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MESSAGE FROM THE CHAIRMAN

Chairman
Mubarak Abdullah Al-Khafra

Messrs/ Shareholders of Malath Cooperative Insurance & Reinsurance Company

Dears,

On behalf of myself and members of the Board of Directors, I am pleased to present to you
report of the Board of Directors, enclosed with the audited financial statements of the Auditors
(Dr. Mohammad Al-Amri, Associates, & the International Accountants) as well as the
accompanying explanations for the Fiscal Year ended at 31 December 2016, As well as
concentrating on the most important Financial results, i.e. Achievements and progress, financial
results, operating activities, future plans and the declaration as per rules and regulations issued by
the Capital Market Authority, in particular, Article (43) of the Registrations and Listing Rules and
Artcle (9) of the Corporate Governance Regulations in the Kingdom of Saudi Arabia. In
addition to informartion about the Board of Directors, its various committees and the other

cm‘np]cmcnmr\' information to answer needs and I‘L?(]Uit‘i;l'l’li,‘.ﬂ[:-} of this report users,

The total underwriting premiums increased at end of the year 2016 to SR 2.168 b., comparced to
SR 1.863 b. at end of 2013, in a growth rate of more than 16%. Malath raised up to the third rank
among the numerious active insurance companies in the Saudi insurance market in field of rhe

sales, it has passed over the C()l]’l]'):'ll'l}.'-!-% market share of 6%.

Although the Company has compiled with the Company's adequacy pricing policics specified by
the appointed Acruary of the Company, and his acruarial recommendations for all technical
allocation amounts at end of 2015, the Company, based on the _\cmm'}"s recommendations, has
increased net of the technical allocations by end of the second quarter of 2016 to SR 75.5 million
The reserve of IBNR. In addition to an increase of SR 16 m. in the net reserve of the premiums’
deficit. As well as increasing allocation of the doubtful debts to SR 19 m. and recording costs of
the allocation of non-compliance the assets of SR 18 m. according to requirements of the Saudi

Arabian Monetary Authority SAMA, that led o losses exceeding 50% of the company's capital by




the end of the second quarter of 2016. loss of the tscal year 2016 betore Zakat and Income
reached SR 150.174 m.

The board of directors appointed a consultant to study reasons of deterioration of the company’s
financial resulrs and to determine the options to restore the required margin of solvency. Based
on results of the presented study, the Board of Directors recommended to call for an
Extraordinary General Assembly to restructure the company's capital, it was announced to the
sharcholders, the recommendations of this Assembly to be presented to the extraordinary
General Assembly upon Completion of the regular approvals. Also, based on results of the study,
the Board of Directors decided not to renew some of the insurance policies for some customers
because of their technical results.

The Company has also asked amendment license and permission of the activity to be only
insurance activity, instead of insurance and reinsurance. This amendment will not have any
negarive impact, since the reinsurance operations in the previous vears did not consritute a

significant importance in range of the company’s business.

During this year, the company continued in developing several strategic projects, especially in
respect of the claims processing systems, this will have a positive impact on achieving the desired
future targets. The company launched the first application for the smart devices to enable the
clients to submit the motor claim and follow up this claim automatically up to receiving his due
claim amount. In addition, the company has started in operating the first self service device to
present the motor claims, These projects reduce the administrative costs and increase
productivity.

The company worked to increase the activity of the infrastructure and raise up efficiency of the
work and productviry. It also, supported and strengthed the natonal human caders mn the
insurance scctor, percentage of the Saudizaton rcached 64%, in the company and the Saudi
caders occupy most of the leading and senior positons in the company.

At the end, I would like to take this opportunity on behalf of myselt and the Board of Directors
to avail and express my deep thanks and appreciation to the sharcholders of Malath company, as
well as for its esteemed customers and all the staff, ar the fime we confirm that we will work hard
and exert all of our efforts to overcome these obsrtacles and challenges and to let Malath return
back soon to be among the leading companies in the good returns to its sharcholders and to
achieve the aspirations of the all.

May Allah bless and guide all of you towards success, ,,

Eng. Mubarak Bin Abdullah Al-Khafra

President of Board of Directors




REPORT OF THE BOARD OF DIRECTORS
FOR THE FINANCIAL YEAR 2016




First: Malath in Brief

The company has been established by a group of prominent Saudi investors in a paid capital of
SR 300 m. 47.48% of the capiral was offered for the initial public underwriting offering. On April
Y, 2007, Establishment of Malath company was announced as a public sharcholding company, to
carry out the cooperative insurance activity issued by the Saudi Arabian Monctary Authority
SAMA, and boards and regulations of the Council of Cooperative Health Insurance (CCHI). On
May 5, 2010, the suspension on the founding shares was released and the founding sharcholders
became released in dealing and disposing their shares.

Second: Company's Activity:

The main activity of the company is providing the productive of the cooperative insurance in
addition to the facultatve reinsurance. The Company catries out all of its actvities in accordance
with the Cooperative Insurance Boards and Regulatons adopted in the Kingdom of Saudi
Arabia. The Company has also asked amendment license and permission of the activity to be
only insurance activity, instead of insurance and reinsurance. This amendment will not have any
negative impact, since reinsurance opcrztritms in the previous years did not constitute a significant

importance in volume of the m:mpany's business.

Malath Company offers the whole and integrated lines of the general cooperative insurance, that
includes engineering insurance, fire and property insurance, marine insurance (goods and hulls),
miscellaneous insurance and motor insurance. The company also provides its services in
cooperative health care (Medical) insurance for the whole (groups) and retail sales, in additon to
the facultative reinsurance activity. The company serves its customers through its head office in
Riyadh and its three regional administrations in the central, western and eastern regions, and its
branches in the various parts of the Kingdom, as well as a customer service center, car claims

centers and a specialized health insurance (Medical) department.




The most important insurance lines in the company’s activity

C 5 Percentage of the Total
Insurance Line Product s . ;
Insurance Premium

Health care msurance tor the proups

Health care insurance : 1.4%,
health care insurance of the reratl and the small aroups
TPL Ins 1ce
. And the damapes oceurred for the vehicles o
Moror insurance = 87.7%
'he comprehensive Insurance
The properiy msurarce
Engineenng Insurance
Ceneral insurance Mesoulenious insurance T.9%

Marine insurance

Cover Protection Insurance for the ore nps

Third: The most important developments of the market
The development of the Saudi insurance market continued in 2016 in growth of the underwriting

premiums, the number of licensed and permitted cooperative insurance and re-insurance
companices reached 35 company. The Saudi Arabian Monctary Authority (SAMA), in 2016 as a
supervisory and controller authority of the cooperative  insurance  companies, issued 2
comprehensive circular to update the underwriting mechanism and the pricing requirements for
the motor insurance and health carc insurance. SAMA issued a special circular organizes the
claims setdement of the TP Motor Insurance. The Council of Cooperative Health Insurance
(CCHI) has also, issued the unified policy for the employers.

Fourth: Strateoy of the company and the future prospectives

In addition, the company works on its strategy to be the preferred and the chosen insurance
company in the Kingdom, by providing various and innovative insurance products in competitive
prices with the best quality services and in added value to customers and shareholders. The Board
of Directors reviews in regular the company's main strategy, the work plan and what achieved
this year as well as vision of this strategy in the coming vears. The Board of Directors as well, and
its committees periodically, review the developments of work and compare the achievements
with the stated objectives. The management of the strategic projects supervise the
Implementation of agreed projects.

The company's strategy aims to achieve profits from the insurance operations in view of a steady
growth and excellence in providing the motor insurance services in order to become the
preferred insurance company in the Kingdom. In addition to maintaining a balanced insurance
portfolio distributed on the various market segments and to continue in providing the various
lines of the insurance, at a time the company keens on its transparency backed by an integrated
protection and high quality service for all the clients and the brokers in the market.

The company additonally, aims to support its financial positon by enhancing the solvency

margin of the company in accordance with the adopted boards and regulations. The Board of
Directors recommended in 2016 of restructuring the company's capital by reducing the capital to




climinate the accumulated losses and to increase the company's capital to enable the company
expand and to consolidate the solvency requirements.

Fifth: The most important developments in infrastructure and business:

The most important achievements can be summarized as follows:

a. The Branches and Points of Sales

to

During year of 2016, the company continued in expanding through number of agents. The

number of agents has reached three agents to support marketing ot the company's products

through their approved branches in the different cites of the Kingdom, in addition to the

sales points and branches of the company in the kingdom, total number of them is 26

b. Human Resources

The company continued 1ts support to develop the national cadres and to atoract the best

scientific and practical expertise in the field of cooperative insurance in order to establish a

cohesive and distinguished work teams in all insurance lines. In 2016, percentage of

Saudization was 64%. The female staff represented 10 % of the total number of the
employees, a suitable and attractive working environment has been saved for the Saudi

women, Number of training courses and workshops have been offered to the statf to acquire

and get the skills and the practical experience for the target professions, and specialized

courses fo assist employees ro pass exam of Insurance Fundamenrals Certificate (1FC).

c. Marketing and Sales

In the tiscal year ended at December 31, 2016, the company achieved total sales of SR 2.168 b.,

in a growth rate of more than 16% than vear of 2015, and maintained its most important

accounts by providing transparent, innovative and best quality insurance services to its

customers. The company concentrated its strategy on its credibility of offering safety products

for gaining the customet’s permanent confidence and rest of mind.

d. Technical aspects

The company made reinsurance agreements with some of the best repurable and rhe global

ranked reinsurets, as well as with some of the best reinsurance brokers, that will enable the

company to obtain the support and the distinctve services from the global market to answer

immediately all the requirements of the local market.

e. Investments

The company's investments are among Islamic Murabaha, investment portfolios, Islamic

bonds and founding the shares in both of:




- Najm, Insurance Services Company (Saudi Limited Liability Company) of SR1.923 m. of
the equity capital. Najm works as a surveyor, loss assessor and insurance claims specialist.

- Saudi Cooperative Reinsurance Company- a Saudi joint stock company — established by
resolution of the Ministers Council, No. (319 dated 24/10/1428 H.) and licensed by the
Saudi Arabian Monetary Authority SAMA, as Reinsurance Company in a market value of
SR 603 thousand, as at December 31, 2016 G, The number 1s 100,000 share,

The company also invests in the Islamic Sukuk (Bonds) issued by the General Authority ot Civil

Aviation (GACA) and the National Industrialization Company at 31/12/2016 of SR 45 m.

During the current year, the company has disinvestmented its two portfolios in the Saudi
Stock Market (shares authorized by the Shariah (Islamic law) Authority) in a market value of
SR 41.75 m. as at December 31, 2015. In addition to the disinvestment of the sukuk (Bonds)
portfolio in a market value of 45.86 m. at December 31, 2015, in addition to a share invested
in DERAYAIL 'und for Trading, I'inance and managed by DERAYAIL for I'inance in a

market value of SR 27 m. as at December 31, 20115

The company, at 31/12/2016, has an investment in the Real Estate Development Fund, this

fund is managed by NCB Capital and SEDCO Fund for Real Estate Income of SR 30.6 m.

The company also invests its cash of SR 941m. in Islamic Murabaha with the local banks

Sixth: Risks face the Company

1

The Competition:

Same of the insurance companies in the Kingdom, Malath Insurance's activity may be
affected by the fierce competition in the Saudi marker because of number of licensed
insurance companies listed 1n the market. The total number of the insurance companies in
2016 reached 35 insurance company, which may lead to a hard competitive environment that
mav affect Malath's activity and its future opportunities.

The ability to achicve satisfactory investment returns in the current cconomic
conditions:

The tfinancial results of Malath partly depends on its investment performance. The
profitability of the Company may be affected by the high / low returns of the investment
from time to time as a result of the conditions that affect these investments due to the market
fluctuarions and the local / global cconomic conditions.

The Legal and Regulatory Risks:

The Company's insurance operatons are subject to supervision and control of the Saudi
Arabian Monetary Authority SAMA, through the Cooperative Insurance Supervision Law
and its Fxecutive board, as well as the Executive Board of the Council of Cooperative Health
Insurance (CCHI) in respect of the health care insurance product. In general, the organizing
and supcrvision of the insurance are specifically directed to favor of the insured and

investors. The future legislations and the regulatory changes may affect the insurance or the




6.

financial services industry and may negatvely affect the business of Malath and its financial
conditions and results of its operations.

In view of the company's accumulated losses exceeded 50% of the capital, and in accordance
with requirements of the Article 150 of the Companies Law, the Company is required to

amend its financial position before implementing this Article. The Board of Directors has
taken the necessary measures to ensure achievement of these requirements within the
statutory deadline which will end on 22/04,/2017, so the company started to reduce its capiral
to be restructured in line with the new companies system.

Technological risks:

The company relies on its own IT systems although the company takes the appropriate
security measures, the I'T systems may be subject to hacking, computer viruses, human errors
or natural disasters. If these failures are repeated or occurred for long periods, this may
increase costs and expenses of the capital, which will lead to adversely affecting the
company's financial results.

Issues and increase number of complains by the customers:

In the normal course of business, Malath may initiate cases prosecution against other parties,
and may be asked by claims from third parties. These 1ssues may adversely affect the furure
financial situation of Malath and non-carcfully reading of the customers for the clauses and
conditions stated at the msurance policy may lead to unreal complains, thus increasing
number of complains by the customers. Also, when the insurance company applies the
procedures and regulations issued by the Traffic Deparument, which are usually not suitable
for the harmed or the affected patties, so these harmed parties go to SAMA for grievance and
complain because of absence of public awareness of the regulations 1ssued by the General
Administration of Traffic. Some clients may delay in receiving the claim amounts and provide
the company with a final conciliation, the claim based on that pended or stated at the

company's customer protection department for long periods.

Fraud Claims:

Some of the claims include fraud cases that may be committed by any client and the claim
accordingly, needs more of rime in Malath because of the raken procedures against traudulent
cases and clients, because of contacting other authorities to prove this fraud for protection
rights of the company.

Anti Money Laundering & Compating Financing Terrorism CFT/AML:

Malath understands that the insurance sector is ct\'pnscd ro money laundering and terrorism

financing through various insurance operations, which necessitates development of policies
and applications specified to the customer acceprance and taken the due diligence procedures
stpulated in the relevant regulations.




Therefore, Malath in 2016, continued in taking several procedures to reduce risks that may face,
including reviewing the Company's risk plan and to ensure that it is effectively applied to reduce
all risks, also, to review and update the AML / CEFT. In respect of the high number of complains
filed by the customers, Malath has developed its own system for the motor claims and handling

the customer complains, thus ensuring prompt handling of the complains and the fair settlement

of claims. The staff are constantly trained to deal rightdy with all the risks they may face while
their working and managing these risks in the appropriate ways.

Seventh: Important Events

e SAMA's letter regarding number of regular procedures for the company:
The company announced receiving a letter from the Saudi Arabian Monctary Authority (SAMA)
dated 30/03/2016 regarding number of the company's regular procedures in view of the financial
results of the company for the fiscal year 2015, especially the decerease in the required solvency
margin due to the large growth in volume of the company's sales during the year 2015. Letter of

SAMA has included the following actions:

1- The company should meet the solvency margin requirements by 30/09/2016. If the
company does not meet the requirements of the solvency margin, SAMA will take all the

legal and regular procedures against the company to protect rights of the insureds.

| §%]

The Company shall increase the statutory deposit from 10% of the paid capital to 15" of
the paid capital by 24/04/2016.

3- 'The company appoints a consultant to study the reasons, formulate the necessary
suggestions, proposals and solutions. The company should confirm in written to SAMA

the appointing of the consultant by 24/04/2016.

4-  The company provides in detail a monthly report regarding progress of the business
performed by the consultant at beginning of each Gregorian month and to submit a copy

of the final report of the consulrant at the end of his work.

Ln

The company provides a detailed quarterly report about progress of implementation and

applying recommendations of the consultant after completion of his work.

6- The company should hold a meeting of the Board of Directors, to discuss the contents of

this letrer and reasons of that, and submit the minutes of the Board meering to SAMA no
later than 07/04/2016.




The company accordingly, increased the statutory deposit and also appointed PWC as a

consultant in order to present the required study and recommendations. ‘The Board of Directors
also recommended an increase of the company's capital (as shown below) in order to meet the

1'C(1L1i1'(‘.d S()l\'(_‘ ncy I]"li—ll'gil'l.

o The company's accumulated losses reached 62.6% of its capital:
At the end of the 2™ Qrt of 2016, the accumulated losses of the company exceeded more than 50 %
of the capital. The accumulated losses amounted SR 187.67m. In percentage of 62.6% of the capital.
[t has become an obligation by the company to announce monthly the financial sratements prepared
internally by the management Company. The main reasons of the accumulated losses during the gnd
Qrt, were increase of the technical allocations as per the recommendation of the appointed actuary
of the company, this recommendation was increasing of SR 755 m. in the net reserve of IBNR
claims, in addition to increase of SR 16 m. in the reserve of the premium deficit. As well as
increasing allocation of the doubtful debrs during the current quarter by SR 19m. and record the
allocation of non-compliance of the assers in amount of SR 18m. Answering to requirements of

SAMA

The company announced on 28/7/2016 that its accumulated losses amounted SR 187.67 m.
representing 62.6% of its capital, referring to the financial results of the 2™ Qrt that announced

by the company.
¢ Recommendation of the Board of increasing the Company's Capital:

The Company announced that the Board of Directors has decided during its meering on April 18,
2016 to increasc the company's capital to support growth of the company's sales and to increasc
the company's ability to expand and consolidate the company's solvency requirements. The
Board decided as well, to nominate a consultant ro determine the proper increase of the
Company’s capital in view of the the future projects and plans of the company and recommend
holding Iixtraordinary General Assembly to increase the capital of the company by issuance
priority rights shares in value of the appropriate increase, which will be announced later subject
to obtaining the necessary approvals from SAMA, the Capital Market Authority and the other
relevant entities. The Company received letter of SAMA No. 371000088572 dated May 17, 2016
including their approval of appointment PWC as a consultant to the company, scope of their
work includes prepare the necessary studies to determine the appropriate increase of the capital

based on the future plans and projects,

In view ot that the company announced recommendation of the Board ot Directors at 1ts
meering held on 26/09/2016 of the Extraordinary General Assembly to increase the company's
capital through a priority rights issue in a mount of SR 260m., subject to getting the required
approvals of the relevant oftficial bodies and the extraordinary general assembly. The increase will

be only on owners of shares registered at the end of the trading (Tadawul) day of holding the

[xtraordinary General ;\5:«(;111])1'\' that will decide to increase value of the ca])il;ll. The comparny




received on Tuesday 29/02/1438 corresponding to 29/11/2016 letter of SAMA No.
381000023357 dated 29/02/1438 corresponding to 29/11/2016, stating that it was not possible

to accept application of the capirtal increase through issuance a priority rights shares of SR 260m.
In case the company wishes to re-apply for increasing its capital, the amount of the capital
increase should be sufficient to meet the solvency margin requirements immediately from date of

the Cﬂpir:il increase up to end of the three years.

In view of that, during the Board meeting on 1 4/12/2016, they have reconsidered
recommendation of the Iixtraordinary General Assembly to increase the Company's capital
through a priority rights shares of SR 260 m., as they have taken a recommendation of the capital
increase through priority rights shares of SR 380m. to meet the required solvency margin subject
to getting on the required approvals of the relevant ofticial bodies and the Lixtraordinary General
Assembly on the change of the capital, determine the price and number of shares to be offered.
The increase is limited to the shareholders registered at the end of the trading (Tadawul) day of

holding the Extraordinary General Assembly.

The Company announced on 02/01/2017 receipt of letter of SAMA approval to increase the
capital of the company to SR 380m. by the priority rights issue and announced as well, on
10/01/2017 the appointment of Investment Capital Company as financial adviser to increase
capital.

* Board of Directors' recommendation to reduce the Capital:

The recommendation of the Board of Directors of Malath Insurance Company was
announced at its meeting held on October 19, 2016 corresponding to Muharram 18, 1438H.
The recommendation of the Iixtraordinary General Assembly to reduce the company's

capital stated the following:

1. Capital of the company before reduction is SR 300,000,000 divided into 30,000,000 share,
to become after the reduction SR 120,000,000 divided into 12,000,000 share.

%}

The discount rate will represent 60% of the company's capital through reduction of 1.8

shares per each 3 shares.

3. Reason of the capital reduction: restructuring the capital of the company in accordance

with Article 150 of the new system of companies and cover the accumulated losses
4. Method of the Capiral Reduction: Cancellation ot 18,000,000 share ot the company.

5. Lffect of the capital reduction on the Company's liabilitics: There is no material impact

because of the reducton of the Company's capital on its financial obligations.

The company also announced on 13/12/2016 of receiving a leter of SAMA approval of

appointment Investment Capital Company as financial adviser to incrcase capital dated




26/12/2016. The company finally, announced the submittion of its capital reduction file to
the Capital Market Authority on 30/01/2017

e SAMA's approval for Gruup's Life Insurance Product - Credit Loans:
Malath Insurance Company announced on 28/11/2016 that it received SAMA's letter containing

the final approval of the Group's Life Insurance Product - Credit lLoans

e Termination the contract with Company of Abdul Latif Jameel for Finance and
Abdul Latif Jameel Insurance Agency:
Malath Tnsurance Company announced on 14/12/2016 that it will not submit the renewal
contract ot third party liability insurance, and the bodies ot the motor insurance tor Company ot
Abdul Lanf Jamcel Finance and termination the contract with Abdul Laut Jamecel Insurance
Agency. It has been declared that the insurance premiums represent about 40 % of the
company's total premiums. Cause of non-presenting new offer to renew the insurance because of

the negative technical results and the low financial margin of the company's financial solvency.

e Receipt SAMA letter of suspention the new underwriting of the Motor insurance
activity by the company:

The company announced receipt of a SAMA letrer regarding the fully failure of the company to
comply with the regular requirements related to settlement of Motor claims and handling the
customer complains which stops the Company to accept underwriting in the motor insurance
activity w.e.f. 29/11/2016, noting that SAMA has allowed for Malath to underwrite again on
11/1/2017 because of the company started actually in taking the corrective measurements and
developing the system of handling and scettlement the motor insurance claims and customer
complains.

Eighth: The Financial Indicators:
The main financial indicators for the Company's seventh fiscal vear ended at December 31, 2016

arc as follows:

1. The net loss before the Zakat for the year of 2016 reached SR 150,174 thousand compared
with loss of SR 1,883 thousand for the previous year. Net loss after Zakat amounted SR
156,174 thousand compared to SR 9,883 thousand 'or the previous vear.

)

Loss of the share after the Zakar for 2016 amounted SR (5.206) compared with loss of SR
(0.329) for the previous year.

s

3. The deficit of the insurance operations less investment return of the policy holders (operating
results) for year of 2016 amounted SR 161,434 thousand compared with deficit of SR 13,697

thousand of the previous year.

4. Gross Underwriting Premiums (GWP) for year of 2016 amounted SR 2,167,856 thousand
compared with SR 1,863,478 thousand of the previous year of an increase of 16.33%. The net
underwriting premiums for the year 2016 amounted SR 1,500,692 thousand compared with
SR 1,523,783 thousand for the year in a decrease of 1.52%.

5. Net of the occurred claims of 2016 amounted SR 1,623,247 thousand compared with SR
1,485,470 thousand for the previous yeat, it is increased than the previous year of 9.28%,




6. Net profit of the policyholders” investments for 2016 amounted SR 17,571 thousand,
compared with SR 5,300 thousand for the previous year in an increase of 231.53%. Nert profit

of sharcholders' equity investments amounted SR 11,670 thousand compared with SAR 7,974
thousand for the previous vear in an increase of 46.35%.
Reason of decrease the loss in year of 2016 compared with the same corresponding period of the
previous year 1s due to increase deficit of the insurance operations results, and because of the
increase in net of the ocurred claims in addition to composing allocation of non-compliance of
the assets in a total amount of SR 18.5m. (2 million Saudi Riyals for accounts of the policyholders
accounts and SR 16.5m. for the sharcholders' accounts)

The results of the fiscal year are as follows:
a) Underwriting Premiums SR Thousands

Statement 2012 G. 2013 G. 2014 G, 2015 G, 2016 G.
satand J"l',:‘i[‘l’fil‘m‘l‘f""‘”""‘-” 558,064 770,901 1,412,841 1,863,478 2,167,856
Net of the [nderwriting ; . o o
R 464,343 660,335 1,265,754 1,523,783 1,500,692
b)  Claims: SR Thousands
Statement 2012 G. 2013 G. 2014 G. 2015 G, 2016 G.
Ner of the occurred  claims 315,900 559,101 927,055 1,485,470 1,623,274
¢) Rcinsurance Commissions and the other Revenues SR Thousands
Statement 2012 G. 2013 G. 2014 G. 2015 G, 2016 G.
Remsuranee Conmmissions 33,910 25,146 23,468 56,482 415,332
Other Revenues 11,462 14,356 7,229 10,066 11,527
d) Costs of the underwriting and the premiums Loss surplus SR
Thousands
Statement 2012 G 2013 G 2014 G 2015 G 2016 G
Costs aof Insurance Policies 5 ” e
: ; 56,579 46,408 55,958 171,927 217,666
Underwriting
Premiwm of loss .‘-LJI|_,J.|LJ.\ 5,004 13,303 22,574 27,211 38,750




e) Public and administrative Expenses SR Thousands

e

Staement 012 G 2013 G 2014 G 2015 G 2016 G
rerative and L\ s frative -
RARTES Ay 64,461 65,732 72,689 72,006 78,560
SAIAres
Cther public and o o
SRR e 34981 31,331 44,905 51,880
wadImirstranyve I .‘:l}l'f'.‘k"
Grand Total 99,442 115,074 104,020 116,911 130,440
Technical Allocations SR Thousands
Statement 2012 &= 213 G 2014 215 G 2016 (s
Nerof unearned premums 254,416 252 384 484,655 287,164 364,014
S ey 5,552 9,112 16,963 33,959 23,614
ANCy
20,615 21,877 43,737 47,127 47,947
g) Surplus (Deficit) of the Insurance Operations SR Thousands
Statement 2 G N3G 2014 G 215 G 2b G
fimsusatce 24,590 37,331 23,095 8,307 143,663




h) statement of Insurance Operation Results SR Thousands

Statement

2012 G

0136 2004 G 2015 G 2016 G
‘Revenues
Grand Toral of
Underwntng 558.064 770,901 1,412,841 1.863.478 2,167,830
Premivims
Peduct: 1ssued
Premiums of 93,721 110,566 147,087 339,695 G607, 164
Reinsurance
Ner of the
Undenwriting 464,343 660,335 1,265,754 1525 783 1,300,692
Premiums
Changes in Unearned : S e - PR
Bab et 1,656 2,032 232,271 197,491 76,850
Premivms
Netof carned e i TR T P
% 402,687 662,367 10533 455 1,721,274 1,423,842
rremiums
e = i e e 5 -
I amhn 25,146 25,468 31,810 56,482 415,352
Commissions
ey L GEaiok 14,336 10,720 21,213 15,366 20,098
and Other Revenues
Grand Towal of the =
SR AL 502,189 696,555 1,086,512 1,793,122 1,868,272
Revenues
Costs & Expenses
hmme PR prche 392,401 511346 811,008 144,794 1,955,189
settled Claims
Deduct Share of . - —_—
b 5418 61,024 39,383 62,084 333,865
Reinsurers
Carinieirel ot thie 316,983 150,322 751,715 1,382,710 1,601,304
settled Claims
AERgR Gl 1076 108,779 175,340 102,760 21,970
under sertlement
Setefdigociee] 315,005 550,101 027,035 1485470 1,623,274
clums
Costs of Insurance e X = = =
S of oatwaare 36,579 46,408 35,058 171,92 217 666
Policies Underwriting
Ire of lass
Frenslum oflos 5,604 13303 22,574 27211 38,750
surplus
Reserve of non 4003
compliance the asscts T
Operanve and T S R SaneEL
: ".H ]11‘% il . 64,461 63,732 2,574 712,006 550600
\dministrative salaries
ther ]1||]\]i(' anl
\dministrative 34981 49,342 31,331 44905 31580
2l
Grand Total of the
i 477,590 733,880 1,109,607 1,801,519 2,012,135
Costs & Expenses i i o bl T
Net of Surplus /
(Deficit) in Resules oof 24,599 37.331 23,0495 8397 143,863
Insurance Operanons
Net of Surplus /
(Deficit) rransferred ta
statemment of the 22,139 ¥7,331 23,095 8,397 143,863
Shareholders
Operatons
Net of the Period
‘ 2,460 - . -

Result




i) Statement of the shareholders operations SR Thousands

Statement 202 G. 2013 G. 2014 G. 2015 G. 2016 G.
Investments Income _ o
16,498 B.963 18460 074 11.6740
Reserve of non- 16,466
compliatice the assets
Public and
Vdmimsreanve 1,170 1,465 T 1,060 1515
Fxpenses
Income of the
sharcholders 15,328 7,497 16,883 6,514 6,311
Operanons
MNer r\f..\.!lll'l\ill\
(el in Reale of 22,139 37331 23,095 8,397 143,863
the Insurance
Clperations
Proft before Zakat 37.467 0212 1,883 1505174
Zakat Allocation 7000 7,500 8,000 6,000
et profi 30,467 41,834 13,712 4883 156,174
Rrofit: (oss) ot 1.02 1.39 0.46 133 5.21

the share




j) Statement of the Financial Position:

SR Thousands

Statement 2012 G. 2013 G. 2014 G. 2015 G. 2016 G.
Assets of the
Insurance
Operations
Cash & Cash 157315 188,947 175,254 538704 B7.533
L'(l'.l'.l.\'f..l‘."l'l[ﬁ'
short-rerm invesmments 20,235 S5 0000 50,621 235,766 T5H0)
._\\':|1|:1'|ﬂr investment 34383 15,778 35.303 36,869 3,346
for salc
DirE@Eeni 206,732 217,666 157,636 263,678 ka0
receivables
Other assers 245,402 582,490 (29,282 533,953 a0
Assets of the 1,550,423
Insurance 694,065 1,109,881 1,630,096 1,609,060
Operations
Assers of the
shareholders
Cash & Cash B39 131,498
L'(.lllll\'(.'lL']l[“
short-renn invesunents 65,000 13,000
-ilable invesnmen A . 72,83
..\\,nl,ihh invesament 129,475 180,254 192,000 174,907 H3g
for sale
Orher assers 202,700 89,732 109,985 31078 19,695
2= = T =
Grand total of Assets 332,175 343,986 316,991 286,300 274,027
of the shareholders
Total of assets 1,026,240 1,453,867 1,947,087 1,895,369 1,824,450
Requirements of the
Insurance Operations
T e ke § vl
Receivables of 15.199 33,185 37 600 180,203 42122
Remsurers
Technical reserves 536,844 046,006 1.405.184 1.242.743 1,159,817
Orher requirement 142,022 130,690 187,222 186,114 349,842
Total of the 1,551,831
IaplRtae 694,065 1,109,881 1630096 1,609,060
Operations
requirerments
Requirciments and
rights of shareholders
Requirements of 0 640 33,006 40772 27,875 184,668
shareholders
izhts of the FORED
tghtok the 322,533 290,950 276219 258,434 ol
sharcholders
M - e - 3 T
Total Requirements 332,175 343,986 316991 286,309 274,027
of shareholders
Total Requirements 1,824,450
and rights of the 1,026,240 1,453,867 1947087 1,895,369

.t‘._h archolders




k) Statement of the changes at the shareholders SR Thousands

Change in the
- rornls werve Acc lated fair value of the —
SrRieme it Capital Regrular reserve uhtm'iu. e ||.1'\. lue of the Cotil
deficit investment
available for sale

Capiral finance 300,000 00000
Taotal of the
rr:rr]\r[-hrn\:ir:- Irss for the 2 39,207 Q00 68,207
period
;(]r{:; '(t, A losnde Ok 300,000 59,207 9,001 231,793
Total of the
comprehensive profir for 7,228 13,191 20,419
”'IL' vear
fﬂj{;;l'(‘ it Decomdce 3, 300,000 51,079 4191 252212
- ¥
Total ot the
cumnprehensive profin for - 18,074 TGT5 10,399
|l'|L' VOear
;E]r;(:il(r; at DecewmherJl, 300,000 33,005 3484 262,611
Total of the
comprehensive profit for - 14,092 3831 17.923
the vear
fﬂ';l‘ig at December 31, 300,000 19,813 34 280,534
Total of the
comprehensive profir for - 30,467 11,534 42,001
the year
Transferred for the 5131 2131
TCSCrve 4 =4
f)ﬂr;;t M Pecorabier 3. 300,000 2151 8573 11,881 320,535
Total ot the
comprehensive profit for - - 41,634 10.279 31,555
the vear
%;3:1?} atDycemberi; 300,000 2,131 33,311 22,160 200,980
Tot ;ll rs'.- l|'1<.'
comprehensive profir for E3T12 1049 14.761
the vear
Credit at December 3
ot L 300,000 2:131 47,023 21,111 276219
Total of the
comprehensive profit for 9,883 7.902 17.785

at December 31, 300,000 2,131 56,906 13,200 238,434
Total of the
comprehensive profir for 156,174 12,901 169,075
the vear
i;]r;“;l? A December L, 300,000 2131 213,080 308 89,359
4 .




1) Sectorial information and geographical distribution
The management has adopted, as per instructions of SAMA, the business sectors for the
Company's activitics, assets and liabilitics as described below.

Income statement

Insurance Operations

At December 31, 2006, SE Thousands

The . : 'jI‘hc i The Mortor Health care ather Taoral
Properties Engineering
Grand Total of the Underwriting 72,979 42,565 1,900,633 95,162 56,517 2,167,856
Premiums
Net of the Earned Premiums 2,595 913 L Lad 84,087 32,113 14423,842
Reinsurance Commissions 19,164 15,426 371,056 - 9,686 415,332
O s enies 139 82 10,832 318 156 11,527
2

Net of the paid /serrled claims 13 26 1,565,292 59,585 1,690 1,623,274

) 7,729 3,083 212,079 7,601 25,924 256,416
Other Lxpenses
. . 88 52 2,303 116 68 2,627
Lonsumption
Operative and administrative 4,370 2,547 113,816 5,699 3,386 129,818
salaries experiences . and other
administrative and public
experiences
Income / (Loss) of the Insurance 9,598 10,765 207,468 11,404 14,267 161,434
business
Commissions on the short-rerm 17,571
Islamic Investments
Surplus of the Insurance 143,863
Operanons

Insurance Operations For the vear ended ar December 510 2015, SR Thousands
Xhe . :ic . The Motor Health care other Total
Properties Engineering

Grand Total of the Underwriting Premiums 80,367 43,757 1,585,736 91,653 61,965 1,863,478
Net of the Underwniting Premium 10,597 1,796 1,594,635 98,875 15,371 1,721,274
Reinsurance Commissions 18,781 11,554 15,337 10,810 50,482
Other Revenues 79 46 8,930 888 123 10,066
Net of the paid /serled claims 1,128 232 1,423,424 56,102 06,830 1,485,420
Orher Expenses 9,612 3132 169,909 9,780 6,705 199,138
Consumption 129 70 2.537 147 98 2981
Operative and administranve salares
experiences , and other administrative and 4,913 2,673 90,9458 3,003 37N 113,930
public experiences
Income / (Loss) of the Insuranee business 15,931 7,287 73,926 28,131 8,880 13,697
f:o_nunis-s-iu:ms on the short-term Islamic 5,300
Investments
Surplus of the [nsurance Operations 8,397




Statement of the Financial Position:

Insurance Operations
Assets of the Insurance Operations

share of Retnsurers from the uneamed
]3]'{'“]1“”\.‘\

Share of Retnsurers from the claims under

processig

Ihe outstanding costs for underwriting
policies

Uinclassified assers

Total of the assets

Assets of the Insurance Operations
Linearned Premiums

Commissions of Unearned Reinsurance
Under Processing Claims

Unclassified requirements

Total of the requirements

[nsurance Operations

Assets of the Insurance Operations

Share of Reinsurers from the unearned

])'I'(.']ll]Llr['IN

Share of Reinsurers from the claims under

processing
The outstanding costs tor underwnong

palicies
Unclassificd asscrs

Total of the assets

Assets of the Insurance Operations
Unearned Premiums

Commissions of Unearned Reinsurance
Under Processing Claims

Linclassified requirements

Total of the requirements

At December 31, 20160, 3K Thousands
e : / hu. . The Motor Health care | other Total
Propertics Engincering
20,852 20,710 68,210 - 8,377 118,149
98,398 27,187 25,860 - 12,295 163,740
1,940 | 1,063 39,170 2,423 3,351 47,947
1,220,587
1,550,423
21,262 21,124 370,447 40,112 29,218 482,163
5,883 6,292 8,520 - 2,913 23,614
99,849 30,294 192,444 13,636 17,817 654,040
390,606
1,550,423
At December 31, 20135, SR Thoeusands
l.;hc . ].hc_ . The Motor Health care | other Total
Properties Enginecring
21.695 25812 132,138 9079 188,724
167,881 29 492 13,859 23335 264,367
1,768 1,312 38,969 1,724 335 17127
1,108,642
1,609,060
2RATS 26,917 367,392 29,037 3167 75,854
06,541 8,058 16,517 - 3043 33,959
160,812 33,001 483,049 14,165 32,569 732,896
360,31
1,609,060




The Geographic Locations /Sites SR Thousands

; Grand Total of the 5
Statement A Percentage
Premiums

Central Region 930 438

Western Region 1070 49.4
Eastern Region 148 6.8
Grand Total 2168 100%,

Ninth: The Disclosure as per the regulations

a)

Corporate Governance Regulations

The Company has updated its Corporate Governance Regulations, which determine the rules
and standards governing the performance of the Company. These regulations go along with the
regulations issued by SAMA, the regulations issued by the Capiral Marker Authority and the
Companies Law issued by Ministry of Trade and Investment. These regulations will be
approved by the General Assembly of the sharecholders of the Company.,

b)

The Board of Directors of the Company has submitted a request to SAMA to approve
regulatons of Malath Insurance Company. Malath's regulatons have been updated to comply
with the regulations issued by SAMA, the Capital Market Authority and the new corporate
law 1ssued by the Ministry of Trade and Investment. SAMA has approved waiting for holding
the general assembly (o be presented to the shareholders of the company.

In view of absence the legal status members at the Board of Direcrors or presence of legal
status 1nvestors, there 1s no way for applying the paragraph (d), of the article -6- and the
patagraph (t) of the Article 12 of the Corporate Governance Regulations.

Formation of the Board of Directors and the Executive Management of the Company
According to Article (13] of the Articles of Association of the Company, the Company shall
be managed by a Board of Directors composed of nine members appointed by the Ordinary
General Assembly for a period not exceeding three years, as this assembly appoints the first
Board of directors. Such appointment shall not prejudice the right of the legal person to
replace his representative in the Board. Board of Directors for a period of three years from
date of issuance the Ministerial Resolurion announcing esrablishment of the company.

The Board of Directors has been elected for the fourth session that begins on 6 April 2016
for a period of three years at the Ordinary General Assembly Meeting on 25 Jumada 11
1437H (03 April 2016). All members are non-executive members and the majority are
independent. All members have been provided with the company's boards and regulations in
the Kingdom of Saudi Arabia. The following members were elected:

e [ling. Mubarak Bin Abdullah Al-Khafra

e Nr. Mohammed bin Al Al-Ammati

e [r. Ghassan bin Abdurahman Al-Shebl



Mr. Abdulmuhsen bin Mohammad Al-Saleh
Fing. Mohammad bin Abdulaziz Al-Namla
Mr. Obatd Abdullah Al-Rashid

Mr. Mohammed Saleh Al-Athel

Mr. Tarek Othman Al-Abd Alajabbar

Mr. Fawaz Muhammed Al-Fawaz

Name

Type of the

The other Joint Stock Companies that the
member partcipates in

Number of
the owned

Percentage (M)

Athel

Delta Company -
Company

a Saudi Closed Joint Stock

Mambership Membership of its Board of Director shares ai-she-shases
National Industrialization Company
(TASNEE)
Mubarak Bin . ; . . "Fha firer hami )
! {L]i')'ll"ll_\ Bin Abdullah SRRy j.-hl_ firse ‘b.m!\. . ) 80477 (.268%
Al-Khafra Gult  Chemicals  And  Industrial — Oils
Company,
Tabuk Cement Company
, o Tabuk Fisheres Company
Mabaemed bin ali-Al- Non-Ixecutive Wajeef  Insurance  Brokerage  Services 8,367 (.028%
Amman A
Company
AEdahien bia Saudi [ndustrial Services Co. (SISCO) -
A o SRR, Non-Execunve [ntegrared Logistie Services Providers (LSC) L000 (0,003%
Mohammad Al-Saleh et 3 S
FALCOM Financial Serviees
Saudi Chemical Company
/ Saudi Home Loans (SHL)
Uh:m.'l AbdullahAl: Independent Al-Arabi Heavy Equipment Lease Company 1,000 (.003%
Rashid : " g
(AHEL)
Dr, Sulaiman Al Habib Medical Groap
Ghassan bin Abdurahman : R
- » = - g ] ' 1
ALShebl Independent Saudi Aarlines 30,0000 (100
Middle Last Specialized Cables (MESK)
Gulf Isolaton Group company
Mohs ad bi Abdulaziz M 2 Al Wamla Holdi .
lo ammad bin YidipErdess \_bn ulaziz Mohammed Al Namla Holding 1000 0.003%
Abdulaziz Al-Namla Company
Emurates Pipe Insulation Co., Lid.
Fastern Industrial Co.
Manufacturing and Sahara Company for
: (Netin
“awaz Muhg ol Al c B - - 0,
},t.:,:j Aahanaened ol Independent Industrialization and Power Company 1,059 (.003%s
e (TASNEE)
Saudi Shipping Co
Tarek O an Al . . . . .
: ”.L] it - abd Independent Saudi Advanced Industries Company 1,000 0.003%
Alajabbar ’
Venture Capiral Bank - Bahrain
: Packaging  Materials  Manufacturing  Co.
A .d Saleh Al BINg g
lohammed Saleh Al Independent (FIPCOY) 1,000 0.003%




The executive management of the company consists of a disunguished group of the qualified

and cxperienced individuals in the field of insurance, they are as follows:

Name

Position

Experience

Qualifications

MNumber of
the owned
shares

Percentage (%)
of the shares

Nasser Hashem Al

Experience 22 years

PC engineering from King Fahd

CEO E Lniversity ot Petraleam and
Bunni in Insurance Field Cattly
Minerals
— , Fxperience more
I'heily Hudaiban Al- 2 noe i : :
a WVice:CEQ than 17 years in 1152

Adhela

Insurance sales

Rami Omer Al
Hushan

Vice CEO) for sales &
Marketing

l-'.xpuliu:u- TOEE

than Tovears in
Insurance
marketing &

\eeounting

Master in Business
Administration PSLU

Fawaz
Abdulrahman Al-
haji

Vice CFO)Y for Motor

Insurance

Fxperience 22

in Insurance lield

vears

Masrer in Busmess

\&ll"‘ﬂi'll_\'l’t’.ﬂl()l'- Cie rmany

Sunil Waji Seri

Vice CEQ for Moror
Insurince

Experience 22 years

in Insurance Field

Masrer in Business
Welminisration- Germany

Yo Baker Alhumed
Shehab

LT B )

Experience more
than 19 vears in the
Finance ficld

Finance Major from King Fahd
Universiy of Perraleum and
Minerals




c) Board of Directors Meetings
Board of Directors held 8 meetings during 20106, as per what recorded in the visors register as
mentoned below:

The Previous Session

The current Seasion

pe
o 3 Pt
Moot /./ seventh I'hird
cenng
£ " . s . T 3 1.
// Firsi Sccond I"hird IFourih Fifih Sixth i-11-2016 14-12-2016
//\'.m“. 10-2-2016 3-4-2010 18-4-2016 22-6-2016 20-9-2016 16-10-2016
T TR
Mubarak Bin \ i ; X 1
\belullah AL Ehat Atended Sirenced witended Vtended Attended Artended Vrtended Atrended
aiulbch 1 s
NMakammed bin Al y - - ; .
i Wrrended ©rrendied Arrended Yrtended Srrended Arrended Yrtended
W-Amman hetended
Mohammad bin Did His His His His His His
' 1ol 1ot " i J E 1
Sulciman Aba Arended ‘I d membership momberhip membicrship membiership membership membetship
Arreng Y 2 2
\i mal Crle ll l|]l]l'l| {'l'.'.'.l'l.‘ l':\lji ll '."“lll'\' l'l]l'.l'll
Whedulmuhsen bin : ! 3 ; : ; el et
. % vitended ‘rencied wreneled Yrrended rrended Artended Artended o
Aobammad Al-Saleh artend
sabkamimad bin . . . . L
. e Wrended Srrencied \rrencled \rrended Vrrended Arrended N noat artend Artended
Did not His His Has His Fhs Has
(TR T8
I\".l'l'.{'.c'l | :nrl:\.n'r.\"\:|\ ||'.(:|\|\l'|':¢||||'| :"."[1\')(]'4"_”\ e |'.u‘||'.])rr\|:1'|) me :l\l)i‘l\il\l'l\
artenc j 3 7 3
enided ended cnded crded eneed cnded
Clhaid Abdullah Al A i . i3
achiil Vitended Serencled rteneleed Ytten [does not attend Vrtendied [ Foes not atend Vitended
asha
Gl 1 bt = = f
12 not [ nost = g =i S
pib nan Al " wrrended Yrten Srtended Serended Uil ot artend Vrended
T tend
artend arren
Shelil . s
lawae Muhammed licfore Biefone - -
z i < Srreneleel Atren Srtendded Nereneded Autended Arter
-t i
Wi Jomning Joining
MMohammued Salch Lefore Before ; - Did o
ey " o pre wrtenced Ltten Vrtended Arrended Artended z
Al Aehel Jesining loining artend
Tarek Orhman Al Betore Betoge i . 3 el not
: i 3 Did not atrerd Did not Artended Did not astend Artended i
A Aljabbar Jeririing: artend

d) Formation Committees Of The Board
»  Audit Committee
The Assembly &1]1[31'()\111 the funcuons and l'cspnnsﬂ)ilitics ol the

follows:

Audit Committee as

¢  Oversceing the Internal Audit Deparrment, the Company's Corporate Governance
Department, and verifying their effectiveness in carrying out the works and tasks

determined by the Board of Directors.

e Srudying the system of internal control, the system of regular control and conducting the
written reports about its opinion and recommendations in this regard.

e  Studying the reports of internal audit, regular oversight and following up implementation

of the corrective measures of the observations contained therein,




Making the recommendation to the Board of Directors to appoint auditors, and

determine their fees and not renew them.

Follow up the work of the auditors and approve any work outside scope of the audit
work assigned to them during their audit work.

Studying the audit plan with the auditor and discussing any observations thercon.
Studying the auditor's observations on the financial statements and following up what has
been done.

Studying the accounting policies adopted and expressing the opinion and recommending
to the Board of Direcrors.

Adoption publication of the preliminary financial statements before they are submitted to
the Board of Direclors. The Committee shall meet afier the closure of the Saudi Stock
Market. The lists shall be published before the opening of the Market on the following,
day. In case of failure, the Board of Directors shall authorize one of its members to
approve the publication of the results.

Iixamining the annual financial statements before presenting them to the Board of
Directors and providing an opinion and recommendation thereon.

The Audit Committee consists of:

Name Position / Title Type of the Membership

. Head of the Commitree (In the - - o
\bdelmohsen Al-Saleh B " : Chairman of Board of Dircctors
revious Session)

; T : G s Independent Member (Our of the
A ALOiraibi Member (In the Previous Scssion) ; f
Compy
Head of the Committee (the current
Fawaz Muhammed Al-Fawaz Session) and member of Commiriee Member of Board of Direcrors

(the Previous Session))

- S - Independent Member [Our of the
Abdulaziz Sulaiman Al-Adki Member : I o ' .
Company)

i s ; Independent Member (O fthe
Naif Mohammad Al-IKhamshi Member e R R

Company)




The Audir Committee held six meetings during the period from January 01, 2016 ro

December 31, 2016 to carry out the tasks mentioned above as recorded in the attendance

register below:

The Previous Session

The current Session

d/,

Meeting ; I . . .

// First Second I'hird Fourth Fifth Sixth

/_/" S RTTe 13-1-2016 9-2-2016 23-7-20106 27-7-2016 18-10-2016 11-12-2016
i
it
Abhdulmuhsen bi

e A0SR 1L Ended Fnded Fnded Fnded

Mohammad Al-
Saleh

Arrended

Arrended

Memhership

Membership

Membership

Membership

Fawar Mubhammad
Al-Fawaz

Attended

\rtended

Attended

Attended

Attended

\ttended

Wi AL-Cleaibi

Arrended

Artended

Lnded
Membership

Fnded
Membership

nded
Membership

Fnded
Membership

Abdulaziz Suleiman
Al-Ariki

Before Joining

Bt e [oining

Attended

Artended

Atrended

Atrended

Ml Mobammad Al
Khamshi

Before Joining

Before |s:i'.'|i|]_u|

Before Joining,

Before Joming

Before Joining

\renided

= The Executive Committee
The the Board of Directors adopted the composition, functions and responsibilities of the

Foxecutive Committee as follows:

The Committee

shall

be responsible  for

reviewing and the submitting

the

recommendations to the Board of Directors concerning the various matters such as the
strategic and action plans. The Committee also has some excecutive powers granted by the
Board of Directors. The committee will coordinate with

the investment

committee

in

developing the investment strategy and plans of the company in line with the boards and

regulatons issued in this regard as well as monitoring the performance of the company's

Invesrments.

Review and Recommendations:

* Investment policy in coordination with the Investment Committee.
* The strategies, work plans and annual budget presented by the company's executive
management.

*  Operational developments and company performance.

= Boards and regulations relating to the functoning of the company.

= Important matters and obstacles related to the company's business.

= Powers & Authorities

* The powers given by the Board of Directors to the Committee about the financial,
technical, personnel and procurement matters as per the limits and amounts stated at the

approved regulations.

*  Any other powers that the Board deems to be granted to the Committee on basis of the
decisions issued by the Board of Directors.




The Executive Committee consists of:

Name

Position / Tite

Type of the Membership

Maohammad bin Suleiman Aba-
Nomai

Head of the Committee (In the Previous

Session)

Member of Board of Directors

Mohammed bin Al Al-Anunari

Member

Member of Board of Directors

Ghassan bin Abduralman Al-Shebl

Mohammad bin Abdulaziz Al

Head of the Commirree (In the Current
Sess10n;

Member of Boatd of Directors

Al Member Member of Boatd of Direcrors
Tarek Othman Al-Abd Alajabbar Member Member of Board of Directors
Nasser Hashem Al Benni Member CEO of the Company

The FExecutive Committee held six meetings during the period from January 01, 2016

to December 31, 2016 to as recorded in the attendance register belows:

The Previous

I'he current Session

Session
.-//’.
Mecting e . o ) L .
L First Second I'hird Fourth Fifth Sixth
o N 20-1-2016 16-5-2016 21-6-2016 25-0-2016 23-10-2016 6-12-2016
oo ame
-
/'/
His

Mohammad bin

Arrended

Hiz membership :
membership

His membership His membership

His membership

Suleiman Aba-Nama cnded ended cnded cnded
endded
Mohammed bin Al Al-
E Ytrended Atrended Attended Artended Arrended Artended
Amman
Ghassan bin .
3 Atrended \tended Attended Avtended Adtended Artended
Ahdurahman Al-Shebl
Mohammad bin v - - :
: i Arrended Verended \rtended Did nor arttend Did not artend hrrended
Abdulaziz Al-Namla
Tarek Cthman Al Abd - ] : L hd not :
R Before |oming id nor arrend vrrended Did not attend Arrended
Alajabbar ! attend

Nasser Hashem Al . s
Rt Before Jomning

Benni

Atrended \ttended

\rtended Artended

Artended

= Committee of Risks Management:

This commirtee was established in accordance with governance

board of the insurance

companies issued by SAMA. The Board of Directors approved formation, tasks and

responsibilities of this Committee as follows:

e Identify the risks to which the Company may be exposed and maintain an acceprable

level of risk to the Company.

e Supervising the risk management system and evaluating its etfectiveness.

e Review policies of the risk management.

e Re-evaluate the company's ability to take risks and exposure to them periodically.

e [Provide derailed repotts to the Board of Directors about facing the risks and the

proposed steps to manage these risks




e Provide rthe recommendarions ro the Board abour the 1ssues relared o the risk

management.
¢ Conduct periodic review and update the risk management strategy taking into

consideration the internal and external variables of the company.

The Risk Management Committee consists of:

Name Position / Title Type of the Membership

Membier of Board of

Mohammed Salch Al Arhel Head of the Commirte
])‘ltl Tors
Member of Board of
Mohammed bin Al AL Ammar Member SIS &
Dirccrors
L Member of Board ot
\bdulaziz Mohammad AlNamla Member S i

Dircetors

The Committee held nwo meetings during the period from January 01, 2016 to December 31,

2016 to as recorded in the attendance register below:

Meeting e == .

e - First Second
i Name 25-04-2016 30-05-2016
: Aetended

Mohammed Saleh Al-Athel Artended
Arrended

Mohammed bin All Al Ammari Artended
. i Artended

Mohammad bin Abdulaziz Al-Namaa Artended

* Committee Of the Candidates and Remunerations
The the Board of Directors adopted the composition, functons and responsibilities of the

Commirttee as follows:

The Committee recommends to the Board of Directors to nominate for membership of
the board, in accordance with the approved and the adopted policies and standards.

The Committee shall perform an annual review for the skills required for the Board
membership and prepare a descriprion of the capabilities and qualificarions required for
the Board of Direcrors, including determining time of the member to be allocate for the
Board of Directors.

The Committee reviews the structure of the Board of Direcrors and makes
recommendations regarding the possible changes that may be done.

The committee evaluates performance of the Board (overall and individual performance
of the members of the Board) and the members of the committees of the Council at least,
on an annual basis and identfies the strengths and weakness points in the board and
suggests methods to address the required points to ensure interests of the company.

The Committee shall ensure on an annual basis, the independence of the members and

committees of the Council and ensure thatr there 1s no contflict of interest.




e The recommendation regarding appointment and exemption of members of the senior
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e Develop policy and procedures
management and control implementation of succession plans and procedures of them.

of succession of CILO), the executives and the senior

e Review rewarding and compensation plans for members of the senior management

e Supervise the induction program and the regular training for members of the Board.

e Reccommend to the board in respect of the matters relating to the nominations and

awards.

Committee of the Candidates and Remunerations

Name

Position / Title

Type of Membership

Mohammed bin Al Al-Ammar

Iead of the Commirtee {In the Previous Member of Board of

Session) Dircecrors
: Member of Board of
\bdulaziz Abdullah Al-Jalal Member sl
L. Direcrors
; - Member of Board of
Chassan bin Abdurahman Al-Shebl Member (In the Previous Session) - e
Directors

Obard Abdullab Al-Rashid

Member of Board of

Member Dircctor,
COLUTS

Tarck Othman Al-Abd Alajabbar

I Member of Board of
Member In the current Session) b

Direcrors

Head of the Commirtee {In the Current Member of Board of

\bdelmohsen Al-Saleh Bt o R IR SL D ST REaE
Sesgion) Directors

The Committee held two meetings during the period

2016 1o as recorded in the artendance register below:

from January 01, 2016 to December 31,

The Previous Session

Meeting

Mohamuned bin Al Al Anmar

—— First
Name 18-1-2016

Attended

The current Session

Sccond
7-12-2016

\rtended

Vbdulaxiz Abdullah Al-Jalal

Attended

His membership ended

Obard Abdullab Al-Rashid

Did nor attend

\rrended

Lareg Othman Al-Abd Alajabbar

Before [oining

2] ot acend

Abdelmohsen Al-Salch

Attended

Actended

(zhassan bin Abhdurahman Al-Shebl

Attended

His membership ended

= Investment Committee:

The Board of Directors adopted the formation, functons and responsibilitics of the

Committee as follows:

1. Define objecrives of rthe invesrment and develop the necessary plans which include:

a) l)m'cl()p the investment plans and p(}licics in line with the issued boards and

regulations.

o
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6.

11

a) Develop the investment plans and policies in line with the issued boards and
regulations.

b) State long-term goals and plans include risk levels, diversification of the assets and
the currencies, and internal and external management options.
¢) Method and duration of follow up and monitoring the investments performance.

Recommending appointment of investment managers, evaluating in regular their
performance and setting the required standards.

Preparation of a written investment policy including limits of the risk and the
supported authority, with taking into consideration the volatility, risk, performance,
liquidity, duration, revenue and all other factors deemed appropriate by the
Commission. All risk limits and exposure cases to the investment activitics should be
periodically reviewed to ensure that they are relevant to current market conditions
and the Company's overall risk appetite.

Review implementation of the investment policy on a quarterly basis, including but
not limited to:
a. Review performance of each asset class.
b. Follow-up the general risks of investment policy.
“ -
c. lIssuing the investment portfolio performance report.
d. Development of the technical standards for the approved investment activities.

[ivaluate the results of the investments periodically and submit the necessary reports
to the Board of Directors, including:
A. Review the components of the current and future investment portfolio.
B. Ensuring that responsibles for the funds are in compliance with the
investment policy.
C. Review purchase and sale decisions.

The Committee may, after taking the Board of Directors approval to appoint
members outside the Board of Directors and outside the Company's management
and recommend their fees.

The Committee shall have the power and the authorities to obtain the advice, legal
assistance and investment advisory services (internal or external), and to take such
other arrangements as it deems proper and in accordance with the granted powers
and the authorities,

Review the actuarial assumptions and reports as part of the assets allocation and the
analysis plan.

Assess the data and the methodology used by the acruarial expert upon developing
the inflation assumptions and the investments return.

. Studying the actuarial value of the assets and ensuring that actuarial data are taken

into account with the asset and liability management studies of the company.
Studying and evaluating any private investment outside the policy.




12. To carry out any other work :l:«'signcd to the Committee b}' the Board.

The Investment Committee consists of:

Name

Paosition / Title

Type of the Membership

Mohammad bin Abdulaziz Al-Namla

Head of the Committee

Member of Board of Directors

Abdulmuhsen bin Mohammad Al-Saleh

Member

Member of Board ot Directors

Abdulaziz Abdullah Al-Jalal

Member (In the Previous Session)

Member of Board of Directors

Nasser Hashem Al-Bunni

Member (In the Previous Session)

CEO

Crhassan Abdulrahaman Al-Shebl

Member (In the current Session)

Member ot Board of Directors

Mohammed Saleh Al Athel

Member (In the current Session)

Member of Board of Dircctors

The Committee held four meetings duting the period from January 01, 2016 to December 31, 2016

The Previous Session

The current Session

Meeting -~
=

J./',
e Name
L

Mohammad bin Abdulaziz Al-
Namla

=

First
26-1-2016

Artended

Second
6-3-2016

\rrended

Third
9-5-2016

Arrended

Fourth
25-9-2016

Yrended

'\hLIUIHJUIl?\'L“\ 1\"1 \1f‘1|'.|'|'|”'||&.'d
\l-Salch

Artended

Antended

Atrended

Attended

Abdulaziz Abdullah Al-Jalal

Artended

Artended

His membership

ended

His membership
encled

Nasscr Hashem Al-Benni

Arrended

Artended

s 111(':11[}1‘[’:-‘]11'[}
ended

His membership
ended

Ghassan Abdulrahaman Al-Shebl

Before |oining

Before Jolning

\rrended

\rrended

Mohammed Saleh Al-Achel

Before |oining

Before [oining

D1d nor arrend

\ttended

The total cost and allowances of attendance the Board of Directors and its committees
amounted SR 264,000 for the period from 01 January 2016 to 31 December 2016 compared

with SR 216,000 for the year 2

(K

The total remunerations of the Board of Directors approved by the General Assembly held

on 25 Jumada Al-Thani 1437H (corresponding to 03 April 2016) was SAR 1,020,000. The

Board of the General Assembly did not recommend any bonus or rewards for their work for

the fiscal year 2016.




The following table declares derails of the

of Directors and the senior executives:

remuneration and rewards received by the Board

Executives Independent

Six of the senior executives who received the

TOWATCS

Board Board highest Salaries & Remunerations including
Statement Members Member the the CEO and the CFO
SR Thonsands
Salaries & Remunerations 7.613
\Mlowances 264 11
Ihe regular and annual bonuses and 1.020 113
1,02 13

Ihe motivation plans

Program of the savings as per the Company's

regulanons

Any r.tJmpL-n.-:mion or any other rangible

benefits paid monthly or annually

Health care insurance tor the employee and his

\lt‘].‘:_'m_;&‘n[‘. insurance for the death cases and the

personal aceidents as per the company's boards

and regulations

Senior executives are CHQO), First Vice CEO, Vice President of Sales, Vice President for
Technical Affairs, Deputy Chief Executive Officer of Motor Insurance and Chief I'inancial

Officer.

e) Saving system for the company's employees

The total contribution of employees during the period ended 31 December 2016 in the savings
system amounted SR 4,741 thousand Saudi Rivals, while the contributon of the company

reached SR 2,711 thousand, noting that the savings system was .<1u|a]wd in the company as of

01/01/2017.

f) Transactions and dealing with the related parties
‘The Board of Directors has approved the amendments to Policy of arranging the Contflict of
Interests for Board Members, Directors, the executive managers and Sharcholders to comply
with the regulations and regulations i1ssued by the Capital Marker Authority. Some transactions
and contracts in which the company was a party and there is interest for some of the Board of
Directors and senior executives have been conducted without giving the company any special

advantage because of these these transactions, which were as follows:

a) Saudi NASCO for Insurance Brokerage Company, which is co-owned by H.E. Eng.
Mubarak Abdullah Al Khatrah, Chairman of the Board of Directors and 1s a reinsurance
contracts in the same form approved with all reinsurance brokers with whom the company

deals. The toral

ttansactions for

2016

amounted SR

1.234 thousand,

installments and SR 123.00 Thousand recoverable compensation through them

b) Personal insurance of the member Mr. Mohamed Al Al-Ammari amounting SR 16

thousand. insurance premiums and claims paid in SR 2 thousand

¢} Personal insurance of Mr. Abdul Mohsin Al Saleh of SR 34,000 as insurance premiums and

paid claims of SR (.53 thousand.

1'{,‘11'19 urance



d) Group of Aba-Nomai Companies. It 1s L‘c;u:hillg to H.E. Mr. Mohammed Bin Sulaiman

Aba-Nomai, member of the previous Board of Direcrors. These are insurance policies
according to the Company's approved policies without any special conditions or benefits.
Its premiums reached SR 330 thousand.

¢) Tabuk Cement Company, which is co-owned by HE Mr. Mohamed Ali Al-Ammari, they
arc insurance policies according to the company's approved policies without any special
conditions or benefirts. Its duration was one year, of SR 3,581 thousand and paid claims of
SR 240 thousand.

The members of the Board of Directors who obtained insurance policies from the company
paid the due premiums and installments in tull in the same characteristcs of the policies
L

given to all customers.

Otherwise, there are no contracts during this period, for which the Company was a party and
there is no any interest for the Chief Exccutive Officer, the Chief Financial Officer or any
relevant individual. There i1s no any arrangements or agreements whereby a board member or
a senlor executive waives any salary or compensation.

g) Equity and debt instruments activities:

-

During the period ended at December 31, 2016, there are no any debt instruments issued by
the Company, and there is no interest in class of shares entitled to vote by any persons, as well
as there 1s no interest, opton rights and underwritng rights belonging to any of the directors
and senior executives or their family members in shares Company. There are no any
convertible debt instruments, warrants or similar rights issued or granted by the Company
during that period. There are also no rights of transfer or underwriting under debt instruments
convertible into shares, option rights or similar rights certificates issued or granted by the
Company during the same period. There is no any refund, purchase or cancellation by the

Company for any redeemable debt instruments, there is no any arrangement or agreement

whereby any Shareholder waives any rights in profits.




The following table shows percentage of board of directors and senior executives in shares of the company:

MName

Position

number of
the shares
Ii'\\"('d I)_\ ‘III‘.

t'lil'lTP'rll)'\ at

numher of
the shares

owned by the

company at

Net of the
change

res of the

Percentage
of the change
at the

ablar

SessSLOL)

the G l'lJlJIl!}l[l\'..\-
SEr the end of COMPany 1
beginning of shares
the vear
the vear -
Chairman of Board of Dircctors 80,477 80477
Deputy Chaleman of the board of direetors -
Mohammad bin Suleiman — — . =
¥ s Member In the Previous Scssion) 9150 1,00 8,130 BOT0y
Yha-MNomat !
Abdulmuhsen bin ; 5 =
ke Member of Board of Ditectors 41,1530 LG 400,150
Maohgmmad Al-Saleh
Member of Board of Direetors (In the Previows
Vhdualazie Abdullal AlJalal Rl I R PR s LB (] I} (KA I
Sesslon)
Cibad Abdullah Al-Rashid Member of Board of Directors 1,000 1000
SRRl U i I Member of Board of Directors 30,00 30,00 .
Al-shebsl
‘\bdulaziz Mohammad Al : S
* ’ Member of Board of Dircctors (] Lo
Namla
FPawaz Muhammed Al- Member of Board of Directors (Tn the New 0 1039 LO00 1695%
Fawae Sesslon)
; Member of Board of Directors (In the New
Mohzmmed Saleh Al Athel S i < 0 (] 1000
DLESLON )
L'arek COnhman Al-Alul Member of Board of Directors [In the New
i 1,000 1,100y

wsser Hashem Al-Bunni

CEO

Theib Hudaiban Al Adhela

Rami Omer Al-Hushan

Vige CEO

Vice CEO for sales & Marketing

Fawaz Abduleshman Al-hasi

Vice of CECY for Motor Insurance

Sutul Wijesin

Vice CLICY for Motar Insurance

b Baker Ahmed Shehab

SRS




The following table shows percentage of the directors” wives and senior executives and their

minor children in shares of the company:

Name

Mubarak Bin Abdullal Al
Fhafra

Position

Chadrinan of Board of Dircctors

number of
the shares
owned by
the
l:lillll‘;l[l_\
at the
beginning
of the year

number of
the shares
owned by the
l'llllll‘il‘l_‘. at
the end of
the vear

MNet of the
clhingre
Shares of the

company

Percentage
of the change
at the
company's
shares

Mohammed hin Al Al-dmmart

Deputy Chairman of the hoard of dircetors

Mohammad bin suleiman Aba
Nama

it Direcrors {In the

Previous Sessi

Abdultmhsen bin Mahamimad
Al-Saleh

Member af Boan

of [hrecrtors

Abdulaziz Abdullah Al-Jalal

Member of Board of Direcrors (In the

Previous S

Clbaid Abduliah Al-Rashid

Member of Board of Direcrors

Ghassan bin Abdurahman Al
Shebl
Mohammead bin Abdulazie Al-

Ml

Member of Board of Directors

Memler ot Board of Direcrors

Fav

e Muhammed Al-Fawaz

Al-Athel

Mohammed Saleh

ion)
Member of Board ot Iirectors (In the Mew

Sessiomn)

of Board ot Directors {In the New

Farek Othman Al Abd

't of Board ot Directors (In the New

EEC)

L heily Hudaiban Al Adhela

Yice CLEO

Rami Odvmer Al-Hushan

Viee U100 For sales & Markering

Fawaz Abdulrahman Al-haji

Vice of CEO) for Motor Insurance

Sunil Wijesiri

Abu Baker Ahmed Shehab

Vice CEO for Motor Inserance

(&R e




h) Zakat and the statutory debits and payments
The statutory payments due on the Company as of December 31, 2016 contain the Zakat

pavables due on the shareholders, supervision fees of the Saudi Arabian Monetary Authority
(SAMA) and the Council Of Cooperative Health Insurance, as well as an amount due for
General Organization for Social Insurance (GOSI), representing contributions of the
emplovees, as well as deduction taxes for General Authority of Zakat and Tax (GAZT) The

next table shows the due statutory payment

Amounts
Entity Statement
SR Thousands
Saudi Arabian Monerary Authonty (SAMA) Sunpervision Fees 060
Council OF Cooperative Health Insurance Supervision Fees Ay
General Organtzation for Social Insutance (GOSI) Contributions /Subscriptions 378
CGeneral \ut?)rn'n_\ of Zakar and Tax (GAZT) Zakat and deduction tax 0,186

An amount of SR13.5m. Emplovees’ end of service benefirs are calculated on the basis of the
emplovees' last salaries, and their allowances and accumulated years of service. The accounting
value of this allocations calculated as at 31 December 2016 in accordance with International

Accounting Standard (IAS) no. 19).

i) Remunerations of the Board of Directors 2016
The Board of Dircctors did not recommend of any annual bonus for president of the board of

directors and its members against their fees and their etforts during the fiscal year 2016.

j) External auditors and the accounting standards:
The General Assembly of Malath shareholders, that held on 25 Jumada II 1437IL
(Corresponding to April 03, 2016) approved the recommendation of the Audit Committee
and the Board of Directors to appoint Office of Dr. Mohammed Al Amri& Partners, and
Office of the International Accountants to be the audirors for the company's accounrs during
the financial year ended at December 31, 2016.

At its next meeting

o?

determining their fees for auditing the Company's accounts for the financial year ended

the General Assembly will consider reappointing or rcplncmg them and

December 31, 2017, after reviewing the recommendations of the Audit Committee and the
Board of Dircctors in this regard.




The financial statements have been prepared in accordance with international standards and
in view of SAMA directives as the regulator supervisor of the insurance sector and exempting
the CMA for the insurance companies from complying with the standards issued by the Saudi

Organization for Certified Public Accountants.

The Fxternal Auditor's report states that the Company has prepared the financial statements
as per the Internatonal I'nmancial Reporting Standards and has not been prepared in
accordance with the generally accepted accounting standards in the Kingdom of Saudi Arabia
The Company confirms that there are no significant differences or financial impact as a result

of 1ts preparation the financial statements in accordance with international standards on the

Saudi accounting standards.

The Board of Directors acknowledges that:

The Company's accounting records have been prepared correctly.

There is no doubt in the company's ability to continue its activity.

There are no any loans due on the company.

The internal audit and control system has been properly established and
implemented effectively.

Except for the company’s receipt of SAMA letter regarding the Company's failure
to fully comply with the regulatory requirements relating to setdement of motor
insurance claims and handling customer complaints, therefore SAMA decision
will stop the Company from accepting new underwriting in the motor insurance
activity as of 29-11-2016, noting that suspension of the Company was lifred by
SAMA on 11-1-2017. Because the Company has taken the corrective actions and
developed the system of handling the motor claims  insurance and the customer
complaints, there 1s no penalty, or restriction imposed on the Company by any
supervisory or Judictal entity

There is no contract has the company as a party and rhe company has no any
material or fundamental interest in any one same ot that nor any member of the
board of directors, Le. the chief executive officer, the financial manager or any
person relared to any of them excepr as mentioned above.

k) Results of the annual audit of the effectiveness of internal audit and control
procedures:

The internal audit department has implemented its tasks in accordance with the approved plan of
the Audit Committee for year of 2016, which included audit, review and follow-up the following

Follow-up the observations and recommendations contained in the previous reports.

operations:
.
e Review
e  Review
* Review
s  Review
* Review

and audit the risk management processes.

and audit the operations of the medical insurance underwriting management.
and audit the motor claims department

and audit the motor underwriting deparrment.

and audir operations of the Branches and the Points of Sales.




The Internal Audit Dcpartl'ncnt also reviewed and audited the pnlicics and pruccdurch‘ of the
relevant departments in plan of 2016, The Internal Audir Department issued additional reporrs

and carricd out additional audits to meet the new regulatory requirements as requested by the
Audit Committee to increase effectiveness of internal controls, specially what related ro decision
of SAMA's suspension to issuc new motor insurance policies w.e.f. 29/11/2016 until
11/01/2017. The internal compliance and control reports contributed in the rapid response to
address and achieve SAMA's comments, which contributed to non-stop of the company. The
committee has confirmed on the need for the continuous follow-up of the work and submitting
periodic reports by the compliance and control department and to the commitment of addressing
the motor claims operations and ensure compliance with the regulatory standards in this regard.
The total results of the Internal Audit Department, based on audit and review of its internal audit
reports completed during 2016, reinforce and enhance the Audit Committee's conviction that the
internal control procedures are so etfectve. There are no signiticant weak points. The Audit
Committee confirms that the Company continues to update and document its procedures and
policies in all the arcas and the lines of business to maintain the control environment and to
strngth this in all the internal fields.

I) Profit Distribution Policy
As the company did not make profits this year, the company will work in future when making
profits to take the right decision in respect of distribution of profits to the sharcholders, as
pet the company's Articles 44, which states:
Profits of the shareholders will be disttibuted as follows:

1. Avoiding the zakat and the prescribed income rax.

2. Allocate (20%) of the net profit to form a statutory reserve, the General Assembly may
stop this retainer reserve in case the the reserve total of the paid capital.

3. The Ordinary General Assembly, based on proposal of the Board of Directors to allocate

a percentage of the annual net profit to form a reserve and to be allocated for purpose of
the specific purposes determined by the General Assembly.

4. 'The rest amounts are distributed as a first payment to the sharcholders of not less than
5% of the paid capital.

5. The remainder amount shall be distributed to the shareholders as a share of the profits or
transferred to the retained earnings account.

6. By a resolution of the Board of Directors, may distribute a periodic dividends to be

deducted from the specified annual profits in the paragraph of the organizing rules and
issued by the competent authorities.
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INDEPENDENT AUDITORS’ REPORT




! Elernul{onéﬂ I BD Dr. Mohamed Al-Amri & Co.
‘;9- * c?ﬂ:ﬂ fﬂ._,f’. s Accountants & Consultants

An Independent Member ur‘m International

INDEPENDENT AUDITORS’ REPORT

To the shareholders of Malath Cooperative Insurance & Reinsurance Company

SCOPE OF AUDIT:

We have audited the accompanying statement of financial position of Malath Cooperative Insurance &
Reinsurance Company (A Saudi Joint Stock Company) (the “Company™) as at December 31, 2016,
and the related statement of income — insurance operations, statement of comprehensive income —
insurance operations and statement of comprehensive income — shareholders’ operations, statement of
changes in shareholders’ equity and statements of cash flows for insurance and shareholders®
operations for the year then ended and notes 1 to 27 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, the provisions
of Article 126 of the Regulations for Companies and the Company’s by-laws and submitted to us
together with all the information and explanations which we required. Our responsibility is 1o 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 perform the audit to obtain reasonable assurance about whether the financial
statements are free from material misstatement. An audit includes examining on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audit provides a reasonable degree of
assurance to enable us to express an opinion on the financial statements.

UNQUALIFIED OPINION:

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

o present fairly, in all material respects, the financial position of the Company as at December 31,
2016 and the results of its operations and its cash flows for the year then ended in accordance with
International Financial Reporting Standards; and

e 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 following matters:

a) As stated in note 2 to the financial statements, solvency margins have declined below regulatory

levels prescribed by Saudi Arabian Monetary Authority (*SAMA’). The accumulated loss has
reached 71% of the share capital as at December 31, 2016.
The management believes the Company will be able to comply with SAMA’s solvency
requirements through the issue of rights shares. Management is also of the opinion that the
Company has a profitable future. Accordingly, these financial statements are prepared on going
concern basis;
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An Independent Member OFM International

EMPHASIS OF MATTERS (Continued):

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

International Accountants Dr. Mohamed Al Amri & Co

P O Box 18025 P O Box 8736

Riyadh 11415 Riyadh 114926

Kingdom of Saudi Arabia Kingdom of Saudi Arabia

Khalid Ali Ibrahim Otain thad M. Al-Amri

Certified Public Accountant Certified Public Accountant

Registration No. 373 Registration No. 362
e March 1, 2017 G

Jumada IT* 02, 1438 H




STATEMENT OF FINANCIAL POSITION
AS AT DECEMBER 31, 2016

2016 2015
Notes SR’000 SR’000

INSURANCE OPERATIONS’ ASSETS

Cash and cash equivalents 5 807,533 538,794
Short term Murabaha deposits 6 75,000 235,766
Available for sale investments 7 5,346 36.869
Receivables, net 3 158,624 263,678
Reinsurers' share of unearned premiums 9 118,149 188.724
Reinsurers' share of outstanding claims 9,12 163,740 264.567
Deferred policy acquisition costs 9 47,947 47,127
Prepaid expenses and other assets 13 22,819 18.462
Property and equipment, net 14 7,402 6.6076
Due from shareholders™ operations 143,863 8.397
TOTAL INSURANCE OPERATIONS' ASSETS 1,550,423 1.609.060

SHAREHOLDERS' ASSETS

Cash and cash equivalents 5 151,498 80,324
Available for sale investments 7 72,834 174907
Statutory deposit 15 45,000 30,000
Investment return on statutory deposit 15 3,440 =
Prepaid expenses and other assets 1,249 1,078
TOTAL SHAREHOLDERS'ASSETS 274,027 286,309

TOTAL ASSETS 1,824,450

895,369




INSURANCE OPERATIONS' LIABILITIES AND
SURPLUS

INSURANCE OPERATIONS' LIABILITIES
Reinsurers’ balances payable

Gross unearned premiums

Unearned reinsurance commission

Gross outstanding claims and reserves

Claims payable. accrued expenses and other liabilities
Surplus distribution payable

Assets mismatch reserve

TOTAL INSURANCE OPERATIONS’ LIABILITIES

INSURANCE OPERATIONS' (DEFICIT) / SURPLUS
Fair value reserve for available for sale investments
Re-measurement losses on defined benefit plans

TOTAL INSURANCE OPERATIONS' (DEFICIT) /
SURPLUS

TOTAL INSURANCE OPERATIONS” LIABILITIES AND
(DEFICIT) / SURPLUS

SHAREHOLDERS' LIABILITIES AND EQUITY
SHAREHOLDERS’ LIABILITIES

Zakat provision

Accrued expenses and other liabilities

[nvestment return on statutory deposit

Assets mismatch reserve

Due to insurance operations

TOTAL SHAREHOLDERS® LIABILITIES

SHAREHOLDERS® EQUITY

Share capital

Statutory reserve

Accumulated loss

Fair value reserve for available for sale investments

TOTAL SHAREHOLDERS’ EQUITY
TOTAL SHAREHOLDERS’ LIABILITIES AND EQUITY
TOTAL LIABILITIES, INSURANCE OPERATIONS’

(DEFICIT) / SURPLUS AND SHAREHOLDERS'
EQUITY

2016 2015
Notes SR’000 SR'000
42,122 180.203
9 482,163 475.888
9 23,614 33.959
9. 10 654,040 732.896
16 339,586 175,944
8,301 8.301
2,005 =
1,551,831 1,607.191
7 346 1.869
(1,754) -
(1,408) 1.869
1,550,423 1.609.06(0)
17 20,307 18,923
16 586 535
15 3,446 -
16,466 -
143,863 8.397
184,668 27,875
18 300,000 300.000
18 2,131 2,131

(213,080) (56,906)

7 308 13,209
89,359 258,434
274,027 286.309
1,824,450 1,895,369




STATEMENT OF INCOME
-INSURANCE OPERATIONS

FOR THE YEAR ENDED
DECEMBER 31, 2016

2016 2015

Note SR’000 SR'000
REVENUES
Gross wrilten premiums 2,167,856 1,863478
Less: Reinsurance ceded premiums (667,164) (339.695)
Net written premiums 2 1,500,692 1,523,783
Changes in unearned premiums - net (76,850) 197,491
Net earned premiums 9 1,423,842 1,721,274
Reinsurance commission 9 415,332 56482
Investment income 11 17.571 5,300
Other income 11.527 10,066
TOTAL REVENUES 1,868,272 1793122
COSTS AND EXPENSES
Giross claims paid 9 1,955,189 1,444,794
Less: Reinsurance share of claims paid 9 (353.885) (62,084)
Net claims paid 9 1,601,304 1,382,710
Changes in outstanding claims and reserves 21,970 102,760
Net incurred claims 9 1,623,274 1,485,470
Policy acquisition costs 9 217,666 171,927
Excess of loss expenses 38,750 27,211
Assets mismatch reserve 2,005 -
Operating and administrative salaries 19 78.560 72,006
Other general and administrative expenses 20 51,880 44,905
TOTAL COSTS AND EXPENSES 2,012,135 1,801,519
Deficit from insurance operations (143.863) (8.397)
Shareholders’ appropriation from deficit 2 143,863 8.397

NET RESULT FOR THE YEAR = s




STATEMENT OF COMPREHENSIVE INCOME -
INSURANCE OPERATIONS

FOR THE YEAR ENDED
DECEMBER 31, 2016

2016
Note SR’000

Net result for the year -

Other comprehensive income to be reclassified to
statement of income in subsequent years
Net change in fair value reserve for available for sale

investiments 7 (i)(b) (1,523)

Other comprehensive income not to be reclassified to
statement of income in subsequent periods

Re-measurement losses on defined benefit plans (1,754)

Total comprehensive (loss) / income for the vear {3.277)

2015

SR'000

1,566

1.566




STATEMENT OF COMPREHENSIVE INCOME -
SHAREHOLDERS’ OPERATIONS

FOR THE YEAR ENDED
DECEMBER 31, 2016

2016 2015
Note SR*000 SR*000

Deficit transferred from insurance operations 2 (143.863) (8,397)
[nvestment income 11 11,670 1.974
Assets mismatch reserve (16,466) -
General and administrative expenses (1,515) (1.,460)
Loss before zakat (150,174) (1,883)
Provision for zakat 17 (6,000) (8.,000)
Net loss for the year (156,174) (9,883)
Other comprehensive income to be reclassified to statement
ol income in subsequent years
Change in fair value reserve for available for sale investments (6,441) (4,487)
Realized gain on sale of available Tor sale investments T (i) (h) (6,460) (3.413)

(12,901) (7,902)
Total comprehensive loss for the year (169,075) (17.,785)
Basic and diluted loss per share before zakat (in SR) 21 (5.000) (0.063)
Basic and diluted loss per share after zakat (in SR) 21 (5.200) (0.329)

Weighted average number of shares in issue throughout

the year (in thousands) 30,000 30.000




STATEMENT OF CHANGES IN

SHAREHOLDERS’ EQUITY

FOR THE YEAR ENDED

DECEMBER 31, 2016
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STATEMENT OF CASH FLOWS -
INSURANCE OPERATIONS

FOR THE YEAR ENDED
DECEMBER 31, 2016

Note SR’ 000

Cash flows from operating activities
Net result for the year -
Adjustments for:
Depreciation expense 2,627 2,981
Loss on sale of available for sale investments 1,184 -
Provision for doubtful receivables 7,400 1,000
Shareholders' appropriation from deficit (143.863) (8,397)

(132,652) (4.416)
Changes in operating assets and liabilities:
Receivables 97.654 192,958
Reinsurers’ share of unearned premiums 70,575 (128,796)
Reinsurers’ share of outstanding claims and reserves 100,827 213,500
Deferred policy acquisition costs (820) (3,390)
Prepaid expenses and other assets (4,357) (2,051)
Reinsurers’ balances payable (138.081) 142,513
Unearned premiums 6,275 (O8.6Y5)
Unearned reinsurance commission (10,345) 16,994
Outstanding claims and reserves (78.856) (110,739)
Claims payable, accrued expenses and other liabilities 161,888 (2,675)
Assets mismatch reserve 2,005 -
Due from shareholders' operations 8,397 23.095
Net cash generated from operating activities 82,510 268,298
Cash flows from investing activities
Additions to property and equipment, net (3.353) (1,613)
Proceeds from sale of available for sale investments 28.816 -
Short term Murabaha deposits, net 160,766 (185,145)
Net cash generated from / (used in) investing activities 186.229 (186,758)
Net change in cash and cash equivalents 268,739 81.540
Cash and cash cquivu]umx. beginning ol the year 538,794 457,254
Cash and cash equivalents, end of the year ) 807,533 538,704
Non-cash supplemental information:
Re-measurement losses on defined benefit plans 1,754
Change in lair value ol available [or sale investments 1,523 1,366

Transfer from capital work in progress to leasehold improvements - (171)




STATEMENT OF CASH FLOWS
SHAREHOLDERS’ OPERATIONS

FOR THE YEAR ENDED
DECEMBER 31, 2016

Note SR 000
Cash flows from operating activities
Loss before zakat (150,174) (1.883)
Adjustments for:
Impairment on available for sale investments 517 :
Gain on sale of available for sale investments (6,460) (3,415)
Shareholders' appropriation from deficit of insurance

operations 143,863 8.307

(12,254) 3.099

Changes in operating assets and liabilities:
Accrued commission receivable - (612)
Prepaid expenses and other assets (171) =
Accrued expenses and other liabilities 31
Assets mismatch reserve 16,466 -
Due to insurance operations (8,397) (23,095)
Zakat paid (4,616) (6,198)
Net cash used in operating activities (8,941) (26,800)
Cash flows from investing activities
Short-term Murabaha deposits - 15.000
Statutory deposit (15,000) 5
Additions to available for sale investments (1,913) (20,798)
Proceeds from sale of available for sale investments 97,028 33410
Net cash generated from investing activities 80,115 27,612
Net change in cash and cash equivalents 71,174 806
Cash and cash equivalents, beginning of the year 80,324 79.518
Cash and cash equivalents, end of the year 5 151,498 80.324
Non-cash supplemental information:
Change in fair value of available for sale investments (12,901) (7.902)
Investment return on statutory deposit 3,446 =




NOTES TO THE
FINANCIAL STATEMENTS

FOR THE YEAR ENDED
DECEMBER 31, 2016

1. GENERAL

Malath Cooperative Insurance & Remsurance Company (the “Company™) 15 a Saudi joint stock company
established m Riyadh, Kingdom of Saudi Arabia by Royal Decree Number M/60) and incorporated on Rabi Al-Awal
21, 1428H corresponding to April ¥, 2007 under Commercial Registration No. 1010231787, The Company’s head
oltice 15 at Mohammad Bin Abdelaziz Street. P.O. Box Y9763, Rivadh 11625, Kingdom of Saudi Arabia.

The objectives of the Company arce to engage in providing insurance and reinsurance and related services in
accordance with its Articles of Association and the applicable regulations in the Kingdom of Saudi Arabia.

2. BASIS OF PREPARATION

Statement of Compliance

The financial statements have been prepared in accordance with International [inancial Reporting Standards
("IFRS™) issued by the International Accounting Standards Board, the provisions of Regulations for Companies in
the Kingdom of Saudi Arabia and the Company’s By-laws.

As at 31 December 2016, the Company's solvency margin is helow 25% and as per article sixty-eight of
implementing regulations Saudi Arabian Monetary Authority “SAMA™ could appoint an advisor to the Company or

issue a cease and desist order to the Company and recommend the withdrawal of its license.

The Company is taking corrective actions to comply with article 150 of the new companies law and also received
SAMA letter 381000049776 dated 06 February 2017 to take corrective actions not later than 05 March 2017, The
Company received SAMA approval through letter 381000028557 dated 12 December 2016 to reduce the share

capital by SR 180 million subject to remaining regulatory approvals and shareholders through general assembly.

Considering the future business prospects and improvement in prospective operating results, Management believes
that the Company expects profitable growth in future, based on retention of key corporate customers, more cross-
selling of profitable lines and by underwriting management through regular rate reviews for new and renewed

business in key lines.

Management believes that business growth can be achieved by maintaining high level of service quahty as a
differentiator. The effective long term cost cutting strategy based on claims management, prudent reinsurance
arrangements, improved collection of outstanding receivables and investment strategy review will result in

profitability.

The board confirms its commitment to business continuation, and recommended raise in capital amounting to SR
380 million through right issue subject to approval of regulators and shareholders through general assembly to
support business growth and to meet solvency requirements. The Company has received SAMA’s approval n this

regard on 2 January 2017, Accordingly, these financial statements are prepared on going concern basis.

As at 31 December 2016 underwriting of new motor business was under suspension based on SAMA’s letter
381000022825 dated 28 November 2016, however SAMA revoked its suspension through letier 381000041057
dated 11 January 2017.

As required by Saudi Arabian insurance regulations, the Company maintains separate accounts for Insurance and
Sharecholders' operations and presents the financial statements accordingly. Revenues and expenses clearly
attributable to either activity are recorded in the respective accounts. The basis of allocs
expenses from joint operations is as determined by the management and Board of Directors.

on of other revenue and

In accordance with Saudi Arabian Insurance Regulations, the Company is required to distribute 10% of the net
annual surplus from the insurance operations to the policyholders and remaining 90% of the surplus to be transferred
to shareholders’ operations. Any deficiency arising on insurance operations is transferred to shareholders’ operations
in full.




Basis of measurement

These financial statements are prepared under the historical cost convention except for the measurement at fair value
of available for sale investments,

Functional and presentation currency

The financial statements are presented in Saudi Rivals being the functional currency of the Company. All financial

information presented in Saudi Riyals have been rounded to the nearest thousands, except otherwise indicated.

Fiscal year
The Company follows a fiscal year ending December 31.

3. NEW STANDARDS, AMENDMENTS TO STANDARDS AND INTERPRETATIONS:

The accounting policies used in the preparation of these financial statements are consistent with those used in the
preparation of the annual financial statements as of and for the year ended December 31, 2015, except for the
adoption of new standards, amendments and revisions to existing standards mentioned below which are applicable
for the annual periods beginning on or alter January 1. 2006 and had no significant linancial impact on the financial
statements of the Company:

-1FRS 14 — "Regulatory Delerral Accounts™ allows an entity, whose activities are subject to rate regulation. to
continue applying most of 1ts existing accounting policies for regulatory deferral account balances upon its first ume
adoption of IFRS. The standard does not apply to existing [FRS preparers.

-'"Amendments to I[FRS 10 — “Consolidated Financial Statements™, [FRS 12 — “Disclosure of Interests in Other
Entities” and TAS 28 — “Investments in Associates” address issues that have arisen in the context of applying the
consolidation exception for investment entities by clarifying the following points:
e The exemption from presenting consolidated financial statements applies to a parent entity that is a
subsidiary of an investment entity, when the investment entity measures its subsidiaries at fair value.
¢  Only a subsidiary of an investment entity that is not an investment entity itself and that provides support
services (o the investiment entity is consolidated. All other subsidiaries of an investment entity are measured
at fair value.
¢ The amendments to IAS 28 allow the investor. when applying the equity method, to retain the fair value
measurement applied by the investment entity associate or joint venture to its interests in subsidiaries.
¢ An investment entity measuring all of its subsidiaries at fair value provides the disclosures relating to
investment entities required by IFRS 12,

-'Amendments to IFRS 11 — “Joint Arrangements™ require an entily acquiring an interest in a joint operation. in
which the activity of the joint operation constitutes a business to,
e apply all of the principles in IFRS 3 — “Business Combinations™ and other 1FRSs that do not conflict with
the requirements of IFRS 11.

e disclose the information required by IFRS 3 and other IFRSs for business combinations.

The amendments apply both to the initial acquisition ol an interest in joint operation, and the acquisition of an
additional interest in a joint operation, in the later case, previously held interests are not remeasured il the joint
operator retains joint control,

- Amendments in IAS 1 — ‘Presentation of Financial Statements’ to address perceived impediments to preparers

exercising their judgments in presenting the financial reports,

e The materiality requirements in IAS ]
¢  That specific line items in the statement(s) of profit or loss, other comprehensive income and the statement

of linancial position may be disaggregated

e That entitics have [lexibility as 1o the order in which they present the notes to linancial statements




e That the share of OCI of associates and joint ventures accounted for using the equity method must be

presented in aggregate as a single line item. and classified between those items that will or will not be

subsequently reclassified to profit or loss,

‘- Amendments to IAS 16 — *Property, Plant and Equipment” and [AS 38 - “Intangible Assets” restricts the use of
ratio of revenue generated to total revenue expected to be generated to depreciate property, plant and equipment and
may only be used in very limited circumstances to amortize intangible assets.

- Amendments to [AS 16 — *Property. Plant and Equipment™ and [AS 41 — “Agriculture™ change the scope of 1AS
16 to include biological assets that meet the definition of bearer plants. Agricultural produce growing on bearer
plants will remain within the scope of LAS 41.

Standards issued but not yet effective

The following new or amended standards are not expected to have significant impact on the financial statements and
the Company has chosen not to carly adopt the following standards:

¢ [FRS 9 - Financial instruments (effective on or after January 1, 2018)
¢ IFRS 15 - Revenue from contracts with customers (effective on or after January 1, 2018)

e IFRS 16 — Leases (effective on or after January 1. 2019)

4, SUMMARY OF 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 bank current accounts and short term Murabaha deposits with an original
maturity of three months or less at the date of acquisition.

Insurance contracts

Insurance contracts are defined as those containing insurance risk at the inception of the contract or those where at
the inception of the contract there is a scenario with commercial substance of the existence of insurance risk. This
insurance risk is dependent on both the probability of an insured event and the magnitude of its potential effect.

Once a contract has been classified as an insurance contract, it remains an insurance contract for the remainder of its
lifetime, cven if the insurance risk reduces significantly during this year.

Impairment and uncollectibility of financial assets

An assessment is made at each statement of financial position date to determine whether there is objective evidence
that a financial asset or a group of financial assets (including insurance receivables) may be impaired. If there is
ohjective evidence that an impairment loss on a financial asset has been incurred, the estimated recoverable amount
of that asset is determined and any impairment loss is recognized for changes in its carrying amount as follows:

= for financial asscts at amortized cost, the impairment loss is based on the difference between carrying amount and
the present value of future cash flows discounted at the original effective interest rate:

= for financial assets at fair value, the impairment loss is based on the decline in fair value; and

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

For presentation purposes, the resulting allowance is carricd in the respective category within the statement of
financial position and the related statements of income - insurance operations or statement of comprehensive income
- sharcholders™ operations are adjusted.




When the Company considers that there are no realistic prospects of recovery of the asset, the relevant amounts arc
written off. It the amount of impairment loss subsequently decreases and the event can be related objectively to an
event occurring after the impairment was recognized then the previously recognized impairment loss is reversed
through profit or loss.

Objective evidence that a financial asset or group of assets is impaired includes observable data that comes to the
attention of the Company about the following events:

= Significant financial difficulty of the 1ssuer or debtor:
A breach of contract, such as a default or delinquency in payments;
= [t becomes probable that the issuer or debtor will enter bankruptey or other financial reorganization;
= The disappearance of an active market for that financial asset because of financial difficulties; or
=  QObservable data indicating that there is a measurable decrease in the estimated future cash flows from a group of
financial asscts since the initial recognition of thosc asscts. although the deercase cannot yet be identified with
the individual financial assets in the Company, including:
- adverse changes in the payment status of 1ssuers or debtors in the Company: or
- national or local economic conditions at the country of the issuers that correlate with defaults on the assets.

Impairment of non-financial assets

Assets that have an indefinite useful life are not subject to depreciation and are tested annually for impairment.
Assets that are subjeet to depreciation are reviewed for impairment whenever events or changes in circumstances
indicate that the carrying amount may not be recoverable.

An impairment loss 1s recognized for the amount by which the asset’s carrying amount exceeds its recoverable
amount. The recoverable amount is the higher ol an asset’s Tair value less costs Lo sell and value in use.

Deferred policy acquisition costs

Direet and indirect costs incurred during the financial year arising from the writing or renewing of insurance
contracts arc deferred to the extent that these costs are recoverable out of future premiums. All other acquisition
costs are recognized as an expense when incurred.

Subsequent to initial recognition, these costs are amortized on a pro-rata basis based on the term of expected future
premiums, except for marine cargo where the deferred portion shall be the cost incurred during the last quarter.
Amaortization is recorded in the statement of income insurance operations.

Changes in the expected useful life or the expected pattern of consumption of future economic benefits embodied in
the asset are accounted for by changing the amortization period and are treated as a change in accounting cstimate.

An impairment review 1s performed at each reporting date or more frequently when an indication of impairment
arises. When the recoverable amounts are less than the carrying values an impairment loss is recognized in the
statement of income insurance operations. Deferred policy acquisition costs are also considered in the liability
adequacy test Tor each reporting period.

Deferred policy acquisition costs are derecognized when the related contracts are either settled or disposed of.
Salvage and subrogation reimbursement
Some insurance contracts permit the Company to sell assets acquired in settling a claim. The Company may also

have the right to pursue third parties for payment of some or all costs.

Estimates of salvage recoveries are included as an allowance in the measurement of the outstanding claims liability.
The allowance is the amount that can reasonably be recovered from the disposal of the asset.

Subrogation reimbursements are also considered as an allowance in the measurement ol the outstanding ¢laims
liability. The allowance is the assessment of the amount that can be recovered rom the action against the liable third
parly.




Awailable for sale investments

Awailable for sale financials assets are non-derivative financial assets that are either designated in this category or
not classified in any of the other categories. Such investments are initially recognized at cost and subsequently
measured at fair value, Cumulative changes in lair value of investments are shown as a separate component in the
statement of financial position, statement of comprehensive income-insurance operations and sharcholders
comprehensive mcome.

Realized gains or losses on sale of these investments are reported in the related statements ol income - insurance
operations or shareholders’ comprehensive income. Dividends. commission income and foreign currency gain/loss
on available for sale investments are recognized in the statement of income - insurance operations or statement of
shareholders’ comprehensive income.

Any significant or prolonged decline in value of investments is adjusted for and reported in the related statements of
income - insurance operations or statement ol comprehensive income - sharcholders’ operations as impairment
charges.

Fair values of investments are based on guoted prices for marketable securities, or estimated fair values. The fair
value of commission-bearing items is estimated based on discounted cash flows using commission for items with
similar terms and risk characteristics. Where the fair value is not readily determinable, such investments are stated at
cost less allowance for impairment in value, if any.

Trade date accounting

All regular way purchases and sales of financial assets are recognized / derecognized on the trade date (1.e. the date
that the Company commits to purchase or sell the assets). Regular way purchases or sales are purchases or sales of
financial assets that require settlement of assets within the time frame generally established by regulation or
convention in the market place.

Property and equipment

Property and equipment arc stated at cost net of accumulated depreciation and any impairment in value. When
significant parts of property and equipment are required to be replaced al intervals, the Company recognizes such
parts as individual assets with specific useful lives and depreciates them accordingly. All other repair and
maintenance costs are recognized in the statement of income as incurred. The cost of Property and equipment, net is
depreciated on the straight-line method over the estimated useful lives of the assets as follows:

Percentage
Leasehold improvements 20%
Computer hardware 25%
Computer software 10%

Furniture and lixtures
Office equipment
Motor vehicles

An item of property and equipment, net and any significant part initially recognized is derecognized upon disposal
or when no future economic benelits are expected from its use or disposal. Any gain or loss arising on derecognition
of the asset (calculated as the difference between the net disposal proceeds and the carrying amount of the asset) is
included in the statement of income of insurance operations when the asset 1s derccognized.

Provisions

Provisions are recognized when the Company has a legal or constructive obligation as a result of a past event, and it
is probable that an outflow of resources embodying economic benefits will be required to settle the obligation and a
reliable estimate can be made of the amount of the obligation. A provision is recognized when the Company has a
present legal or constructive obligation as a result of past events and it is more likely than not that an outflow of
cconomic resources will be required Lo settle the obligation and the amount has been reliably estimated.

Foreign currency translation
Foreign currency transactions are translated into Saudi Rivals at the rates of exchange prevailing at the date of the
transactions, Monetary assets and liabilities denominated in foreign currencies at the statement of financial position.




datc arc translated at the exchange rates prevailing at that date, Gains and losscs from scttlement of such transactions
and from translation at year end exchange rates of monetary assets and liabilities denominated in foreign currencies
are included in the statement of income - insurance operations or shareholders’ comprehensive income.

Liability adequacy test

Al the end ol each reporting period, a liability adequacy test is performed o ensure the adequacy ol 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 deliciency is immediately charged to the statement of
insurance operations initially by writing off related deferred policy acquisition costs and subsequently by
establishing a provision for losses arising from liability adequacy tests.

Reinsurance
Reinsurance contracts are contracts entered into by the Company with reinsurers during the normal course of
business under which the Company 1s compensated for losses on msurance contracts issued.

The bhenefits to which the Company is entitled under its reinsurance contracts held are recognized as reinsurance
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
recognized consistently with the amounts associated with the underlying insurance contracts and in accordance with
the terms of each reinsurance contract.

At each financial reporting date, the Company assesses whether there is any indication that a reinsurance assct 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 its recoverable amount. Impairment is recognized in the statement of insurance operations.

l.eases
Operating lease payments are recognized as an expense in the statement of income - insurance operations on a
straight-line basis over the lease term.

Expense

Expenses are recognized in statements of income - insurance operations and shareholders” comprehensive income
when decrease in Tuture economic benelit related to a decrease in an assel or an increase in a liability has arisen that
can be measured reliably. Expenses are recognized in statements of income - insurance operations and sharcholders’
comprehensive income on the basis of a direct association between the costs incurred and the earning of specific
items ol income: on the basis of systematie and rational allocation procedures when economic benefits are expected
to arise over the accounting period. Expenses in the statements of income - insurance operations and sharcholders’
comprehensive income are presented using the nature of expense method.

Receivables

Receivable are non-derivative financial assels with Tixed or determinable payments. Receivables arising from
insurance contracts are classified in this category. These are recognized when due and measured on initial
recognition at the fair value of the considerations received or receivable. The carrying value of receivable is
reviewed for impairment whenever events or circumstances indicate that the carrying amount mayv not be
recoverable, with the impairment loss recorded in the statement of income - insurance operations. Receivable are
derecognized when the derecognition criteria for financial assets have been met.

Revenue recognition

Recognition of premium and commission revenue

Retamed premiums and commission income. which relate to unexpired nisks beyond the end ol the lnancial period,
are reported as unearned and deferred based on the following methods:




= Last thrce months from the period in respect of marine cargo:

= Pre-defined caleulation for engineering class ol business for risks undertaken that extend beyond a single year.
In accordance with this calculation, lower premiums are earned in the first year which gradually increase
towards the end of the tenure of the policy: and

= Actual number of days for other lines of business.

The Company commenced using the pre-defined calculation for engineering class of business staring 1 January
2014, As only the calculation for deferring the premiums has been amended., this is a change in accounting estimate.

This change in calculation is expected to have minimal impact on the net earned premiums of the Company for
future years as the net retention of the Company in respect of engineering business is considered to be minimal by
management.

Unearned premiums represent the portion of premiums written relating to the unexpired period of coverage. The
change in the provision for unearned premium is taken to the statement of income of insurance operations in the
same order that revenue 1s recognized over the period of risk.

Fee income on insurance contracts

Insurance policyholders are charged for policy administration services and other contract fees. These fees are
recognized as revenue over the period in which the related services are performed. I the fees are lor services
provided in future periods, then they are delerred and recognized over future periods.

Investment income
Investment income is recognized on an effective yield basis taking account of the principal outstanding and the
commission rate applicable.

Dividend income
Dividend income is recognized when the right to receive payment is established.

Claims
Gross claims consist of benefits and claims paid to policyholders, changes in the valuation of the liabilities arising
on policyholders™ contracts and internal and external claims handling expenses net of salvage recoveries.

Outstanding claims comprise the estimated cost of claims incurred but not settled at the statement of financial
position date together with related claims handling costs and a reduction for the expected value of salvage and other
recoveries, whether reported by the insured or not. Provisions for reported claims not paid as of the statement of
financial position 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) including related claims handling costs and the expected value of salvage and other
recoveries at the statement ol financial position date. Any difference between the provisions at the statement ol
financial position date and settlements and provisions in the following period is included in the statement of income
- insurance operations for that year.

The outstanding claims are shown on a gross basis and the related share of the reinsurers is shown separately.

End-of-service benefits

Employees’ end-of-service benelits provision 18 determined using actuarial valuatons. The actuary uses Projected
Unit Credit (PUC) method, This involves projecting benefits to leaving service. retirement or death allowing for
probabilities of reaching those states, also allowing for salary escalation over time, and then discounting those
benefits to the valuation date. The significant assumptions have been disclosed in Note 16.1.

De-recognition of financial instruments

A financial asset (or. where applicable, a part of a [inancial assel or part ol a group ol similar linancial assets) is
primarily derecognized (i.e.. removed [rom the Company’s statement ol [inancial position) when:




= The rights to receive cash flows from the asset have expired; Or

= The Company has transferred its rights to receive cash flows from the asset or has assumed an obligation o pay
the received cash Mows in full without material delay o a third party under a “pass-through® arrangement; and
either (a) the Company has transferred substantially all the risks and rewards of the asset. or (b) the Company
has neither transferred nor retained substantially all the risks and rewards of the asset, but has transferred
control of the assel.

Offsetting

Financial assets and financial labilities are offset and the net amount reported in the statement of financial position

only when there is a legally enforceable right to offset the recognized amounts and there is an intention to settle on a

net hasis, or 1o realize the assets and settle the liability simultaneously. Income and expense is not offset in the

statement of income - insurance operations and sharcholders’ comprehensive income unless required or permitted by

any accounting standard or interpretation.

Zakat

The Company is subject to zakat in accordance with the Regulations of the General Authority of Zakat and Income
Tax ("GAZT") in the Kingdom ol Saudi Arabia. Zakat is accrued and chuarged to statement of sharcholders’
comprehensive income.

Segment reporting

A segment 1s a distnguishable component of the Company that 1s engaged in providing products or services (a
business segment), which is subject to risk and rewards that are different from those ol other segments. For
management purposes, the Company is organized into business units based on their products and services and has
five reportable segments as follows:

= Property provides coverage against fire insurance, and any other insurance included under this class of insurance.

= [Engincering provides coverage for builders' risks, construction, mechanical. electrical, electronic, and machinery
breakdown. and any other insurance included under this class of insurance.

= Motor provides coverage against losses and liability related to motor vehicles.

= Medical provides coverage for health.

= Others include miscellaneous accident and marine.

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

No inter-segment transactions occurred during the period. I any transactions were to occur, transler prices between
operaling segments are set on an arm's length basis in 4 manner similar to transactions with third parties. Segment
income, expense and results will then include those transfers between operating segments which will be eliminated
at the level of the financial statements of the Company.

Prepayments

Prepayments represent expenses not vet 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
operaions and shareholders” comprehensive operations as they are consumed or expire with the passage of time.

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

Unearned commission income
Commission receivable on oumtwards reinsurance contracts are delerred and amortized over the terms of the
insurance contracts 1o which they relate. Amortization is recorded in the statement ol insurance operations.




Critical accounting judgments, estimates and assumptions

The preparation of financial statements requires the use of estimates and judgments 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 year. Although these estimates and judgments
are based on management’s best knowledge of current events and actions, actual results ultimately may differ from
those estimates.

The Company makes estimates and assumptions that affect the reported amounts of assets and liabilities within the
next financial year, Estimates and judgments are continually evaluated based on historical experience and other
factors, including expectations of future events that are believed to be reasonable under the circumstances. The key
assumptions concerning the future and other key sources of estimating uncertainty at the statement of financial
position date are discussed below.

Further details of the specific estimate and judgments made by management are given in the relevant accounting
policies notes:

(i) The wltimaie 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 Company will ultimately pay for such claims.

The provision for claims incurred but not reported (IBNR) is an estimation of claims which are expected to be
reported subsequent to the statement of [inancial position date, for which the insured event has occurred on or hefore
the statement of financial position date. The primary technique adopted by the management in estimating the cost of
notified and IBNR claims, 1s that ot using the past claims settlement trends to predict future claims settlement
trends.

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

(11) Impairment of available for sale financial assets

The Company determines that available for sale financial assets are impaired when there has heen a significant on
prolonged decline in the fair value below its cost. This determination of what is significant or prolonged requires
judgment. In making this judgment, 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 flows. Impairment 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.

(1i1) 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 recognized are not included in a collective
assessment of impairment. This assessment of impairment requires judgment. In making this judgment. the
Company cvaluates credit risk characteristics that consider past-duc status being indicative of the ability to pay all
amounts due as per contractual terms {Refer note ¥).

(iv) Deferred acquisition costs

Certain acquisition costs related to the sale of new policies are recorded as deferred acquisition costs and are
amortized in the statement of income - msurance operations 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 write-offs in the statement of income - insurance
operations.




(v) Goi

Ry ¢

CORCEern

The Company’s management has made an assessment of its liability to continue as a going concern and is satistied
that it has the resources to continue on the business for the foresceable future. Furthermore, management is not
aware

of any material uncertainties that may cast significant doubt upon the Company’s ability to continue as a going
concern. Therefore, the financial statements continue to be prepared on the going concern basis.

5. CASH AND CASH EQUIVALENTS

i) Insurance operations:

Insurance operations’ cash and cash equivalents comprise of the following:

2016 2015
SR'000 SRO00
Cash in hand 10 &5
Bank current accounts 86.499 83.709
Short term Murabaha deposits having original maturities
of less than three months 721,024 455,000
807,533 538,794
i) Shareholders® operations:
Sharcholders™ cash and cash equivalents comprise of the following:
2016 2015
Bank accounts 6,498 324
Short term Murabaha deposits having original maturities
of less than three months 145,000 80,000
80.324

151,498

Bank current accounts and short term Murabaha deposits are placed with counterparties which have at least
investment grade credit ratings.

Short term Murabaha deposits are made for varying periods of between one day and three months depending on the
immediate cash requirements of the Company. The above short term Murabaha deposits are subject to an average
commission rate of 2.71% per annum as at December 31, 2016 {December 31, 2015: 1.90% per annum).

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

6. SHORT TERM MURABAHA DEPOSITS

i) Insurance operations: 2016 2015
SR000 SR*000

Short term Murabaha deposits 75,000

The above short term Murabaha deposits have original maturities period of more than three months [rom the date of
acquisition. These deposits arc subject to an average commission rate of 3,189 per annum as at December 31, 2016
(December 31, 2015: 1.70% per annum).

The carrying amounts disclosed above arc not materially different from their fair valucs at the reporting date.




7. AVAILABLE FOR SALE INVESTMENTS

i) Insurance operations

a) Available for sale investinents comprise of the following:

Quoted

HSBC - Sukuk portfolio holding

Unquoted

General Authority of Civil Aviation Sukuk 2
(Maturing October 2023)

NCB Capital- Real Estate Development Fund

2016
SR*000

2015
SR™000

20,383
10,011
6,475

36,869

The accumulated balance of changes in fair value of available for sale investments amounting to SR (.35 million as
at December 31, 2016 (December 31, 2015: SR 1.87 million) is reflected in the statement of financial position as a

separale component under insurance operations’ surplus.

The fair values of the unquoted mutual funds computed above are based on the latest reported net assets as at the
reporting date. Further, the unguoted sukuk are carried at an amount which as per the management is the best

estimate of the exit price i.e. fair value.

h) Movements in available for sale investinents is as follows:
Quoted
securities
SR’000
Balance at December 31, 2015 20,383
Proceeds from sale of available for sale investments (19,120)
Available for sale reserve transferred Lo statement of income —
Insurance Operations (880)
Net change in fair value reserve for available for sale
investments (383)
Balance at December 31, 2016 -
Balance at December 31, 2014 20,262
Net change in fair value reserve for available for sale
investments 121

Balance at December 31, 2015

20,383

Unquoted
securities Total
SR’000 SR000
16,486 36,869
(9.696) (28.816)
(304) (1.184)
(1.140) (1.523)
5,346 5,346
15,041 35,303
1,445 1,566
16,486 36,869




ii) Shareholders® operations:

a) Available for sale investinents comprise of the following:

Quoted

HSBC - Sukuk portfolio holding

HSBC - Shares portfolio holding

Jadwa discretionary Investment portfolio

Saudi Re-insurance Cooperative Company (Saudi Re) - Shares

Unquoted

General Authority of Civil Aviation Sukuk (Maturing January 2022)
General Authority of Civil Aviation Sukuk 2 (Maturing October 20023)

Derayah Trading Finance Fund

TASNEE Sukuk (Maturing May 2019)

NCB Capital-Real Estate Development Fund
SEDCO Capital-Real Estate Income Fund 2
Naym Company tor Insurance Services - Shares

Total

The balance resulting from the change in fair value of available for sale investments amounting to SR 0.3 million as
at December 31, 2016 (December 31, 2015: SR 13.21 million) is rellected under shareholders' equity in the

statement of financial position.

b) Movements in available for sale investments is as follows:
Quoted
securities
SR’000
Balance at December 31, 20135 67,947
Additions to available for sale investments 1.913
Proceeds from sale of available for sale investments (64.878)
Available for sale reserve transferred (o statement of
shareholders comprehensive income 4,311
Impairment on available for sale investments (517)
Net change in fair value reserve for available for sale
investments (8,173)
Balance at December 31, 2016 603
Balance at December 31, 2014 75,769
Additions to available for sale investments 5.798
Procecds from sale of available for sale investments (7.510)
Available for sale reserve transferred to statement of
shareholders comprehensive income 2515
Net change in fair value reserve for available for sale
investments (8,623)
Balance at December 31, 2015 67,947

2016
SR’000

603

30,000
5,000

10,000
10,693
14,615

1,923

72,834

2015
SR000

30,032
10,011
27,032
10011
12,951
15.000

1925

174.907

Unquoted

securities Total
SR*000 SR'000
106960 174,907

- 1,913
(32.150) (97,028)
2.149 6,460
E (517)
(4.728) (12,901)
72.231 72.834
116.237 192.0006
15,000 20.798
(25.900) (33.410)
Q00 3415
23 (7.902)
106.960 174,907




c) The analysis of available for sale investments by counter-party is as follows:

2016 2015
SR'000 SR000
Insurance operations
Government and guasi governiment - 13,485
Corporate 5,346 23,384
5,346 36,869
Shareholders’ operations
Government and quasi government 35,000 44,385
Insurance 603 715
Corporate 37,231 129 807
72,834 174,907
8. RECEIVABLES, NET
Receivables under insurance operations comprise of due from the following:
2016 2015
Policyholders 166,421 272,657
Reinsurers 29,915 22,714
Insurance companies 2,884 1,724
Agents and brokers 2,404 2,183
201,624 299,278
Provision for doubtful receivables (43.000) (35,600)
158,624 263,678
a)  The movements in provision for doubtful receivables were as follows:
2016 2015
SR'000 SR'000
At the beginning of the year 35,600 34,600
Charge for the year 7,400 1,000
Al the end of the year 43,000 35,600




b)  As at December 31, the ageing ol receivables 1s as Tollows:

Past due but not impaired

Meither past due Less than 61-90 Past due and
SR*000 Total nor impaired 60 days days impaired
2016 201,624 17,801 66,152 33,799 83,872
2015 299,278 57.488 193,882 85,933 38,975

Receivables comprise a large number of customers and insurance companies mainly within the Kingdom of Saudi
Arabia. The Company's terms of business require amounts to be paid within the due date of the transaction.
Arrangements with reinsurers normally require settlement within a certain agreed period.

The five largest non-government customers, including reinsurance receivable, account for 52% of outstanding
accounts receivable as at December 31, 2016 (2015: 67%).

9. MOVEMENTS IN GROSS UNEARNED PREMIUM, UNEARNED REINSURANCLE
COMMISSION, OUTSTANDING CLAIMS AND DEFERRED POLICY ACOQUISITION COSTS

a) Gross unearned premiums

2016 2015

SR'000 SR’000

Al the beginning of the year 287,164 484.655
Net written premiums 1,500,692 1:523.783
Net earned premiums (1,423.842) (1,721.274)
At the end of the year 364,014 287.164
Reinsurers’ share of uncarned premiums 118,149 188.724
Gross unearned premiums 482,163 475888
b) Unearned reinsurance commission

2016 2015
Al the beginning ol the year 33,959 16.965
Commission received during the year 404,987 73,470
Commission carncd during the year (415,332) (56.482)

At the end of the year 23,614 33,959




¢) Outstanding claims

Movement of outstanding claims

2016 2015
Reinsurers' Reinsurers'
Gross share Net Gross share Net
SR'000 SR000
Outstanding claims 276,079  (220,276) 55.803 477,079 (420,032) 57,047
Incurred but not reported 456,817 (44,291) 412,526 366,557 (58.035) 308,522
Total at the beginning of the year 732,896 (264,507 468,329 843,636  (478,067) 365,569
Claims paid (1,955,189) 353,885 (1,601,304) (1.444.794) 62,084  (1,382,710)
Claims incurred 1,876,333  (253,058) 1,623.274 1,334,054 151.416 1.485.470
Total at the end of the year 654,040  (163,740) 490,300 732,896 (264.567) 468,329
Composition of outstanding claims
2016 2015
Reinsurers' Reinsurers'
Gross share Net (Gross share Net
SR'000 SR'000

Quistanding claims 167,780 (150,896) 16,884 276,079 (220,276) 55,803
Incurred but not reported 448,691 (12.844) 435,847 456,817 (44,291) 412.526
Premium deficiency & other

Iescrves 37.569 - 37.569 -
Total at the end of the year 654,040  (163,740) 490,300 732,896  (264.,567) 468,329
d) Deferred policy acquisition costs

2016 2015
SR'000 SR'000

At the beginning of the year 47,127 47.737
Incurred during the year 218,486 171,317
Amortized during the year (217,666) (1712925
At the end of the year 47,947 47,127




10. CLAIMS DEVELOPMENT TABLE

The following reflects the cumulative incurred claims, including both claims notified and incurred but not reported
for each successive accident year at each financial position date, together with the cumulative payments to date, The
development of insurance liabilities provides a measure of the Company's ahility to estimate the ultimate value of
the claims.

The Company aims to maintain adequate reserves in respect of 1ts insurance business in order to protect against
adverse future claims experience and developments. As claims develop and the ultimate cost of claims becomes
more certain, adverse claims experiences will be eliminated which results in the release of reserves from earlier
accident years. In order to maintain adequate reserves, the Company transfers much of this release to the current
accident year reserves when the development of claims is less mature and there is much greater uncertainty attached
1o the ultimate cost of claims.

Gross outstanding claims and reserves for 2016

2013 and

Accident year earlier 2014 2015 2016 Total
SR000
Estimate of ultimate claims cost:
Al the end of accident year 2,.286.706 1.054,709 1,670,697 1,965,668 1.965,668
Onc year later 2.266.040 976,761 1,560,835 - 1.560,835
Two years later 2,025,835 984,107 - - 984,107
Three years later 1,949,531 - - - 1.949,531
Current estimate of cumulative claims 1,949,531 984,107 1,560,835 1,965,668 6.460,141
Cumulative payments to date (1.877.413) (934,540) (1.485.749) (1,508,399) (5.8006,101)

Liability recognized in statement of
financial position 72,118 49.567 75,086 457,269 654,040

Gross outstanding claims and reserves for 2015:

2012 and

Accident year carlier 2013 2014 2015 Total
SRT000
Estimate of ultimate claims cost:
Al the end of accident year 1,367.660) 919,046 1,054,709 1,670,697 1,670,697
One year later 1,397,877 868,163 976,761 - 976,761
Two years later 1,332,145 693,690 - - 693,690
Three years later 1.242.660) . - - 1.242.660
Current estimate of cumulative claims 1,242,660 693.690 976,761 1.670.697 4.583.808
Cumulative payments to date (1.183.368) (586.349) (875.039)  (1,206.136)  (3.850.912)

Liability recognized in statement of
[tnancial position 59.292 107,341 101,702 464.561 732,896




Net outstanding claims and reserves for 2016:

Accident year

Estimate of ultimate claims cost:
At the end of accident year
One year later
Two years later
Three years later

Current cstimate of cumulative claims
Cumulative payments to date

Liability recognized in statement of
financial position

Net outstanding claims and reserves for 2015:

Accident year

“stimate of ultimate claims cost:
At the end of accident year
One year later
Two years later
Three years later

Current estimate of cumulative claims
Cumulative payments 1o date

Liability recognized in statement of
linancial position

2013 and
earlier 2014 2015 2016 l'otal
SR*000
1,398,618 916,226 1,501,210 1,584,846 1,584,840
1,412,600 924.001 1,509,402 - 1,509,402
1,420,309 931,866 - - 931,866
1,423,732 - - - 1.423.732
1,423,732 931.866 1,509,402 1.584.846 5.449. 846
(1,395,996) (884.808)  (1,473,729)  (1,205,013)  (4,959,546)
27,736 47,058 35,673 379,833 490,300
2012 and
earlier 2l LES 2014 2015 Total
SE000

¥30,490 548,128 916,226 1,501,210 1,501,210
R39. 176 553.424 924 001 - 924 (1} ]
866,473 353.836 - 553.836
847,524 - - - 847,524
847,524 553.836 924,001 1,501,210 3,826,571
(836.160) (534.701) (861,6300 (1,125,751) (3.,358,242)
11,364 19,135 62,371 375,459 468,329




11LINVESTMENT INCOME

i) Insurance operations:

Commission income on short term Murabaha deposits
Commission income on available for sale investments
Loss on sale of available for sale investments

ii) Sharcholders’ operations:

Gain on sale of available for sale investments

Commission income on available Tor sale investments
Dividend income from available for sale investments {quoted)
Commission income on short term Murabaha deposits

12. REINSURERS' SHARE OF OUTSTANDING CLAIMS

Reinsurers’ share of outstanding claims

2016 2015
SR'000 SR'000
18,209 4,192
546 1,108
(1,184) :
17,571 5,300
2016 2015
SR'000 SR'000
5,943 3415
1,586 2318
1,460 1,729
2,681 512
11,670 7,97
2016 2015
SR'000 SR'000
163,740 264,567

Substantially all of the amounts due from reinsurers are expected (0 be received within twelve months of the
statement ol financial position date. Reinsurers share ol oulstanding claims are calculated in proportion to the

related risk distribution pattern.

Amounts due from reinsurers relating to claims already paid by the Company are included in receivables, net

(note 8).

13. PREPAID EXPENSES AND OTHER ASSETS

Insurance operations:

Prepaid employee benefits and others
Deferred expenses

Prepaid rent

Advance to employees

Advance to suppliers

Accrued commission receivahle
Guarantee deposits

Others

Total

2016
SR'000

7,724
3,202
3,893
1,845

566
3,389

300
1,900

22,819

2015
SR'000
6,217
A.181
3,960
97
1,202
1.880
300
1535

18,462
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15.STATUTORY DEPOSIT

In compliance with Article 58 of the Implementing Regulations of the Saudi Arabian Monetary Authority
(‘SAMA’), the Company has deposited 15 percent (December 31, 2015: 10 percent) of its share capital, amounting
to SR 45 million {(December 31, 2015: 30 million) in a bank designated by SAMA. The statutory deposit is
maintained with a reputed local bank and can be withdrawn only with the consent of SAMA. The Company is not
entitled to receive the investment return on this deposit. This investment return is shown as a separate line item in

the Statement of Financial Position.

16. CLAIMS PAYABLE, ACCRUED EXPENSES AND OTHER LIABILITIES

i) Insurance operations:

Claims payable, accrued expenscs and other liabilitics of the insurance operations comprisc of the following:

Naote

Claims pavable

Commissions pavable

Provision for withholding tax on reinsurance payments
Accrued employees® salaries and other benefits
End-of-service benefits 16.1
Accrued vacation allowance

Accrued SAMA inspection [ees

Advances received from customers

Accounts payable - GOSI and others

Accrued CCHI inspection fees

Accrued professional fees

Accrued profit commission

Other liabilities

ii) Shareholders’ operations:

Duc to founding sharcholders
Others

16.1 END-OF-SERVICE BENEFITS

During the year, the Company has valued the provision for end of service benefits using the Projected Unit Credit
(“PUC”) method. This involves projecting benefits to leaving service, retirement or death allowing for probabilities
ol reaching those states, also allowing Tor salary escalation over time, and then discounting those beneflits 1o the

valuation date.

The effect of using PUC method has been recognized in the current vear as the impact on previous years was not
material,

2016
SR*000

126,573
40,818
22,149

8,191
13,544
2,799
969
8,672
2,131
272
542
77,684
35,242

339,586

2016
SR’000

O
0

fad b
th

5860

2015
SR*000
49 844
42,172
19,943
8.769
9.865
2.066
1.083
18415
908
916
587

21,376

175944

2015
SR™000
253
300

h
n
wn




Movement of end of service benefits:

Al the beginning of the year

Charge for the year

Re-imeasurement loss on defined benefit plan
Paid during the year

At the end of the year

Actuarial assumptions:

The following were the principal actuarial assumptions at the reporting date:

Discount rale
Salary escalation

Average expected remaining years ol service

Sensitivity analysis:

2016
SR’000
9,865
3,857
1,754

(1,932)

13,544

2016

4.5 %
4.5 %
8 years

2015
SR'000

10,194
1,454

(1,783)

9,865

(1]

01:
6%
5%

11.5 years

A 50 basis point change to above stated actuarial assumptions, keeping all other assumptions same, have negligible

impact on the linancial statements.

17. ZAKAT

The estimated zakat base of the Company, which is subject to adjustments under zakat regulations, consists of the

following:

Share capital

Loss before zakat

Property and equipment, net

Adjusted available for sale investments

Statutory deposit

Accumulated losses

Provision for withholding tax on reinsurance payments
Provision lor doubtlul receivables

Accrued end-of-scervice benefits

Estimated zakat base

The movement in the zakat provision is as follows:

At the beginning of the year
Charge for the vear
Paid during the year

Al the end of the year

2016 2015
SR’000 SR*000
300,000 300,000
(150,174) (1.883)
(16,088) (15.725)
(44,833) (6.603)
(45,000) (30,000)
(5,003) (15.143)
22,149 19,943
43,000 35,600
13.544 9,865
117,595 296,052
2016 2015
SR'000 SR’000
18,923 17,121
6,000 8,000
(4,616) (6.198)
20,307 18,923




Status of Assessment

The Company had filed Zakat returns with the General Authority of Zakat and Tax ("GAZT") for the years from
2007 1o 2015. The Company has received assessment from GAZT for the years from 2007 1o 2010.

Status of Appeal
The Company had filed an appeal against the assessment of GAZT for the years 2007 to 2010, which is pending
in Board of Grievances.

18.SHARE CAPITAL AND STATUTORY RESERVE

The share capital of the Company as at December 31, 2016 is SR 300 million (December 31, 2015; SR 300 million}
divided into 30 million (December 31, 2015: 30 million) shares of SR 10 each.

In accordance with the Company’s Articles of Association and in compliance with Article 70 (2g) of the Insurance
Implementing Regulations of SAMA. the Company allocates 20% of its net income cach year to the statutory
reserve until it has built up a reserve equal to the capital. The statutory reserve is not available for distribution to
sharcholders until liquidation of the Company. No amount has been allocated to reserve as the Company has
incurred a loss for the year.

19.OPERATING AND ADMINISTRATIVE SALARIES

2016 2015
Basic salaries 41,969 40,947
Housing allowances 9,904 9,632
Staff bonus 2,000 3.000
Transportation allowances 6,595 (1,494
Insurance 4,742 4,870
End-of-service benefits 3,857 1,454
Social security charges 4,496 3,767
Others 4,997 1,822
78,560 72.006

20.0OTHER GENERAL AND ADMINISTRATIVE EXPENSES

2016 2015

SR000 SR'000
Occupancy charges 7.218 1,022
Inspection fees 8,601 9.785
Professional fecs 6,177 3720
Depreciation expense {(note 14) 2.627 2.981
Advertisement and promotion 1,679 732
Withholding tax 3,401 7972
Office supplies 1,076 1,521
Communicalion expenses 1,792 1.613
Training and development 456 404
Charge for doubtful receivables (note 8) 7,400 1000
IT expenses 2,454 1,360
Others 8,999 6.766

51,880 44.905




21. LOSS PER SHARE

Loss per share have been calculated by dividing the net loss for the year by the weighted average number of issued
and outstanding shares for the years.

Diluted loss per share are the same as basic loss per share as the Company has not issued any instruments which
would have an impact on earnings per share when exercised.

22.RELATED PARTY TRANSACTIONS AND BALANCES

Related parties represent major shareholders. directors and key management personnel of the Company, and
companies of which they are principal owners and any other entities controlled, jointly controlled or significantly
influenced by them. Pricing policies and terms of these transactions are mutually agreed and are approved by the
Company’s management.

The transactions with rclated parties and the related amounts arc as follows:

2016 2015
SR*000 SR*000

Gross premiums written to companies related to the members of Board
of Directors (BOD) 3911 4,229
Commission charged by a brokerage firm related to a BOD member - 3
Gross premiums received from BOD members S0 24
Gross claims paid to companies related to BOD members 240 33
Gross claims paid to BOD members 3 (3)
Board of Directors’ and committees meeting fees 264 216

Net reinsurance premiums paid to a reinsurance brokerage firm related
Lo a BOD member 1,234 1.536

Net reinsurance claims received from a reinsurance brokerage firm

related to a BOD member 123 50
Board ol directors” remuneration 1.020 1,020

Due to/from related parties as at December 31, 2016 and December 31. 2015 comprise of the following:

2016 2015
SR'000 SR'000

Net reinsurance balance receivable from a reinsurance brokerage firm

related to a BOD member (55)
Premiums receivable from companies related to BOD members 4209

(S

20

3




22.1 Remuneration and compensation of BOD members and key management personnel

Board of Director Key management
members (Non- personnel including the
2016 executives) CEOQ and CFO
SR'000
Salaries and compensation - 7,613
Allowances 264 11
Annual remuneralion 1,020 1,135
1,284 8,759
2015
SR000
Salaries and compensation - 8,396
Allowances 216 9
Annual remuneration 1,020 1,400
1,236 9805

23. CONTINGENT LIABILITIES

As at December 31, 2016, the Company has contingent liabilities in the form of letters ol guarantees issued by
banks amounting to SR 14.47 million (December 31. 2015: SR 15.39 million). Furthermore, the management is not
awarc of any major claims outstanding as at December 31, 2016 by or against the Company other than thosc
recorded in these financial statements

24. FAIR VALUES OF FINANCIAL INSTRUMENTS

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date. The fair value measurement is based on the presumption that
the transaction to sell the asset or transfer the liability takes place either in the principal market for the asset or
liability, or in the absence of a principal markel, in the most advantageous market for the asset or liability. The
Company’s financial assets consist of cash and cash equivalents. receivables, investments, accrued income and
financial liabilitics consisting of payables and accrued expenses.

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




Determination of fair value and fair value hierarchy

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

Level 1: quoted prices in active markets for identical assets or labilities (i.e. without modification or repacking).

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

Level 3: valuation techniques for which any significant input 1s not based on observable market data.

The table below presents the financial instruments at their Tair values as at December 31, 2016 and December 31,

2015 based on the fair value hierarchy. It does not include fair value information for financial assets and financial

liabilities not measured at fair value if the carrying amount 1 a reasonable approximation of fair value.

Carrying

2016 Amount
(SAR000) Level 1 Level 2 Total
Insurance Operations:
Available for sale financial assets
Mutual Funds 5,346 - 5,346 5,346
5.346 - 5,346 5.346
Shareholders® Operations:
Available for sale financial assets
Equities 603 603 - 603
Mutual Funds 25,308 - 25,308 25,308
Sukuk 45,000 - 45,000 45,000
70911 603 70,308 70,911
76,257 603 75,654 76,257
2015
Insurance Operations;
Available for sale financial assets
Mutual Funds 6.475 - 6,475 6,475
Sukuk 30.394 20,383 10,011 30,394
36.869 20,383 16,456 36,869
Sharcholders” Operations:
Available for sale financial assets
Equities 42,467 42,467 - 42,467
Mutual Funds 54,984 - 54,984 54,984
Sukuk 75.533 25,479 50,054 75,533
172,984 67.946 105,038 172,984
209,853 88,329 121,524 209,853




The fair values of all other financial assets and liabilities which are carried at cost, are not significantly different
from the carrying values included in the financial statements, since the current market commission rates for similar

linancial instruments are not signilicantly different from the contracted rates. and on account of the short duration
of the assets and liabilities.

Transfer between level 1 and level 2

There were no transters between the levels of fair value hierarchies during the year.

Level 2 valuation technigue:

Level 2 investments comprise investment in private equity funds and debt instruments. The fair value of private
equity funds computed is based on the funds latest reported net asset value as at the financial position date. Further,
the debt instruments are carried at an amount which as per the management is the best estimate of the exit price i.e.

fair value. The carrying values as at December 31, 2016 and December 31, 20135 approximate their fair value.

25, 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. Information disclosed in the note is based on current
reporting to the chiel operating decision maker,

Segment results do not include commission on short term Murabaha deposits.

Segment assets do not include insurance operations” cash and cash equivalents, short term Murabaha deposits,
available for sale investments, recelvables, prepaid expenses and other assets and property and equipment.

Segment liabilities do not include reinsurers' balances payable, accrued expenses and other liabilities, surplus
distribution payable and due to sharcholders.

These unallocated assets and liabilities are not reported to chief operating decision maker under related segments
and are monitored on a centralized basis.




Operating segments

For the year ended December 31, 2016

Operating segments ~ Property Engineering Motor Medical Others Total
SR'000
Insurance operations
Gross wrillen premiums 72,979 42,565 1,900,633 05,162 56,517 2,167,856
Reinsurance ceded premiums (70.453) (42,343) (529.716) - (24,652)  (667.164)
Net written premiums 2,526 222 1,370,917 95,162 31.865 1,500,692
Net carned premiums 2,595 913 1,304,134 84,087 32113 1,423,842
Reinsurance commission 19,164 15,426 371,056 - 9.686 415,332
Other income 139 82 10,832 318 156 11,527
Net incurred elaims (113) 26 (1.565,292) (59.585) 1.690 (1.623,274)
Other costs (7.729) (3.083) (212,079) (7,601) (25.924) (256,416)
Depreciation (88) (52) (2,303) (116) (68) (2.627)
Operating and administrative salaries
and other general and
administrative expenses (4,370) (2,547) (113,816) (5,699) (3,386) (129.818)
Surplus / (deficit) from insurance
operations 9,598 10,765 (207,468) 11.404 14.267 (161.434)
Commission on short term Murabaha
deposits 17,571
Delicit Irom insurance operations (143,863)
For the year ended December 31, 2015
Operating segments Property  Engineering Motor Medical Others Total
SR'000
Insurance operations
Gross written premiums 80.367 43,757 1,585,736 91,653 61.965 1.863,478
Reinsurance ceded premiums (69.857) (42.005) (197.648) (30),183) (339,695)
Net written premiums 10,510 1,752 1,388,088 01,633 31,780 1,523,783
Net carned premiums 10.597 1,796 1,594,635 98,875 15571 1,721,274
Reinsurance commission 18.781 11,554 15,337 - 10,810 36,482
Other income 79 46 8,930 538 123 10,066
Net incurred claims 1.128 {232y  (1,423,434) (56,102) (O30 (1,485,470)
Other costs (9.612) i kel (169.909) (9,780) (6,703) (199,138)
Depreciation (129) (70) (2,537 (147) (98) (2,981)
Operating and administrative salaries
and other general and administrative
expenses (£,913) (2.673) (96.948) (3.603) (3,791} (113.930)
Surplus/ (deficit) / from msurance
operations 15:931 7,287 (73,926) 28,131 8.880 (13,697)

Commission on short Murabaha
deposits

Deficit from insurance operations

5,300

(8.397)




As at December 31, 2016

Operating segments Property Engineering  Motor Medical Others Total
SR'(00

Insurance operations' assets

Reinsurers' share of unearned premiums 20,852 20,710 68,210 - 8,377 118,149
Reinsurers' share of outstanding claims 98.398 27,187 25,860 - 12,295 163,740
Deferred policy acquisition costs 1.940 1.063 39,170 2.423 3,351 47,947
Unallocated assets 1,220,587
Total assets 1.550,423

Insurance operations’ liabilities

Gross unearned premiums 21,262 21,124 370,447 40,112 20218 482,163
Unearned reinsurance commission 5,883 6,292 8.526 - 2,913 23,614
Gross outstanding claims 99.849 30.294 492,444 13,636 17,817 654,040
Unallocated liabilities 390,606
Total liabilities 1,550,423
As at December 31, 2015
Operaling segments Property Engineering Motor Medical Others Total
SR'000
Insurance operations’ assets
Reinsurers' share of unearned premiums 21,695 25,812 132,138 . 9,079 188.724
Reinsurers' share of outstanding claims 167,881 29.492 43.859 . 23,335 204,567
Deferred policy acquisition costs 1.768 1,312 38,969 1,724 3,354 47,127
Unallocated assets . - 1108642
Total assets 1,609,060
Insurance operations’ habilities
Gross unearned premiums 22173 26,917 367,592 29,037 30,167 475,888
Unearned reinsurance commission 6.341 8,058 16,517 - 3,043 33,959
Outstanding claims 169,812 33,001 483,049 14,165 32,569 732,896
Unallocated labilities - - - - - 366,317

Total liahilities [.609.060




26. RISK MANAGEMENT

Risk governance

The Company’s risk governance 15 manifested in a set ol established policies, procedures and controls which uses
the existing organizational structure to meet strategic targets. The Company’s philosophy revolves on willing and
knowledgeable risk acceptance commensurate with the risk appetite and a strategic plan approved by the Board.
The Company is exposed to insurance, reinsurance, special commission rate, credit, and liquidity and currency
risks.

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

Board of directors
The apex of risk governance is the centralized oversight of the board of directors providing direction and the
necessary approvals ol sirategies

and policies in order 1o achieve delined corporate goals.

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

The risks faced by the Company and the way these risks are mitigated by management are summarized below,
26.1 Insurance risk

The risk under an insurance contract is the risk that an insured event will occur including the uncertainty of the
amount and timing ol any resulting claim. The principal risk the Company faces under such contracts is that the
actual claims and benelit payments exceed the carrying amount of insurance habilities. This is influenced by the
[requency of claims, severity ol claims, actual benefits paid are greater than originally estimated and subsequent
development of long-term claims.

The variability of risks is improved by diversification of risk of loss to a large portfolio of insurance contracts as a
more diversified portlfolio is less likely to be affected across the board by change in any subset of the portfolio, as
well as unexpected outcomes. The variability of risks 1s also improved by careful selection and implementation of
underwriting strategy and guidelines as well as the use of reinsurance arrangements.

A significant portion of reinsurance business ceded is placed on a proportional basis with retention limits varying by
product lines. Amounts recoverable from reinsurers are estimated in a manner consistent with the assumptions used
for ascertaining the underlying policy benefits and are presented in the statement of financial position as reinsurance

assets.

Although the Company has reinsurance arrangements, it is not relieved of its direct obligations to its policyholders
and thus a credit exposure exists with respect o reinsurance ceded. to the extent that any reinsurer is unable to meet
its obligations assumed under such reinsurance arrangements.

A key feature of the liability adequacy testing is that the effects of changes in the assumptions on the measurement
of the liabilities and related assets are not symmetrical. Any improvements in estimates have no impact on the value
ol the labilities and related assets untl the labilities are derecognized. while significant enough deterioration in
estimates is immediately recognized to make the liabilities adequate.

Sensitivities

The analysis below is performed [or reasonably possible movements in key assumptions with all other assumptions
held constant showing the impact on net labilitics and net income.




Impact on

Impact on net

December 31, 2016 Change in net liabilities income
assumptions SR'000 SR'000
; G o +10% 142,384 (142.384)
Ultimate loss ratio - 10% (142.384) 142.384

Impact on

Impact on net

December 31, 2015 Change in net liabilities income

assumptions SR'000 SR'000

o T —— + 10% 172,127 (172,127}
e - 10% (172,127) 172,127

26.2 Reinsurance risk

In order to minimize financial exposure arising from large claims, the Company, in the normal course of business,
enters into agreements with other parties for reinsurance purposes.

To minimize 1ts exposure to signmficant losses from reinsurer insolvencies. the Company evaluates the linancial
condition of its reinsurers and monitors concentrations of credit risk arising from similar geographic regions,
activities or economic characteristics of the reinsurers.

Reinsurers are selected using the following parameters and guidelines set by the Company’s board of directors and
Reinsurance Committee. The criteria may be summarized as follows:

a. Minimum acceptable credit rating by recognized rating agencies that 1s not lower than BBB.
b. Reputation of particular reinsurance companies,
¢. Existing or past business relationship with the reinsurer,

The exception to this rule is in respect of local companies who do not carry any such credit rating. This, howewver, is
limited to those companies registered and approved by the local insurance regulators.

Furthermore, the financial strength and managerial and technical expertise as well as historical performance,
wherever applicable, are thoroughly reviewed by the Company and matched against a list of requirements pre-set by
the Company’s board of directors and Reinsurance Committee belore approving them lor exchange ol reinsurance
business.

26.3 Currency risk

Currency risk 1s the risk that the value of a financial instrument will fluctuate due to changes in foreign exchange
rates. Management assesses that there is minimal risk of significant losses due to exchange rate fluctuations and,
consequently, the Company does not hedge its foreign currency exposure.

26.4 Commission rate risk

The Company invests in securities and has deposits that are subject to commission rate risk. Commission rate risk to
the Company is the risk of changes in commission rates reducing the overall return on its commission rate bearing
securities. The Commission rate risk is limited by monitoring changes in commission rates in the currencies in
which its cash and cash equivalents and investments are denominated.

A hypothetical 100 basis points change in the elfective commission rates of the (loating rate [inancial assets
balances at December 31, 2016 for the policyholders and shareholders would impact commission income annually
by approximately SR 7.96 million (2015: SR 7.01 million) and SR 1.90 million (2015: SR 1.30 million)

respectively, in aggregate.




Maturitics of the Company’s investments as at December 31, 2016 and December 31, 2015 arc as follows:

2016

Insurance operations

Cash and cash equivalents
Short term Murahaba deposits
Available for sale investments

December 31, 2016
Shareholders' operations
Cash and cash equivalents

Available lor sale investments

December 31, 2016

2015

Insurance operations

Cash and cash equivalents
Short term Murahaba deposits
Available Tor sale investments

December 31, 2015
Shareholders' operations
Cash and cash equivalents

Available for sale investments

December 31, 2015

There is no significant difference between contractual re-pricing

Commission bearing

Non-
Less than 1 commission

year 1 to Syears Over 5 vears bearing Total
SR'000 SR'000 SR'000 SR'000 SR'000
721,024 - - 86,509 807,533
75.000 - - - 75,000
- - - 5,346 5,346
796,024 - - 91,855 887,879
145,000 - - 6,498 151,498
- 10,000 35,000 27.834 72,834
145,000 10,000 35,000 34,332 224,332

Commussion hcaring
Non-
Less than | commission

vear | to5 years  Over 3 years bearing Total
SR'000 SR'DO0 SR'DO0 SR'000 SR'000
455,000 - - 83,794 538,794
235,766 - = - 235,766
= = 10,011 20,858 36,869
690,766 - 10,011 110,652 811,429
80,000 - - 324 80,324
- - 50,054 124,853 174.907
80,000 - 50,054 250077 255,231

and maturity dates.




26.5 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 lnancial loss. For all classes ol linancial assets held by the Company, the maximum exposure 0
credit risk to the Company is the carrying value as disclosed in the balance sheet.

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

= The Company only enters into insurance and reinsurance contracts with recognized, creditworthy third parties. It
is the Company’s policy that all customers who wish to trade on credit terms are subject to credit verification
procedures. In addition, receivables from insurance and reinsurance contracts are monitored on an ongoing basis
in order to reduce the Company’s exposure to bad debis.

= The Company secks to limit credit risk with respect to agents and brokers by setting credit limits for individual
agents and brokers and monitoring outstanding receivables.

= The Company’s investment portfolio is managed by the investment officer in accordance with the investment
policy established by the board ol directors,

= The Company, with respect to eredit risk arising from other financial asscts, is restricted to commercial banks,
private banking and counterparties having strong balance sheets and credit ratings.

= There are no significant concentrations of credit risk within the Company except as disclosed in note 8.

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

2016 2015
Insurance operations’ assets
Cash and cash equivalents 807,533 538,709
Short term Murabaha deposits 75,000 235,766
Available for sale investments - 30,394
Receivables, net 158,624 263,678
Reinsurers” share of outstanding claims 163,740 264,567
1,204,897 1,333,114
Shareholders' assets
Cash and cash equivalents 151,498 80,324
Available for sale investments 45,000 T8:533
Statutory deposit 45,000 30,000
Prepaid expenses and other assets 1,249 1.078

242,747 186,935




26.5.1 Credit quality

The credit gquality of the lnancial assets is as lollows;

Credit
Credit quality Rating *

Cash and cash equivalents

Very strong A - Lo Ad
Satisfactory BBB +
Unrated Unrated

Short term murabaha deposits

Very strong A-1o A+
Investments

Very strong A-10 A+
Satisfactory BEB +
Unrated Unrated

Insurance Operations

2016
SR™000

807,533

807,533

75,000

75,000

* Credit rating source. Standard and Poors

All other financial assets are unrated.

Very strong gquality: Capitalization, carnings, financial swrength. liquidity, management,

repayment ability are excellent.

Strang  guality: Capitalization, carnings, linancial

repayment ability are good.

strength,  liguidity.

2015
SETODO

538,794

538,794

30,304
6,475

36,869

Shareholders operations

2016 2015
SR000 SRTOOC
151,498 80,324
151,498 80,324

35,000 107,274
603 715
37,231 606,918

72,834 174,907

market reputation and

management, market reputation  and

Satisfactory quality: Require regular monitoring due to financial risk factors. Ability to repay remains at a

satisfactory level.




26.6 Liquidity risk

Liguidity risk is the risk that the Company will encounter difficulty in raising funds to meet commitments
associated with financial liabilities. Liquidity requirements are monitored on a daily basis and management ensures
that sufficient funds are available to meet any commitments as they arise.

The table below summarizes the maturities of the Company's undiscounted contractual obligations. As the
Company does not have any commission bearing liabilities, the amounts in the table match the amounts in the

statement of financial position:

2016

Insurance operations' liabilities

Surplus distribution payable

Reinsurers™ balances payable

Ouistanding claims and reserves

Claims payable, accrued expenses and other liahilities

Shareholders' liabilities
Accrued expenses and other liabilities

2015

Insurance operations' liabilities

Surplus distribution payable

Reinsurcrs™ balances payable

Qutstanding claims and reserves

Claims payable, accrued expenses and other liahbilities

Shareholders' liabilities
Accrued expenses and other liabilities

26.7 Market price risk

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

similar financial instruments traded in the market.

L.css than

More than 12

12 months months Total
SR 000
8.301 - 8.301
42,122 - 42,122
654,040 - 654,040
326,042 13.544 339,586
1,030,505 13.544 1,044,049
586 - 586
Less than More than 12
12 months months Total
SR 000
8.301 - 8.301
180,203 - 180,203
732.896 - 732,896
166.07Y 9. 865 175.944
1.087.479 9.865 1.097,344
535 - a55

The Company's available for sale quoted investments related to shareholders’ operations
million (December 31, 2015: SR 88.3 million) are susceptible to market price risk arising

the future value of investment securities. The Company limits market risk by diversifying
and by actively monitoring the developments in markets.

amounting to SAR 0.0
from uncertainty about
its investment portfolio

A hypothetical 10 percent change in market prices of available for sale quoted investments would impact the net
results and sharcholders™ equity as follows:




Effect on

SR*000 Price change Fair value sharcholders® equity
December 31, 2016 10% increase 664 60
10% decrease 543 (60)
December 31, 2015 10% increase 97,162 8.833
10% decrease 79,496 (8,833)

The sensitivity analysis presented is based upon the portfolio position as at December 31, 2016. Accordingly, the
sensttivity analysis prepared is not necessarily indicative of the effect on the Company's assets of future movements
in the value of investments held by the Company.

26.8 Capital management

The Company manages its capital to ensure that it 1s able to continue as going concern and comply with the
SAMA’s capital requirements while maximizing the return to stakeholders through the optimization of the debt and
equity balances. The capital structure of the Company consists of equity attributable to equity holders comprising
paid capital, reserves net of accumulated losses.

The Company maintains its capital as per guidelines laid out by SAMA in Article 66 table 3 and 4 ol the
Implementing Regulations detailing the solvency margin required to be maintained. According to the article, the
Company shall maintain a solvency margin equivalent to the highest of the following three methods as per SAMA
Implementing Regulations:

= Minimum Capital Requirement of SR 200 million
= Premium Solvency Margin
= Claims Solvency Margin

As at December 31, 2016 the Company’s solvency margin is below the limits prescribed by SAMA. The board
confirms its commitment to business continuation, and recommended raise in capital amounting to SR 380 million
through right issue subject to approval of regulators and shareholders through general assembly to support business
growth and to meet solvency requirements. The Company has received SAMA's approval in this regard on 2
January 2017.

26.9 Regulatory framework risk

The operations of the Company arc subject to local regulatory requirements in the Kingdom of Saudi Arabia. Such
regulations not only prescribe approval and moenitoring 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 reinsurance companies and to

cnable them to meet unforeseen liabilitics as these arisc.

26.10 Geographical concentration of risk

The Company operates in the Kingdom of Saudi Arabia and substantially all of the insurance risk relate to policies
written in the Kingdom of Saudi Arabia.




26.11 Concentration of insurance risk

The Company monitors concentration of insurance risks primarily by class of business. The major concentration
lies in motor. Approximately 40.2% of the gross written premiums arise [rom one major customer.

The Company also monitors concentration of risk by evaluating multiple risks covered in the same geographical
location. For flood or earthquake risk, a complete city is classified as a single location. For fire and property risk a
particular building and neighboring buildings, which could be alfected by a single claim incident, are considered as
a single location. Similarly, for marine risk, multiple risks covered in a single vessel voyage arc considered as a
single risk while assessing concentration of risk. The Company evaluates the concentration of exposures to
individual and cumulative insurance risks and establishes its reinsurance policy to reduce such exposures to levels
acceplable to the Company.

26.12  Sources of uncertainty in estimation of future claim payments

The key source of estimation uncertainty at the balance sheet date relates to valuation of outstanding claims,
whether reported or not, and includes expected claims settlement costs. Considerable judgment by management is
required in the estimation of amounts due to policyholders arising from claims made under insurance contracts.
Such estimates are necessarily based on assumptions about several factors involving varving and possibly
significant degrees of judgment and uncertainty and actual results may differ from management’s estimates
resulting in future changes in estimated liabilities. Qualitative judgments are used to assess the extent to which past
trends may not apply in the future, for example one-off occurrence, changes in market factors such as public
attitude to claiming and economic conditions. Judgment is further used to assess the extent o which external lactors
such as judicial decisions and government legislation affect the estimates.

In particular, estimates have to be made both for the expected ultimate cost of claims reported at the balance sheet
date and for the expected ultimate cost ol claims incurred but not reported (IBNR) at the balance sheet date. The
details of estimation of claim related reserves are given under note 4.

26.13  Process used to decide on assumptions

The process used to determine the assumptions for calculating the outstanding claim reserve is intended to result in
neutral reasonable estimates of the most likely or expected outcome. The nature ol the business makes it very
difficult o predict with certainty the likely outcome of any particular claim and the ultimate cost of notified claims.
Each notificd claim is assessed on a scparate, casc by casc basis with due regard to claim circumstances,
information available from surveyors and historical evidence of the size of similar claims. Case estimates are
reviewed regularly and are updated as and when new information is available.

The estimation of IBNR is generally suhject to a greater degree ol uncertainty than the estimation ol the cost of
settling claims already notified to the Company, in which case information about the claim event is available. The
estimation process takes into account the past claims reporting pattern and details of reinsurance programs.

The premium liabilities have been determined such that the total premium liability provisions (unearned premium
reserve and premium deficiency reserve arising as a result of the liability adequacy test) would be sulTicient to
service the future expected claims and expenses likely to occur on the unexpired policies as of statement of
financial position date. The expected future liability 1s determined using estimates and assumptions based on the
experience during the expired period of the contracts and expectations of Tuture events that are believed o be
reasonable. The details of liability adequacy test are given under note 4.

27T.APPROVAL OF THE FINANCIAL STATEME

5

The financial statemenis have been approved by the board of directors on 25 Jumaada Al Awal 1438 H
corresponding Lo February 22, 2017.
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