








k. Material contracts in which board members have inter-
ests

The company paid SR400 thousand to Mr. Mousa A. Al Rubaian as fees for
the consultancy services provided up to 30/04/2011. Also the company paid
SR287,113.79 to Mr. Jean-Luc Gourgeon as per the agreement entered into
with him for consultancy services commencing from 30/04/2011.

l. Internal control systems in the company

The internal control system intends to ensure that control and monitoring
tools are in place at reasonable level, soundness of financial reports and
mitigation of risks. The results of the annual audit conducted by the external
auditor have not revealed any deficiency or weakness in the company’s in-
ternal control system.

m. Statement of regulatory payments

In thousand Saudi Riyals

2011

Description

Zakat and Income Tax 16,314
With-holding Tax 1,605
Tadawul fees 430
General Organization for Social Insurance (GOSI) 558
SAMAs control and inspection costs 697
Visas and passports related costs 88
Others 2
Total 19,694

n. External auditors

The ordinary general assembly convened on 26/04/2011 approved the
board’s recommendation to appoint M/s Deloitte and Touche Bakr Abulkhair
& Co. and M/s Al-Bassam, Certified Public Accountants and Consul-
tants to act jointly as external auditors of the company for the year ending
31/12/2011.

0. Accounting standards adopted in financial statements

The company applies the international accounting standards (IFRS) other
than the standards issued by the Saudi Organization for Certified Public
Accountants (SOCPA) after securing the approval of SAMA. This has not
resulted in any substantial differences in measurements in financial state-
ments. The audit report indicated that the company’s financial statements
have been prepared in accordance with the internationally recognized ac-
counting standards relating to financial reporting, not SOCPA standards. The
reasons were explained in the notes to the financial statements.
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p. Declarations

Saudi Re declares:

¢ [t has no loans payable on call or otherwise, and the company has not repaid
any loans during the year ended 31/12/2011.

e |t has no debt instruments transferable to shares, options, rights issue
notes, or other rights issued by the company during the financial year ended
31/12/2011.

¢ |t has no transformation rights or offering under debt instruments transferrable
to shares, options, rights issue notes, or any similar rights issued or granted by
the company during 2011.

® The company has not redeemed, acquired or revoked from its part any recov-
erable debs instruments and value of the remaining securities.

¢ During 2011, the company has not been a party in any contract or in which
there has been a substantial interest for the CEO, CFO or any person related to
them.

® There have not been any arrangements or agreement under which any board
member or senior executive has assigned any salary or compensation.

® There have not been any arrangements or agreement under which one of the
company'’s shareholders has assigned any of his rights in profits.

Saudi Re further declares that:

e |ts accounting books have been prepared properly;

¢ |ts internal control system has been prepared on sound bases and imple-
mented effectively;

® There is no doubt as to the company’s ability to proceed in its business.

Conclusion

The board of directors extends appreciation and thanks to our
valued customers for their trust and to all of our sharehold-
ers whose contributions play a significant role in developing
the company. The board also extends its appreciation to the
company’s management and staff for their wholehearted ef-
forts during the year which contributed to the progress of the
company.
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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 Saudi Joint Stock Company as at 31 December 2011, and
the related statements of reinsurance operations, shareholders’ operations, shareholders’
comprehensive operations, changes in shareholders’ equity, reinsurance operations and
shareholders’ cash flows for the year then ended and the notes which form an integral part
of these financial statements. These financial statements are the responsibility of the Com-
pany’s management and have been prepared by them in accordance with International
Financial Reporting 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 to express an opinion on these financial statements
based on our audit. We conducted our audit in accordance with auditing standards gener-
ally 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 evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable degree of assurance to enable us to 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 De-
cember 2011 and the results of its operations and its cash flows for the year then ended
in accordance with International Financial Reporting Standards.

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

EMPHASIS OF A MATTER:

The management has prepared these financial statements in accordance with International
Financial Reporting Standards and not in accordance with the accounting standards gen-
erally accepted in the Kingdom of Saudi Arabia as presented in note (2).

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

P. 0. Box 213 Riyadh 11557

Riyadh 11411

Kingdom of Saudi Arabia Kingdom of Saudi Arabia
Ehsan A. Makhdoum lorahim A. Al Bassam

Certified Public Accountant Certified Public Accountant
Registration No. 358 Registration No. 337

28 Rabi Al-Awwal 1433 H
20 February 2012
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Notes 31 December 2011

31 December 2010

SR SR
INSURANCE OPERATIONS’ ASSETS
Cash and cash equivalents 6 8,293,673 3,935,529
Investments held at fair value through income statement 14 44,644,961 -
Premiums receivable 7 19,126,852 10,641,763
Accrued insurance premiums 53,148,018 28,750,649
Retroceded share of unearned premiums 8 24,836,358 34,253,299
Retroceded share of outstanding claims 9 86,634,442 39,410,609
Deferred acquisition costs 10 19,842,071 14,352,440
Deferred excess of loss premiums 10,316,395 1,105,136
Prepaid expenses and other assets 11 238,160 329,975
Due from shareholders’ operations 14,017,816 26,734,061
Property and equipment, net 12 2,332,994 2,345,905
TOTAL REINSURANCE OPERATIONS’ ASSETS 283,431,740 161,859,366
SHAREHOLDERS’ ASSETS
Cash and cash equivalents 6 140,053,940 1,168,051
Time deposits 13 258,438,845 403,925,060
Accrued special commission income from time deposits 1,900,346 5,697,284
Accrued special commission income from bonds 2,987,001 2,996,077
Investments held at fair value through income statement 14 256,000,702 307,400,220
Held to maturity investments 16 209,791,799 211,322,003
Statutory deposit 25 100,000,000 100,000,000
Other assets 3,036,627 1,757,379
TOTAL SHAREHOLDERS’ ASSETS 972,209,260 1,034,266,074
TOTAL ASSETS 1,255,641,000 1,196,125,440
REINSURANCE OPERATIONS’ LIABILITIES
Retrocession balances payable 24,722,282 15,362,298
Accrued retroceded premiums 14,196,773 16,024,650
Gross unearned premiums 8 81,351,095 54,120,481
Gross outstanding claims 9 146,505,565 57,170,229
Unearned commission income 16 6,926,491 10,409,218
Accrued expenses and other liabilities 17 8,790,916 7,825,791
Employees’ end of service benefits 938,618 946,699
TOTAL REINSURANCE OPERATIONS’ LIABILITIES 283,431,740 161,859,366
SHAREHOLDERS’ LIABILITIES AND EQUITY
SHAREHOLDERS’ LIABILITIES
Provision for zakat and income tax 18 25,163,344 21,359,836
Due to reinsurance operations 14,017,816 26,734,061
Other liabilities 3,036,627 1,757,379
TOTAL SHAREHOLDERS’ LIABILITIES 42,217,787 49,851,276
SHAREHOLDERS’ EQUITY
Share capital 19 1,000,000,000 1,000,000,000
Statutory reserve 20 6,070,924 6,070,924
Accumulated deficit (76,079,451) (21,656,126)
TOTAL SHAREHOLDERS’ EQUITY 929,991,473 984,414,798
TOTAL SHAREHOLDERS’ LIABILITIES AND EQUITY 972,209,260 1,034,266,074
TOTAL REINSURANCE OPERATIONS’ LIABILITIES AND 1,255,641,000 1,196,125,440

SHAREHOLDERS’ LIABILITIES AND EQUITY —eeeeeeeees

The accompanying notes 1 to 32 form an integral part of these financial statements.



Gross premiums written

Retroceded premiums

Excess of loss expenses

Net premiums written

Change in net unearned premiums

Net premiums earned

Net claims paid

Change in net outstanding claims
Gross acquisition costs

Commissions on retroceded business
Supervision and inspection fees

Net underwriting results

Unrealized gains on investments held at
fair value through income statement
General and administrative expenses
Board of directors’ remunerations and expenses

Net deficit from reinsurance operations

Net deficit transferred to the statement of
shareholders’ operations

Net result for the year
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10
16

14
21
22

26

2011
SR

159,609,384
(65,085,541)
(12,990,125)

91,533,718

(36,647,555)

54,886,163

(16,340,515)
(42,111,503)
(34,107,510)
19,590,997
(952,650)

(19,035,018)

303,091
(36,268,270)
(284,350)

(55,284,547)

55,284,547

2010
SR

107,475,185
(66,982,564)
(1,622,671)

38,869,950

(11,387,977)

27,481,973

(8,221,921)
(10,963,958)
(20,784,687)

15,822,756

(429,008)

2,905,157

(24,250,978)
(589,635)

(21,935,456)

21,935,456



Notes 2011 2010
SR SR
Special commission income from time deposits 8,625,201 12,165,258
Special commission income from bonds 9,245,476 8,190,186
Realized gains on investments held at fair
value through income statement 14 3,468,229 1,654,717
Unrealized gains on investments held at fair value
through income statement 14 552,211 2,915,876
Foreign exchange translation losses (614,010) (2,907,372)
Other expenses (298,439) (26,932)
Net deficit transferred from reinsurance operations (65,284,547) (21,985,456)
Net (loss) / income for the year (84,305,879) 56,277
Basic and diluted (loss) / earnings per share for the year 24 (0.343) 0.001
Weighted average number of issued shares
during the year 100,000,000 100,000,000
Notes 2011 2010
SR SR
Net (loss) / income for the year
Other comprehensive expenses: (34,305,879) 56,277
Zakat and income tax 18 (20,117,446) (21,274,079)
Total comprehensive loss for the year (54,423,325) (21,217,802)
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Notes 2011 2010
SR SR
OPERATING ACTIVITIES
Net result for the year 8 -
Adjustments for:
Employees’ end of service benefits 602,179 363,072
Depreciation 836,093 1,010,071
Unrealized gains on investments held at fair value through income statement (808,091) -
Gains from disposal of property and equipment (146,695) -
Net deficit transferred to the statement of shareholders’ operations (565,284,547) (21,935.456)
Operating deficit before changes in operating assets and liabilities (54,296,061) (20,562,313)
Changes in operating assets and liabilities:
Premiums receivable (8,485,089) 2,470,531
Accrued insurance premiums (24,397,369) (16,494,279)
Retroceded share of unearned premiums 9,416,941 (14,285,130)
Retroceded share of outstanding claims (47,223,833) (24,150,608)
Deferred acquisition costs (5,489,631) (6,865,661)
Deferred excess of loss premiums (9,211,259 (398,897)
Prepaid expenses and other assets 91,815 262,195
Due from shareholders’ operations 41,258,922 6,957,529
Retrocession balances payable 9,359,984 (1,881,107)
Accrued retroceded premiums (1,827,877) 7,983,006
Gross unearned premiums 27,230,614 25,673,107
Gross outstanding claims 89,335,336 35,114,566
Unearned commission income (8,482,727) 4,280,642
Accrued expenses and other liabilities 965,125 3,326,605
Employees’ end of service benefits paid (610,260) (26,322)
Net cash from operating activities 22,634,631 1,408,864
INVESTING ACTIVITIES
Purchase of property and equipment (826,487) (185,045)
Proceeds from disposal of property and equipment 150,000 -
Investments held at fair value through income statement (17,600,000) -
Net cash used in investing activities (18,276,487) (185,045)
NET CHANGE IN CASH AND CASH EQUIVALENTS 4,358,144 1,218,819
Cash and cash equivalents at the beginning of the year 3,935,529 2,716,710
CASH AND CASH EQUIVALENTS AT THE END OF THE YEAR 6 8,293,673 3,935,529
Non - cash transactions:
Transfer of investments held at fair value through income
statement from shareholders’ operations 26,741,870 -
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Notes 2011 2010
SR SR
OPERATING ACTIVITIES
Net (loss) / income for the year (34,305,879) 56,277
Adjustments for:
Realized gains on investments held at fair value through income statement (8,468,229) (1,654,717)
Unrealized gains on investments held at fair value through income statement (652,211) (2,915,876)
Net deficit transferred to the statement of shareholders’ operations 55,284,547 21,935,456
Operating deficit before changes in operating assets and liabilities 16,958,228 17,421,140
Changes in operating assets and liabilities:
Due to reinsurance operations (41,,258,922) (6,957,529)
Other assets (1,279,248) (1,076,545)
Other liabilities 1,279,248 1,076,545
Zakat and income tax paid (16,313,938) (24,116,243)
Net cash used in operating activities (40,614,632) (13,652,632)
INVESTING ACTIVITIES
Proceeds from investments held at fair value through income statement 470,851,315 794,003,090
Accrued special commission income from time deposits 3,796,938 160,339
Accrued special commission income from bonds 9,076 (1,810,870)
Investments held at fair value through income statement (442,173,227) (623,200,000)
Time deposits, net 145,486,215 (160,661,455)
Held to maturity investments 1,530,204 (95,615,725)
Net cash from investing activities 179,500,521 12,875,379
NET CHANGE IN CASH AND CASH EQUIVALENTS 138,885,889 (777,253)
Cash and cash equivalents at the beginning of the year 1,168,051 1,945,304
CASH AND CASH EQUIVALENTS AT THE END OF THE YEAR 6 140,053,940 1,168,051
Non - cash transactions:
Transfer of investments held at fair value through income
statement to reinsurance operations (26,741,870) -
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1. ORGANIZATION AND PRINCIPAL ACTIVITIES

Saudi Reinsurance Company (the “Company”) is a Saudi Joint Stock Company registered
in the Kingdom of Saudi Arabia under commercial registration number 1010250125 dated
12 Jumad Al-Awal 1429H (corresponding to 17 May 2008). The address of the Company’s
registered office is at P.O. Box 300259, Riyadh 11372, 6th Floor, Bahrain Towers, King
Fahd Road, Riyadh, Kingdom of Saudi Arabia.

The objective of the Company is to transact cooperative reinsurance and related activities
inside and outside the Kingdom of Saudi Arabia.

2. BASIS OF PREPARATION

The financial statements have been prepared in accordance with International Financial
Reporting Standards (IFRS) and not in accordance with the accounting standards gener-
ally accepted in the Kingdom of Saudi Arabia.

Basis of measurement

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

Functional and presentational currency
The financial statements are presented in Saudi Arabian Riyals being the functional cur-
rency of the Company.

3. NEW STANDARDS, AMENDMENTS TO STANDARDS AND INTERPRETATIONS
The accounting policies used in the preparation of these financial statements are consis-
tent with those used in the preparation of the annual financial statements as of and for the
year ended December 31, 2010, except for the adoption of amendments and revisions to
existing standards as mentioned below which had no significant financial impact on the
financial statements of the Company.

a) IAS 24 Related Party Disclosures:
The revised IAS 24 Related Party Disclosures amends the definition of a related party and
modifies certain related party disclosure requirements for government-related entities.

b) IFRS 7 Financial Instruments: Disclosures:

The amendments add an explicit statement that qualitative disclosure should be made
in the context of the quantitative disclosures to better enable users to evaluate an entity’s
exposure to risks arising from financial instruments. In addition, the IASB amended and
removed existing disclosure requirements.

c) IAS 1 Presentation of Financial Statements:

IAS 1 is amended to clarify that disaggregation of changes in each component of equity
arising from transactions recognized in other comprehensive income also is required to be
presented, but is permitted to be presented either in the statement of changes in share-
holders’ equity or in the notes.

Other amendments resulting in improvements to the following standards also did not have
any material impact on the accounting policies, financial position and performance of the
Company:

¢ |[FRS 7 — Financial Instruments, Disclosures;
¢ |AS 1 — Presentation of Financial Statements;
¢ |AS 32 - Financial Instruments: Presentation.

The Company has chosen not to early adopt the amendments and revisions to the Inter-

national Financial Reporting Standards which have been published and are mandatory for
compliance for the Company with effect from future dates.
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4. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The significant accounting policies adopted in the preparation of these financial statements
are set out below:

Basis of presentation

The Company maintains separate books of account for the reinsurance and shareholders’
operations. Income and expenses clearly attributable to either activity are recorded in the
respective accounts. The basis of allocation of expenses from joint operations is deter-
mined by Management and the Board of Directors.

Reinsurance

The Company uses retrocession agreements to increase its aggregate underwriting ca-
pacity, and to reduce its exposure to catastrophic losses on risks assumed. The ceding
of risk to retrocessionaires does not relieve the Company from its direct obligations to its
ceding companies.

An impairment review of amounts recoverable under retrocession agreements is performed
at each reporting date or more frequently when an indication of impairment arises during
the reporting year. Impairment occurs when objective evidence exists that the Company
may not recover outstanding amounts under the terms of the contract and when the
impact on the amounts that the Company will receive from the retrocessionaire can be
measured reliably. The impairment loss is recorded in the statement of reinsurance opera-
tions.

Premiums and claims are presented on a gross basis for both assumed reinsurance and
retroceded business.

Reinsurance assets and liabilities are derecognized when the contractual rights are extin-
guished or expire or when the contract is transferred to another party.

Cash and cash equivalents
Cash and cash equivalents comprise of cash on hand and at banks and time deposits with
a maturity of three months or less at the date of original acquisition.

Deferred acquisition costs (DAC)

Those direct and indirect costs incurred during the financial period arising from the writing
or renewing of reinsurance contracts are deferred to the extent that these costs are recov-
erable out of future premiums. All other acquisition costs are expensed when incurred.

Subsequent to initial recognition, deferred costs are amortized 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 pattern of consumption of future
economic benefits embodied in the asset are accounted for by changing the amortization
period and are treated as a change in accounting estimate.

An impairment review is performed at each reporting date or more frequently when an
indication of impairment arises. When the recoverable amounts are less than the carrying
value an impairment loss is recognized in the statement of reinsurance operations. DAC is
also considered in the liability adequacy test for each reporting period.
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Property and equipment
Property and equipment are stated at cost less accumulated depreciation less any impair-
ment in value.

Depreciation is charged to the statement of reinsurance operations on a straight line basis
over the estimated useful lives of the assets as follows:

Computers and equipment 3-5 Years
Furniture and fixtures 5 Years
Motor vehicles 4 Years
Leasehold improvements 10 Years

Impairment and uncollectibility of financial assets

An assessment is made at each statement of financial position date to determine whether
there is objective evidence that a specific financial asset or a group of financial assets may
be impaired. If 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:

e For assets carried at fair value, impairment is the difference between cost and fair value,
less any impairment loss previously recognized in the statement of reinsurance operations
or the statement of shareholders’ operations;

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

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

Written Premiums

Gross premiums written comprise of total premiums in relation to contracts incepting dur-
ing the financial year irrespective of whether they relate in whole or in part to a later ac-
counting period. It includes an estimate of pipeline premiums, being those premiums writ-
ten but not reported to the company at the statement of financial position date. Pipeline
premiums are reported as accrued insurance premiums.

Premiums earned and commission income

Premiums and commission income are taken into income over the periods to which they
relate to cover the reinsurance risk. Unearned premiums and commission income repre-
sent the portion of premiums written and commission income relating to the unexpired
period of coverage and is deferred based on the following methods:

e For proportional reinsurance treaties under consideration of the underlying exposure in
relation to the line of business as follows:

Line of business Years
Engineering 4
Marine 1.5
Others 2

e Actual number of days for facultative reinsurance and non proportional reinsurance trea-
ties and portfolio transferred from insurance companies.

The change in the provision for unearned premiums and commission income is taken to
the statement of reinsurance operations in order to recognize revenue over the period to
cover the reinsurance risks.
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Claims
Claims, comprising amounts payable to ceding companies under reinsurance contracts
and related loss adjustment expenses, net of recoveries and are charged to income as
incurred.

Gross outstanding claims comprise the gross estimated cost of claims incurred but not
settled at the balance sheet date whether reported or not. Provisions for reported claims
not paid as at the balance sheet date are made on the basis of individual case estimates.
In addition, a provision based on Management’s judgement and the Company’s prior ex-
perience is maintained for the cost of settling claims incurred but not reported at the state-
ment of financial position date.

Any difference between the provisions at the statement of financial position date and set-
tlements and provisions for the subsequent year is included in the underwriting account
for that year.

Liability adequacy test

At each statement of financial position date, a liability adequacy test is performed to en-
sure the adequacy of the reinsurance contracts liabilities net of related deferred acquisi-
tion costs. In performing these tests, Management uses current best estimates of future
contractual cash flows and claims handling and administration expenses. Any deficiency
in the carrying amounts is immediately charged to the statement of reinsurance operations
initially by writing off related deferred acquisition costs and by subsequently establishing a
provision for losses arising from liability adequacy tests.

Premiums receivable

Premiums receivable are recognized when due and measured 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 state-
ment of reinsurance operations. Premiums receivable are derecognized when the derec-
ognition criteria for financial assets have been met.

Accounts payable and accruals
Liabilities are recognized for amounts to be paid in the future for goods or services re-
ceived, whether billed by the supplier or not.

Special commission income from time deposits
Special commission income from time deposits is recognized on an effective yield basis
taking account of the principal outstanding and the applicable special commission rate.

Investments held at fair value through income statement

Investments held at fair value through income statement are investments designated at
fair value through income statement at inception. For investments designated as fair value
through income statement, the following criteria must be met:

¢ This designation eliminates or significantly reduces the inconsistent treatment that would
otherwise arise from measuring the assets and liabilities or recognising gains or losses on
a different basis, or

¢ The assets and liabilities are part of a group of financial assets, financial liabilities or both,
such assets and liabilities are managed and their performance is evaluated on a fair value
basis, in accordance with a documented risk management or investment strategy.

These investments are initially recorded at fair value. Subsequent to initial recognition,
these investments are measured at fair value.

Fair value adjustments and realised gains and losses are recognized in the statement of
reinsurance operations and the statement of shareholders’ operations.
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Held to maturity investments

Investments with fixed or determinable payments whereby the Company has the positive
intention and ability to hold till maturity are measured, after acquisition, at amortized cost
less impairment 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 in-
vestments is recognized in the statement of shareholders’ operations upon derecognizing
these investments or impairment in its value.

Employees’ end of service benefits

Employees’ end of service benefits are accrued currently and are payable as a lump sum
to all employees under the terms and conditions of Saudi Labour Regulations on termina-
tion / end of their employment contracts. The liability is calculated as the current value of
the vested benefits to which the employee is entitled, should the employee leave at the
statement of financial position date. End-of-service payments are based on employees’
final salaries and allowances and their cumulative years of service, as defined by the condi-
tions stated in the laws of the Kingdom of Saudi Arabia.

Leases
Operating lease payments are recognized as expenses in the statement of reinsurance
operations on a straight-line basis over the lease contract.

Foreign currencies

Transactions in foreign currencies are recorded in Saudi Riyals at the exchange rate in ef-
fect at the date of the transaction. Monetary assets and liabilities denominated in foreign
currencies are translated at the rate of exchange ruling at the statement of financial posi-
tion date. All differences are taken to the respective statements of reinsurance operations
or shareholders’ operations.

Zakat and income tax

Zakat and income tax are provided for in accordance with Saudi Arabian Zakat and Tax
Regulations. As per the Company’s by-laws, Zakat and income tax charge is distributed to
the shareholders. Accordingly income tax is charged to Non-GCC founding shareholders’
equity account while the Zakat is charged to the GCC founding shareholders and general
public equity account.

Provisions

Provisions are recognized when the Company has an obligation (legal or constructive) as
a result of past events, and it is more likely that an outflow of resources will be required to
settle the obligation and the amount has been reliably estimated.
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Offsetting financial assets and liabilities

Financial assets and liabilities are offset and the net amount reported in the statement of
financial position only when there is a legally enforceable right to offset the recognized
amounts and there is an intention to settle on a net basis, or to realise the assets and
settle the liability simultaneously. 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 a distinguishable component of the Company that is engaged either in pro-
viding services (a business segment) or in providing services within a particular economic
environment (a geographic segment), which is subject to its income and losses that are
different from those of other segments. For management purposes, the Company is orga-
nized into business units based on their products and services and has six main reportable
segments as follows:

* Engineering, provides coverage for builder’s risks, construction, electrical, electronic, and
machinery breakdown, and any other insurance included under 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 transportation on main
ways, and any other insurance included under this class of insurance.

® Motor, provides coverage against losses and liability related to motor vehicles, excluding
transport insurance.

e | ife, provides coverage for Individual or group of individuals against death, disability and
chronic diseases.

e Health, provides coverage medical costs, medicines, and all other medical services and
supplies.

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

No inter-segment transactions occurred during the year. If any transaction were to occur,
transfer prices between business segments are set on an arm’s length basis in a manner
similar to transactions with third parties. Segment income, expense and results will then
include those transfers between business segments which will then be eliminated at the
level of financial statements of the Company.

5. SIGNIFICANT ACCOUNTING ESTIMATES AND ASSUMPTIONS

The preparation of the Company’s financial statements requires Management to make es-
timates and assumptions that affect the reported amounts of revenues, expenses, assets
and liabilities and the disclosure of contingent liabilities, at the reporting date. However,
uncertainty about these estimates and assumptions could result in an outcome that could
require a material adjustment to the carrying amount of the asset or liability affected in the
future.

The key assumptions concerning the future and other key sources of estimation uncer-
tainty at the statement of financial position date, that have a significant risk of causing a
material adjustment to the carrying amounts of the assets and liabilities within the next
financial year are discussed below.

The ultimate liability arising from claims made under reinsurance contracts

The estimation of the ultimate liability arising from claims made under reinsurance con-
tracts is the Company’s most critical accounting estimate. There are several sources of
uncertainty that are needed to be considered in estimating the liability that the Company
will ultimately pay for such claims.
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The provision for claims incurred but not reported (IBNR) is an estimation of claims which
are expected to be reported subsequent to the statement of financial position date, for
which the insured event has occurred prior to the statement of financial position date. The
primary technique adopted by Management in estimating the cost of notified and IBNR
claims, is that of using the past claims settlement trends to predict future claims settlement
trends.

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

Impairment losses on receivables

The Company assesses receivables that are individually significant and receivables in-
cluded in a group of financial assets with similar credit risk characteristics for impairment.
Receivables that are individually assessed for impairment and for which an impairment loss
is or continues to be recognized are not included in a collective assessment of impairment.
This assessment of impairment requires judgment. In making this judgment, the Company
evaluates credit risk characteristics that consider past-due status being indicative of the
ability to pay all amounts due as per contractual terms.

Deferred acquisition costs

Certain acquisition costs related to the incoming reinsurance contracts are recorded as
deferred acquisition costs (DAC) and are amortized in the statement of reinsurance opera-
tions over the related period of the contracts.

Fair values of financial instruments

Fair value is the amount for which an asset could be exchanged, or a liability settled be-
tween knowledgeable willing parties in an arm’s length transaction. The Company’s finan-
cial assets consist of cash and cash equivalents, time deposits, statutory deposit, invest-
ments held at fair value through income statement, held to maturity investments, premiums
receivables, accrued insurance premiums, other assets and its financial liabilities consist of
retrocession balances payable, accrued retroceded premiums, and other liabilities.

The fair values of financial assets and liabilities are not materially different from their carrying
values at the statement of financial position date.

The Company uses the following hierarchy for determining and disclosing the fair value of
financial instruments:

Level 1: quoted prices in active markets for the same instrument (i.e., without modification
or repackaging);

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

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

As at 31 December 2011, all financial instruments which are fair valued are Level 1 instru-
ments.
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