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& ) Aldar Audit Bureau
pwc Abdullah Al Basri & Co.
Member Firm of Grant Thornton International

INDEPENDENT AUDITORS’ REPORT
TO THE SHAREHOLDERS OF SAUDI ARABIAN COOPERATIVE INSURANCE COMPANY
(A SAUDI JOINT STOCK COMPANY)

Scope of audit:

We have audited the accompanying statement of financial position of Saudi Arabian Cooperative Insurance Company - A
Saudi Joint Stock Company (the "Company") as at 31 December 2015 and the related statements of insurance operations’
surplus and comprehensive income, shareholders' comprehensive income, changes in sharcholders' equity, insurance
operations' cash flows 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 Company's management and have been
prepared by them in accordance with International Financial Reporting Standards and the pravisions of Article 123 of the
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 generally accepted in the Kingdom of Saudi Arabia. Those standards require that we
plan and petform the audit to obtain reasonable assvrance 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.

Ungualified opinion:

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

i) present fairly, in all material respects, the financial position of the Company as at 31 December 2015 and the results
of its operations and its cash flows for the year then ended in accordance with International Financial Reporting
Standards; and

iy  comply with the requirements of the Regulations for Companies and the Company’s By-laws in so far as they affect
the preparation and presentation of the financial statements.

Emphasis of matter:

We draw attention to the fact that these financial statements are prepared in accordance with International Financial
Reporting Standards and not in accordance with accounting standards generally accepted in the Kingdom of Saudi Arabia
as issued by the Saudi Qrganization for Certified Public Accountants.

PricewaterhouseCoopers Aldar Audit Burean
P. D, Box 8282 Abdullah Al Basri & Co
Riyadh 11482 P.O.Box 2195
Kingghm of Saudi Arabia Riyadh 11451

Kingdom of Saudi Arabia
Omar M. Al Sigga Abdullah M. Al Basri
Certified Public Accountant Certified Public Accountant

Registration No. 369 Registration No, 171

23 February 2016
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SAUDI ARABIAN COOPERATIVE INSURANCE COMPANY

(A Saudi Joint Stock Company)

STATEMENT OF FINANCIAL POSITION
AS AT 31 DECEMBER 2015
(Al amounts in Saudi Riyals unless otherwise stated)

Insurance operations’ assets

Property and equipment, net

Reinsurers’ share of outstanding claims and reserves
Reinsurers' share of unearned premiums
Deferred policy acquisition costs

Premiums and reinsurance balances receivable
Held-to-maturity investment

Available-for-sale investment

Prepayments and other assets

Due from related parties

Time deposits

Cash and cash equivalents

Total insurance operations’ assets

Shareholders’ assets
Statutory deposit

Due from insurance operations
Prepayments and other assets
Time deposits

Cash and cash equivalents
Total shareholders’ assets

Total insurance operations’ and shareholders’ assets

Notes

8(a)
8(b)
8(d)

10(a)
10(b)
11
12
13
14

15

11
13
14

31 December
2015 2014
7,046,323 6,748,156
418,265,008 366,209,950
48,845,626 65,573,143
22,247,019 23,820,183
132,175,780 169,662,464
10,000,000 -
14,162,233 1,823,080
16,596,270 10,317,183
71,302,320 47,986,002
165,000,000 180,160,386
76,151,599 . 69,352,387
979,792,178 941,752,934
25,000,000 10,000,000
10,383,676 4,077,814
1,431,993 2,382,190
215,800,000 19,550,000
359,687 37,692,870
252,975,356 73,702,874

1,232,767,534

1,015,455,808

Continued to p-3

The notes on pages 9 to 36 are an integral part of these financial statements.
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SAUDI ARABIAN COOPERATIVE INSURANCE COMPANY
(A Saudi Joint Stock Company)

STATEMENT OF FINANCIAL POSITION (continued)
AS AT 31 DECEMBER 2015
(All amounts in Saudi Riyals unless othenwise stated)

31 December
Notes 2015 2014

Insurance operations’ liabilities
Employees’ end-of-service benefits 9,533,899 7,308,406
Due to shareholders' operations 10,383,676 4,077,814
Gross outstanding claims and reserves 8(a) 600,678,115 529,108,978
Gross uneamed premiums : 8(b) 240,004,422 300,820,148
Uneamed commission income 8(c) 12,121,690 15,471,000
Reinsurance balances payabie 47,587,888 43,309,799
Accrued expenses and other liabilities 17 52,005,974 37,421,146
Total insurance operations’ liabilities 972,315,664 937,517,291
Insurance operations’ surplus
Insurance operations’ surplus distribution payable 3 8,319,389 4,235,643
Fair value reserve for available-for-sale investment 10(b) (842,875) -
Total insurance operations’ liabilities and surplus 979,792,178 941,752,934
Shareholders’ liabilities
Provision for zakat 18 3,258,956 2,058,158
Accounts payable 2,438,893 1,681,165
Total shareholders’ liabilities 5,697,849 3,740,323
Shareholders’ equity
Share capital 19 250,000,000 100,000,000
Accumulated losses {2,722,493) (30,037,449)
Total shareholders’ equity 247,277,507 69,962,551
Total shareholders’ liabilities and equity 252,975,356 73,702,874
Total insurance operafions’ liabilities and surplus and

shareholders’ liabilities and equity 1,232,767,534 1,015,455,808

The notes on pages @ to 36 are an integral part of these financial statements.
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SAUDI ARABIAN COOPERATIVE INSURANCE COMPANY

(A Saudi Joint Stock Company)

STATEMENT OF INSURANCE OPERATIONS’ SURPLUS AND COMPREHENSIVE INCOME

FOR THE YEAR ENDED 31 DECEMBER 2015
(All amounts in Saudi Riyals unless otherwise stated)

Notes

Revenues
Gross written premiums 8(b)
Reinsurance premiums ceded 8(b)
Excess of loss / stop loss premiums
Net written premiums
Movement in unearned premiums, net
Net earned premiums
Commission income 8(c)
Income from invesiments
Special commission income
Other income
Total insurance revenues
Costs and expenses
Gross claims paid 8(a)
Reinsurers' share of claims paid 8(a)
Net claims paid
Movement in outstanding claims and reserves, net
Net claims incurred 8(a)
Policy acquisition costs 8(d)
General and administration expenses 21
Provision for doubtful receivables 9
Inspection and supervision fees
Total costs and expenses
Net surplus for the year from insurance operations 3
Shareholders’ appropriation from surplus 3
Net surplus for the period from insurance operations after

shareholders’ appropriation 3
Other comprehensive income
Change in fair value of available-for-sale investment 10(b)

The notes on pages 9 to 36 are an integral part of these financial statements.

Year ended 31 December

2015 2014
888,220,440 803,729,395
(243,062,963) (230,422,930)

(84,796,467) (28,064,343)
560,361,010 545,242,122
42,088,209 (82,856,378)
602,449,219 462,385,744
44,594,545 44,314,019
3,110,827 160,386
1,313,085 1,108,180
10,488,512 4,450,739
661,956,188 512,419,068
482,346,739 428,861,492
(42,151,041) (99,543,476)
440,195,698 320,318,016
19,514,079 30,169,239
459,709,777 350,487,255
65,429,108 59,090,584
82,717,193 61,089,886
5,518,935 2,481,431
7,743,705 6,919,022
621,118,718 489,068,178
40,837,470 23,350,890
(36,753,724) (21,015,801)
4,083,746 2,335,089
(842,875) -
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SAUDI ARABIAN COOPERATIVE INSURANCE COMPANY
(A Saudi Joint Stock Company)

STATEMENT OF SHAREHOLDERS’ COMPREHENSIVE INCOME

FOR THE YEAR ENDED 31 DECEMBER 2015
(All amounts in Saudi Riyals unless otherwise stated)

Year ended 31 December

Notes 2015 2014

Appropriation of surplus from insurance operations 36,753,724 21,015,801
Special commission income 1,247,828 363,068
General and administration expenses 21 (1,197,272) (1,156,413)
Income before zakat 36,804,280 20,222,456
Zakat 18 (4,498,734) (1,998,041)
Net income for the year 32,305,546 18,224,415
Other comprehensive income
Change in fair value of available for sale investment - -
Total comprehensive income for the year 32,305,546 18,224 415
Earnings per share
Basic and diluted earnings per share (in Saudi Riyals}) 20 1,59 1.18
Weighted average number of shares in issue throughout the

year (in thousands) 20 20,324 15,465

The notes on pages 9 to 36 are an integral part of these financial statements.
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SAUDI ARABIAN COOPERATIVE INSURANCE COMPANY
(A Saudi Joint Stock Company)

STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY
FOR THE YEAR ENDED 31 DECEMBER 2015
(All amounts in Saudi Riyals unless otherwise stated)

Accumulated
Note Share capital losses Total

Balance as at 1 January 2014 100,000,000 (48,261,864) 51,738,136
Total comprehensive income for the year 18,224,415 18,224,415

Balance as at 31 December 2014 100,000,000 (30,037 449) 69,962,551
Balance as at 1 January 2015 100,000,000 {30,037.449) 69,962,551
Paid in capital from rights issue 19 150,000,000 - 150,000,000
Rights issue expenses 19 - (4,990,590) (4,990,590)

Total comprehensive income for the year 32,305,546 32,305,546

Balance as at 31 December 2015 250,000,000 (2,722,493) 247,277,507

The notes on pages 2 to 36 are an integral part of these financial statements.
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SAUDI ARABIAN COOPERATIVE INSURANCE COMPANY
{A Saudi Joint Stock Company)

STATEMENT OF INSURANCE OPERATIONS’ CASH FLOWS
FOR THE YEAR ENDED 31 DECEMBER 2015
(All amounts in Saudi Riyals unless otherwise stated)

Cash flows from operating activities
Net surplus from insurance operations after shareholders’ appropriation
Adjustments for:

Deprediation

Provision for doubtful receivables

Employees’ end-of-service benefits, net

Shareholders’ appropriation from surplus

Changes in operating assets and liabilities:
Reinsurers’ share of outstanding cdlaims and reserves
Reinsurers' share of uneamed premiums
Defemed policy acquisition costs
Premiums and reinsurance balances receivable
Prepayments and other assets
Due from related parties
Gross outstanding claims and reserves
Gross uneamed premiums
Uneamed commission income
Reinsurance balances payable
Accrued expenses and other liabilities

Net cash generated from operating activities

Cash flows from investing activities
Purchase of property and equipment
Purchase of available-for-sale investment
Acquisition of held4o-maturity investment
Decrease / {Increase) in time deposits
Net cash used in investing activities

Cash flows from a financing activity
Due to shareholders’ operations, net
Net cash used in a financing activity

Net increase / (decrease) in cash and cash equivalents
Cash and cash equivalents at the beginning of the year

Cash and cash equivalents at the end of the year

Supplemental non-cash information:
Change in fair value of available-for-sale investment

Notes

14

10(b)

Year ended 31 December

2015 2014
4,083,746 2,335,089
3,445,473 3,886,103
5,518,935 2,481,431
2,225,493 552,767

36,753,724 21,015,801
52,027,371 30,271,191
(52,055,058)  (71,834,076)
18,727,517 1,611,938

1,573,164 (2,330,832)
31,967,749  (64,661,849)
(6,279,087) (2,869,560)
(23,316,318) 3,817,210
71,568,134 101,803,312

(60,815,721) 81,344,440
(3,349,310) (2,690,317)
4,278,089 5,388,792

14,584,826 2,606,356
48,912,356 82,556,605
(3,743,640) (2,842,671)

(13,082,028) -

(10,000,000) -

15,160,386 (98,000,000)

(11,665,282)  (100,842,671)

(30,447,862) (8,106,017)

(30,447,862) (8,106,017)
6,799,212  (26,392,083)

69,352,387 95,744,470
76,151,599 69,352,387
(842,875) -

mk&m\f&, BOARD MEMBER

MOHAN VARGHERE
CHIEF FINANCIAL OFFICER

financial statements.

The notes on pages 9 to 36 are an integral part of thi:
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SAUDI ARABIAN COOPERATIVE INSURANCE COMPANY
{A Saudi Joint Stock Company)

STATEMENT OF SHAREHOLDERS’ CASH FLOWS
FOR THE YEAR ENDED 31 DECEMBER 2015
(All amounts in Saudi Riyals unless otherwise stated)

Notes

Cash flows from operating activities
income before zakat
Adjustment for: -

Appropriation of surplus from insurance operations income
Changes in operating assets and liabilities:

Prepayments and other assets

Accounts payable
Cash from / (used in) operations
Zakat paid 18
Net cash used in operating activities

Cash flows from investing activiies

Stafutory deposit

(Increase) / decrease in fime deposits

Net cash (used in) / from an investing activities

Cash flows from financing activities

Due from insurance operations, net

Net proceeds from share capital increase

Net cash generated from financing activities

Net (decrease) /increase in cash and cash equivalents

Cash and cash equivalents at beginning of the year

Cash and cash equivalent at the end of the year 14

Year ended 31 December

2015 2014
36,804,280 20,222,456
(36,753,724)  (21,015,801)
950,197 (1,139,0986)
757,728 821,780
1,758,481 (1.110,661)
(3,298,936) (1,365,834)
{1,540,455) (2,476,495)
(15,000,000) -
{196,250,000) 11,550,000
{211,250,000) 11,550,000
30,447,862 8,106,017
145,009,410 -
175,457,272 8,106,017
(37,333,183) 17,179,522
37,692,870 20,513,348
350,687 37,692,870

The notes on pages 9 to 36 are an integral part of these financial statements.
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SAUDI ARABIAN COOPERATIVE INSURANCE COMPANY
(A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2015
(All amounts in Saudi Riyals unless otherwise stated)

ORGANIZATION AND PRINCIPAL ACTIVITIES

Saudi Arabian Cooperative [nsurance Company (the “Company”) is a Saudi Joint Stock Gompany registered in the
Kingdom of Saudi Arabia under commercial registration No. 1010237214 dated 20 August 2007 (corresponding
to 7 Shaban 1428H). The registered office address of the Company is P.O. Box 58073, Riyadh 11584,
Kingdom of Saudi Arabia. The cbjective of the Company is to transact cooperative insurance operations and
related activities in the Kingdom of Saudi Arabia. Is principal lines of business include all classes of general
insurance. The Company was listed on the Saudi Stock Exchange (*Tadawul”) on 3 September 2007.

The Company has been licensed to conduct insurance business in Saudi Arabia under co-operative principles in
accordance with Royal Decree numbered 60/M dated 11 October 2006 {corresponding to 18 Ramadan 1427H),
pursuant to the Council of Ministers resolution number 233 dated & October 2006 (corresponding to 16 Ramadan
1427H).

Following the completion of the public offering on 28 May 2007, the Ministry of Commerce and Industry
{("MCI") issued a resolution declaring the incorporation of the Company on 5 August 2007 {corresponding to 21
Rajab 1428H).

On 11 September 2007 (corresponding to 29 Shaban 1428H), the Saudi Arabian Monetary Agency ("SAMA")
issued a formal approval to fransact insurance business, thus authorizing the Company to commence operations
as soon as product approval and related formalities are completed.

BASIS OF PREPARATION

Basis of measurement

The financial statements have been prepared on the historical cost basis except for measurement at fair value of
avaifable-for-sale investments.

Statement of compliance

The financiat staterments of the Company for the year ended 31 December 2015 have been prepared hy the
management in accordance with Interational Financlal Reporting Standards ("IFRS"). Accordingly these financial
statements are not intended to be a presentation in conformity with the accounting standards generally accepted in
the Kingdom of Saudi Arabia, as issued by the Saudi Organization for Certified Public Accountants ("SOCPA”").

As required by Saudi Arabian insurance regulations, the Company maintains separate accounts for Insurance Operations
and Shareholders’ Operations and presents the financial statements accordingly. The physical custody of ail assets
related to the Insurance Operations and Shareholders’ Operations are held by the Company. Revenues and
expenses clearly atiributable to either activity are recarded in the respective accounts. The basis of allocation of
other revenue and expenses from joint operations is determined by the management and Board of Directors.

Functional and presentational currency

The functional and presentational currency of the Company is Saudi Riyal.
SURPLUS DISTRIBUTION

The Company is required to distribute 10 % of the net surplus from insurance operations to policyholders and
the remaining 90 % to be allocated to the shareholders of the Company in accordance with the Insurance Law
and Implementing Regulations issued by SAMA. Accordingly, any deficit arising from insurance cperations is
transferred in full to the shareholders operations.

The insurance operations' surplus of the Company for the year ended 31 December 2015 amounted to Saudi
Riyals 41 million (Year ended 31 December 2014: Saudi Riyals 23 million). Of the total amount of the insurance
operations’ surplus for the year ended 31 December 2015, 90% amounting to Saudi Riyals 37 million (2014:
Saudi Riyals 2t milllon) has been fransferred to the shareholders' operations for the year, leaving a surplus
payable to policyholders of Saudi Riyals 4 million as at 31 December 2015 (2014: Saudi Riyals 2 million).

As at 31 December 2015, insurance operations' surplus distribution payable amounted to Saudi Riyals 8 million
(2014: Saudi Riyals 4 million).



SAUDI ARABIAN COOPERATIVE INSURANCE COMPANY
(A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2015
(All amounts in Saudi Riyals unless otherwise stated)

NEW STANDARDS, AMENDMENTS AND INTERPRETATIONS

The accounting policies used in the preparation of these financial statements are consistent with those used in
the preparation of the Company’s annual financial statements for the year ended 31 December 2014, except for
the adoption of new standards, amendments to existing standards and interpretations effective for the annual
period beginning 1 January 2015.

The nature and the impact of each new standard / amendment are summarized as follows:

a. Amendments to IAS 19 applicable for annual periods beginning on or after 1 July 2014 are applicable to
defined benefit plans involving contribution fram employees and /or third parties. This provides relief, based
on meeting certain criteria's, from the requirements proposed in the amendments of 2011 for atiributing
employee / third party contributions to periods of service under the plan benefit fermuia or on a straight line
basis. The current amendment gives an option, if conditions satisfy, to reduce service cost in the period in
which the related service is rendered.

b. Annual improvements to IFRS 2010-2012 and 2011-2013 cycle applicable for annual periods beginning on
or after 1 July 2014. A summary of the amendments is contained as under:

s |FRS 3 - “business combinations” amended to clarify the classification and measurement of contingent
consideration in a business combination. 1t has been further amended te clarify that the standard does
not apply to the accounting for the formation of all types of jeint arrangements in IFRS 11.

+ IFRS 8 - “operating segments" has been amended to explicilly require disclosure of judgments made
by management in applying aggregation criteria.

¢ IFRS 13 has been amended to clarify measurement of interest free short term receivables and
payables at their invoiced amount without discounting, if the effect of discounting is immaterial. It has
been further amended to clarify that the portfolio exception potentially applies to contracts in the scope
of IAS 39 and IFRS 9 regardiess of whether they meet the definition of a financial asset or financial
liability under [AS 32.

« |AS 16 — “Property plant and equipment” and IAS 38 - “intangible assets™ — the amendments clarify
the requirements of revaluation model recognizing that the restatement of accumulated depreciation
(amortization) is not always proportionate to the change in the gross carrying amount of the asset.

» IAS 24 - “related party disclosures’™— the definition of a related party is extended to include a
management entity that provides key management personnel services to the reporting entity, either
directly or indirectly.

In addition to the above, the Company has chosen not to early adopt IFRS 9 (2010) — Financial instruments
which will not be effective until January 1, 2018.

SIGNIFICANT ACCOUNTING POLICIES
The significant accounting policies adopted in the preparation of these financial statements are set out below:

Cash and cash equivalents

Cash and cash equivalents comprise of cash in hand, cash at banks and time deposits with an original maturity
of less than three months at the date of acquisition.

Time deposits

Time deposits comprise of time deposits at banks with original maturity of more than three months and less
than one year at the date of acquisition.

Statutory deposit

The statutory deposit, which is equal to 10% of the Company’s paid up capital, consisted mainly of time
deposit maintained at a local bank in compliance with SAMA requirement.

10



SAUDI ARABIAN COOPERATIVE INSURANCE COMPANY
(A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2015
(All amounts in Saudi Riyals unless otherwise stated)

SIGNIFICANT ACCOUNTING POLICIES (continued)

Premiums receivable

Premiums receivable are recognised 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. Any impairment loss is
recorded in the statement of insurance operations’ surplus and comprehensive income. Premiums receivable
are derecognized when derecognition criteria for financial assets have been met.

Any difference between the provisions at the end of the financial reporting period and settlements and
provisions in the following period is included in the general and administrative expenses for that period.

Prepayments

Prepayments represent expenses not yet incurred but already paid in cash. Prepayments are initially recorded
as assets and measured at the amount of cash paid. Subsequently, these are charged to statements of insurance
operations’ surplus and shareholders’ comprehensive income as they are consumed or expire with the passage
of ime.

Property and equipment

Property and equipment are measured at cost less accumulated depreciation and impairment, if any. Cost
includes expenditure that is directly attributable to the acquisition of the asset. Depreciation is charged to the
statement of insurance operations’ surplus and comprehensive income on a straight fine basis over the estimated
useful lives of the assets. The estimated useful lives of the assets for the calculation of depreciation are as
follows:

In Years
Leasehold improvements 3
Fumiture and fittings 10
Computer and office equipment 3to5
Vehicles 3

Deferred policy acquisition costs

Commissions and other costs directly and indirectly related to the acquisition and renewal of insurance contracts are
deferred and amortized over the terms of the insurance contracts to which they relate as premiums are earned.
Amortization is recorded in the statement of insurance operations' surplus and comprehensive income.

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 peried and are treated as a change in accounting
estimate.

An impairment review is performed at each financial 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
recognised in the statement of insurance operations’ surplus and comprehensive income. Deferred policy
acquisition cost Is also considered in the liability adequacy test for each financial reporting period.

Accrued expenses and other liabilities

Accrued expenses and other liabilities are recognised for amounts to be paid in the future for goods and services,
whether billed by the supplier or not.

Provislons

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

Zakat

In accordance with the regulations of the Department of Zakat and Income Tax (“DZIT"), the Company is subject
to zakat aftributable to the Saudi shareholder. Provisions for zakat charged to shareholders’ accounts of the Saudi
shareholders. Additional amounts payable, if any, at the finalization offinal assessments are accounted for when
such amounts are determined.

The Company withholds taxes on certain transactions with non-resident parties in the Kingdom of Saudi Arabia as
required under Saudi Arabian Income Tax Law.

11



SAUDI ARABIAN COCPERATIVE INSURANCE COMPANY
{A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2015
{All amounts in Saudi Riyals unless otherwise stated)

SIGNIFICANT ACCOUNTING POLICIES (continued)

Employees' end-of-service benefits

The Company provides end-of-service benefits to its employess. The entitikment to these benefits is based upon
the employees’ final salary and length of service, subject to the completion of a minimum service pericd. The
expected costs of these benefits are accrued over the period of employment.

Statutory reserve

In accordance with its by-laws, the Company shall allocate 20% of its net income each year to a statutory reserve
until it has built up a reserve equal to the share capital. Due to accumulated losses as at 31 December 2015, no
such transfer has been made for the year ended 31 December 2015.

Investments and other financial asssts

fnitial recognition

Financial assets are recognized in the Company's financial statements when the Company becomes a party to the
contractual provisions of the instrument. Financial assets are recognized initially at fair value. Transaction costs
are inciuded in the initial measurement of the Company's financial assets.

Classification and subsequent measurement
Financial assets are classified into the following specified categories: Investment at fair value through profit or loss,
available-for-sale financial assets and loans and receivables. The classification depends on the nature and
purpose of the financial assets and is determined at the time of initial recognition. Regular way purchases or
sales are purchases or sales of financial assets that require delivery of assets within the time frame established
by regulation or convention in the marketplace.

a. Loans and receivables are non-derivative financlal assets with fixed or determinable payments that are not
quoted in an active market are classified as loans and receivables market. After initial recognition, loans and
recelvables are subsequently measured at amortized cost using the effective interest method, less
any impaiment and are included In current assets, except for maturities greater than 12 months after the end
of the reporting period.

b. Available-for-sale investments ("AFS") are non-dersivative financial assets that are not classified as loans
and receivables, held to maturity investments or financial assets at fair value through profit or loss.
Changes in the carrying amount of the AFS financial asset are recognized in other comprehensive
inceme in the shareholders’ comprehensive income. AFS equity investments that do not have a quoted
market price in an active market and whose fair value cannot be reliably measured are measured at cost
less any identified impairment losses at the end of each reporting period.

c.  Held-to-maturity investments are investments which have fixed or determinable payments that the Company
has the positive intention and ahility to hold to maturity are subsequently measured at amortized cost, less
provision for impairment in value. Amortized cost is calculated by taking into account any discount or prerium
on acquisition. Any gain or loss on such investments is recognized in the statements of insurance operations'
surplus and comprehensive income when the investment is derecognized or impaired.

d. Investments at fair value through profit or loss are acquired principally for the purpose of selling in short
term. These invesiments comprise of mutual funds, and other investments. Such investments are
measured at fair value and any change in the fair value is charged to the staternent of insurance operations’
surplus and comprehensive income. Transaction costs, if any, are not added to the fair value measurement
at initial recognition of investments and expensed out when incurred.

Impairment and un-collectibility of financial assets

An assessment is made at each financial reporting date to determine whether there is objective evidence that
a specific financia! asset or group of financial assets may be impaired. If such evidence exists, the estimated
recoverable amount of that asset is determined and any impairment loss, based on the net present value of future
anticipated cash flows, is recognised in the statements of insurance operations’ surplus and comprehensive
income and shareholders’ comprehensive income.

When a financlal asset is uncollectible, it is written off against the related provision for impairment. Financial
assets are written off only in circumstances where effectively all possible means of recovery have been exhausted,
and the amount of the loss has been determined.

Impairment is determined as follows:

a. For assets carried at fair value, impairment is the difference between cost and fair value, less any
impalrment loss previously recognised in the statements of insurance operations’ surplus and
comprehensive income and shareholders’ comprehensive income;
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SIGNIFICANT ACCOUNTING POLICIES (continued)

b. Forassets 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, and

¢. Forassets caried at amortized cost, impairment is the difference between carrying amount and the present
value of future cash flows discounted at the original effective interest rate.

Financial Liabilifies

Initial recognition

Financial liabilities are recognized in the Company’s financial statemenits when the Company becomes a party
to the contractual provisions of the instrument. Financial liabilities are initially recognized at fair value. Transaction
costs are included in the initial measurement of the Company's financial liabilities.

Classification and subsequent measurement .

Since the Company does not have financial liabilities classified at Fair value through Profit or loss, all financial
liabilities are subsequently measured at amortized cost using the effective interest method, with interest expense
recognized on an effective yield basis.

Derecognition of financial instruments

The derecognition of a financial instrument takes place when the Company ne longer controls the contractual
rights that comprise the financial instrument, which is nomally the case when the instrument is sold, or all the cash
flows attributable to the instrument are passed through to an independent third party.

Offsetting

Financial assets and financial liabifities are offset and the net amount reported in the staterent of financial position
only when there is a legally enforceable right to offset the recognised amounts and there is an intention to settle
on a net basis, or to realize the assets and settle the liabilities simultaneously. Income and expense will not be
offset in the statement of insurance operaiions’ surplus and comprehensive income or statement of shareholders’
comprehensive income unless required or permitted by an accounting standard or interpretation, as specifically
disclesed in the accounting policies of the Company.

Fair values
The fair value of financial assets that are actively traded in organized financial markets is determined by
refersnce to quoted market bid prices for assets and offer prices for liabilities, at the close of business on the
financial reporting date. if quoted market prices are not available, reference is made to broker or dealer price
quotations,

For financial assets where there is no active market, fair value is determined using valuation techniques. Such
technigues include using recent arm's-length transactions, reference to the current market value of another
instrument which is substantially the same and/or discounted cash flow analysis. For discounted cash flow
techniques, estimated future cash flows are based on management's best estimates and the discount rate used
is a market related rate for similar assets.

Liability adequacy test

At the end of each financial raporting period, a liability adequacy test is performed to ensure the adequacy of the
insurance contracts liabilities net of related deferred policy acquisition cost using current estimates of future cash
flows under insurance contracts. In performing these tests, current best estimates of future contractual cash flows
and claims handling and administration expenses are used. Any deficiency is immediately charged to the
statement of insurance operations’ surplus and comprehensive income initially by writing off related deferred policy
acquisition costs and subsequently by establishing a provision for losses arising from liability adeguacy tests.

Where the liability adequacy test requires the adoption of new best estimate’s assumptions, such assumptions
(without margins for adverse deviation) are used for the subsequent measurement of these liabilities.

Basic and diluted earnings per share and weighted average number of shares

Basic and diluted earnings per share is calculated by dividing the shareholder’s total comprehensive income
during the year attributable to ordinary equity holders (the numerator) by the weighted average number of ordinary
shares outstanding (the denoeminator) during the year. The weighted average number of ordinary shares for the
year ended 31 December 2014 has been adjusted retrospectively due to rights issue of 15 million shares during
the year ended 31 December 2015 (Note 20).
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SIGNIFICANT ACCOUNTING POLICIES (continued)

Accordingly, the weighted average number of ordinary shares, used in calculating basic and diluted earnings per
share for the years ended 31 December 2015 and 2014, have been adjusted using an "Adjustment Factor’
determined as the ratio between the following:

a. Theoretical ex-rights value which is equivalent to the total fair value of all outstanding shares before the
exercise rights plus the total amount received from exercise of rights divided by the sum total of the number
of shares outstanding before exercise and number of shares issued in the exercise; and,

b. Closing price per share at the last trading day before the rights issue.

Revenue recognition

Insurance contracts are those contracts when the Company (the “insurer”) has accepted significant insurance risk
from another party (the “policyholders”) by agreeing to compensate the policyholders if a specified uncertain future
event {the “insured event’) adversely affects the policyholders. As a general guideline, the Company determines
whether it has significant insurance risk, by comparing benefits paid with benefits payable if the insured event did
not occur. Insurance contracts can also transfer financial risk.

Premiums
Gross written premiums comprise the total premiums receivable for the whole period of cover provided by contracts
entered into during the accounting period. They are recognised on the date on which the policy commences.

Premiums include any adjustments arising in the accounting period for premiums receivable in respect of business
written in prior accounting periods. Rebates that form part of the premium rate, such as no-claim rebates, are
deducted from the gross premium; others are recognised as an expense. Premiums collected by intermediaries,
but not yet recelved, are assessed based on estimates from underwriting or past experience and are
included in premiums written.

Unearned premiums are those proporilons of premiums written in a year that relate fo periods of risk after the
reporting date. Unearned premiums are calculated on a daily pro rata basis. The proportion attributable to
subsequent periods is deferred as & provision for uneamed premiums.

Premiums eamed and commission income
Premiums are taken into income over the terms of the policies o which they relate on a pro-rata basis. Unearned
premiums represent the portion of premiums written relating to the unexpired period of coverage.

Retained premiums and commission income, which relate to unexpired risks beyond the end of the financial
period, are reported as unearned and deferred based on the following methods:

a. As per the guidelines provided by SAMA for Engineering policies, and
b. Last three months premium for marine cargo business, and
c. 365 days pro-rata basis for all other lines of business.

Unearned commission income

Commission receivable on outwards reinsurance contracts are deferred and amortized over the terms of the
insurance contracts to which they relate. Amortization is recorded in the statement of insurance operations'
surplus and comprehensive income.

Claims

Claims consist of amounts payable to contract holders and third parties and related loss adjustment expenses, net
of salvage and other recoveries and are charged to statement of insurance operations’ surplus and
comprehensive income as incurred changes in the valuation of liabilities arising on policyholders' contracts
and internal and external claims handling expenses.

Gross outstanding claims comprise gross estimated cost of claims incurred but not seltled at the reporting date,
whether reported or not. Provisions for reported claims not paid as of the financial reporting date are made on the
basis of individual case estimates.

In addition, a provision based on management's judgment and the Company’s prior experience is maintained
for the cost of settling claims incurred but not reported {"IBNR"} as of financial reporting date. The ultimate
liability may be in excess of or less than the amount provided. Any difference between the provisions at the
reporting date and settlements and provisions in the following year is included in the statement of insurance
operations’ surplus and comprehensive income for that year.

The outstanding claims are shown on a gross basis and the related share of the reinsurers is shown separately.
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SIGNIFICANT ACCOUNTING POLICIES (continued)

Further, the Company does not discount its liabilities for unpaid claims as substantially all claims are expected to
be paid within one year of the financial reporting date.

Reinsurance

Reinsurance contracts are contracts entered into by the Company with reinsurers during the normal course of
business under which the Company is compensated for losses on insurance contracts issued. Such reinsurance
arrangements provide for greater diversification of business, allows management to control exposure to potential
losses arising from large risks, and provide additional capacity for growth. Reinsurance is distributed between
treaty, facultative, stop loss and excess of loss reinsurance confract,

The benefits to which the Company is entitled under its reinsurance contracts held are recognised as
reinsurance assets in the insurance operations' assets. These assets consist of balances due from reinsurers
on settlement of claims and other receivables such as profit commissions and reinsurers' share of outstanding
claims that are dependent on the expected claims and benefits arising under the related reinsured insurance
contract. Amounts recoverable from or due to reinsurers are recognised consistently with the amounts associated
with the underlying insurance contracts and in accordance with the terms of each reinsurance contract,
Reinsurance assets or liabilities are derecognized when the contractual rights are extinguished or expire or when
the contract is transferred to ancther party.

At each financial reporting date, the Company assesses whether there is any indication that a reinsurance asset
may be impaired. Where an indicator of impairment exists, the Company makes a formal estimate of
recoverable amount. Where the carrying amount of a reinsurance asset exceeds its recoverable amount, the
asset is considered impaired and is written down to ifs recoverable amount. Impairment is recognised in the
statement of insurance operations’ surplus and comprehensive income.

Ceded reinsurance arrangements do not relieve the Company from its obligations to policyholders. Premiums
and claims on assumed reinsurance are recognized as income and expenses in the same manner as they would
be if the reinsurance were considered direct business, taking into account the product classification of the
reinsured business.

Expense Recognition

Expenses are recognized in statements of insurance operations’ surplus and comprehensive income and
shareholders' comprehensive income when decrease in future economic benefit related to a decrease in an
asset or an increase in a liability has arisen that can be measured reliably. Expenses are recognized in statements
of insurance operations’ surplus and comprehensive income and shareholders’ comprehensive income on the
basis of a direct association between the costs incurred and the earning of specific items of income; on the
basis of systematic and rational allocation procedures when economic henefits are expected to arise over the
accounting period. Expenses in the statements of insurance operations' surplus and comprehensive income and
sharesholders’ comprehensive income are presented using the nature of expense method.

Leases

Operating lease payments are recognised as an expense in the statements of insurance operations’ surplus and
comprehensive income and sharehelders’ comprehensive income on a straight-line basis over the lease term
except when another systematic basis is more representative of the time pattern in which economic benefits from
the leased asset are consumed.

Special commission income on time deposits

Special commission Income on time deposits is accrued on an effective yield basis.
Dividend income

Dividend income is recognized when the right fo receive dividend is established.

Foreign currencies

Transactions in foreign currencies are recorded at the exchange rate prevailing at the date of transaction. Monetary
assels and liabilities denominated in foreign currencies at the financial reporting date are retranslated at the rates of
exchange prevailing at that date. All differences are taken to the statement of insurance operations’ surplus and
comprehensive income.

15



SAUDI ARABIAN COOPERATIVE INSURANCE COMPANY
(A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDEP 31 DECEMBER 2015
(All amounts in Saudi Riyals unless otherwise stated)

SIGNIFICANT ACCOUNTING POLICIES (continued)

Segment reporting

An operating segment is a component of the Company that is engaged in business activities frem which it earns
revenues and incur expenses and about which discrete financial information is available that is evaluated
regularly by the chief operating decision maker in deciding how fo allocate resources and in assessing
performance. For management purposes, the Company is organized into business units based on products and
services and has seven reportable operating segments and one non-operating reportable segment as follows:

Medical insurance provides health care cover to policyholders.
Motor Insurance provides coverage against losses and liability related to motor vehicles, excluding
transport insurance.

e Fire and burglary insurance provides coverage against fire, and any other insurance included under this class
of insurance.
Marine Insurance provides cover for Marine Cargo in transit and ships against marine perils.
Engineering Insurance provides coverage for loss or damage to construction works or erection and
installation of ptant & machinery.

»  Public liability insurance provides cover for legal liability of the insured against third parties arising out of
premises, business operaticns or projects handled.

» General accident insurance provides coverage against accidental death to individual and group of parties
under Personal Accident Insurance.

s Others provide coverage for workmen compensation.

¢  Shareholders’ Funds is a non-operating segment. Income earned from time deposits is its only revenue
generating activity. Certain direct operating expenses and other overhead expenses are allocated to this
segment on an appropriate basis. The deficit or surplus from the insurance income' is allocated to this
segment on an appropriate basis.

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

No inter-segment transactions occurred during the year. If any transaction were to oceur, transfer prices between
operating segments are seton an arm's length basis in a manner similar to ransactions with third parties. Segment
income, expense and results wil then include those transfers between operating segments which will then be
eliminated at the level of financial statements of the Company. As the Company carries out its activities entirely
in the Kingdom of Saudi Arabia, reporting is provided by operating segments only.

Reclassifications

Certain accounts in the comesponding 2014 balances have been reclassified to conform to current year presentation.
See Note 28.

SIGNIFICANT ACCOUNTING JUDGEMENTS, ESTIMATES AND ASSUMPTIONS

The preparation of the financial statements requires the use of estimates and judgements that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Although these
estimates and judgements are based on management's best knowledge of current events and actions, actual
results ultimately may differ from those estimates.

The Company makes estimates, assumptions and judgements that affect the reported amounts of assets and
liabilities within the next financial year. Estimates and assumptions are centinually evaluated based on historical
experience and other factors, including expectations of future events that are believed to be reasonable under
the circumstances.

Following are the accounting judgements and estimates that are criticalin preparation of these financial statements:

6.1 impairment losses on receivables

The Company assesses receivables that are individually significant and receivables included 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 recognised are not included in
a collective assessment of impairment. This assessment of impairment requires judgment. In making this
judgment, the Company evaiuates credit risk characteristics that consider past-due status being indicative of the
ability to pay all amounts due as per coniractual terms.
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SIGNIFICANT ACCOUNTING JUDGEMENTS, ESTIMATES AND ASSUMPTIONS (continued)
6.2 Deferred policy acquisition costs

Certain acquisition costs related fo sale of policies are recorded as deferred acquisition costs and are amortised
over the related period of policy coverage. If the assumptions relating to future profitability of these policies are
not realized, the amortization of these costs could be accelerated and this may also require additional impairment.

6.3 Impairment of available-for-sale investments

The Company determines that available-for-sale investments are impaired when there has been a significant or
prolonged decline in the fair value below its cost. This determination of what is significant or prolonged requires
judgement. In making this judgement, the Company evaluates among other factors, the normal volatility in share price,
the financial health of the investee, industry and sector performance, changes in technology and operational and
financing cash flow, Impaiment may be appropriate when there is evidence of deterioration in the financial health of
the investee, industry and sector performance, changes in technology and financing and operational cash flows.

6.4 Insurance risk

The Company issues insurance contracts that transfer insurance risk. Insurance contracts are those contracts
where the insurer accepts significant insurance risk from the policyholder by agreeing to compensate the
policyholder if a specified uncertain future event adversely affects the policyholder. As a general guideling, the
Company defines significant insurance risk as the possibility of having to pay benefits on the occurrence of an
insured event.

6.5 Ultimate liability arising from claims made under insurance contracts

The estimation of the ultimate liability arising from claims made under insurance contracts is the Company's most
critical accounting estimate. There are several sources of uncertainty that need to be considered in estimating
the liability that the Cempany will ultimately pay for such claims. The provision for claims incurred but not reported
is an estimation of claims which are expected to be reported subsequent to the end of the financial reporting
period, for which the insured event has occurred prior to the end of financial reporting period.

Claims requiring court 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
quarterly basis.

The Company is exposed to disputes with, and possibility of defaults by, its reinsurers. The Company monitors
on a quarterly basis the evolution of disputes with and the strength of its reinsurers.

The Company considers the services of an independent actuary to determine the following reserves:

Incurred but not reported claims (“IBNR")

As a first step towards setting appropriate IBNR reserves, a runoff analysis is prepared to assess how the claims
reserves determined at the previous valuation dates compare with actual developments. Results from runoff
analysis are taken into consideration while setting reserves for IBNR claims. An analysis is carried out by using
the following methods:

e Chain Ladder {CL) method - this builds up, using histarical claims payment patterns, ratios of eventual
cumulative claims have been incurred in a particular period to those which have been paid as at the end
of a reporting period.

* Bornheutter-Ferguson (BF) method — this is a technigue that combines actual past claims experience
and any prior informafion or expectations that might be available conceming claims, for example, expected
ultimate loss ratios.

*  Hybrid method — this uses a combination of the CL and BF methods.

Premium deficiency reserve

Estimation of the premium deficiency reserve is highly sensitive to a number of assumptions as to the future events
and conditions, It is based on an expected loss ratio for the unexpired portion of the risks for written policies. To
arrive at the estimate of the expected loss ratio, the actuary looks at the claims and premiums relationship which is
expected to be realized in the future.
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PROPERTY AND EQUIPMENT, NET

Computer
Leasehold Fumiture and office Capital work
improvements  and fitings ~_ equipment _ Vehicles in progress Total
Cost
1 January 2014 6,750,427 1975477 13,210,756 543,219 543,516 23,023,385
Additions 357,203 14,488 2,045,980 - 425000 2,842,671
31 December 2014 7107630 1,988,965 15,256,736 543,219 968,516 25,866,066
Additions 117,906 74,360 2,044,573 - 1,506,801 3,743,640
31 December 2015 7,225,536 2,064,325 17,301,309 543,219 2,475,317 29,609,708
Accumulated depreciation
1 January 2014 5,144,223 1043205 6,864,491 179,888 - 15,231,807
Charge for the year 955,020 198,763 2,555,838 176,492 - 3,886,103
31 December 2014 6,099,243 1,241,958 11,420,329 356,380 - 19,117,910
Charge for the year 700,190 205,195 2,383,671 156,417 - 3,445,473
31 December 2015 6,799,433 1,447,153 13,804,000 512,797 - 22,563,383
Net book value
31 December 2015 426,103 617,172 3,497,309 30,422 2,475,317 7,046,323
31 December 2014 1,008,387 748,007 3,836,407 186,830 968,516 6,748,156

The depreciation charge for the year is included in general and administrative expenses in the statement of
insurance operations’ surplus and comprehensive income (Note 21).

MOVEMENT IN QUTSTANDING CLAIMS, UNEARNED PREMIUMS, UNEARNED COMMISSION INCOME
AND DEFERRED POLICY ACQUISITION COSTS

a) OQutstanding claims

2015 2014
Reinsurers' Reinsurers'
Gross share Net Gross share Net
Outstanding claims
and other reserves at
end of the year 464,735,864 (377,196,332) 87,539,832 423,575,974 (329,899,847) 93,676,027
IBNR and other
reserves 135,942,251 (41,068,676) 94,873,575 105,533,004  (36,310,003) 69,223,001
600,678,115 (418,265,008) 182,413,107 529,108,978 (366,208,950) 162,809,028

Insurance claims paid
during the year 482,346,739  (42,151,041) 440,195,698 428,861,492 (09.543.476) 329,318,016
Quistanding claims at
beginning of the year (428,640,978} 329,899,947  (98,741,031) (355,933,017) 265,096,871 {90,836,146)
IBNR and other
reserves {100,468,000) 36,310,003 (64,158,000) (41,893,643) - (41,893,643)

(529,108,978) 366,209,950 (162,899,028} (397,826,660) 265,096,871 (132,728,789)
Claims incurred 553,915,876 (94,206,099} 459,709,777 550,143,807 (200,656,555) 359,487,252
See Note 26 for reclassification.
b) Unearned premiums

2015 2014
. Reinsurers’ Reinsurers'
Gross share Net Gross share Net

Uneamed premiums at
beginning of the year 300,820,148 (65,573,143} 235,247,005 219,475,708 (67,085,081) 152,390,627
Premiums written during
the year 888,220,440 (243,062,963) 645,157,477 503,729,395 (230,422,930) 573,306,465
Premiums eamed during
the year (949,036,166) 261,790,480 (667,245,686) (722,384,955) 231,934,868 (490,450,087)
Uneamed premiums at
end of the year 240,004,422 (46,845,626) 193,158,796 300,820,148 (65,573,143) 235,247,005
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MOVEMENT IN OUTSTANBRING CLAIMS, UNEARNED PREMIUMS, UNEARNED COMMISSION INCOME
AND DEFERRED POLICY ACQUISITION COSTS (continued)

c} Unearned commission income

2015 2014
Beginning of the year 15,471,000 18,161,317
Comimission received during the year 41,245,235 41,823,702
Commission eamed during the year {44,594,545) (44,314,019)
End of the year 12,121,690 15,471,000
d) Deferred policy acquisition costs

2015 - 2014
Beginning of the year 23,820,183 21,488,351
Incurred during the year 63,855,944 61,421,416
Amortized during the year (65,429,108)  (59,080,584)
End of the year 22,247,019 23,820,183

PREMIUMS AND REINSURANCE BALANCES RECEIVABLE

Insurance operations' receivables are comprised of net amounts due from the following:

2015 2014
Premiums receivable 150,542,916 182,950,335
Reinsurers and cthers 4,552,606 4,112,936
Total premiLims and reinsurance balances receivable 155,095,522 187,083,271
Less: Provision for doubtful receivables (22,919,742) {17,400,807)

132,175,780 169,662,464

The Company's terms of business require amounts to be settled within 30 to 90 days from the date of the
transaction. Amounts due from reinsurers are normally settled on a quarterly basis.

As at 31 December, the aging of premium and reinsurance balances receivable is as follows:

Less than 31 to 60 61 to 90 81t0180 181t0o365 Above 365
Total 30 days days days days days days

2015 155,095,522 29,884,088 13,456,920 13,273,972 45,527,347 34,112,217 18,840,978

2014 187,083,271 16,866,401 34,702,300 21 884,887 55,575,040 45,980,221 11,954,322

The Company ctassifies client balances as ‘past due and impaired’ on a case by case basis. An impairment
adjustment is recorded in the statement of insurance operations’ surplus and comprehensive income. It is not
the practice of the Company to obtain collateral over receivables and they are, therefore, unsecured. The credit
quality of these financial assets that are neither past due nor impaired can be assessed by reference to
policyholders with appropriate and strong credit history, with minimal account defaults and where the raceivables
are fully recovered in the past.

The movement in the provision for doubtful receivables for the year ended 31 December is as follows:

2015 2014
Beginning of the year 17,400,807 14,919,376
Provision made during the year 5,518,935 2,481,431
Ending of the year 22,919,742 17,400,807
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INVESTMENTS

a. Held-to-maturity investment

As at 31 December 2015, the Company invested in Islamic bonds ("Sukuk™) issued by a local bank amounting
to Saudi Riyals 10 million comprising of 10 Sukuk denominated at Saudi Riyais 1 million each and a margin
equivalent to 6 month SIBOR plus 130 basis points.

b. Available-for-sale investments

January 1
Additions
Unrealized loss
December 31

2015 2014
1,923,080 1,923,080
13,082,028 -
(842,875) -
14,162,233 1,923,080

Available for sale investment comprises Saudi Riyals 1.9 million in respect of the Company's share in the capital
of Najm for Insurance Services Company (“Najm”) which represents a 3.85% equity holding in Najm. In
assessing the relationship of unobservable inputs to fair value, management considered the company's long-
term revenue growth rates. As at 31 December 2015 and 2014, management believes that the carrying amount

of the available for sale investment is a reasonable estimate of its fair value.

Dividends received from Najm during the year ended 31 December 2015 amounted to Saudi Riyals 339,103

(2014 nil).

During the year ended 31 December 2015, the Company invested in local quoted securities amounting to Saudi

Riyals 13.1 million.
PREPAYMENTS AND OTHER ASSETS

Guarantee deposits

Recoverable expenses from reinsurers

Employee receivables

Prepaid insurance

Accrued Income

Prepaid excess of loss premium

Advance for computer implementation

Accrued commission income

Prepaid rentals

Accrued special commission income

Advance to hospitals, ciinics and medical
providers

Deferred right issue expenses

Others

2015 2014
Insurance Shareholders’ Insurance Shareholders’
operations operations operations operations
4,755,296 - 1,487,781 -
4,245,136 - 2,073,315 -
1,676,067 - 1,292,164 -
1,496,242 - 1,202,480 -
1,362,385 - - -
921,346 - 1,500,000 -
661,383 - 987,603 -
398,477 - - -
350,590 - 353,941 -
341,906 1,431,993 371,539 815,940
- - 1,001,336 -
- - - 1,566,250
386,742 - 47,024 -
16,596,270 1,431,993 10,317,183 2,382,180
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RELATED PARTY TRANSACTIONS AND BALANCES

Related parties represent major shareholders, key management personnei of the Company and companies
where they are principal owners and other entities significantly influencad by them. Pricing policles and terms of
these transactions are approvad by the Company's management.

a. Transactions with related parties

The following are the details of major related parties' transactions during the year ended 31 December:

Related parties Nature of transactions 215 2014
Saudi Arabian Insurance Company
B.S.C (C) ("SAICO BSC") Amounts paid on behalf of SAICOB.S.C
{Shareholder) {C), net (1,205,135) {1,575,308)
Premiums received through Agent 46,722,458 77,453,087
ACE Insurance Agents Limited Claims paid through Agent 3,150 120,495
("ACE Agents") (Affiliate) Commission expense 5,049,724 4,516,268
ACE Limited (Affiliate) Premiums and claims, net - (1,761,788)
Premiums received through Broker, net 204,013,168 171,548,129
ACE Insurance and Reinsurance  Commission expense 17,195,903 19,058,187
Brokers Limited ("Ace Brokers”)  Premiums ceded through Broker 99,692,396 22,315,591
(Affiliate) Commission received 3,659,769 2,689,548

b. Balances with related parties

The above transactions with the related parties resulted in the following balances as at the financial reporting
date:

Due from related parties Nature of transactions 2015 2014
ACE Brokers Insurance operations 53,394,202 34,287,716
ACE Agents [nsurance operations 15,412,992 9,553,855
SAICO BSC Insurance operations 2,485126 3,700,261
ACE Limited (Affiliate) insurance operations - 444170
71,302,320 47,986,002

c. Compensation of key management personnel

Key management personnel of the Company include all directors {executives and non-executives) and senior
management. The summary of compensation of key management personnel for the year ended 31 December
is as follows:

2015 2014
Short-term benefits 6,857,915 6,510,150
Bonus 479,250 -
Employees’ end-of-service benefits 238,464 297,492

7,575,629 6,807,642

TIME DEPOSITS

Time deposits represent deposits with local banks which have good investment grade credit ratings and have an
original maturity of more than three months from date of acquisition. The Company earns commission at an
effective commission rate of 0.80% to 1.10% per annum {2014: 0.98 % per annum).

As at 31 December 2015, the Company has shori-term money market placements amounting to Saudi Riyals
nit {2014: Saudi Riyals 45.2 million) with Saudi Hollandi Capital under a portfolic managed account based on
agreed terms. See Note 26 for related reclassification

Investment income earned upon maturity of the short-term placements under insurance operations’ and

shareholders’ assets recognized during the year ended 31 December 2015 amounted to Saudi Riyals 0.6 million
(2014: nil).
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CASH AND CASH EQUIVALENTS

For the purpese of the statements of insurance operations’ cash fiows and shareholders’ cash flows, cash and
cash equivalents comprise the following:

2015 2014
Insurance Shareholders' Insurance  Shareholders’
operations operations operations operations

Cash in banks 45,921,325 350,687 6,320,251 342,870
Cash on hand 32,136 - 32,136 -
Short-term deposits 30,198,138 - - 37,350,000

76,151,599 359,687 88,352,387 37,682,870

Cash in banks are placed With counterparties who have investment grade credit ratings. The short-term deposits,
which are denominated in Saudi Riyals, are made for varying periods of between cne day and three months
depending on the immediate cash requirements of the Company.

As at 31 December 2015, the Company holds an amount of Saudi Riyals 60,518 (2014: Saudi Riyals 90,210),in a
fiduciary capacity, in respect of claims to be settled for a third party insurer. Accordingly, such amount is not
accounted for in these financial statements.

STATUTORY DEPOSIT

Statutory deposit represents 10% of the paid up capital which is maintained in accordance with the Law on
Supervision of Cooperative insurance Companies in the Kingdom of Saudi Arabia. This statutory deposit cannot
be withdrawn without the consent of SAMA. This statutory deposit is placed with a counterparty which has an
investment grade credit rating.

CLAIMS DEVELOPMENT TABLE

The following table shows the estimates of cumulative incurred claims, including both claims notified and
incurred but not reported for each successive accident year at each financial reporting date, together with
cumulative payments to date.

Gross insurance contract outstanding claims provision (with IBNR and other reserves) for 2015:

Accident yoar 2010 2011 2012 2013 2014 2018 Total

At and of accident year 280,459,675 381,035,209 346,192,089 401,097,279 504,244,698 636,835,001

One year fater 267,450,397 414,404,773 417,577,377 463,202,164 451,550,208 -
Two years latar 273,056,039 411,335,528 412,270,611 428,257 459 - -
Three years later 286,031,791 412,244,608 413,887,397 -

Four years fater 285903 416 414,159,295 - - - -

Five years later 287,092,103 - - - - -

Current estimate of
cumulative claims

incurred 287,002,103 414,155,285 413,887,397 428,257,459 451,550,209 636,835,001 2,63%,781,464

Cumulative payments

to date (267,916,374)  (352,142,889) (374,763,347) (360,807,979) (369,080,791) (306,391,969} (2,031,103,349)

Gross outstanding
claims and reserves
recognized in the
statement of

financlal position 19,175,729 = 62,016,406 39,124,050 57,449 480 82,469,418 330,443,032 609,878,115
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CLAIMS DEVELOPMENT TABLE (continued)

Gross insurance contract outstanding claims provision (with IBNR and other reserves) for 2014:

Accident year 2010 2011 2012 2013 2014 Total
Atend of accident year 289,450,675 381,035,209 346,192,089 401,097,279 504,244,698
One year later 267,450,367 414,494,773 417,577,377 463,202,164 -
Two years later 273,056,039 411,335,528 412,270,611 - -
Three years later 286,031,791 412,244,598 - - -
Four years later 285,903,416 - - - -
Five years later - - - -
Current estimate of
cumulative claims
incurred 285,903,416 412,244,658 412,270,614 463,202,164 504,244,698 2,077,865,587
Cumulative payments to
date (267,384,436) (351,131,692}  {367,618,197)  (347,056,159) (215,566,125) (1,548,756,609)

Gross outstanding ¢laims
and raserves recognized
in the statement of

financlal position 18,518,980 £1,113,006 44,652,414 116,146,005 288,678,573 529,108,978
ACCRUED EXPENSES AND OTHER LIABILITIES
2015 2014

Commission payable 17,122,165 15,198,967
Policyholders’ payable balances 10,042,953 5,399,149
Payable to hospitals 5,208,119 -
Withholding tax payable 3,636,195 95,656
Council for Cooperative Health Insurance fees ("CCHI") 3,505,451 3,155,910
Employees' benefits 1,962,113 2,086,250
SAMA inspection & supervision fees 486,817 779,788
Surveyors payable 368,821 1,237,066
Accrued professional fees 164,995 337,496
Excess of loss premium payable - 1,694,029
Accrued incentives - 1,378,671
Advances from salvage buyers - 1,084,483
IT related payables - 634,445
Claims agreed for settlement - 608,368
Garages payable - 303,088
Others 8,508,345 3417,770

52,005,974 37,421,146

PROVISION FOR ZAKAT

The provision provided for the year ended 31 December 2015 of Saudi Riyals 4,498,734 (2014: Saudi

Riyals 1,998,041) is based on the following:

2015 2014
Shareholders’ equity and opening provisions 120,588,874 72,516,772
Book value of long term assets and statutory deposit {32,046,323)  {16,748,156)
88,542,651 55,768,616
Adjusted income for the year 44,394,438 24,153,034
Zakatbase 132,936,989 79,921,650
The movement in the provision for zakat during the year follows:
2015 2014
Beginning of the year 2,059,158 1,426,951
Provision made during the year 4,498,734 1,988,041
Payments during the year (3,298,936) (1,365,834)
Ending of the year 3,258,956 2,059,158
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PROVISION FOR ZAKAT {continued)

The differences between the financial and zakatable results are mainly due to provisions which are not allowed
in the calculation of zakafable income.

Status of assessments

The Company obtained from DZIT the final assessment for the year ended 31 December 2008 with no additional
zakat liability. The Company has filed its zakat declarations for the years ended 31 December 2009 up to 2014
with DZIT. However, the assessments have not yet been finalized as the declarations are under review by DZIT.

SHARE CAPITAL

The Company held an extraordinary general assembly meeting of its shareholders on 31 May 2015
(corresponding to 13 Shaban 1436H) at which the shareholders approved an increase in the authorized share
capital of the Company from Saudi Riyals 100 million to Saudi Riyals 2560 million through a rights issue of Saudi
Riyals 150 million. All legal formalities were completed during the quarter ended 30 September 2015.

As at 31 December 2015, the authorized, issued and paid up share capital of the Company amounted to Saudi
Riyals 250 million divided into 25 million shares of Saudi Riyals 10 each {31 December 2014. Saudi Riyals 100
million divided into 10 million shares of Saudi Riyals 10 each). The related rights issue expenses amounting to
Saudi Riyals 5 million were charged and presented in shareholders' equity.

See also Note 20 for the weighted average number of shares, as adjusted after taking into effect the rights
issued during the year, used in the calculation of basic and diluted eamings per share.

BASIC AND DILUTED EARNINGS PER SHARE

Basic and diluted earnings per share for the year have been calculated by dividing the total comprehensive income
for the year by the weighted average number of shares in issue throughout the peried.

The weighted average number of ordinary shares have been retrospectively adjusted due to the rights issue of 15
million shares during the year and has been calculated using an adjustment factor of 1.55. The adjustment factor
was determined using the following:

a. Theoretical ex-right price of Saudi Riyals 15.73 per share; and,
b. The closing price per share of Saudi Riyals 24.33 per share at 28 June, 2015, which Is the last trading date
before the rights issue.

At 31 December 2015 and 2014, the weighted average number of shares is calculated as follows:

2015 2014
Weighted average number of shares outstanding before rights issue (in thousands) 10,000 10,000
Effects of rights issued (in thousands) 10,324 5,465
Weighted average number of shares outstanding after rights issue (in thousands) 20,324 15,465
GENERAL AND ADMINISTRATION EXPENSES
215 2014

Insurance Sharehclders’ Insurance Shareholders’

operations operations operations operations
Employees cost 60,199,256 - 42 241,756 -
Depreciation (Note 7) 3,445,473 - 3,886,103 -
Computer implementation 2,768,383 - 1,861,291 -
Rentals (Note 24) 2,379,427 - 2,348,350 -
Postage, telephone and telex 896,465 - 996,312 -
Printing and stationery 885,974 - 797,424 -
Repairs and maintenance 690,764 - 667,305 -
Legal and professional fees 654,220 - 1,536,913 -
Travel 436,975 - 612,869 -
Withholding tax 434,557 - 910,720 -
Collector fees 341,894 - 86,695 -
Tadawul subscription fee - 180,000 - 180,000
Others 9,683,805 1,017,272 5,144,148 976,413

82,717,193 1,197,272 61,080,886 1,166,413
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SEGMENT INFORMATION

Consistent with the Company's internal reporting process, operating segments have been approved by
management in respect of the Company’s activities, assets and liabilities as stated below. Segment results do
not include general and administration expenses, provision for doubtful receivables, inspection and supervision
fees and other income.

Segment assets do not include insurance operations’ property and equipment, prepayments and other assets,
due from relaied parties, premiums and reinsurance balances receivable, time deposits and cash and cash
equivalents. Accordingly, they are included in unallocated assets.

Segment liabilities do not include insurance operations' due to shareholders’ operations, due to related parties,
amployees’ end-of-service benefits, reinsurance balances payable and accrued expense and other liabilities.
Accordingly, they are included in unallocated liabilities.

All of the Company’s operating assets and principal activities are located in the Kingdom of Saudi Arabia.
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22, SEGMENT INFORMATION (continued})

Revenues

Gross written premiums
Reinsurance premiums ceded
Excess of loss premiums
Net written premiums
Movement in uneamed premiums, net
Net eamed premiums
Commission income

Total allocated revenues
Unallocated revenue

Total insurance revenues

Costs and expenses

Gross claims paid

Reinsurers’ share of claims paid

Net claims paid

Movement in oufstanding claims, net
Net claims incurred

Policy acquisition cost

Total allocated costs and expenses
Unallocated expenses

Total costs and expenses

Net surplus from insurance operations

26

Year ended 31 December 2015
(Amounts in Saudi Riyals thousands)
Fire & Public General
Medical Motor burglary Marine Engineering _ Tiability accident Others Total
350,545 265,596 142,322 35,853 33.823 16,130 25,594 18,357 888,220
- (407) (134,479) {32,951) (31,852) (10,128) (24,224) {9,022) (243,063)
{(77,504) (3,148) (2,685) {654) (644) (113) - (48) (84,796)
273,041 262,041 5,158 2,248 1,327 5,889 1,370 9,287 560,361
17,959 22,080 420 7 578 328 449 267 42,088
291,000 284,121 5,578 2,255 1,905 6,217 1,819 9,554 602,449
{49) 112 14,828 8,728 10,449 2.554 7,454 518 44,595
290,951 284,233 20,407 10,983 12,354 8,771 9,273 10,072 647,044
14,912
661,956
231,032 207,056 13,090 5,146 15,179 17 6,834 3,993 482,347
(1,848) {385) (10,824) (4,598) (14,681) (7} (6,592) {3,2186) {42,151)
229,184 206,671 2,266 548 488 10 242 777 440,196
(1,975) 16,861 1,008 143 490 195 2,940 (149) 19,514
227,209 223,632 3,275 691 988 205 3,182 628 459,710
14,846 28,767 7,643 3,461 5,552 1,669 926 2,565 65,429
242,055 252,299 10,918 4,152 6,540 1,874 4,108 3,193 525139
95,980
621,119
40,837
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22, SEGMENT INFORMATION (continued)

Revenues

Gross written premiums
Reinsurance premiums ceded
Excess of loss premiums
Net written premiums
Movement in uneamed premiums, net
Net eamed premiums
Commissicn income

Total allocated revenues
Unallocated revenue

~ Tofal insurance revenues

Costs and expenses

Gross claims paid

Reinsurers’ share of claims paid

Net claims paid

Movement in outstanding claims, net
Net claims incurred

Policy acquisition cost

Total allocated costs and expenses
Unallocated expenses

Total costs and expenses

Net surplus from insurance operations

Year ended 31 December 2014
{Amounts in Saudi Riyals thousands)

Fire & Public - General

Medical Motor burglary Marine Engineering _liablility accident Others Total
315,591 229,295 121,408 37,255 40,302 16,241 27,719 15,920 803,729
(1,076) 477y  (115,357) (33,774) (38.281) (9,133) {25,526) (6,799) (230,423)
{18,881) (5,128} (2,210) (895) (708) (162) - (82) (28,064)
295,634 223,690 3,838 2,586 1,315 6,946 2,193 9,039 545,242
{15,351) (66,831) (188) (79) ge1 (7e3) (57) (148) {82,856)
280,283 156,859 3,651 2,507 1,906 6,153 2,138 8,891 462,386
74 148 14,722 9,758 10,762 1,927 5,887 1,036 44,314
280,357 157,007 18,373 12,265 12,668 8,080 8,023 9,927 506,700
5719
512,419
230,855 95,428 70,369 9,930 14,829 933 1,265 5,254 428,861
(3.084) (1,785) (66,476} (8.817) (14.443) (37) {750) (4,051} (99,543)
227,771 93,641 3,883 1,013 386 896 515 1,203 329,318
8,133 18,070 (282) 219 2,014 754 303 958 30,169
235,904 111,711 3,611 1,232 2,400 1,650 818 2,181 359,487
16,584 19,043 9,839 3,859 5,385 1,877 1,189 2,315 59,091
251,488 130,754 13,450 5,091 7,785 3.527 2,007 4,478 418,578
70,490
489,068
23,351
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22, SEGMENT INFORMATION (continued)

As at 31 December 2015
(Amounts in Saudi Riyals thousandg)

Fire & Public General
Medical Motor burglary Marine Engineering  liabifity accident Others Total

Assetls '

Reinsurers’ share of outstanding claims and reserves - 1,086 165,086 20,924 81,894 945 145,957 2,373 418,265
Reinsurers’ share of uneamed premiums - 85 6,913 9,327 16,223 4,942 8,538 818 46,846
Deferred policy acquisition costs 5,594 11,026 1,046 1,092 2,248 238 196 207 22,247
Segment assets 5,594 12,197 173,045 31,343 100,365 6,725 154,691 3,398 487,358
Unallocated assets 492,434
Total assets 979,792
Liabilities

Gross outstanding claims and reserves 97,618 60,511 175,726 23,916 85,773 2,078 151,018 4,037 600,678
Gross uneamed premiums 94 515 91,281 8,218 10,064 16,975 8,179 8,858 1,914 240,004
Uneamed commission income - 25 1,650 2,280 4,047 1,126 2,950 44 12,122
Segment liabilities 192,133 151,817 185,594 36,260 106,795 11,384 162,826 5,995 852,804
Unallocated hiabilites ' 126,988
Total liabilities 979,792

Unailocated assets at 31 December 2015 consists mainly of premiums and reinsurance balances receivable of Saudi Riyals 132 million, due from related parties of Saudi Riyals 71 million,
time depasits of Saudi Riyals 165 million, cash and cash equivalents of Saudi Riyals 76 million, and other assets of Saudi Riyals 48 million.

At 31 December 2015, the total premiums and reinsurance balances receivable amounting to Saudi Riyals 132 million comprised mainly premiums receivable from Medical clients of Saudi

Riyals 39.3 million while the remaining balance of Saudi Riyals 92.8 million cansisted mainly of receivables from top 10 policyholders from the line of business: (&) Motor Private (b) Motor
Commercial (c) Fire & Burglary (d) Marine Hull (e) General Accident (f} Public liability and (g) Engineering.
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22, SEGMENT INFORMATION (continued})

As at 31 December 2014
{Amounts in Saudi Riyals thousancds)

Fire & Public General
Medical Motor burglary Marine Engineering __liability accident Others Total

Assets

Reinsurers' share of outstanding claims and reserves 6 2,679 68,439 57,178 77,294 800 155,832 3,981 366,209
Reinsurers’ share of uneamed premiums - 128 17,353 7,635 24,324 5,174 10,252 707 85,573
Defarred policy acquisition costs 6,422 10,243 1,430 a08 3,519 736 323 239 23,820
Segment assets 6,428 13,050 87,222 65,721 105,137 6,710 166,407 4,927 455,602
Unallocated assets 486,150
Total assets ‘ 941,752
Liabilities

Grass outstanding claims 99,600 45,243 78,071 60,027 80,684 1,739 157,953 5,792 529,109
Gross uneamed premiums 112,474 113,404 19,078 8,379 25,653 8,740 11,022 2,670 300,820
Uneamed commission income - 37 3,233 1,999 6,494 733 2,933 42 15,471
Segment liabilities 212,074 158,684 100,382 70,405 112,831 11,212 171,908 7,904 845,400
Unallocated liabilifies 96,352
Total liabilities 941,752

Unallocated assets at 31 December 2014 consists mainly of premiums and reinsurance balances receivable of Saudi Riyals 170 million, due from related parties of Saudi Riyals 48 million,
time deposits of Saudi Riyals 180 million, cash and cash equivalents of Saudi Riyals 69 million, and other insurance operations’ assets of Saudi Riyals 19 million.

At 31 December 2014, the total premiums and reinsurance balances receivabhle amounting to Saudi Riyals 170 million comprised mainly of premiums receivable from Medical clients of Saudi

Riyals 71.4 million while the remaining balance of Saudi Riyals 98.3 miillion is consisting mainly of receivables fram top 10 policyholders from the following lines of business: (a) Motor Private
(b) Motor Commercial (c) Fire & Burglary (d) Engineering and (e) General Accident.
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RISK MANAGEMENT

The risks faced by the Company and the way these risks are mitigated by management are summarized below:

Risk Governance

The Company's risk governance is manifested in a set of established policies, procedures and controls which
uses the existing organizational structure to mest strategic targets. The Company’s philosophy revolves on
willing and knowledgeable risk acceptance commensurate with the risk appetite and strategic plan approved by
the Board of Directors. The Company is exposed to insurance, reinsurance, special commission rate, credit,
and liquidity and currency risks.

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

b. Beard of directors - the apex of risk governance is the centralized oversight of the Board of Directors
providing direction and the necessary approvals of strategies and policies in order to achieve defined
corporate goals.

€. Senior management - the senior management is responsible for the day to day operations towards achieving
the strategic goals within the Company’s pre-defined risk appetite.

a) Insurance risk

Insurance risk is the risk that actual claims payable to contract holders in respect of insured events exceed
expectations. This could ocour because the frequency or amounts of claims are more than expected. Insurance
risk is monitored regularly by the Cormpany to make sure the levels are within the projected frequency bands.
The Company underwrites mainly medical, motor, fire and burglary, marine, engineering and public liability risks.

The Company issues short term insurance policies in connection with medical, motor, fire and burglary, marine,
engineering and public liability risks and they are expected to produce only short tail claims, therefore it is unlikely
to have significant reserve movements, This helps to mitigate insurance risk. The insurance risks arising from
the above Insurance contracts are mainly concentrated in the Kingdom of Saudi Arabia.

Frequency and amounts of claims

The frequency and amounts of claims can be affected by several faclors. The Company underwrites medical,
motor, fire and burglary, marine, engineering and public liability risks. These are regarded as short-ferm
insurance contracts as claims are normally advised and settled within one year of the insured event taking place.
This helps to mitigate insurance risk.

Medical

The Company’s underwriting strategy s designed to ensure that risks are well diversified in terms of type of
risks and level of insured benefits. This is largely achieved through diversification across industry sectors and
geography, the use of medical screening in order to ensure that pricing takes account of current health conditions
and family medical history, regular view of actual claims experience and product pricing, as well as detailed
claims handling procedures. The Company further enforces a policy of actively managing and promptly
pursuing claims, in order to reduce its exposure to unpredictable future developments that can negatively impact
the Company. The Company has reinsurance cover to limit the losses for any individual ¢laim.

Motor
For motor contracts, the main risks are claims for death and bodily injury and the replacement or repair of
vehicles. The Company only underwrites comprehensive polices for ownerfdrivers over 21 years of age.

The level of court awards for deaths and to injured parties and the replacement costs of motor vehicles are the
key factors that influence the level of claims. The Company aiso has risk management procedures to control
cost of claims. The Company has reinsurance cover for such damage fo limit the losses for any individual claim.

Fire and burglary
For property insurance confracts the main risk is fire. The Company only underwrites policies for properties
containing fire detection equipment.

These contracts are underwritten by reference to the replacement value of the properties and contents insured.
The cost of rebuilding properties and obtaining replacement contents and the time taken to restart operations
which leads to business interruptions are the main factors that influence the level of claims. The Company has
reinsurance cover for such damage te limit losses for any individual claim.
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RISK MANAGEMENT {(continued)

a} Insurance risk (continued)

Marine

For marine insurance, the main risks are loss or damage to marine craft and accidents resuiting in the total or
partial loss of cargoes. The underwriting strategy for the marine class of business is to ensure that policies are
well diversified in terms of cargo, vessels and shipping routes covered. The Company has reinsurance cover
to limit losses for any individual claim.

Engineering

For engineering insurance, main risks are loss or damage to the construction/eraction works caused by fire,
explosion, natural perils like flood, earthquake, hailstorm, etc. The Company has reinsurance cover for such
risks to limit losses for any individual claim.

FPublic liability
For public liability insurance, main risks are legal liabilities of the insured towards third party death, bodily injury
or property damage arising out of insured premises, business operations or projects handled by the insured.

This insurance policy is underwritten based on the turnover of the Company or the value of the contract, nature /
occupation of the premises, nature of contracts handled. The Company has reinsurance cover to limit the losses
for any individual claim.

Sensitivity analysis

The medicat and general insurance claims provision is sensitive to the above key assumptions. A hypothetical
percentage change in the claims ratio would impact the net underwriting surplus for the year ended 31
December 2015 by approximately Saudi Riyals 26.6 million (2014: Saudi Riyals 25.3 million} in aggregate with
details as follows:

2015 2014

+H-% Impact on net +-% Impact on net

underwriting underwriting
surplus surplus

Medical 1% 1,180,862 1% 847,876
Motor 0.2% 281,651 1% 564,583
Fire and burglary 3% 4,306,103 4% 3,217,282
Marine 2% 1,951,687 4% 3,187,528
Engineering 7% 9,222,583 12% 10,380,555
Public liability 7% 8,405,254 7% 5,977,543
General accident and others 1% 1,236,088 1% 1,168,202
26,584,228 25,343,569

b} Reinsurance risk

In order to minimize its financial exposure to potential losses arising from large claims, the Company enters into
agreements with other parties for reinsurance purpose. Such reinsurance arrangements provide for greater
diversification of business, allow management to control exposure te potential losses arising from large risks,
and provide additional capacity for growth. A significant portion of the reinsurance is effected under treaty,
facultative and excess-of-loss reinsurance contracts.

In line with the objective to provide first-class security to clients and continued profitability to shareholders, the
Company adopts a conservative philosophy on underwriting of risks and in arranging its reinsurance programs.

c) Special commission rate risk

Special commission rate risk arises from the possibility that changes in special commission rates will affect
future profitability or the fair values of financial instruments. The Company is exposed to special commission
rate risk on its time deposits and cash and cash equivalents.

The sensitivity of the income is the effect of assumed changes in special commission rates, with all other
variables held constant, on the Company’s profit for one year, based on the floating rate financial assets held at
31 December 2015. A hypothetical 10 basis points change in the weighted average special commission rates
of the floating rate financial assets balances at 31 December 2015 would impact special commission income
on time deposits by approximately Saudi Riyals 77,990 {2014: Saudi Riyals 15,360} over the ramaining
period of maturity.
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RISK MANAGEMENT (continued)
d) Credit risk

Credit risk is the risk that one party to a financial instrument will fail to discharge an obligation and cause the other
party to incur a financial loss. For all classes of financial instruments held by the Company, the maximum credit
risk exposure to the Company is the carrying value as disclosed in the statement of financial position.

The following policies and procedures are in place to mitigate the Company’s exposure to credit risk:

a. Tominimize its exposure to significant losses from reinsurer insolvencies, the Company evaluates the financial
condition of its reinsurers. Accordingly, as a pre-requisite, the parties with whom reinsurance is effected are
required to have a minimum acceptable security rating level affirming their financial strength.

b. The Company seeks to manage its credit risk with respect to customers by setting credit limits for
individual customers and by monitoring outstanding receivables.

¢. Cash and cash equivalents are maintained with local banks approved by the management. Accordingly, as
a pre-requisite, the bank with whom cash and cash equivalents are maintained is required to have a minimum
acceptable security rating level affirming its financial strength.

The Company does not have an internal credit ratings assessment process and accordingly, amounts which are
neither past due nor impaired, in respect of client balances, are from individuals and unrated corporate counter
parties. Balances due from reinsurers are with counterparties who have investment grade credit ratings issued by
external rating agencies.

The table below shows the maximum exposure to credit risk for the components of the statement of financial
position.

2015 2014
Insurance Shareholders’ Insurance Shareholders’

Financial assets operations operations operations operations
Reinsurers’ share of outstanding claims 418,265,008 - 366,209,950 -
Premiums and insurance balances

receivable 132,175,780 - 169,662,464 -
Time deposits 165,000,000 215,800,000 180,160,386 18,550,000
Cash equivalents 76,119,463 369,687 69,320,251 37,692,870
Due from related parties 71,302,320 - 47,986,002 -
Other assets 11,465,781 1,431,993 5,224,799 815,940
Held-to-maturity investment 10,000,000 - - -
Available for sale investment 14,162,233 - 1,923,080 -
Statutory deposit - 25,000,000 10,000,000

898,490,585 242,561,680 840,486,932 68,058,810

e) Liquidity risk

-Liquidity risk is the risk that the Company will not be able to meet its commitments assoclated with financial

liabilities when they fall due. Liguidity requirements are monitored on a monthly basis and management ensures
that sufficient liquid funds are available to meet any commitments as they arise.

Maturity Profiles

The table below summarizes the maturity profile of the financial assets and financial liabilities of the Company
based on remaining contractual obligations. For insurance contract liabilities maturity profiles are determined based
on the estimated timing of net cash outflows from the recognized insurance liabilities. The amount disclosed
are the contractual undiscounted cash flows which equal their carrying balances as the impact of discounting is
not significant.
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RISK MANAGEMENT (continued)

e) Liquidity risk {continued)

FINANCIAL
ASSETS
Reinsurers’ share
of outstanding
claims and
reserves
Premiums and
insurance
balances
receivable
Held-to-maturity
Investment
Time deposits
Cash equivalents
Due from related
pariies
Other assets

Statutory deposit
Available-for-sale
investment

TOTAL

FINANCIAL
LIABILITIES
Gross outstanding
claims
Reinsurance
balances payable
Accrued expenses
and other liahilities
Employees’ end of
service benefits

Provision for zakat
Accounts payable

31 December 2015

Insurance operations

Shareholders’ operations

Less than one Less than
year No term Tofal one year No term Total
418,265,008 - 418,265,008 - - -
132,175,780 132,175,780 - -
10,000,000 10,000,000 - - -
165,000,000 - 165,000,000 215,800,000 - 215,800,000
76,119,463 - 76,119,463 359,687 - 359,887
71,302,320 - 71,302,320 - - -
11,465,781 - 11,465,781 1,431,993 - 1,431,993
- - - - 25,000,000 25,000,000
- 14,162,233 14,162,233 - . -
884,328,352 14,162,233 898,490,585 217,591,680 25,000,000 242,591,680
600,678,115 600,678,115 - -
47,587,888 47,687,888 - - -
52,005,974 52,005,974 - - -
- 9,533,899 9,533,899 - -
- - - 3,258,956 - 3,258,958
- - - 2,438,893 - 2,438,893
700,271,977 9,533,899 709,805,876 5,697,849 - 5,697,849
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RISK MANAGEMENT (continued)
e) Liguldity risk (continued)

31 December 2014

Insurance operations Shareholders’ operations
FINANCIAL Less than Less than
ASSETS ohe year No term Total one year No term Total
Reinsurers' share of
outstanding claims
and reserves 366,209,950 - 366,209,950 - - -
Premiums and
insurance
balances
receivable 169,662,464 - 169,662,464 - - -
Time deposits 135,000,000 - 135,000,000 19,550,000 - 18,550,000
Cash equivalents 69,320,251 - 69,320,251 37,692,870 - 37,692,870
Due from related
parties 47,986,002 - 47,986,002 - - -
Investment at fair
value through
profit or loss 45,160,386 - 45,160,386 - - -
Other assets 5,224,799 - 5,224,799 815,940 - 815,940
Statutory deposit - - - - 10,000,000 10,000,000
Available for sale
investrnent - 1,923,080 1,923,080 - - -
TOTAL 838,563,852 1,823,080 840,486,932 58,058,669 10,000,000 68,058,810
FINANCIAL
LIABILITIES
Gross outstanding
claims 520,108,975 - 528,108,975 - - -
Reinsurance
balances payable 43,309,794 - 43,309,794 - - -
Accrued expenses
and other liabilities 37,421,151 - 37,421,151 - - -
Employees’ end of
service benefits - 7,308,406 7,308,406 - - -
Provision for zakat - “ - 2,059,158 - 2,059,158
Accounis payable - - - 1,681,168 - 1,681,165
609,839,920 7,308,406 617,148,326 3,740,323 - 3,740,323
Liquidity profiles

MNone of the liabilities on the statement of financial position are based on discounted cash flows and except
employees’ end of service benefits, all are contractually payable on a current basis within 1 year.

f)y Currency risk

Currency risk Currency risk is the risk that the value of a financial instrument will fluctuate due to changes in
foreign exchange rates.

Management believes that there is minimal risk of significant losses due to exchange rate fiuctuation, as the
majority of monetary assets and liabilities are in currencies linked to the Saudi Riyals.

g) Market price risk

Market price risk is the risk that the fair value of future cash flows of a financial instrument will fluctuate because
of changes in market prices (other than those arising from interest rate risk or currency risk), whether those
changes are caused by factors specific to the individual financial instrument or its issuer, or factors affecting all
similar financial instrument traded in the market.

The Company has investment in unquoted equity instruments carried at cost or indicative selling price, where

the impact of changes in equity price will only be reflected when the instrument is sold or deemed to be impaired
and then the statement of changes in shareholders’ equity will be impacted.
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RISK MANAGEMENT (continued)
g) Market price risk (continued)
The sensitivity of the comprehensive income on the assumed changes in the market prices of quoted available-

for-sale investments inciuded in the insurance operations’ assets for the year ended 31 December 2015 and
2014 is set out below:

2015 2014
Change in impact Change in Impact
market price +- market price +/-
+1/-5% 611,255 - -
+/{-10% 1,222,509 - -
1,833,764 -

h) Capital management

Objectives are set by the Company to maintain healthy capital ratics in order to support its business cbjectives
and maximize shareholders’ value.

The Company manages its capital requirements by assessing shortfalls between reported and required capital
levels on a regular basis. Adjustments to current capital levels are made in light of changes in market conditions
and risk characteristics 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 new shares.

i} Regulatory framework risk

The operations of the Company are subject to local regulatory requirsments within the jurisdiction where it is
incorporated. Such regulations not only prescribe approval and monitoring of activities but also impose certain
restrictive provisions e.g. capital adequacy to minimize the risk of default and insolvency on the part of the
insurance companies and to enable them to meet unforeseen liabilities as these arise,

i) Determination of fair value and fair vajue hierarchy

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

Level 1: Quoted market prices in an active market {that are unadjusted) for identical assets or liabilities,

Level 2; Valuation techniques {for which the lowest lavel input that is significant to the fair vaiue measurement
is directly or indirectly ohservable), and

Lavel 3: Valuation techniques (for which the lowest level input that is significant to the fair value measurement
is unobservable),

During the year ended 31 December 2015 and 2014, there were no transfers between Level 1 and Level 2 fair
value measurements, and no transfers inte or out of Level 3 fair value measurements.

The following table summarizes the financial assets recorded at fair value as of December 31, 2015 and 2014 by
level of the fair value hierarchy.

As at 31 December 2015 Insurance operations’ assets
Level 1 Level 2 Level 3 Total
Financial assets:
Held-to-maturity investment - 10,000,000 - 10,000,000
Available-for-sale investment 12,239,153 - 1,923,080 14,162,233
12,239,153 10,000,000 1,923,080 24,162,233
As at 31 December 2014 Insurance operations’ assets
Level 1 Level 2 Level 3 Total
Financial assets:
Available-for-sale investment - - 1,923,080 1,923,080
- - 1,923,080 1,823,080
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CONTINGENCIES AND COMMITMENTS

a. Legal proceedings and regulations

The Company operates in the insurance industry and is subject to legal proceedings in the normat course of
business. While it is not practicable to forecast or determine the final results of ail pending or threatened legal
proceedings, management does not believe that such proceedings (including litigations) will have a material effect
on its results and financial position.

b. Operating lease commitments

Rental expenses under operating leases pertained to leases of office spaces in various locations and amounted to
Saudi Riyals 1.8 million for the year ended 31 December 2015 (2014: Saudi Riyals 1.7 million) are recognized in the
statement of insurance operations’ surplus and comprehensive income.

Future minimum lease payments under the operating lease arrangements as at the financial reporting date are
as follows;

Years ' 2015 2014
2015 . 2,043,949
2016 2,411,547 1,979,542
2017 619,150 646,412

3,030,697 4,669,903
NET UNDERWRITING SURPLUS

Net underwriting surplus, as defined by the management of the Company for the year ended 31 December, is as
follows:

2015 2014

Net earned premiums 602,449,219 462,385,744
Commission income 44,594,545 44 314,019
Gther underwriting income 1,362,385 -
Policy acquisition costs (65,429,108) (59,080,584)
Net claims incurred (459,709,777)  (359,487,255)
Net underwriting surplus 123,267,264 88,121,924
RECLASSIFICATIONS

The fellowing reclassifications have been made to the corresponding balance in the 2014 financial statements
to conform with 2015 presentation:

a. Reinsurers’ share of IBNR reserve amounting to Saudi Riyais 36.3 million, previously presented under
gross outstanding claims and reserves, is disclosed as a separalely line item in insurance assets in the
statement of financial position;

b.  Money market deposits amounting to Saudi Riyals 45,2 million, previously presented under investment at
fair value through profit and less, is included in time deposits (Note 12) in insurance assets in the statement
of financial positicn; and

¢. Income from investments amounting to Saudi Riyals 160 thousand was reclassified from other income in
the statement of insurance surplus and comprehensive income,

APPROVAL OF FINANCIAL STATEMENTS

These financial statements were approved and authorized for Issug by the Company's Board of Directors on
21 February 2016 (corresponding to 12 Jumada Al-Awwal, 1437H).
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