408 -
D from sharehoiders’ operations 26,734,061 11,756,134 -
Retrocaded share of outstanding claims 36,410,609 - 15,260.001 -
Accrued special commission income from
time deposits - 5,697,284 - 5,857 623
Accrued special commigsion inceme from
bonds 2,998,077 - 1,185,207
Investments held at fair value through
income staternent - 307,400,220 573,632,717
Haid to maturity investments - 711,322,003 - 115,706,278
Statutory depasit - 106,606,000 - 100,063,600
82,457,013 1,032,508,605 44,143 548 1,041,506,734

The credit quality for held to maturity investments is as foliows:

Standard and Poors "AA-" to "AA"
Standard and Poors "A-" to “A+”
Toody's "AAZ"

31 December

31 December

The used raling grades for investments are being adopted by Standard & Poors and Moodys agencies.

284 Liguidity risk

2010 2009
§R SR
57,453,980 57 663,658
143,983,702 47,977,026
9,884,324 10,065.594
211,322,003 115,706,278

Liquidity risk is the risk that the Company will encounter difficulty n raising funds to meet commitments associated with financial

liabilities.

Liguidity requirements are monifored on a monthly basis and management ensures that sufficient liquid funds are available to mest

any commiments as they aise.

Al time deposits held by the Cormpany at the statement of financial position date had criginal maturity periods betwsan one day and

five years.
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29. RISK MANAGEMENT (Continued)
2.4 Liguidity risk {Contiuiued)

Maturity profiles

The table below summarizes the maturity profile of the financial liabilities of the Company hased on remaining expected undiscounted
contraciial obligations: :

31 Decamber 2010
Reinsurance aperations Sharehoiders
Upto More than Upto Maore than
ong ygar ong year Total one year one year Total
SR SR SR SR SR SR
LIABILITIES
Retrocession balances payable 15,362,298 . 15,362,208 . -
Acorued retoceded premiums 16,024,651 - 16,024,651 - .
Gross cutsianding claims 57,170,228 - 57,170,228 . -
Accrued expenses and other liabilities 7,825,781 . 7,825,191 - -
Employees and of service benefits 545,773 400,928 946,699 . -
Provision for zakat and income tax . . - 21,359,836 - 21,354,836
Due to retnsurance operations - - - 25,734,061 - 26,734,081
86,028,741 400,926 97,329,867 48,093,897 - 48,093,897
31 Dacember 2008
Reinsurance operations Shareholders
Upto More than Up to More than
one year ohe year Total one year one ysar Totat
SR SR SR SR SR SR

LIABILITIES
Retrocession balances payable 17,243,405 - 17,243 405 - - -
Accrued refocedsd premiums 8,041,544 - 8,041,644
Gross outstanding claims 22,055 663 - 22,055,663 - - .
Accrued expenses and other abiliies 4,498,186 - 4,499 186 . -
Employees’ end of service benefits - $09,048 605,949 - - -
Provision for zakat and income tax - - - 24,302,000 24,202,000

Due to reinsurance operations

11,580,086 19
19

- - - 5,048 11,796,134
51,830,808 609948 52440847 36,762,086 6,048 36,958,134

Liguidity profile

None of the fiabilities shown in the statement of financial position is based on discounted cash flows and is all payable on the basis as
st out above.

28.5 Currency risk

Currency risk is the risk that the value of a financial instrument will fluctuate due to changss in foreign exchangs rates. The Company's
kansactions are carried out in local and foreign currencies. Management believes thal thers is no significant foreign currency
exposure since most of the Company's fransactions were performed in foreign currencies which are pegged to Saudi Rival.
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29, RISK MANAGEMENT (Continued)

2.5 Currency risk (Continued)

The table below represents the Company's assets and liabilities denominated in major currencies as follows:

31 December 2010

ASSETS

Reinsurance operations
Banks batances
Premiums receivable

Accrued insurance premivms

Retroceded share of unearned
Premiwng

Relroceded share of cutsianding
Claims

Deferred acquisifion costs

Prepayments and other assets

Due from shareholders’ operations

Propedy and equipment, net

Shareholders

Cash and Banks balances

Time deposits

ficcrued special commission income
fiom tirme deposits

Accrued special comnussion income
from bonds

lnvesiments held af fair valoe

theough income statement

Held to maturity investments

Statuiery deposit

Other assets

SAR UsD QAR AED EUR Other Total
SR 5R SR SR 8R 5R SR
2,718,699 803,993 - 69,471 343,366 - 3,835,829
7,824,696 561,956 708,004 215,731 - 1,333.373 10.641.763
23,550,074 884,476 139,959 430,526 271474 3,718,490 28,750,648
34,253,209 - - - 34,253,299
25,803,826 655,432 61,031 652,950 19,618 12,217,752 39,410,608
14,352,440 . - . - - 14,352 440
1,203,032 232078 - - - 1435,411
26,734,061 - - - 28,734,061
2,345,805 - 2,345 905
45287 - - - 1,122,764 1,168,051
100,000,000 37 500,000 164,327,060 102,008,000 - - 403,225,060
213,656 160,171 2423215 2,960,642 - 5,607 284
- 2804306 101.774 2.908,077
307 400,220
307,400,220 - - -

185,705,839 25,616,164 - 211,322,005
100,000,000 - - - 100,000,000
1,757,379 - - - - . 1,757,379

648,201,074 229,338,205 167,657,260 106,427,520 27,230,857 17,269,813

1,196,125,440
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295 Currenay risk {Continued)

3 December 2009

ASSETS

Reinsurance operations

Cash and cash equivalents

Premiums recsivable

Accrued insurance premiuras

Refroceded share of uneamed
Pramiums

Retroceded share of oulstanding
Claims

Deferred acquisition costs

Prepaymeants and other assets

Due from shareholders’ operations

Properly and equipment, net

Shareholders

Cash and cash equivalents

Time deposits

Accrued special commission income
from time deposits

Acoiued special commission income
from bonds

liwestmers held af fair value lrough
incoine stalement

Held to matiriby investments

Slatutory deposit

Cther assets

SAR

usi QAR AED EUR Other Total
iR 8R SR 3R &R 8R SR
1,283,950 1,393,052 - 29,708 - 2,716,740
12,133,916 3,868 - . 46,106 825,403 13,112,294
10.916,810 134,080 32,636 162,571 13,163 976,740 12,256,370
19,968,169 - - - - - 18,968,169
14,288,616 374,300 £,315 96,587 56,607 427 576 15,260,001
7486779 - - - - - 7,486,778
592,170 706,234 - - - 1,298,409
11,756,134 - - - 11,758,134
3,170,931 - - 3,470,931
1,945,304 - - - - - 1,945,304
- 37,500,000 103,393,605 102.370,000 - - 243,263,605
- 100,173 2,699,147 3,058,303 - 5,857,623
- 1,075,843 - - 109,364 - 1,185,207
573632717 - - - - - 5T38%TT
- 88.031,008 - - 27575180 - 115,706,278
100,000,000 - - - - - 100,000,000
680,634 - - - - - 660,634
757,876,330 129,321,624 106,131,703 105,707,661 27,930,128
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285 Gurrency risk (Continuad)

31 December 2010

LIABILITIES

Reinsurance operations

Retrocession balances payable

Acerued retrocession premiuras

Gross unearned premiums

Gross outstanding claims

Uneamned commission income

Accrued expenses and other
liabilities

Employees’ end of service
benefits

Shareholders

Provision for zakat and income
tax

Due to minsurance operations

Other liahilities

SAR Usp QAR AED EUR Other Total
SR 8R SR SR 3R SR SR
15,180,636 181,783 - - - - 15,362,298
12912379 628190 99,118 2B5,080 20537 2,079,346 16.024,651
54,120,481 54,120,481
39,727,063 952,635 81,715 955,340 24581 15,428,885 57,170,228
10,409,218 10,409,218
7.799,541 26,250 - - . . 7,825,791

848,699 - - - 846,699
21,358,836 - - - - 21,359,836
26,734,061 - - - - 26,734,061

1,757,379 - - - - - 1.757,379
190,947,192 1788838 180,834 1,240.428 45118 17508231 211710642
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295 Currency risk (Continued)

31 December 2009 SAR Uusb QAR AED EUR Other Total
SR s8R SR SR SR SR SR

LIABILITIES
Reinsurance operations
Retrocession balances payable 16,265,018  §78,387 - - - - 17,243,405
Agorued retrocession premiums 7,164,965 92495 24,753 120,378 9416 620,634 8,041,644
Gross uneafnad premiums 28,447,374 - - - - - 28,447 374
Gross outstanding claims 20557303 583,881 gp22 143677 74,472 686,808 22,055,663
Unsamad commission income 6,128,576 - - - - - 6,128,576
Actrued expenses and other

liabilities 4147711 82,033 - - 269442 - 4,499,186
Employess end of service

benefits $09,949 - “ “ . - 609,948
Shareholders
Provision for zakat and income

fax 24,202,000 - - - - - 24,202,000
Bue to reinsurance operations 11,756,134 - - - - - 11,756,134
Ofher lizbifities 680,834 - - - - - 680,834

119,889,667 1,736,796 34,275 273085 353330 1,307442 123664765

286 Special commission rate risk

Special commission rate risk arises from the possibility that ehanges in spacial commission rates will affect future profitability or the fair
values of financial instruments. The company's management befieves that there is no significant commission rate risk exposure since
all ite commission hearing investmentis have fixed commission rate and are carried af amortized cosl.

28.7 Furndf Price Risk

Fund price risk is the risk that the fair value of future cash flows of 2 fund will fluctuale because of changes in the net asset value (NAV)
heing determined by fund managers.

The Company limits fund price risk by maintaining a diversified portfolio by having different types of funds (.., Money market fund
and commodily trading fund) and by monitoring of developments in fund markets.

A 5% change in the nef assel value of funds, with all other variables held constant, would impact niet income by increasef decrease of
SAR 15.370,011 {31 December 2009: SAR 28.881,636).
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29.8 Capital management risk

Capital requirements are set and regulated by the Saudi Arabian Monetary Agency. These requirements are put in place to ensure
sufficient solvency margins. Further objectives are set by the Company to malnlain healthy capital ratios in order fo support iis
business objectives and maximise shareholders’ value,

The Company manages its capital requirements by assessing shortfalls betwsen reported and required capiltal levels on a regular
basis. Adjustmenis fo current capital Yevels are made in fight of changes in market condifions and risk charactesistics of the Company’s

activities. In order to maintain or adjust the capital structure, the Company may adjust the amount of dividends paid to shareholders or
issue shares.

The tabie below summarizes the minimum reguialory capital of the Company and the total capital held:

2010 2009
3R 3R
Total Capital held 484,414,798 1,005,632,600
Iinimum regulatory capitat 200,000,000 200,000,000

It the opinion of the Boasd of Directors, the Company has fully complied with the axternally imposed capital requirements during the
reported financid period.

29.9 Regulatory framework risk
The operations of the Company are subject to local regulatory requirements in the Kingdom of Saudi Arabia. Such regulations not only

prescribe approval and monitoring of activities but alss impase certain restrictive provisions such as capital adequacy to minimize the

risk of default and insclvency on the paet of the reinsurance companies and to enable them to meet unforeseen liabilities as these
arise.

30, CONTINGENT LIABILITY

The Company may be liable for contingert liabilities in respect of the period prior to incomporation. The Company believes it is unfikaly
that any such liability will arise.

3t APPROVAL OF THE FINANCIAL STATEMENTS

The financial slalements have been approved by the Board of Directors on Febiuary 15, 2011 corresponding io Rabi Al-fwwal 12,
1432 H.
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