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Independent quditors’ report to the shareholders of AXA
Cooperative Insurance Company

Report on the audit of the financial statements

Cpindon

We have audited the financial statements of AXA Cooperative Insurance Company (the “Company”),
which comprise the statement of financial position as at 31 December 2017, the statements of
insurance operations' income and accumulated surplus, insurance operations' comprehensive income,
shareholders' operations, shareholders' comprehensive income, changes in shareholders' equity,
insurance operations’ cash flows and shareholders' cash flows for the year then ended, and summary of

significant aceounting policies and other explanatory notes from 1to 27.

In our opinion, the accompanying financial statements present fairly, in all material respects, the
financial position of the Company as at 31 December 2017 and the results of its operations and its cash
flows for the year then ended in accordance with International Financial Reporting Standards (*IFRS™)
as modified by Saudi Arabian Monetary Authority (“SAMA”} for the accounting of zakat and income

tax.
Hass for opinion

We conducted our audit in accordance with International Standards on Auditing as endorsed in the
Kingdom of Saudi Arabja. Our responsibilities under those standards are further deseribed in the
Auditor’s responsibilities for the audit of the financial statements section of our report. We are
independent of the Company in accordance with the code of professional conduct and athics, as
endorsed in the Kingdom of Saudi Arabia, that are relevant to our audit of the financial statements and
we have fulfilled our other ethical responsibilities in accordance with these requirements. We believe
that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our

opinion.
Fey Audi? Mutters

Key audit matters are those matters that, in our professional judgment, were of most significance in
our andit of the financial statements of the current period. These matters were addressed in the
context of our audit of the financial statements as 2 whole, and in forming our opinion thereon, and we

do not provide o separate opinion on these matters.
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Independent auditors’ report to the shareholders of AXA

Cooperative Insurance Company (continued)

Key Audit Matters {continued)

of insurance contract

Valuaton
liabilities
As at 31 December 2017, outstanding claims
including claims incurred but not reported
(“IBNR"} amounted to Saudi Riyals 761 million
as reported in Note ¢ to the financial
statements.

The estimation of insurance contract liabilities
involves a sigoificant judgement. The labilities
are based on the best-estimate of the ultimate
cost of al! claims incurred but not seltled at the
reporting date, whether reported or not,
together with the related claims handling costs.
The Company principally uses external
actuaries to provide them with the estimate of
such liabilities. A range of methods were used
to determine these provisions which were
based on a number of explicit or implicit
assumptions relating to the expected
settlement amount and settlement patterns of
claims,

We have considered it as one of the key audit
matters as the valuation of insurance contract
labilides require the use of significant
judgement and estimates.

We understood, evaluated and tested key controls
around the claims handling and provision setting

processes.

We evaluated the competence, capabilities and
objectivity of the management’s expert by
examining their professional qualifications and
experience and assessing their relationship with the

Company.

In obtaining sufficient audit evidence to assess the
integrity of data used as inputs into the aetuarial
valuations, we tested on sample basis, the
completeness and accuracy of underlying claims
data utlised by the Companys ectuary in
estimating the IBNR by comparing it to accounting
records.

In order ta challenge management's methods and
assumptions, we were assisted by our internal
actuary to understand and evaluate the Company's
actuarial practices and provisions established. In
order to gain comfort over the actnaria! report
issued by management’s expert, our internal
actuary performed the following:

. Evaluated whether the Company's actuarial
methodologies were consistent with generally
accepted actuarial practices and with prior
years. We sought sufficient justification for any
significant differences;

. Assested key actuarial assnmptions including
claims ratios and expected frequency and
severlty of claims. We challenged these
assumptions by comparing them with our
expectations based on the Company’s historical
experience, current trends and our own industry
knowledge; and

. Reviewed the appropriateness of the calculation
methods and approachk along with the
assumptions used and sensitivity analysis
performed.
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Independent auditors’ report Lo the shareholders of AXA
Cooperative Insurance Comparny { coniinued)

ey Audit Matters (continued}

Valuation of goodwill
At the time of the Company’s incorporation in | We have reviewed management’s impairment
=006, the Company acquired certain assets, | assessment of goodwill by performing the following
labilities and insurance portfolic from AXA | procedures:

Insurance (Saudi Arabia) B.S.C. (c) (the|, Accessed the methodology wused by

Co d f Saudi Ri i checking, on a sample basis, the accuracy and
mpany paid an amount of Saudi Riy als 50 relevance of the input data to supporting
million to the Seller in 2015 as purchase evidence, such as approved budgets and
consideration for the insurance portfolio and consider;ng the reasonableness of these
recognized the same amount as goodwill, Refer budgets by comparing the budgets to the
Note 18 to the financial statements. historical results and the market data;

. « Assessed the appropriateness of cash flows
At the reporting date, management has projections in the calculation of the value-in-
performed an impairment assessment of use of the business, challenging the
goodwill as per the International Accounting reasonableness of key assumptions such as the
.Stanc'iard 36 “Impairment of assets”. Under the future business growth, terminal growth rate
impairment assessment, management has and discount rate etc., based on our knowledge
caleulated the recoverable amount of business of the husiness and industry by comparing the
using the value-in-use method. assumptions to historical results and published

market and industry data and comparing the
current year's actual results with the prior year
forecast and other relevant information.
Internal valuation experts were engaged to
judgements and estimates, including forecast assist the review on methodology of the value-
cash flows, terminal growth rate and discount in-uge caleulations and discount rate; and

rate, + Performed sensitivity analysis over key
assurnptions in the calculation of the value-in-
use in order to assess the potential impact of a

We have considered it as one of the key audit
matters as the value-in-use calculations
required the use of significant management

range of possible outcomes.

Other information

The Board of Directors of the Company (the “directors™) are responsible for the other information, The
other information comprises the annual report but does not include the financial statements and our
independent auditors’ report thereon, which we obtained prior to the date of this independent

auditors’ report.

Our opinion on the financial statements does not cover the other information and we do not express
any form of assurance conclusion thereon,

In connection with our audit of the financial statements, our responsibility is to read the other
information identified above and, in doing so, consider whether the other information is materially
inconsistent with the financial statements or our knowledge obtained in the andit, nr ntherwise

appears to be materially misstated.

If, based on the work we have performed, on the other information that we ohtained prior to the date
of this independent auditors’ report, we conclude that there is a material misstatement of this other
information, we are required to report that fact. We have nothing to report in this regard.

4
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Independent auditors’ report to the shareholders of AXNA
Cooperative Insurance Company ( continued)

Kesponsibilities of those charged with g;g}a?é;‘r*mrzge_fas* the ﬁ"nﬂneé'a'f stefements

The Directors are responsible for the preparation and fair presentation of the financial statements in
accordance with IFRS as modified by SAMA for accounting for zakat and income tax, and the
applicable requirements of the Regulations for Companies and the Company's By-laws, and for such
internal control as the Directors determine is necessary to enable the preparation of financial
statements that are free from material misstaternent, whether due to fraud or error.

In preparing the financial statements, the Directors are responsible for assessing the Company’s abi!ity
to continue as a going concern, disclosing, as applicable, matters related to going concern and using
the going concern basis of accounting unless management either intends to liquidate the Company or

to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Company's financial reporting
Process.

Auditors’ responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue an auditor's report
that includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee
that an audit conducted in accordance with International Standards on Auditing as endorsed in the
Kingdom of Saudi Arabia, will always detect a material misstatement when it exists. Misstatements can
arise from fraud or error and are considered material if, individually or in the aggregate, they could
reasonably be expected to influence the economic decisions of users taken on the basis of these
financial statements.

As part of an audit in accordance with International Standards on Auditing as endorsed in ‘the
Kingdom of Saudi Arabia, we exercise professional judgment and maintain professional scepticism
throughout the audit.

We also;

» Identify and assess the risks of material misstaternent of the financial statements, whether due
to fraud or error, design and perform audit procedures responsive to those risks, and obtain
audit evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of
not detecting a material misstatement resulting from fraud is higher than for one resulting
from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations,
or the averride of internal control.

« Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Company's internal control.

« FEvaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by the Directors.

« Conclude on the appropriateness of the Directors’ use of the going concern basis of accounting
and, based on the audit evidence obtained, whether 2 material uncertainty exists related to
events or conditions that may cast significant doubt on the Company’s ability to continue as a
going concern. If we conclude that a material uncertainty exists, we are required to draw
attention in our independent auditors’ report to the related disclosures in the financial
statements or, if such disclosures are inadequate, to modify our opinien. Our conclusions are
based on the audit evidence obtained up to the date of our independent auditors’ report.
However, future events or conditions may cause the Company to cease to continue as a going

concern.
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Independent auditors’ report to the shareholders of ANA
Cooperative Insurance Company (continued)

Auditors responsibilities for the audit of the finuncial statements (continuerd)
Evaluate the overall presentation, structure and content of the financial statements, including
the disclosures, and whether the financial statements represent the underlying transactions
and events in a manner that achieves fair presentation.

We communicate with those charged with governance regarding, among other matters, the planned
scope and timing of the audit and significant audit findings, including any significant deficiencies in
internal contral that we identify during our audit.

We also provide those charged with governance with a statement that we have complied with relevant
ethical requirements regarding independence, and to communicate with them all relationships and
other matters that may reasonably be thought to bear on our independence, and where applicable,

related safegoards.

From the matters communicated with those charged with governance, we determine those matters
that were of most significance in the audit of the financial statements of the current peried and are
therefore the key audit matters. We describe these matters in our independent auditors’ report unless
law or regulation precludes public disclosure about the matter or when, in extremely rare
circumstances, we determine that a matter should not be communicated in our report because the
adverse consequences of doing so would reasonably be expected to outweigh the public interest

benefits of such communication.

PricewaterhouseCoopers International Accountants
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AXA COOPERATIVE INSURANCE COMPANY
{A Saudl Joint Stock Company}

STATEMENT OF FINANCIAL POSITION

(All amounts expressed in Saudi Riyals thousands unless otherwise stated)

INSURANCE OPERATIONS' ASSETS

Cash and cash equivalents

Short-term deposils

Premiums and insurance balances racelvable - net
Reinsurers’ share of uneamed premiums
Reinsurers' share of outstanding claims and reserves
Deferred policy aequisition cosls

Avaliable-for-sale investments

Prepayments and other recelvable

Long-term deposits

Held-to-maturity investments

Furniture, fixtures and equipment

Intangible - computer software

TOTAL [NSURANCE OPERATIONS' ASSETS

SHAREHOLDERS' ASSETS
Short-term deposits

Available-for-sale Investments
Prepayments and other receivable
tnvestment return on statutory deposit
Long-term deposlis

Held-to-maturity invesiments

Goedwill on acquisition of insurance porifolio
BDue from insurance operations
Statutory deposit

TOTAL SHAREHOLDERS' ASSETS

TOTAL INSURANCE OPERATIONS' AND
SHAREHOLDERS' ASSETS

Notes

6,14

88

11
"

18

10

The accompanying notes are an integral part of these financial statements

As at 31 Decamber

M7 2016
117,776 132,662
500,862 380,074
153,398 122,672

22,058 29,078
154,754 105,316
28,158 198,130
239,927 134,810
16,113 18,456
103,380 7,5C0
78,836 75,000
7.016 8,070
9,983 7,884
1,432,262 1,038,752
78,111 60,000
155,862 160,466
1,412 2,366
2,693 1,858
105,000 118,200
60,000 60,000
50,000 50,000
78,456 25,448
45,000 45,000
574,634 ..521,389
2,006,796 1,560,141
{Continued)

u
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AXA COOPERATIVE INSURANCE COMPANY

{A Saudl Joint Stock Company)

STATEMENT OF FINANCIAL POSITION {continued)

(AN amounts expressed in Saudi Riyals thousands unless otherwise stated)

As at 31 December

Notes 2017 2016

INSURANCE OPERATIONS' LIABILITIES AND
ACCUMULATED SURPLUS
Reinsurance balances payable 59,093 33,547
Gross unearned premiums 9 345,030 280,295
Gross outstanding claims and reserves g 761,002 557,152
Advance prentiums 17,842 7,339
Unearned reinsurance commission income g 4,284 5424
Accrued and other liabilities 12 130,542 86,296
Due to sharehalder cperations 78,456 25,448
Due to a related party 14 4,335 3,534
Employee benefit obligations 13 24,744 22,402
Total Insurance operations' [fabilities 1,425,328 1,031,437
Accumulated surplus from insurance operations 15 7,422 8,198
Fair value reserve on available-for-sale investments 7 {488) (883}
Total Insurance operations accumulated surplus ... &gy 7315
TOTAL INSURANCE OPERATIONS' LIABILITIES AND
1,432,262 1,038,752

ACCUMULATED SURPLUS

SHAREHOLDERS' LIABILITIES AND EQUITY

Shareholders’ liabitities
Zakat and income tax payable 16 27,076 18,861
Accrued and other llabilities 12 1,020 1,020
Commission payable on statutory deposits 2,693 1,859
Total shareholders’ liabiiities 30,783 21,840
Shareholders’ equlty
Share capital 17 450,000 450,000
Statutory reserve 19 20,162 11,1580
Fair value reserve 7 {264) 830
Performance share reserve 20 982 840
Retained earnings o 72,865 36,928
Total shareholders’ squity 543,745 488,649
TOTAL SHAREHOLDERS' LIABILITIES AND EQUITY . 574,524 521,389
TOTAL INSURANCE OPERATIONS' LIABILITIES AND
ACCUMULATED SURPLLUS, SHAREHOLDERS'
2,006,796 1,560,141

LIABILITIES AND EQUITY

The accompanying notes from are an integral part of these financial stalements. p .

—

e N L _
Paul Adamson ~Gary Lewin Babar Ali Khan
Managing Director Chief Execulive Officar Chief Financial Officer




AXA COOPERATIVE INSURANCE COMPANY

(A Saudl Joint Stock Company)
STATEMENT OF INSURANCE OPERATIONS' INCOME AND ACCUMULATED SURPLUS

{All amounts expressed In Saud Riyals thousands unless otharwlse stated)

Year anded 31 December

Notes 2017 2016
REVENUE
Gross pramiums wrilten 8,14 1,499,477 1,153,974
Less: reinsuranca premiums ceded 8,14 {189,603) {93,832)
Net premlums written 9,14 1,299,874 1,080,142
Changes in unearnad premiums, net 2] {61,754) (11.143)
Net premiuyms earnad 9 1,238,120 1,048,899
Reingurance commisaians 9,14 26,064 14,881
Tolal revanus 4,264,184 1,063,860
COSTS5 AND EXPENSES
Grosa claims paid and other expenses g 914,982 801,988
Less: relnsurers' shars of ciaims pald 9,14 (72468) (36678)
Net claims paid g14 839,534 765,291
Changes in outstending clalms and reserves, net 8 154,412 85,924
Net claims Incurrad 893,846 861,215
Policy acquisilion cosis g 104,239 72,378
General and administrative expenses 22 133,713 __ 107,408
Total costs and expanses 1,231,898 1,041,001
Operating surplus 32,286 22,878
Commission Income, net 21 23,018 16,551
Surplus from Insurance oparations 56,304 39,430
Sharahoiders' appropriation of surplus (49,774) (35487)
Insurance operations’ surplus after sharsholders’
appropriation of surplus 15 5,530 3,943
Accumulated surplus, beginning of the year 8,198 5357
Surptus distributed during the year {6,306y ~ _ (1.102)
15 7,422 8,198

Accumulated surplus, end of the year

The accempanying noles are an integral pari of these financial statements.

Paul Adamson
Managing Director

- Babar All Khan

- ¥ LEWIA
Chief Exacutive Officer

Chief Financial Officar




AXA COOPERATIVE INSURANCE COMPANY

{A Saudi Joini Stock Company)
STATEMENT OF INSURANCE OPERATIONS' COMPREHENSIVE INCOME

{All amounts expressed in Saudi Riyals thousands unless otherwise stated)
Year ended 31 December

2017 2018

Notes

Insurance operations' surplus after sharaholders’
appropriation of surplus 15 5,530 3.843

OTHER COMPREHENSIVE INCOME:

ltems that may subsequently be reclassified to
statement of Insurance operations' income
and accumulated surplus

Changes in fair value reserve for 7 395 _ {728)

available-for-sale investments, net

Total comprehensive income for
the yearp 5,925 3.215

The accornpanying notes are an integral part of these financial statements. -
’M\i /
Lad W —

Paul Adamson
Managing Director

> Babar Ali Khan
Chief Executive Officer Chief Financial Officer

10




AXA CDOPERATIVE INSURANCE COMPANY

{A Saudi Joint Stock Company}
STATEMENT OF SHAREHOLDERS® OPERATIONS

{All smounts expressed in Saudi Riyals thousands unless otherwise stated)

Net surplus transferred from insurance operations
Commissicn income, net

General and administrative expenses

Shareholders' net income for the year

Welghted average number of outstanding shares ('000')

Blasic and diluted earnings per share (Saudl Riyals)

The actompanying noles are an integral part of these financial statements.

T
S\ \

Paul Adamson
Managing Direclor

11

ry
Chief Executive Officer

Notes

21

22

17

24

Year ended 31 December

2017 2016
49,774 35,487
12,165 8,929

{1.752) (1.739)

60,187 42,877

45,000 45,000
1,34 0.95

Babar Ali Khan
Chief Financial Officer




AXA COOPERATIVE INSURANCE COMPANY

{A Saudi Joint Stock Campany}
STATEMENT OF SHAREHOLDERS' COMPREHENSIVE INCOME
{All amounis expressed in Saudi Riyals thousands unless otherwise stated)

Year ended 31 December

Note 2017 2016
{Restated -
see Note 2)
Sharehalders' net income for the year 60,187 42877
Changes In falr value reserve for
availabte-for-sale invesiments, net 7 (1,094} 813
59,093 43.480

Total comprehensive incaome for the year

The accompanying noles are an integral pan of these financial statements. .
. Ig(\.,
= P
Paul Adamson AptewT Babar Ali Khan
Chief Financial Officer

Managing Director Chief Executive Officer

12
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AXA COOPERATIVE INSURANCE COMPANY

(A Saudi Joint Stock Company)
STATEMENT OF INSURANCE OPERATIONS’ CASH FLOWS

{All amounts expressed in Saudi Riyals thousands unless otherwise stated)

year ended 31 December
Note 2017 2016

Cash flows from operating activities
Net surplus from insurance operations 5,530 3.843

Adijusiments to reconcile surpius from insurance operations 1o
net cash from gperating activities:
35,487

Shareholders' appropriation of surplus from insurance
operalions 49,774
Amortization of premium on available-for-sale investments 7 79 92
Accretion of discount on available-for-sale investments 7 (142) {27)
Depreciation 11 2,577 2,567
Amortization of intangible - computer software 233! 1.979
60,149 44,041

Changgs In operating assets and lisbilities:
{30,726} 18,623
14,304

Premium and insurance balances recelvable, net
Reinsurers' share of unearned premiums 7,018
Relnsurers’ share of outstanding claims and reserves (49,438) (2679}
Deferred policy acquisition costs {9.028) (441)
Frepaymenis and other receivable 2,343 (10,310}
Due from shareholders’ operations 3,224 116,830
Reinsurance balances payable 25,546 {8.227)
Deferred reinsurance commisslon (1,140} {1.060)
Gross ungarned premiums 54,735 {3,161
Gross outstanding claims and reserves 203,850 88,603
Advance premiums 10,503 7,339
Accrued and other lizbilities 44,248 (8.986)
Due to a ralated party 801 3,433
Employee benefif obligations 2,342 1,966
Surpius contribution pald {6,308) {1.102)
Net cash inflow from operating activities 316,130 268,273
Cash flows from investing activitles
Short-term deposits (120,786) {120,164)
Purchase of furniture, fixtures and equipment i (3,523) (2,382}
Praceeds from sale of available-for-sale investments 22,943 71
Purchase of intangible assets 11 {4,330) {6.756)
Purchasa of held to maturity investments (3.836) -
l.ong-term deposiis (95,880} -
Purchase of available-for-sale investments 7 . {127,602) {50,666}
Net cash outflow from investing activitles (333,016} {179,897}
Net change in cash and cash equivalents {14,886) 88,376
Cash and cash equivalents, beginning of the year _ 132,662 44,286
Cash and cash equivalents, end of the year 4 117,776 132,652
Supplemental cash flow information:
Uon-clash i;wesung activitles: I

nrealised fair value changes on available-for-sale

Investments i 7 395 {726)
The accompanying notes are an integral part of these financial slatements. '

[3( C

s %/ B

Paul Adamsan Gafewl — 5 - Babar All Khan
Chief Financial Officer

Managing Directer Chiaf Executive Officer
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AXA COOPERATIVE INSURANCE COMPANY

{A Saudi Joint Stock Company)

STATEMENT OF SHAREHOLDERS' CASH FLOWS

{All amounts expressed in Saudi Riyals thousands unless otherwise stated)

Year snded 31 December

Notes 2017 2016
Cash flows from operating activities
Shareholders’ net income for the year 60,187 42.677
Adjustments to reconcile net income to net cash
from operating activifies:
Performance share reserve - charge during the year 475 1.073
Impairment loss on available-for-sale investments 7 1,822 3,128
Amortization of premium on available-for-sale investments 7 149 178
Accretion of discount on available-for-sale investments 7 (69) (44}
Appropriation of surplus from insurance operalions {49,774) (35,487}
12,780 11,523
Changes in operating assets and [labilities:
Prepayments and other receivable 954 (1.417)
Zakat and income tax paid 16 (7,010 (684)
Investment return on statutory deposits {834) 363
Commission on statutory deposits payable 834 783
Due from insurance operations (53,008) {25,448)
Due to insurance operations 49,774 (91.482)
Net cash inflow (cutflow) from operating activities 3,500 (108,356)
Cash flows from investing activities
Short-term deposits {(16,111) 45,360
Long-term depasits 11,250 (45,000)
Purchase of available-for-sale investments 7 {43,806) {43,185)
Proceeds from sale of available-for-sale investments 7 45,414 3,620
Net cash outflow from investing activities {3,253) (39,215)
Cash flows from financing activities
Performance share reserve - settlement {247) (888)
Net chariges in cash and cash equivalants - (146,459)
Cash and cash equivalents, beginning of the year - 146,459
Cash and cash squivalents, end of the year 4 - i
Supplemental cash flow information;
Non-cash operating activity -
Zakat and income tax charged to sharehaiders' comprehensive
incoma 9 P 16 {16,125) (12.587)
Non-cash investing activity:
Unvealised fair value changes on available-for-sale
hang 7 (1,094) 813

investments

The accompanying notes are an integrel part of these financial statements.

e

AN

Paul Adamson -
Managing Director

a
Chief Executive Officer

15

""" Babar Ali Khan
Chlef Financial Officer
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AXA COOPERATIVE INSURANCE COMPANY

{A Saudi Joint Stock Company)

NOTES TGO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2017

(All amounts expressed i LHaud: Kiyals thousands unless otherwise stated}

General information
Organisation and principal activities

AXA Cooperative Insurance Company (the “Company™) is a Saudi joint stock company established in the
Kingdom of Saudi Arabia by the Rayal Decree number MI36 daled 27 Jumada #1 1428H (1 July 2008) (date of
inception). The Campany was incorporated vide Ministerial Order number €/192, daled 10 Jumada H 1430H,
(3 June 2009) (date of incerporation). The Company is registered in the Kingdom of Saudi Arabia under
Commercial Registrafion (“CR") number 1010271203 issued in Riyadh on 20 Rajab 143CH (13 July 2009).
The Company’s registered address is P.O. Box 753, Riyadh 11421, Kingdom of Saudi Arabia,

The principal activities of the Company are lo engage in cooperative insurance operations and all related
activities including reinsurance activities under the Law on Supervision of Cooperative Insurance (the “Law"™)
and the Company's by-laws and cther reguiations promulgated in the Kingdom of Saudi Arabia. The
Company obtained license from the Saudi Arabian Monetary Aulhority ("SAMA") to practice general and
medical insurance znd reinsurance business in the Kingdom of Saudi Arabia vide license number.
TMN/25/20101, dated 11 Safar 1431H (corresponding to 26 January 2010). The Company has comraenced
insurance operations on 4 Rabi [ 1431M {(comesponding to 18 February 2010) after oblaining full product
approval for certain products and temporary appreval for the remaining products. During 2016, the Company

obtained approval for the remaining products.

The accompanying financial stalements include the accounts of the Company and its following branches:

CR Registration date Location
4030208279 16 Rabi At Awwal 1432H (18 February 2011)  Jeddah
2051044972 18 Rabi Al Awwal 1432H (18 February 2011)  Al-Khobar
1010383602 8 Ramadan 1435H (& June 2014) Riyadh
1010383603 8 Ramadan 1434H {16 July 2013} Riyadh
1016353604 8 Ramadan 1434H (16 July 2013) Riyadh
1010431704 3 Jumada 11 1438H (23 March 2015) Riyadh
2051050069 24 Shawwal 1433H (11 September 2012) Al-Khobar
2051059616 17 Safar 1436H (9 December 2014) Al-iKhabar
2051059617 17 Safar 1436H (9 December 2014) Al-Khobar
2050104123 17 Safar 1436H (9 December 2014) Dammam
2050105348 18 Jumada I 1436H (7 Aprif 2015) Dammam
2050021126 20 Jumada ) 1434H (30 April 2013} Dammam
2055024388 20 Dhul-Cla'dah 1436H (13 September 2015)  Al-Jubail
4030333610 24 Shawwal 1433H (11 September 2012) Jeddah
4030233628 24 Shawwal 1433H (11 September 2012) Jeddah

Summary of significant accounting policies

The principal accounting policies applied in the preparation of these financial statements are sef out below.
These policies have been consistently applied to all the years presented.

2.1 Basis of preparation

Statement of compliance

The financial statements of the Company for the year ended 31 December 2017 have been prepared by the
management in accordance with International Financial Reporting Standards {(*{FRS") as modified by SAMA
for the accounting of zakat and income tax, which requires, adoptian of all International Financial Reperting
Standards as issted by fhe International Accounting Standards Board (“1ASB"} except for the application of
International Accounting Standard (IAS) 12 - “Income Taxes” and IFRIC 21 - *Levies” so far as these relale to
zakat and income tax. As per SAMA circular number 381000074519 dated 11 Aprl 2017 and subsequent
amendments through certain clarifications relating to the accounting for zakat and income tax (“SAMA
Circular"), the zakat and income tax are to be accrued through shareholders’ equity under retained earnings.

Untif 2016, the financial stalements of the Company were prepared in accordance with the IFRS. This change
in framework resulled in a change in the presentation of zakat and income tax to the financial slatements.
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AXA COOPERATIVE INSURANCE COMPANY

(A Saudi Joint Stock Company}

NOTES TO THE FIHANCIAL STATEMENTS (conllnued)

FOR THE YEAR ENDED 31 DEUEMBER 2N

{All amounts expressed in Saudi Rivals theusands unless otherwise stated)

Sumnary of significant accounding policies tconliniued)
21 Basis of preparation {confinued)

Statement of compliance {conlinued)

As required by the law, the Cempany mainlains separate accounls for insurance operations and
shargholders' operations and presents the financial statements accordingly. Tha physical custody ard title of
all assets related to the insurance operations and shareholders' operations are held by the Company.
Revenues and expenses clearly atiributable lo either activity are recordad in the respeclive accounis. The
basis of allgcation of expenses from joinl operations is determined by management and the Bpard of

Directors of the Company.

(n accordance with the requirements of the Implementing Regulations for Co-operative Insurance Companies
(the "Regulations™) issued by SAMA and as per lhe by-laws of the Company, suiplus arising from the

insurance operations is distributed as fellows:

Transfer fo shareholders’ operations 90%
Transfer {o insurance operations 10%
100%

If the insurance operations result in a deficit, the entire deficit is borne by the shareholders’ operations.

Basis of measurement

The Company has prepared the accompanying financial staterents under the historical cost convention on
the accrual basis of accounting, except for available-for-sale investments and employee benefit obligations as
explained in the relevant accounting policies. The accounting policies used in the preparation of these
financial stalements are consistently applied for all years presented, except for:

{a) The Company used to charge zakat and income lax to the stalement of changes in shareholders’ equity
through the statement of shareholders' comprehensive income. As a result of SAMA Circular, the
Company has changed its presentation relating fo zakat and income tax and has starled to charge zakal
and income tax direclly to the stalement of changes in shareholders' equity. The Company has
accounted for this change retrespectively, which has resulted in an increase in the total shargholders’
comprehensive income by Saudi Riyais 12.6 million for the year ended 31 Dacember 2016. The above
change has not resulted in any changes in any of the companents of the shareholders' equity of prior

periods presented earlier; and
{b) The adoption of certain amendments and revisions te existing standards as mentiened below, which are

effective for period beginning on or after 1 Janvary 2017 but had no significant financial impact on the
financial statements of the Company.

New IFRS, International Financial Reporting and Interpretations Committee’s interpretations {IFRIC)
and amendments thereof, adopted by the Company

Amendments to IAS 7, 'Stalement of cash flows on disclosure initiative’, effective 1 January 2017. The
amendment introduced additional disclosure thal will enable the users of financial statements to
evaluale changes in liabilities arising from financing activities.

Amendments to IAS 12, ‘Income taxes' on Recognition of defarred tax assets for unrealised losses.
effective 1 January 2017. The amendment clarifies the trsatment for deferred taxes related to debt

instruments measured at fair value.
Annual improvements 2014-2018, IFRS-12, 'Disclosure of inierests in other entities’ regarding

clarification of the scope of the standard, efiective 1 January 2017. The amendment clarifies the
applicability of requirements to interests in entilies classified as held for sale excapt for summarised

financial information.
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AXA COOPERATIVE INSURANCE COMPANY

{A Saud! Joinl Steck Company)
NOTES TQ THE FINANGIAL STATEMENTS (continued)

FOR THE YEAR ENDED 31 DECEMBER 2017
(All amounts expressed in Saudi Riyals thousands uniess otherwise slated)

Summary of significant accounting policies (continued)

{c) Standards, Interpretations and amendments to published standards that will be effective for
the periods commencing after January 1, 2018 and have not been early adopted by the Company

The Campany's management decided not fo choose the early adoptian of the following new and amended
standards and interpretations issued which will become effective for the period commencing after January 1,

2018:

implermentation of IFRS 9 "Financial instruments” is applicable for the annual pericds beginning on of

after 1 January 2018, and will be apptied retrospectively with some exemnplions. The new standard

presenis revised guidance on the classification and measurement of financial assets, including a naw
expacted credit loss mode! for calculating impainment. Internationsl Accounting Standard Board has

atlowed temporary exemption, for companies issuing insurance contracts, untit 2021 or untii the new

insurance contracts standard is applied, if hat is earlier. The Company has decided to defer the

implementation of IFRS 9 and expects thal IFRS 8 would have certain impact on the classificatton and
measuremant of available-for-sale and held-lo-maturity investments. Further, the expecled credil less
model would have an impact on the impairment assessmant of financial assets.

IFRS 16 Leases, effective for annual periad on or after 1 January 2019 IFRS 16 was issued in January
2015 It will result in almos? all leases being recognised cn the statement of financial position, as the
distinction between operating and finance leases is removed. Under the new standard, an assel {the
right o use the leasad item} and a financial liabifity 1o pay rentais are recognised. The only exceptions
are short-term and low-value leases. The accounting for lessors will not significantly change. The
standard will affect primarily the accounting for the Company's operating leases. The Company has not
yé!t determined to what extent these commitments will resull in the recognition of an asset and a Labiiity
for future paymenls and how this will affect the Company's profit and classificalion of cash flows.

. Amendments to IFRS 2, ‘Share based payments' on clarifying how to account for certain types of share-
based payment iransactions, This amendment clarifies the measurement basis for cash-seltled, share-
based payments and the accounting for modifications that change an award from cash-settled to equity-
settled. It also introduces an exceplion to the principlzs in IFRS 2 that will require an award to be treated
as i it was wholly equity-setifed, where an employer is obliged to withhold an amount for the employee’s
tax obligation associated with a share-based payment and pay that amount to the fax authority.

IFRS 15, ‘Revenue from confracts with custemers’ The standard will improva the financial reporting of
revenue and improve comparability of the top line in financial statements globally.

Amendments 1o IFRS 15, ‘Revenue from contracts with customers’ These amendments comprise
clarifications of the guidance on identifying performance obligations, accounting for licences of
inteligciual properly and the principal versus agent assessmenl (Qross Versus net revenue
presentation). New and amended illustrative examples have been added for each of those areas of
guidance. The IASB has also included additional practical expedients related to transition 1o the new

revenue standard.

Amendments lo I1AS 40, ‘Invesimen! property’ relaling to transfer of investment property, effective 1
January 2018. These amendments clarify that lo transler o, or from, investment properties there must
be a change in use To conclude if & properly has changed use there should be an assessment of
whether the property meels the definition. This change must be supported by evidence.
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AXA COOPERATIVE INSURANCE COMPANY

(A Saudi Joint Stock Company)

NCTES TO THE FINANCIAL STATEMENTS (contihued)

FOR THE YEAR ENDED 31 DECEMBER 2017

(Al amounts expressed in Saudi Riyals thousands unless otherwise slated)

Summary of significant accounting policies (continued)

{c} Standards, interpretations and amendments to published standards that will be effective for the
periods commencing after January 1, 2018 and have not been early adopted by the Company

{continued)

. Annual improvements 2014-201%, These amendments impact 3 standards: IFRS 1) First-time adaption
of IFRS', regarding the deletion of short-term exemptions for firsst-time adaplers regarding 1FRS 7, 1AS
18, and IFRS 10 effective 1 January 2018, IFRS 1Z,'Disclosure of interests in other enlilies' regarding
clarification of the scape of the standard. These amendments should be applied retrospectively for
annual periods beginning on or after 1 January 2017, 1AS 28 'Investments in associates and joint
ventures’ regarding measusing an associate or joinl venture at fair value effective 1 January 2018.

IFRIC 22, 'Foreign currency lransactions and advance consideration’. The interpretation providss
guidance for when a single paymentfreceipt is made as well as for situations where muliiple
paymentsiraceipts are made. The guidance aims fo reduce diversity in practice.

. IFRIC 23, 'Uncerainty over income fax treatments’. This IFRIC clarifies how the recognition and
measurement requirements of JAS 12 ‘Income taxes’, are applied where there is uncertainly over

income tax treatments.
2.2 Use of estimates in the preparation of financial statements

The preparation of financial statements in conformity with IFRS requires the use of cerizin critical accounting
estimates and assumptions that affect the reported amounts of assels and liabilittes and disclasure of
" contingent assets and liabiliies at the date of the financial statements and the reported amounts of revenues
and expenses during the reporting period. It also requires management to exercise its judgment in the
process of applying the Company's accounting policies. Changes in assumptions may have a significant
impact en the financial statemenis in the pericd the assumptions changed. Management believes that the
underlying assumplions are appropriate and the Company’s financial statements present fairly, in all material
respects, the financial position and resulls of operations. The areas involving & higher degree of judgment or
complexity, or areas where assumptions and estimates are significant to the financial slatements are

disclosed in Note 3.
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AXA COOPERATIVE INSURANCE COMPANY
{A Saudi Joint Stock Company}
NOTES TO THE FINANCIAL STATEMENTS {continued)

FOR THE YEAR ENDED 31 DECEMBER 2017
(All amounts expressed in Saudi Riyals thousands unless otherwise staled)

Summary of significant accounting policies (continued)

2.3 Segment reporting

An cperating segment is a component of the Company that is engaged in business activities from which it
earns revenues and incur expenses and abouf which dizcrete financial informalion is available that is
evalualed regularly by lhe chief operaling decisicn maker in deciding how to aliocate resources and in

assessing performance

Segment assets do not include cash and eash equivalents, shorl-term deposils, long-term deposits,
available-for-sale investments, held-to-maturily investments, receivable from related parties, premiums
and insurance balances receivable, prepayments and other receivabie, due from shareholders’,
furniture, fixtures and eguipment and intangibles.

Segment liabifilies do not include reinsurers’ balances payable, advance premiums. due o a refated
party, accrued and olher liabilities, employee benefit obligations and fair value reserve on available-for-

sale investmenls; and
. Operating segments do net inciude sharehelders’ operations,

For management purposes, the Company is organized info business units based on their products and
services and has the following reporiable segments:

» Accident and Hability

L] Motor
. Property
. Marine

. Engineering
. Health; and
. Protection

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

Where intersegment fransaction were lo oceur, transfer prices between operating segmenls are set gn an
arm's length basis in a manner simifar to transactions wilh third parties. Segment income, expense and
resulis will then include those fransfers between operating segments which will then be eliminated at the level

of financial siaiements of the Company.
2.4 Functional and presentation currency

The Company's books of account are maintained in Saudi Riyals, which is also the functional and
presentalion currency of the Company. Transactions denominated in: foreign currencies are translated into
Saudi Riyals at rates prevailing on the dates of such iransactions. Monelary assels and liabilities
danominated in foreign currencies are translated into Saudi Riyails at rates prevailing an the reporting date. All
differences are taken to the statements of insurance operations income and accumulated surplus or fo the
statement of shargholders’ income. Foreign exchange differences are not significant and have not besn

disclosed separately.
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AXA COOPERATIVE INSURANCE COMPANY

(A Saudi Joint Stock Comnpany)

NOTES TG THE FINANCIAL STATEMENTS {continued)

ronTir yrAn CHDCD 31 DCGCMDCA 2017

(All amounts expressed in Saudi Riyals thousands unless otherwise stated)

Summary of significant accounting policies (continued)

2.5 Financial assets

2.51 Classification

The Company classifies ils finzncial assets in the following categaries:

(a) Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not
quoted in an active market other than lhose that the Company intends to sell in the short-lerm or that it has
designaled as available-for-sale invesiments. Receivables arising from insurance contracts are also classified
in this category and are reviewed fer impairment as part of the impairment review of foans and receivables.

{b} Available-for-sale investments

Avaitable-for-sale investments are those investments thal are not held-to-maturity nor held for trading.
Investments which are clagsified as "available for sale” are subsequenty measured at fair value. For an
available- for-sale investment where the fair value has not been hedged, any unrealized gain or loss arising
from a change in its fair value is recognised directly in the statement of insurance operations’ cemprehensive
income and / or sharehalders' comprehensive income unfil the investment is derecognized or impaired at
which time the cumulative gain or loss previously recognised in the statements of insurance operations’
comprehensive income and / or shareholders' comprehensive income should be included in the statement of
insurance operations' comprehensive income and / or shareholders' comprehensive income for the year.
Available-for-sale investments whose fair value cannot be reliably measured are carried at amartised cost

less impairment provision.
{c} Held-to-maturity investments

investments, which have fixed ar determined payments and the Company has the positive intention and
ability o hald to maturity are classified under this category. These investments are subsequently measured at
amorfized cost, less provisian fer impairment in value. Amertized cost is calculated by taking inte account any
discount or premium on acquisition. Any gain ar lass on such investments s recognized in the statements of
insurance operalions income and accumulated surplus / sharehalders’ cperations when the investment is

derecegnized or impaired.
2.5.2 Recognition, measurement and de-recognition

Purchases and sale of available-for-sale investments are recognised on the trade-date, which is the date on
which the Company commits to purchase or sgfl tha investment. Availgble-for-sale investments are initiaily
recognised at fair valua plus transaction costs that are direclly atiributable to their acguisition and are

subsequenily carried al fair value.

Changes in the fair value of available-for-sale investments are recognised in statements of insurance
cperations’ comprehensive income and / or shareholders’ comprehensive income.

Loans and receivable and investments, held-te-maturity are camied at amortized costs less provision for

impairment in value.

Amortized cost is calculated by taking into account any disceunt or premium on acquisition. Any gain cof loss
on such investments is recegnized in the statement of sharehalders' comprehensive income when the

invesiment is derecognized or impaired.

Financial assets are de-recognised when the rights o receive cash flows from those assets have expired or
have been transferred and the Company has transferred substantially all risks and rewards of ownership.
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AXA COOPERATIVE INSURANCE COMPANY

(A Saudi Joint Stock Campany)

NOTES TO THE FINANGCIAL STATEMENTS {continued)

FOR THE YEAR ENDED 31 DECEMBER 2017

WAl amounts expressed In Saudl Riyals housands tnless olheiwise slated}

Summary of significant accounting palicies {continued)
252 Recognition, measurement and de-recognition (continued)

When available-for-sale investments are soid or impaired, the accumutatad fair value adjusiments recognised
in equily are included in the staterments of insurance operations’ comprehensive income and ! or
shareholders’ comprehensive income as 'gains and losses frem available-for-sale investments'. Commission
en available-for-sale investments calcufated using the effective interest method is recognised in the
statements of insurance operations' comprehensive income and / or shareholders' comprehensive income.

2,53 Determination of fair values

The fair values of quoted investments in active markets are based on current bid prices. if there is no active
market for a financial asset, fair value is determined using valuation technigues. These include the use af
recent arm’s length transactions, discounted cash flow analysis, and other valuation technigues commonly
used by market parficipants. Commission on available-for-sale investmenis calculated using the effective
interest method is recognized in the stalement of shareholders’ comprehensive income. Dividends on
available-for-sale investmenis are recognized in the statement of insurance operations' income and
accumulated surplus and / of shareholders’ comprehansive income, when the Company's nght to receive

payrnenis is established.
2.5.4 Impairment of financial asseis
(a) Financial assets carried at amortised cost

The Company assesses at each end of the reporting perind whether there is objective evidence that a
financial asset or group of financial assets is impaired. A financial asset or group of financial assets is
impaired and impairment losses are incurred only if there is objactive evidence of impairment as a result of
one of more events thal have occurred afer the initial recognition of the asset and that loss event (or events)
has an impact on the estimated future cash flows of the financial assel ar greup of financial assets that can be

reliably estimated.

If in a subsequent periad, the amount of the impair ment loss decresses and the decrease can be related
objectively to an event occurring after the impairment was recegnised, the previously recognised impairment
ioss is reversed by adiusting the aflowance account. The amount of the reversal is recognised in the
statements of insurance operations’ income and accumutated surplus / shareholders' oparations.

(b} Available-for-sale investments

The Company assesses at each reporting date whether there is objective evidence thal a financial asset or a
group of financial assets is impaired. In the case of equity investments classified as available-for-sale, a
significant or prolonged decling in the fair valuz of the security below its cost is an objective evidence of

impairment resulting in the recognition of an impairment loss.

The curnulative foss measurad as the difference between the acquisition cost and the curent fair value, less
any impairment loss on that financial asset previously recognised in statement of insurance operations’
income and accumulated surplus is removed from equity and recognised in the statement of insurance
operations’ comprehensive income and / or sharehoiders’ comprehensive income. if in a subsequent period
the fair value of a debt instrument classified as available-for-sale increases and the increase can be
ohjeclively related to an event occuming after the impairment loss was recognised, the impairment loss is
reversed thraugh the statement of insurance operations' comprehensive income and / or shareholders'

comprehensive income.
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AXA COOPERATIVE INSURANCE COMPANY

{A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS (continued)

FOR THE YEAR ENDED 31 DECEMBER 2017

(All amounts expressed in Saudi Riyals thousands unless ofherwise stated)

Summary of significant accounting policies (continued)

2.6 Financial iiabilities

All financial liabiliies are recognised at the time when the Company becomes a party to the contractual
provisions of the instrument Financial fiabiities are recognized initially at fair value less any direclly
atiributable transaction cost. Subsequent to initial recognition, these are measured at amuortized cost using the

effective commission rate methad.

A finangial habilly is derecognized when the obligation under the liability is discharged or cancelled or
expired. Where an existing financial liability is replaced by ancther from the same lender on substantially
different terms, or the terms of an existing liability are subsiantially modified, such an exchange or
modification is treated as a derecognition of the original liability and the recognition of & new liability, and the
difference in respective carrying amounts is recognised in the statements of insurance operations’ income and

accurmulated surplug and { or shareholders operations..

27 Off-setting

Financial assels and liabilities are offset and the net amount repcried in the statement of financial position
only when there is a legally enforceable right to offset the recognized amounts and there is an intention to
settle on a net basis, or to realize the assets and settie the liabilily simultanecusly. Income and expense is not
off-sel in the stalement of insurance operations income and accumulated surplus and shareholders’

operations unless required or permitted by any accounting standard or interpretation.

2.8 Cashand cash equivalenis

Cash and cash equivalents include cash in hand and with banks and other shor-temm highty fiquid
investments, if any, with less than three months maturity from the date of acquisition.

2.8  Short-term and long-term deposits

Short-term deposils comprise of time depesits with banks with maturity periods of more than three montﬁs
and less than one year from the date of acquisilion. Long-term deposits represent time deposits with maturity

periods of more than eng year from the date of placement.

2.10 Premiums receivahle

Premiums receivable are recognized when insurance centract is made and measured on initial recognition at
the fair value of the considerations received ot receivable. The carrying value of premivms raceivable is
reviewed for impairment whenever events or circumstances indicate that the carrying amount may rot be
recoverable, with the impairment loss recorded in the stalement of insurance operations’ income and
accumulated surplus. Premiums receivable are derecognized when the de-recognition criteria for financial

assets have been met.

211 Unearned reinsurance commission income

Reinsurance commission income on outwards reinsurance contracts are deferred and amortized aver the
terms of the insurance contracts to which they relate, similar to premiums earned. Amortisalion is recorded in

the: statement of insurance operations' income and accumulated surpius.
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AXA COOPERATIVE INSURANCE COMPANY

(A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS (continued)

FOR THE YEAR ENDED 31 DECEMBER 2017

{All amounis expressed in Saudi Riyals thousands unless otherwise stated)

Summary of significant accounting policies (continuad)
212 Insurance contracts

Insurance contracts are confracts where the Company (the insurer) has accepled significant insurance risk
from ancther pary (the policyholders) by agreeing to compensate the policyholders if a specified uncertain
future event (the insured event) adversely affects the policyholders. As 2 general guideline, the Company
delermines whether il has significant insurance risk, by comparing benefits paid with benefits

213 Deferred policy acquisition costs

Commissions paid 1o intermediaries and other incremental direct costs incurred in relation fo the acquisition
and renewal of insurance contracts are deferred and amortized over the terms of the insurance contacls io
which they relate, similar lo premium earned.

214 Claims

Claims comprise of amounls payable to policyhelders and related loss adjustment expanses, net of salvags
and other recoveries, are charged lo staternent of insurance operations’ income and accumulated surplus as
ingurred.

Gross oulstanding claims comprise the gross estimated cost of claims incurred but not settled at the reparting
date, whether reperted or net. Provisions for reporied claims not paid as al reporting date are made on the
basis of individual case estimates. In addition, a provision based on management's fudgment and the
Company's pricr experience is maintained for the cost of setfling claims in:::urred bad net reported al reportxng
date. The ultimate liability may be in excess of or less than the amount provided.

Any difference between the provisions at the reporting date and settlements in the following year is included in
the underwsiting account for that year. The Company doss nat discount its fiabilities for unpaid claims as
substantially all claims are expected lo be paid within one year of the reporting date.

215 Salvage and subrogation reimbursement

Some insurance contrasts permit the Company to sell (usually damaged) assel acquired in setiling a claim
{for example, salvage). The Company may also have the right to pursue third parties fer payment of some or
all costs (for example, subrogation).

Estimates of salvage recoveries are included as an allowance in the measurement of the cuistanding claims
figbility. The allowance is the amount thet can reasanably be recovered from tha disposal of damaged

property.

Subrogation reimbursements are also considered as an aflowance in the measurement of the cutstanding
claims liability. The allowanze is the assessment of the amount that can be recovered from the acficn against

the liable third party.
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NOTES TO THE FINANCIAL STATEMENTS [continued)
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Summary of significant accounting palicies (continued)

2.16 Reinsurance

The Company's reinsurance pragram is affecled through proportional, non-proportional and faculiative
placements based on the Company's net relention policy, treaty limils, ralure and size of the risks, The
Company cedes insurance risk in the normal course of business for all of its businesses, Reinsurance assels
represent balances due from reinsurance companies., Recoverable amounts are estimated in a8 manner
consistent with the oulstanding claims provision and are in accordance with the reinsurance contract.

An impairment review is performed at each reporling date or more frequently when an indication of
impairment arises during the reporting year, Impairment occurs when objective evidence exisis that the
Cempany may not recover cutstanding amounts under the terms of the contract and when the impact on the
amounts thal the Company will receive from the reinsurer can be measured reliably. The impairment loss is
recorded in the slatement of insurance operations’ incame and accumulated surplus.

Ceded reinsurance arrangemants do not relieve the Company from its obligatiens to policyhotders.

Premiums and claims en assumed reinsurance are tecognised as income and expenses in the same manner
as they would be if the reinsurance were considered direct business, taking into account the product
classification of the reinsured business. Reinsurance lisbilities represent balances due fo reinsurance
companies. Amounts payable are determined in a manner consistent with the associated reinsurance

cantract.

Reinsurance assets or liabilities are derecognised when the contraciual rights are extinguished or expire or
when the centract is transfarred to another party.

Claims recoveries receivable from the reinsurers are recognised as an asset at the same time as the claims
which give rise to the right of recavary are also recognised as a liability and are measured at the amount

expected to be recovered.

217 Liability adequacy test

At each reparting date, the Company assesses whether its recognised insurance liabilities are adequate using
current eslimates of future cash flows under its insurance confracts. If that assessment shows that the
carrying amount of ils insurance liabilities (less related deferred policy acquisition costs} is inadeguate in the
light of estimated future cash fiows, the entire deficiency is immediately recognised in the statement of
insurance operations' income and accumulated surplus and an unexpired risk provisian is created.
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Summary of significant accounting policies (continued)

218 Furniture, fixtures and equipment

Furniture, fixtures and equipment are initially recorded at cost and are subsequently stated at cost less
accumulated depreciation and any impairment in value, if any. Cost includes expenditure that is direcily
altributable o the acquisition of the items. Subsequent costs are included in the assel's carrying amouni of
recognised as a separate asset, as appropriate, only when it is probabie that fidure gconomic benefits
associated with the item will flow to the Company and the cost of the item can be measured reliably. Alf other
repairs and maintenance are charged to the statement of insurance operaticns’ income and accumulated
surplus during the financial period in which they are incurred. Depreciation is charged io the statement of
insurance operations’ income and accumulated surplus on a straight line basis based on the following

estimated useful lives:

Years

Furniture and fixtures 5
Equipment 3-4

The asseis’ useful lives are reviewed at the end of each reporting period and adjusted if appropriate. An
assel's carrying amount is written down immediately fo its recoverable amount if the asset's carrying amount
is greater than Hs estimated recoverable amount Gains and losses on disposals are deiermined by
comparing the proceeds with the carrying amount. These are included in the statement of insurance

operaticns’ income and accumulaled surpius under other income.

2.19 !ritangihle assetls

a) Goodwill

Geodwill represents excess of the fair value of the purchase censideration payable, as per SAMA's
instructions, over the net identifiable assets acquired from AXA Saudi Aratia Holding WEL. {fermerly AXA
Insurance Saudi Arabia B.S.¢). The recoverability of goodwill is tested annually for impairment or more
frequently when changes in circumstances indicate that the carrying amount may not be recoverable. An
impairment loss is recognised as lhe amaunt by which the assel's camying amount exceeds ils recoverable
amaunt The recoverable amount is higher of an assel's fair vaiue less costs to sell and s value in use.

b} Other intangible assets

Other intangible assets, including software, and are measured at cost. Those with a finite useful life are
amartised over their estimated useful life in accordance with the pattern of expected consumption of economic
benefits. Estimated useful life of software |s 4 years. Intangible assets with an infinite usaful life are not
subject to amoriisation bul are tested for impairment annually or more often if there is an indication of
impairment. Intangible assets with a finite life are reviewed for impairment whenever events or changes in

circumstances indicate that the carrying amount may not be recoverable
2.20 Accrued and other liabilities

Liabilities are recognized far amounts to be paid for goods and services received, whether ar not billec to the

Company.
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Summary of significant accounting palicies (continued)

2.2 Provisions

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

222 Payables

Payablas are recognized initially at fair valug and measured at ampriized cost using effective interest rate
method.

2.23 Employee benefit obligatiens

The Company cperates a single pest-employment benefit scheme of defined benefit plan driven by the labor
Jaws and workman laws of the Kingdom of Saudi Arabia which is based on most recent salary and number of

SErvice years.

The post-employment benefits plans is not funded. Accordingly, valuations of the obligations under the plan
are carried out by an independent actuary based on the projected unit credit method. The costs relating to
such plans primarily consist of the present value of the benefits atiributed on an equal hasis to each year of

service and the interest on this obligation in respact of employee service in previous years.

Current and past service costs related to post-employment benefits are recognized immediately in statement
of insurance operations' income and accumulated surplus while unwinding of the liabifity at discoun! rates
used are recorded in stalement of insurance operatiéns' income and accumulated surplus. Any changes in
net liability due to actuarial valuations and changes in assurmptions are taken as re-measurement in the

statement of insurance cperations' comprehensive income.

Re-measurement gains and iosses arising fram experience adjusiments and changes in actuariat
assumplions are recognized direclly in stalement of insurance operations’ comprehensive income and
iransferred (o retained earnings in the stalement of changes in shareholders’ equity in the period in which they

oCour.
Changes in the present value of the defined benefil obligations resulting fram plan amendmenis of
curtailments are recognized immediately in statement of insurance operafions’ income end accumulated

surplus as past service costs. End of service payments are based on employees' final salaries and
allowances and their cumulative years of service, as stated in the labor law of Saudi Arabia.

2.24 Share based payments

The cost recharged to the Company under group share scheme is racognised as an expense on grant date, in
statement of shaseholders operations with corresponding effect on performance share reserve in equity. Any
fair value remesaurement on setilement is recognised in statement of changes in shareholders’ equity.
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2 Summary of significant accounting policies (continued)

2.25 Zakat and income taxes

The Company is subject lo zakat and income lax in accordance with the regulations of the Generat Authorily
of Zakat and Tax (the "GAZT"). Zakat, for the Company is calculated based on higher of approximate zakat
base and adjusled net ingome and charged 1o statement of changes in sharehciders’ equity. Income tax on
the share of the adjusled income refated to the foreign shareholders is charged to shareholders’ equity.
Additional amounts, if any, are accounted for when determined to be required for payment.

income tax based on the applicable income tax rate is adjusted by changes in deferred tax assels and
fiabilities attributable fo temporary differences and to unused tax losses. Deferred income tax is provided in
full, using the fiability method, on temporary differances arising between the tax bases of assels and fiabilities
and their carrying amounts in the financial statements. Deferred income tfax iz not accounted for if it arises
from initial recegnition of an asset or liability in a transaction other than a business combination that at the
time of the transaction affects neither accounting nor taxable income ar loss Deferred income tax is
determined using tax rales (and laws) that have been enacted cr substantially enacted by the end of the
reporting period and are expected to apply when the refated deferred income fax asset is realised or the

deferred income fax liability is settled.

Deferred tax assets are recagnised only if it is probable that future taxable amounts will be available tq utilise
those temporary differences and losses.

Deferred tax assets and liabiliies are offset when there is a legally enforceable right to offset cument lax
assets and lizbilities and when the deferred tax balances relate to the same taxation authority. Current tax
assets and tax liabilities are offset where the entity has a legally enforceable right to offset and intends either
1o seltle an a net basis, or to realise the asset and setile the liability simultaneously.

2.26 Revenue recognition
{a) Recognition of premium and reinsurance commission revente

Gross premiums and reinsurance commissions are recognized with the commencement of the insurance
risks. The portion of premiums and reinsurance commission that will be garned in the future is reported as
unearned premiums and reinsurance commissions, respectively, and are deferred on a basis consistent with

the term of the related policy coverage.

Premiums earned on reinswrance assumed, if any, are recognised as revenue in the same manner as if the
reinsurance premiums were considered to be gross premiums.

By Commissian, dividend income and inceme

Commission income on shott-term deposits, long-term deposits and held-to-malurity investments is
recognized on a time propartion basis using the eflective interest rate method. Dividend inceme is recognized
when the right to receive a dividend is established. Income from Al Manafeth third party liability insurange fund
is recognized as ofher income on the basis of quarlerly financial information released by the Fund Manager.

2.27 Leasing

Leases are classified as capital leases whenever the terms of the lease transfer substantially all of the risks
and rewards of ownership 10 the lessee. Al ather leases are classified as operating leases. Rentals payable
under aparating leases are charged to statement of insurance operations’ income and accurnulated surplus

on & straight fine basis over the term of the operating lease.
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Summary of significant accounting peolicies {continugd)

2,28 Trade date accounting

All regular way purchases and sales of financial assets are recognized / derecagnized on the trade date (ie.
the date that the Company commits to purchase or sell the assets). Regular way purchases ot sales of
financial assels are transactions thal require setflement of assets within the time frame generally established

by regulation or conwvention in the market place.
2.29 Seasonality of operations
There are no seasonal changes thal affect insurance operations.

Critical acecounting estimates

The Company makes estimates and assumptions that affect the reported amounis of assels and fabilities
within the next financial year. The resulling accounting estimates will, by definition, seldam equal the related
actual results. The estimates and assumptions that have a risk of causing a material adjustment {o the
carrying amounis of assets and liabilities within the next financial year are addressed below:

a} Liahility arise from claims under insurance contracts

Considerable judgement by management is required in the estimation of amounts due to policyholders arising
from claims made under insurance policies. Such estimates are necessarily based on significant assumptions
about severs! factors involving varying, and pessible significant, degrees of judgement and uncertainty and
actual results may differ from management’s estimates resulting in future changes in estimated liabilities.

in particular, estimates have fo be made both for the expected ultimate cost of claims reported at the date of
statement of financial position and for the expected ullimate cost of claims incurred but not yet reported
“IBNR" at the reporting date. The primary technique adopted by management in estimating the cost of notified
and IBNR claims, is that of using past claim settlemeant trands to predict future claims settiement trends.

Claims requiring court or arbitration decisions, if any, are estimated individually. Independent toss adjusters
normally estimate property claims. Managemant reviews its provisians far claims incurred and claims incurred

but not reported, on a quarterly basis.

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

b} Impairment of premiums and insurance balances receivable and goadwill

An estimate of the uncollectible amount of premium receivable, if any, s made when collection of the fuil
amount of the receivabies as per the original terms of the insurance policy is no longer probable. For
individually significant amounts, this estimation is performed on an individual basis. Amounts which are not
individually significant, but which are past due, are assessed collectively and an slfowance applied accarding

to the length of time past due and Company’s past experience.

The recoverable amount of goodwill is esiimated based on the present value of the future cash flows
expecied to be derived from the asset. In case, receivable amount is less than carrying value, difference is
charged to statement of insurance operations income and accumulated surplus as impairment loss.
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Critical accounting estimates (continued)

c) Impairment of available-for-sale investments

The Company treats available-for-sale invesiments as impaired when there has been a significant or
prolenged decline in the fair value below its cost or where other abjective evidence of impairment axists, The
determination of what is “significant® or “prolonged” requires considerable judgment. In addition, the Company

evaluales other factors, including normal volatility in share price for quoted invesiments and the future cash
flows and the discount factors for unquoted investments

Cash and cash equivalents

2017 2016

Insurance operations:
Cash in hand 13 8
Cash at bank 100,387 20,261
Time deposits 17,376 112,393
147,776 132,662

Time deposils are placed with local and foreign banks with 2n original malurity of fess than three months from
the date of placement and eamn commission incoma at an average rate of 1.45% to 1.70% (2016: 0.58% to

3 .6%) per annum,

Short-term and long-term deposits

Shert-term deposits for insurance operations and shareholders' operations are placed with local tanks with an
original maturity of maore than three months but less than or equal to twelve months from the date of
placement. These deposils earn financial income at a rate of 1.7% to 2.75% (2016: 1.75% to 3.7%) per

aNnum.

Long-term deposits for insurance operations and shareholders' operations represent deposits in v‘arious banks
carrying commission income at a rate of 2.25% to 4.10% (2016: 2% ta 3%) per annum and will mature by

30 March 2022.

Premiums and insurance balances receivahle - net

2017 2016
Receivable from insurance intermediaries 111,631 68,467
Receivable from palicy holders (Note 14) 40,585 60,190
Receivabie from reinsurers {Nole 14) 27,118 16,435
179,334 148,082
Provision for doubtful debis (Note 14) {25,936) {25,420)
153,398 122,672
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Premiums and Insurance balances receivable, net (continued}

The ageing analysis of receivables from insurance and relnsurance conlracls is as follows:

Neither past Past due but not impaired Total
due nor
impaired
a1 to 180 181 to 360 More than 360
days days days
31 December 2017 85,0749 41,645 19,052 7,622 153,398
31 December 2016 60,134 40,656 21,882 - 122,672

Receivables comprise a targe number of customers, inlermediaries and insurance companies mainfy within
the Kingdom of Saudi Arabia and reinsurance companies bath in Middle East and Europe. The Company's
terms of business generally require premiums to be setiled within 90 days, Arrangemeants with reinsurers
narmally require setflement if the balance exceads a certain agreed amount.

Movement in provision for doubtfuf debls is as follows:

2017 2016
1 January 25,420 22,420
Provision for the year {(Note 22} 5,682 . 3,000
Provision released during the year {2,307} -
Write-off during the year {2,859} -
31 December 25,936 25,420

Unimpaired premiums and insurance balances receivable are expecled to be fully recoverable. It is not the
praciice of the Company to obtain collateral over these raceivable and all receivable are therefore, unsecured.

Investments
{a) Availahle-for- sale investments
Available-for-sale investments at 31 December 2017 and 2016 include the following:

Insurance operations Shareholdar’s operations

2017 2016 2017 2016

Govarnment bonds 78,835 70,890 60,000 72,744

Other bonds 142,993 49,090 78.898 68,815

Mutual funds 18,099 14,730 - -
Equities - ) - 16,964 18,807

239,027 134,810 155,862 160,458
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Investments (continued)
{a} Avaliabfe-for-sale investments {conlinued)
Movement in available-for-sale investments is as foliows:

Insurance operations

Shareholder's operations

2017 2016 2017 2016

1 January 134,810 85,008 160,466 123,338
Purchases 127,602 50,666 43,806 43,195
Disposals {22,943} (71) {45,414) (3,620}
Amertization of premium an
available-for-sale investments {79) (82 {149} (178)
Accretion of the discount on
available-for-sale invesiments 142 27 69 44
tmpaimment (Note 21) - - {1,822} {3.128)
Changes in fair value reserve,

net 385 (728) {1,094) 813
31 December 239,927 134,810 155,862 160,466

Avaitlable-for-sale investments at 31 December 2017 include 1,823,078 shares {2016: 1,923,078 shares) in

Najm for lnsurance Services, and are held by the Company at Nil value.

Moverent in fair value reserve on available-for-sale investments is as follows:

Insurance operations

Sharsholder's operations

2017 2016 2017 2016
1 January {883} {155} 830 17
Unrealised gain {losses) 638 {728) {1,915) 924
Realised gain on disposals {243) - {1,205) {111)
Impairment - net - - 2,026 -
31 Recember {488) {883} {264} 8§34

The fair value reserve on available-for-sale invesiments comprises of.

Insurance operations

Shareholder's operations

2017 2018 2017 2018
Unrealised gains 1,194 806 1,406 2.756
Unrealised losses (1,682) {1,689 (1,670} (1,926)
(488) {883) {264} 830
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Iive slinienls (Lonilinued}
{h} Held-to-maturity investments

Insurance operations:

Book value net of amortization

Type of security  Maturity Maturity period Profit rate
2017 2016
Sukuks 2023 10 years 3.21% 60,000 60,000
Sukuks 2023 10 years 3.47% 18,836 15.000
78,836 75.000
Shareholders® operations:
Type of security  Maturity Maturity period Profit rate Hook value net of amortizalion
2017 2016
Sukuks 2023 10 years 321% 60,000 50,060

Reinsurers’ share of outstanding claims and reserves

Al amounts due from reinsurers are expected to be received within 12 months from the statement of financial

pasition date.

Movement in deferred policy acquisition costs, uncarned reinsurance commission income, unearned

premiums and cutstanding claims and reserves

{a) Deferred policy acquisition costs

1 January

Incurred during the year
Amortized during the year
31 December

{b) Unearned reinsurance commission

1 January

Commission received during the year
Commission earnad during the year
31 December

2017 2016
19,130 18,689
113,267 72,819
(104,239} (72.378)
28,158 19,130
2017 2016
5,424 6,484
24,924 13,821
{26,064) {14,881}
4,284 5424
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9 Mavernent in deferred palicy acquisition costs, unearned reinsurance commission income, unearned
premiums and outstanding claims (centinuad)

{c) Unearned premiums

2017 20186
Reinsurer's Reinsurer's
Gross Share Net Gross Share Net
Unearned premiums 345,030 {22,058) 322,971 290,265 {29,078} 261,217

The movement in the gross unearned premiums and the related reinsurers’ share are as foliows:

2017 2016
Reinsurer's Reinsurer’s
Gross  Share Net Gross Share Net
1 January 290,285 {28,078) 261,217 203,456 (43,382) 250,074
Premiums written 1,498,477 (199,603) 1,209,874 1,153,974 (93,832) 1,060,142
Premiums earned {1,444,742) 206,622 (1,238,120} (1,157,135) 108,136 (1,048.999)
31 December 345,638 {22,059} 322,971 290,295 (29,078) 261,217

Change in unearned premiums and reinsurer's share of uneamed premiums is Saudi Riyals 54.7 milfion
{(2016: Saudi Riyals 3.2 milfion) and Saudi Riyals 7.0 million (2016: Saudi Riyals 14.3 million) respectively.

{d} Qutstanding claims and reserves

2017 2016
Reinsurers’ Reinsurers'
Grass Share Net Gross Share Net
1 January
Ciaims outstanding 226,837 (97,954) 128,883 182,623 (87.819) 84 804
Claims incurred hut not
reporied 330,315 {7,362) 322,853 275,928 {4,818) 271,108
557,152 {105,316} 451,836 458,549 {102,637} 355,912
Claims paid daring the
year {811,992} 72,458 (839,534) (801,969} 36,678 {765,291)
Claims incurred during
the year 1,115,842 {121,896) 993,946 800,572 {39,357} 861,215
At 31 December 761,002 (154,754) 606,248 557,162 (105,316} 451,836

At 31 December

Claims oufstanding 264,286 {120,206} 144,080 226,837 (97,954) 128,883
Claims incurred but not

reported 496,716 (34,548) 462,168 330,315 (7,362) 322,653
Total claims 751,002 {154,754) 606,248 557,152 {105,316) 451,836

Changes in oulstanding claims and reserves for the year is Saudi Riyals 154.4 million (2016: Saudi Riyals
95.9 million).
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Statutory deposit

In accordance with Arlicle 58 of the Insurance Implementing Regulations of SAMA, the Company is requ?re_d
to mainlzin a stalulory deposit of nat iess than 10% of ils paid-up share capital. The statutory deposit I
maintained with a Saudi Arabian bank and can be withdrawn only with the consent of SAMA.

Furniture, fixture and equipment and intangible - computer software

{a) Furniture, fixtures and equipment

2017
Caost

1 Janvary
Addifions

31 December

Accumuliated depreciation
1 January

Charge for the year (Note 22}
31 December

Net book value
31 December

2016

Cost

1 January
Additions

31 December

Accumuiated depreciation
1 January

Charge for the year (Note 22)
31 December

Net book value
31 December

Furniture and Capital work in
fixtures Equipment progress Total
8,341 10,338 564 18,243
885 2,497 141 3,623
9,226 12,835 705 22,766
{5,821) {7,352) - {13,173)
{1,086) {1.491) - (2,577}
{6,907} {8,843) - {15,750}
2,319 3,992 705 7,016
Furniture and Capital work in
fixtures Equipment progress Total
7.398 89,463 - 16,861
943 875 564 2.382
8,341 10,338 564 12,243
(4,828) (5,778) - (10,608)
{993) {1,574) - {2.567)
(5.821) {7.352) - (13,173}
2,620 2,986 564 6,070
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Furniture, fixture and equipment and intangible - camputer software {continued)

{h) Intangible assets - computer software
207 2016
Software Software
Computer under Camputer under
software development Total software development Total
Cost
1 January 12,6714 4119 16,780 10,034 E 10,034
Additions 8,403 - §,403 2,637 4,119 6,756
Transfers - {1,383} {1,383} - - -
Wirite-off - (2,690} (2,690} - - -
31 December 21,074 46 21,120 12,671 4,118 16,790
Accumulated amortization
1 January {8,808) - {8,806) {6,827} - {6,827}
Amortization {2,331) - {2,331 (1,979} - {1,979)
31 December {11,137} - {11,137 {8,806} - (8,806)
9,937 46 9,983 3,865 4,115 7,584
Accrued and other {iabilities
2017 2016
Insurance operations: )
Accruad salaties 20,419 19,665
Commission payable 10,360 10,275
Regutators’ fee 1,335 1,011
Unclaimed cheques 25,582 20,014
Payable to vendars 62,769 31,415
Gther 10,077 3,916
130,542 86,296
Shareholders® operations:
Directors’ fees 1,020 1,020
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Employee henefit ohligations

131 General description of the plan

The Company operates a defined benefil plan in line with the Labour Law requirement in the Kingdom of
Saudi Arabiz The end of service benefit payments under the plan are based on the employess’ final salaries
and allowances and their curmnulalive years of service &t the dale of their terminalion of employment, as
defined by the conditions stated in the Labour Laws of the Kingdom aof Saudi Arabia, Employees’ end of
service benefit plans ase unfunded plans and the benefit payment obligation are mel when they due.

2017 2016
January 1 22,402 20,436
Current sefvice cost 2,289 2,374
Interest expanse 908 937
Payments _{BBS) {1.345)
Decembar 31 24,744 22.402

13.2 Amounts recognised in the statement of profit or loss and other comprehensive income

The amounts recognised in the stalement of profit or loss and other comprehensive inceme related fo
employee benefit obligations are as foliow:

2017 . 2016

Current service cost 2,289 2,374

interest expense 808 937

Total amaounl recegnised in profit or ioss 3,207 3,311
13.3 Key actuarlal assumptions

2017 2016

Discount rate 4% 4%

Average salary growth rate 5% 5%

60 years 60 years

Retirement age

13.4 Sensitivity analysis for actuarial assumplions
impact on employee benefit

Change in assumption obligations
Increase in  Decrease  in Increase in Decrease in
assumption assumption  assumption assumption
Discount rate 3% 1% {2,197} 2,600
1% 1% 2.567 {2,212}

Vi

[

Salary growth rate

The sensitivily analysis is based on a change in an assumption while halding ali other assumptions constant.
In practice, this is unlikely to occur, and changes in some of the assumptions may be corrzlated. When
caiculating the sensitivity of the defired benefit obligation to significant actuariat assumptions the same
method (present value of defined bensfit obligation caleulaled with projected unit cradit method at the end of
ihe reporting pericd) has been applied when calculating the employee termination. The method and types of
assumptions used in preparing the sensitivity analysis did not change compared jo prior year,
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Related party transaction and balances
Related parties represent major shareholders, directors and key management personnel of the Company and
entities cantrolled, jointly contratted or significantly influenced by such parties (“other related parties™). Pricing

policies and terms of these transactions are approved by the Company’'s management.

{a}  Related party transactions

The following are the details of the major related party transactions during the year.

Nature of fransaciions 2017 2016
Insurance operations
Gross premiums from major sharehaolders 26,417 25,252
Gross premiums from ather related parties 29,467 30,277
Reinsurance premiums ceded to major shareholders 52,273 50,082
Reinsurance commissions from major shareholders 3,638 3.653
Net claims paid to major shareholders 12,254 15,045
Met claims paid {o other related parties 26,782 29172
Reinsurers’ share of gross ciaims paid to major sharehalders 15,086 14,282
Expenses charged by major shareholders 2,855 2,533
Sharehoiders’ operations
Performance share payment 247 888
{b) Compensation of key management personnel
2017 2016
Salaries and benefits 7,420 7.247
Employee benefit obligations 400 413
7.820 7,660

Board of direclors’ fee for the year ended 31 December 2017 was Saudi Riyals 1.3 mitlion (2016 Saudi Riyals
1.2 million}.

The iransactions with related parties are carried out at commercial terms and conditions. Compensation to
key management parsonnal is on employment terms and as per the by-laws of the Company.
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Related party transaction and balances (continued)

Related party balances

{c) Premiums and reinsurance balances receivable

2017 2016
Receivable from policy holders 2,988 3,938
Receivable from reinsurers 12,055 13,442
15,943 17,380
Less: provision for doubtiul debts {7,015) (2,481}
8,928 14,899
The ageing analysis of receivables from insurance and reinsurance contracts is as follows:
Neither past Past due but not impaired
due nor impaired Total
More than
91 to 180 days 181 to 360 days 360 days
31 December 2017 3,072 94 3,516 2,245 8,928
31 December 2016 4 BBO 10,039 - - 14,899
Movemenl in provision for doubtful debis is as follows:
2017 2016
1 January 2,481 1,631
Provision for the year 4,534 g50
31 December 7,015 2,481

{d) Due to a related parly

Due to a related parly represents amounts payable 1o AXA Insurance Gulf B.S.c {c).

(e} Reinsurance balsnces payable

Reinsurance balances payable includs Saudi Riyals 37.7 million (2016: Saudi Riyals 16.4 million) payable to

related parties.
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15 Accumulated surplus from insurance operations

In accordance with the Regulations issued by SAMA_ 80% of the insurance operations’ surplus for each year
is required to be transferred lo the sharehalders’ income. During the year, the Company has disiributed
surplus to policy holders as per the surplus distribulion poficy from SAMA.

16 Zakat and income tax

Provision for Zakat has been made at 2.5% of the higher of approximate Zakat base and adjusted net income
attributable to the Saudi sharehiolders of the Company

Income lax is payable at 20% of the adjusted net income attributable to the foreign shareholders of the

Company.

16.1 Components of zakat base

2017 2016

Shareholders’ equity at beginning of year 489,549 468,461

Provisions at beginning of year 47,822 41,51

Adjustad net income 70,109 49,122
invesiments {534,625} (430,223)
Deposits (253,380) (168,750}
Fixed assels {7,016} . (8,070)
{177,541} {45,949}

Approximate zakat base

16.2  Movement in provision for zakat and income {ax as at 31 December 2017 and 2016 is as follows:

2017 Zakat Income fax Total
1 January 15,658 3,363 18,961
Provision for the year 10,164 4,961 15,125
Faymenis {855} (6,155) (7,018}
31 December 24,967 2,108 27,078
2016 Zakat Income tax Total
1 January 6,881 177 7,058
Provision for the year 9,246 3,341 12,587
Payments {470) (214) (684)
31 Decembar 15,657 3,304 18,961

Deferrad income taxes arising out of the temporary differences were not significant and, accordingly, were not
recognised as of 31 Dacember 2017 and 2016
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Zahal atnd invuine las paydalde {Luitliued)

16.3  Status ofzakat and income tax assessment

During 2014, the GAZT had issued assessments for the years frem 2009 to 2012 amounting to Saudi Riyals
11.6 millian, which was subsequently reduced to Saudi Riyals 8.5 million. The Company filed an appeal
against the assessment of GAZT for the addilional demand arising out of variaus disaliowances from years
2000 to 2012 with the Preliminary Appeal Committee (“PAC”). As per the decision of PAC, the lisbility was
reduced to Saudi Riyals 4.87 million. The appeal against PAC's decision is currently pending for hearing with

the Higher Appeal Committee.
The GAZT had issued assessments for the years 2013 and 2014 with additional lability amounting to Saudi

Riyals %3 millien and Saudi Riyals 6.3 million, respectively. The Company filad an appeal against the GAZT's
initial assessment and has chiained limiled certificates for these years. Zakat and income lax assessments for

2015 and 2016 are currently under review by lhe GAZT.

Share capital

The autharized, issued and paid up share capital of the Company is Saudi Riyals 450 miliion at 31 December
2017 (31 December 2016: Saudi Riyals 450 million) consisting of 45 million shares (31 December 2016 45

million shares) of Saudi Riyals 10 each.

Goodwill on acquisition of insurance portfolio

This represents goodwilt recognized on acquisition of insurance portfolio and net assels of AXA Insurance
Saudi Arabia B.S.C (c). The Company received approval from SAMA on 15 Dhul-Qadah  1433H
{corresponding to 1 Ociober 2012} to transfer insurance portfolic from AXA Saudi Arabia Holding W.EL
{formerly AXA Insurance Saudi Arabia B.5.C.c) at a tolal consideration of SR 106.57 million. During 2015, the
Company mst payment candifions imposed by SAMA and received approval for the payment of SR 50 million
in respect of initial consideration to AXA Saudi Arabia Holding W.L.L. which was recognized as goodwill being
the excess of consideration paid and the net assefs acquired. The remaining amount of Saudi Riyals 56.57
million which was recorded as contingent ltability was accordingly refinquished.

As al the reporting date, impairment testing, based on expected discounted cash flows was performed. The
assumptions used invelve a considerable degree of eslimation on the part of management. Actual conditions
may differ from assumptions and thus actual cash flows may be different to thase expected with a potential
material effect on the recoverability of amounts. The most significant assumptions used in the determination

of expecied discounted cash flows for the next 5 years are:

»  Weighted average cost of capital of 7%; and
«  Long-lerm growth rate of 2%.

Although management believes that the assumptions used to evaluate potential impairment are reasonable,
with a significant portion based on the actual performance achieved in the past, such assumptions are
inherently subjective.

Based on the assumptions made, the expected discounted future cash flows exceeded the carrying amount of
goadwill and accerdingly no impairmant has been recognized.

A sensilivily analysis has been performed and an increase of 1% of the weighted average cost of capital and
a deciease of 0.5% of the long term growth hava no impact on the result of impairment lesls.

Statutory reserve

In accordance with By-laws of the Company and Article 70{2){g) of the Insurance implementing Regulations
issued by SAMA, the Company is required to transfer not less than 20% of its annual profits, afler adjusting
accumulated losses, to a statutory reserve until such reserve amounts 1o 100% of the paid-up share capital of
the Company. This teserve is not available for distribution 1o the shareholders until the liquidation of the

Company.
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Performance share reserve

AXA Group (lhe “Group™) has infroduced a performance share bzsed plan for employees of AXA enlities
world-wide which is designed to reward them for their role in achievement of the entities' long-term cbjectives.
This scheme incentivizes employees after completion of certain number of years with the Company, wilh
shares of AXA Saciele Anonyme (*AXA SA") without any cost lo employees. These shates are issued culside
Saudi Arabia and employees have the right o receive at the settiement date, 2 certain number of AXA SA
shares based on the achievement of performance criteria defined by AXA SA and vesting period. The
Company absorbs cost of these shares under a group recharge arrangement, paid directly to AXA SA. At the
reperting date, the Company recognised changes in reserve of Saudi Riyals 0.34 million {31 Dagember 2016:
Saudi Rivals 0.64 millian} in respect of performance shares. During the year, the Company recognised an
expense of Saudi Riyals 0.5 milion (31 December 2016: Saudi Riyals 0.6 mitlion} in lhe statement af

sharehoiders’ oparations in respect of performance shares.

Commission income, net

2017 20186
Insurance operations:
Commission income 22,337 16,262
Dividends 374 356
Realized gains on disposal (Note 7} 243 -
Other o 64 {67)
23,018 16,551
Shareholders’ operations:
Comimission income 12,001 - 11,324
Bividends 862 752
Realized gains an disposal (Note 7) 1,205 i
Impairment {Note 7) {1,822} {3,128)
Qther {81} {130}
12,165 B.825
General and administrative expenses
2017 2018
Insurance operations:
Salaries and benefits 75,731 66,220
Employee benefit obligations 3,207 331
Legal and professional fees 10,428 4,798
Information tachaciogy 11,685 9,454
Business travel 1,787 1,918
Printing and stationary 392 697
Pravision for doubtful debis (Nofe ) 3,375 3,000
Regulatars’ fees 9,783 8,825
Depreciation (Nate 11) 2,577 2,587
Other 14,738 6,517
133,713 107,408
Shareholders’ operations:
Directors’ fees and other expenses 1,288 1,227
Other 464 512
1,752 1,739
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Risk management

Risk governance

The Company's fisk governance is manilested in a sel of established policies, procedures and controls which
uses the existing organisational structure to meet strategic targels. The Company's philosophy revolves an
willing and knowledgeabls risk acceptence commensurate with the risk appetile and strategic plan approved
by the Board of Directors of the Company. The Company is exposed to insurance, reinsurance, requlatory
framewerk, credit, iquidily, foreign currency, commission rate. and market risks.

Risk management structure

A cohesive organisational structure is established within the Company in order 1o identify, assess, monitor,

and conirel risks.

Board of Directors

The apex of risk governance is the centralised oversight of Board of Directors providing direction and the
necessary approvals of stralegies and policies in order to achieve defined corparate goals.

Audit Commilfee and Internal Audit Department

The intemnal audit department performs risk assessments with senior management annqal%y, The internal
audit department examines hoth adequacy of procedures and the Company’s compliance with the pfomdures
through regular audits. Audit findings and recemmendations are reported directly to the Audit Commitiee.

Senior managemen!

Senior management is respensible for the day to day operations towards achieving the strategic goals within
the Company's pre-defined sk appetite.

Risk Management Commiftea

The Audit Gommitiee of the Company has constituted a risk management committee, which overseas tha risk
management function of the Company and report to Audit Committee on perisdic basis. This Commiliee

operates under framework established by the Board of Directars.

The primary objective of the Company’s risk and financial management framework is to protec! the Cumpany
from events that hinder the sustainabiz achievement of financial performance objectives, including faifing to

exploit opportunities.

The risks faced by the Company and the manner in which these risks are mitigated by management are

summarized below:
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23 Risk management (continued)
23.1 Insurance risk management and reinsurance risk

The risk under an insurance contract is the possibility that the insured event may oocur and the uncerainty of
the amount of the resulting claim. By the very nature of an insurance vontract, this risk is random and
therefore unpredictable. The principal risk the Cempany faces undet insurance contracts is that the aclual
ciaim payments or the timing thereof, differs from expectations. This is influenced by the frequancy of claims,
sevarity of claims. actual benefils paid and subsequent development of long-term claims. Therefore, the

objective of the Company is to ensure thal sufficient reserves are availsbie to cover these liabilities.

The above risk exposure is miligated by diversification across a large portfolia of insurance contracts The
variability of risks is also improved by careful selection and implementation of undenwriling strategy guidetines,

structured claims management, quarterly review of reserves as well as the use of reinsurance arrangements.

[€))] Accident, liability, motor and clher general insurance:

ss all risk insurance and business
bility and workmen's
ir business cperations.

The acciden! categary includes personal accident, money insurance, busine
travel insurance. Liability insurance includes general third-party liability, preduct lia
campensalion/ employer's liability protection arising out of acls of negligence during thel

Motor insurance is designed to compensate policyhclders for damage suffered to their vehicles or liability to
third parties arising through accidents. Poficyholders could also receive compensation for fire damage of theft

of their vehicles

s are claims for ‘death and bodily injury and the

For accident, lability and mofor policiés the main risk
sed on

replacement o tepair of vehicles. The Company has well developed risk acceplance procedures ba
critical undenwriting factors such as drivers age, diving experience and nature of vehicle to contro} the quality
of risks that it accepts. It also has risk management procedures in place to control the costs of claims.

()] Property

Property insurance is designed 1o compensate palicyholders for damage suffered to properties of for the value
of property fost Policyholders could also receive compensation for the foss of eamnings caused by the inability

to use the insured properties

e Company under this ciass are physically inspecled by qualified risk

Significant risks underwritten by th
pany lracks for the

engineers to make sure adequate fire protection and security is in place Also, the Com
potential of risk accumulation.

() Marine

Marine insurance soiutions are mainly dasigned to compensate palicyhoiders from accidents at sea, on land
and in tha air resulting in the total or partial loss to goods and/or merchandise {cargo Insurance}.

arine class af business is to ensure that coverage is provided pased on the

The undsrwriting stralegy for the m
gugh international

quality of vesssls used and shipping roules followed. Vessel details are validated thr
agencies while making the underwriting decisions.
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Risk management (continued)

23.1 Insurance risk management and reinsurance risk (continued)
{d) Engineering
Engineering covers two principal types as summarized below:

1) “Contractors all risk” Insurance offering cover during erection or construction of buildings or civil
engineering works such as houses, shops, blocks of flats, factory buildings, buildings, roads, bridges,

sewage works and resenvoirs; and.

it) Erection all risk” insurance offering cover during the erection or instaliation of plant and machinery
such as power stations, oil refineries, chemical works, cement works, metallic structures or any factory

with plant and machinery.

The Engineering line of business alsa includes machinery breakdown insurance and electronic equipment
insurance.

Significant risks underwritten by the Company under this class are physically inspesied to make sure
adequale fire protection, security and project management is in place.

{e) Health and protection

Health insurance is designed to cover the medical expenses incurred as a result of a disease or an illness ar
an injury. The policy seeks to provide the policyholdar and their employees with access to good medical
facilities and lhe latest treatments and lechnologies, subject to the temms of the relevant policy and the

policyholders’ gersonal circumstances.

Protection insurance covers the risks of death or disability following accident or ilinesses and compensates
the member or dependents in event of loss.

The main risk the Company faces an health and profection insurance is &n increase of medical cests which
can be more than expected or increase in claims due to exceptional events like cutbreak of pandemic
diseases. The underwriling strategy includes management of exposures and concentrations within acceptable
risk appetite and risk tolerance levels and optimization of reinsurance strategies through a combination of
reinsurance cession with approved and well-rated reinsurers and retrocession arrangements. The Company's

centralized claims management piatform controls and manages its medical insurance claims.
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23 Risk management {continuad)

23.2 Reinsurance risk

Simifar o other insurance companies, in arder fo minimise financtal exposure arising from large claims, the
Company, in the normal course of business, enters into contracts with cther parties far reinsurance purpases.
Such reinsurance arrangements provide for greater diversification of business, allow management to conirol
exposure to potential osses arising from large risks, and provide additional capacity for growlh. A significant
porlion of the reinsurance is affecled under treaty, facultative and excess-of-loss reinsurance conlracts.

To minimise its exposure to significant losses from reinsurer insolvencies, the Company evaluates the
financial condifion of its reinsurers. The Company only deals with reinsurers approved by the Board of
Directors of the Company. The criteria may be summarized as follows:

(a)  Minimum zcceptable credit rating by agencies that is rot lower than prescribed in the Reguiations;
{3)] Repulation of particular reinsurance companies,; and
(c) Existing or past business relationships.

Furthermare, the financial strengths and managerial and lechnicat expertise as well as histarical performance,
wherever applicable, are tharoughly reviewed by the Company before placement of reinsurance.

23.3 Frequency and severity of claims

The frequency and severity of claims can be affected by several factors like political viclence, environmental
and economical, aimospheric disturbances, natural disasters, concentration of tisks, civil riots etc. The
Company manages these risk through the measures described above. The Company has limited ils exposure

to cafastrophic and rict events by use of reinsurance arangements.

The Company monitors concentration of insurance risks primarily by class of business. The table befow sels
out the concentration of the oulstanding claims and unearned premiums (in percentage terms) by class of

business at stalement of financiaf position date:

2017 2016

Gross Net Gross Net Gross Net Gross Net
Outstanding Outstanding Unearned Unearned Outstanding Outstanding Unearned Unearned
claims clgims premiums premiums claims claims premiums_premiums

Accicent
and lizbility 4% 5% 4% 4% 4% 5% 4% 4%
Motor 45% 52% 52% 55% 33% % 35% 38%
Property 11% 8% T% 4% 14% 10% 7% 3%
Marine 17% 8% 1% 1% 12% 8% 2% 1%
Enginesring 8% 8% 5% 4% 8% 9% 7% 5%
Health 13% 16% 29% 30% 18% 23% 43% a7%
Frofeclion 2% 3% 2% 2% 3% 4% 2% 2%
100% 100% 100% 100% 100% 100% 100% 100%:

The Company evaluales the concentralion of exposures to individual and cumulative insurance risks and
establishes its reinsurance policy to reduce such exposures fo levels acceptable to the Company.
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Risk management {conlinued};
234 Sources of uncertainty in estimation of future claim payments

The key source of eslimation uncertainly at the statement of financial posilion date relates to valuation of
ouistanding claims, whether reporied or not, and includes expected claims seitlement cosis. Considerable
judgment by management is required in the estimation of amounts due to poficyholders ansing from claims
made under insurance contracts. Such estimates are necessarily based on assumptions about several factars
invalving varying and possibly significant degrees of judgment and uncertainly and actual resulis may differ
from managemenl's eslimales resulting in future changes in estimated liabilities. Quafitative judgments are
used o assess the exient lo which past trends may net apply in the future, for example one-off cccurrence,
changes in market factors such as public altitude to claiming and econemic conditions. Judgment is further
used fo assess the extent to which external factors such as judicial decisions and government legislation

affect the estimates.

In particular, estimates have fo be made both for the expected ultimate cost of claims reported at the
statement of financial position date and for the expected ultimate cost of cfaims incurred but not reported
(IBNR) af the statement of financiat position date. The details of eslimation of outstanding ¢laims (including

IBNR are given under notes 3 and 9 (d).
23.5 Process usod to decide on assumptions

The process used to determine the assumplions for caloulating the oulstanding claim reserve is infended to
recult in neutrat estimates of the most likely or expected oulcome. The nature of the business makes it very
difficult to predict with certainty the tikely outcome of any particular claim and the ulfimate cost of nofified
claims. Each notified claim is assessed on a separale, case by case basis with due regard to claim
circumnstances, information avaitable from surveyers and historical evidence of the size of similar claims. Case
estimatas are reviewed reqularly and are updated as and when new information is available.

The estimation of IBNR is ganerally subject to a greater degree of uncertainty than the astimation of the cost
of settiing claims already nofified to the Company, in which case information about the claim event is
available. IBNR provisions are initially estimated at a gross level and a separate calculation is carried out to
estimate the size of the reinsurance recoveries. The estimation process takes into account the past claims

reporting pailem and details cof reinsurance programs.

The premium liabilities have been determined such that the total premium liability provisions {unearned
premium reserve and premiurn deficiency reserve would be sufficient to service the future expected claims
and expenses likely to occur on the unexpired policies as of the date of financial position. The expecled future
liability is determined using estimates and assumptions based on the experience during the expired period of
the cantracts 2nd expectations of fulure events that are believed to be reasonable.

23.6 Sensitivity analysis

The Company believes that the claim liabilities under insurance conlracls outstanding at the year-eng are
adequale. Howaver, these amounts are nat certain and actual payments may differ fram the claims liabilities
provided in the financial statements. The impact on the shareholders' income hefore zakat and income tax and
sharehciders’ equity of the changes in the claim liabifities net of reinsurance is analysed below. The sensitivity
to changes in claim liabilities net of reinsurance is determined separately for each class of business while

keeping all other assumptions constant.
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Risk management (continued}
23.6 Sensitivity analysis {continued}
tmpact of increase in 10% on shareholdars’ net income and equity is as follows

Shareholders’ net income Sharaholders’ equity

2017 2016 2017 2616

Accident and liahility 2414 1,500 2,346 1,825
KMotor 28177 16,973 27,380 16,304
Property 4,585 5,946 4,455 6,672
Marine 4,448 G285 4,322 8,828
Enginearing 4,496 4,188 4,369 4,033
Other general insurance 85 2 53 20
Heatth B,515 8,378 8,663 9,009
Protection 1472 1,432 1,430 1,376
54,562 50,144 §3,018 48,168

A decrease of 10% would have equal but opposite effect on shareholders net income and equity

237 Claims development

The follawing reflects the cumulalive incurred claims. including both claims netified and incurred bul not
reporied for each successive accident year at each financial position date, {ogather with the cumufative
paymenis {o date. The development of insurance lisbilities provides a measure of the Company’s ability to

estimate the wllimate value of the claims.

The Company mainlains adequate reserves in respect of its insurance business in order to protect against
adverse future claims experience and developments, The uncertainties about the amount and timing of claim

payments are normally resolved within one year.

Accident year 2613 2014 2015 2016 2017 Total
Al end of reporting

year 485,490 668,693 636,017 £83,068 1,120,800 3,604,068
One year laler 625419 817,225 783 B67 1,114,169 3,345,680
Two years laler 624,715 845,821 1,111,843 - - 2,582,479
Three years later 627,666 1,170,070 - - - 1,797,756
Four years later 871,554 - - - - 871,554
Current estimate of

cumuiative claims 871,554 1,170,070 1.9111.943 1.119,169 4,120,800 5,303,536
Cumuliative payment to

date (BB4.794) (1,125265) (1058547 (1075089 {1 007,008} (131,714}
Lizbility recognized tilt

date 6,760 44,805 52 386 44 070 113,791 261,822
Reserve with respect

to 2013 2,464
Claim incurred but not

reporied and other

. A96,716

regesvas
Total reserve

<8

761,002
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Risk management {continued)
238 Regulatory framework risk

The operations of the Company are subject o regulatory requirements in 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 minimise the risk of default and insolvency on the part of the insurance
companies and {o enable them to meet unforeseen liabilities as these arise. in management's opinion, the
Company has substantially complied with such requlatory requirements.

23.9 Financial risk

The Company’s principal financial assets and liabilities are cash and cash equivatents, short term, long term
and statuiory depesil, premiums and jnsurance balances receivable - net, reinsurance balances payable,
autstanding claims, accrued and other liabifities, employee benefit obligations and amounts due to a related

party.
The main risks arising from the Company's financial instruments are commission rate risk, credit risk, liqeridity

risk and marke! price risks. The audit committee appointed by the Board of Directors of the Company reviews
and agrees policies for managing each of these risks which are summarised below:

(i} Commission rate risk

Commission rale risk arises from the possibility that changes in commission rates may affect fulure profitabifity

or the fair values of financial instruments. The Company is exposed to commission rate risk on its time
deposits, shart-term deposits long-lerm deposits, available-for-sale and hefd-to-maturity investments. The
Company limits commission rate risk by monitéring changes.in commission rates. The Company does not

have any interest beariny liabilities.

Effective commission rates of the Company's investments and their maturities as at 31 December 2017 and
2016 are as foliows:

Commission bearing

Less More Effective rate _ Non-
2017 than1 1tc5 than5 of commission COMMission
year  years years (S%eage) bearing Total

insurance operations
l.oans and recelvables
Cash and cash equivalents 17,376 - - 1.60 100,408 117,776
Short term deposils 500,719 - - 2.24 - 500,718
Long-term deposit - 103,380 - 3.49 - 103,380

518,065 103,380 - 100,400 721,875
Available-for-sale investments 239,827 . - 2.9 - 239,927
Held-to-maturity investments - - 78,836 3.27 - 78,836
31 December 2017 758,022 103,380 78.836 100,400 1,040,638
Shareholders' operafions
Loans and receivables
Shert-lerm deposits 78,111 - - 2.31 - 76,111
Long-tcrm deposita - 105,000 - 2.7G - 405,000
Statutory deposit - 45000 - 1.76 - 45,000

76,111 150,000 - 226,111

Available-for-sale investments 155,862 - - 3.32 - 185,862
Held-to-maturity investments - - 80,000 321 - 60,000
31 December 2017 231,873 150,000 60,000 - 444,873
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Risk management (continued)
23.9 Financial risk {continued}
6] Commission rate risk {continued)

Commission bearing

Less More Effective rate Non-
2016 than 1 1to 5 than§ of commission commission
year  years years {%age) bearing Total
Insurance operations
Loans and receivables
Cash and cash eguivalents 112,383 - - 2.46% 20,269 132,662
Short term deposits 380,074 - - 3.27% - 380,074
Leng-term deposit - 7,500 - 2.00% - 7.500
482 467 7,500 - 20,269 520,236
Avaitable-for-sale investments 120,080 - - 351% 120,080
Held-to-maturity investments - - 75,000 3.34% 75,000

31 December 2016 612,547 7,500 75,000 20,269 715,316

Shareholders' operations
Loans and receivables

Shori-tern deposits 60,000 - - 3.16% - 60,000
Long-term deposits ) . - 116,250 B L 2.69% . Co- 116,250
Statutory deposit - 45000 - 2.00% - 45,000

60,000 161,250 - B 221,250
Available-for-sale investments 141,568 - - 3 68% - 141,558
Held-to-maturity investments - - 60,000 3.21% - 60,000
31 Decamber 2016 201,559 161,250 60,000 - 422,809

There is no significant difference between contractual re-pricing and maturity dates, except for certain held-te-
malurity investments, which are subject to variable commission rates based on SIBOR.

The following table demanstrates the sensitivity of statements of shareholders’ operations and statement of
changes in sharsholders’ equity to reasanably possible change in commission rales of the Company's
deposits, with ali other variables held constant:

Impact on netincome

Currency Change in variahle a7 2016
Saudi Riyals basis points +50 4,000 3,319
Saudi Riyals hasis points -50 (4,000) {3.319)
) Credit risk

Credit rigk is the risk that cne party to a financial instrument may fail fo discharge an obligation and cause the
other party to incur a financial loss.

The Company only enters into insurance and reinsurance contracls with recegnised and credit worthy parties.
It is the Company's policy that all custemers who wish to trade on credit ferms are subject to cradit verification
procedures. In addilion, receivables from insurance and reinsurance contracls are monitored on an on-going
basis in order to reduce the Company's exposure to bad debts. The Company limits its credit risk with regard

to time deposits by dealing with reputed banks only.
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Risk management (conlinued)

23.9 Financial risk {continued)
{ii) Credit risk (cantinued)

The Company seeks to limit credit risk with respect to agents and brokers by setling credit limits for individual
agenfs and brokers and monitoring outstanding receivables. There are no significant cancentrations of credit
risk within the Company.

The Company maintains ils bank balances, shert lerm, long term and statutory deposits with banks which
have investment grade credi ratings. Investment are made in instruments with grade credit rating.

Maximum exposure to credit risk
The Company's maxirmum exposure to credil risk on its financial assets at 31 December 2017 is Saudi Riyals
1,882 million {2016: Saudi Riyals 1,441 million).

The table below provides informaticn regarding the credit risk exposure of the Company by classifying assels
according to the Company's credit rating of counterparties. Investment grade is considered to be the highest
possible raling. Assels falling cutside the range of investment grade are classified as non-investment grade

(satisfactory} or past due but not impaired:

insurance operations’ financial assets as at 31 December 2017:

Nen-investment grade

Investment - Past due but :
grade Satisfaction not Impaired Total
Cash and cash equivalents,
Investments and deposits
Fixed-rate sacurities 805,465 41,143 - 846,608
Floating-rate securities 66,720 8,812 - 76,532
Equities and mutual funds 14,564 3,677 “ 18,241
Other - non-interest bearing 100,400 - - 100,400
Other financlal assets
Premiums and insurance balances
receivable - 126,724 26,674 163,398
Prepayments and other receivable - 11,182 - 11,182
Reinsurer’s share of oulstanding
claims - 154,754 - 154,754
987,149 346,252 26,674 1,360,115
Sharehoiders’ operations’ financial assets as at 31 December 2017:
Non-investment grade
Investment Past due hut
__grade Satisfaction  not impaired Total
Fixed-rate securities 354,158 10,851 - 375,008
Floating-rate securities 44976 5,024 - 50,000
Equities and mutual funds 2,393 14,571 - 16,964
Other - non-interest bearing -
Other financial assels
Prepayments and other receivable . 1,412 - 1,412
Due from insurance operaticns - 78,456 - 78,456
411,527 110,314 - 521,841
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AXA COOPERATIVE INSURANCE COMPANY
(A Saudi Joint Stock Company)

NOTES 70 THE FINANCIAL STATEMENTS (continued)

FOR THE YEAR ENDED 31 DECEMBER 2017

(Al amounts expressed in Saudi Rivals thousands unless olherwise stated)

Risk management {continued)
23.9 Financial risk (continued)

(i} Credit risk {continued)

Insurance operations’ financial assets as at 31 December 2016:

Non-investment grade

investment Past due but
grade Satisfaction not impaired Total
Fixed-rate securities 658,046 - - 656,048
Floating-rate securities 38,000 - - 38,000
Equities and mutual funds 14,731 - - 14,731
Other non-interest bearing 20,269 20,289
Other financial assets
Premiums and insurance balances
receivable - 100,790 21,882 122,672
Prepaymeants and other receivable - 12,279 - 12,279
Reinsurer’s share of outsianding
elaims - 105,316 - 105,316
730,046 218,385 21,882 970,313
Shareholders’ operations’ financial assets as at 31 December 2016:;
Non-investment grade
investment Past due but
grade Satisfaction not impaired Total
Fixed-rate securities 350,808 - - 350,803
Floating-rate securilies 72,000 - - 72,000
Equities and mutuai funds 18,907 - - 18,807
Other financial assets
Prepayments and other receivable . 3,515 - 3,515
Bue from insurance operations - 25,448 - 25,448
441,716 28,963 - 470,679
Credit quality of investments as at 31 December 2017:
insurance  Ghareholders’
operations operations
A and above 990,684 407,992
B 39,268 3,764
Not rated but considered satisfactory 10,829 30,217
1,040,781 441,873
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AXA COOPERATIVE INSURANCE COMPANY

{A Saudi Joint Slock Company)

NOTES TO THE FINANCIAL STATEMENTS {continued)

FOR THE YEAR ENDED 31 DECEMBER 2017

(All amounts expressed in Saudi Riyals hausands unlfass otharwisa statad)

Risk management {conlinued)

23.9 Financial risk {continued)

(i1} Credit risk {(continued)
Credit quality of investments

Cradit quality of investments as at 31 December 2016;

Insurance  Shareholders’

operations operations

A and above 91,551 354,174
B 178,81¢ €4,413
Not rated but considered satisfaclory 139,416 23,129
709,777 441,716

Concentration of credit risk

Concentration of credit risk exists when changes in economic or industry factors similary affect groups af
counterparties whose aggregate credit exposure is significant in refation 1o the Company's total credit
exposure. The Company’s portfolic of financial instruments is broadly diversified and transactions are entered
into with diverse eredit-worthy counterparties thereby mitigating any significant concentrations of credit risk,

(i) Liquidity risk

Liquidity risk, also referred to as funding risk, is the risk that an enterprise may encounter difficulty in raising
funds fo meet commitments associated with insurance contracts. Liquidily risk may result fram an inability 1o
selt a financial asset quickly at close fo its fair value. Management monitors liquidity requirements cn 8 regular
basis and ensures {hat sufficient funds are available to meet any commilments as they arise. The Company
has sufficient liquidity and, therefore, does not resort to berrowings in the normal course of business.

Substantially alt the financial liabilities of the Company are due within one year of the date of tha statement of
financial position.

The table below summarizes the maturities of the company's undiscounted contractual obfigations at 31
December 2017 and 2016, As the Company does not have any commission bearing liabifities, contractual
cash flow of financial liabilities approximates their carrying value.
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AXA COOPERATIVE INSURANCE COMPANY

(A Saudi Joint Stock Campany)

NOTES TO THE FINANCIAL STATEMENTS {continued)

FOR THE YEAR ENDED 31 DECEMBER 2017

(All amounts expressed in Saudi Riyals thousands unless otherwise stated)

Risk management (corlinued)

23.9 Financial risk (continued)

(i) Liquidity risk (continued}

Less than 12 months More than 12 months Total Total
2M7 2016 2017 2016 2017 2016
Insurance operations’
liabilities - amortized
cost
Reinsurers’ balances
payable 59,093 33,547 - - 59,093 33,547
Outstanding claims 761,002 557,152 - - 761,002 557,152
Accrued and other liabilities 130,542 86,295 - - 130,542 B6,295
Due to a related party 4,335 3,534 - - 4,338 3,534
Employee benefit
Cbligations - - 24,744 22,402 24,744 22,402
954,972 680,528 24,744 22,402 979,716 702,930
Sharehoiders' liahilities
amortized cost
Accrued and other liabilities 1,020 1,016 - - 1,020 1,016
Commission on statutory ) '
deposit 2,693 1.863 - - 2,693 1,863
3,713 2,879 - - 3,713 2878

Maturity profifes

The table below summarises the maturity profile of the financial essets of the Company based on remaining
confractual obligations. Financial liabilittes are summarised in table above. For insurance contract hiabililies
maturily profiles zre determined based an the estimated timing of net cash outflows from the recognised
insurance lishilities. The amount disclosed are the contractual undiscaunted cash flows which equal their
carrying balances as the impact of discounting is not significant.
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AXA COOPERATIVE INSURANCE COMPANY

(A Saudi Joint Stock Company)

NOTES TO THE FINANCIAL STATEMENTS (continued)
FOR THE YEAR ENDED 31 DECEMBER 2017
{All amounts expressed in Saudi Riyals thousands unless otherwise stated)

Risk management (continued)
23.9 Financial risk {continued}

(i}  Liguidily risk {continued}

31 December 2017
Insurance operation

Shareholder's operation

tLess than Mare than Less than  More than
one year  one year Total one year one year Total
Financial assels
Cash and cash equivalents 117,776 - 117,776 - -
Short-term deposits 500,862 - 500,862 76,111 - 76,111
Premiums and insurance
balances receivable - net 153,308 - 153,398 - - -
Reinsurers’ share of
outstanding claims 154,754 - 154,754 - " -
Available-for-sale
investments 239,927 - 238,927 155,862 - 155,862
Prepayments and other
receivable 11,182 - 11,182 1,412 - 1,412
l.ong-term deposit - 103,380 103,300 - 105,000 105,000
Held-to-maturity investments - 78,835 78,836 N 60,000 60,000
Statutory deposit - - - - 45,000 45,000
Due from insurance
operations - - - - 78,456 78,456
1,177,888 182,216 1,360,118 233,385 288,456 521,841
31 December 2016
Insurance operation Shareholder's operation
Less than More than Less than  Meore than
one year  one year Total one year pne year Total
Financial assets
Cash and cash equivalents 132,662 - 132 662 - - -
Short-term deposits 380,074 - 380,074 50,000 - 60,000
Premiums and insurance
balances receivable - net 122,672 - 122,672 ~ - -
Reinsurers’ share of
ouistanding claims 105,316 - 105,316 - - -
Availabie-for-sale
invesiments 134,810 - 134,810 160,466 - 160,466
Prepayments and other
recetvable 12,279 - 12,278 3,515 - 3,515
Long-term deposit - 7,500 7.500 - 116,250 116,250
Held-lo-maturity investmenis - 75,000 75,000 - 50,000 50,000
Statutory daposit - - “ - 45,000 45,000
Due from insurance
cperations - - - - 25,448 25,448
887,813 82,500 970,313 223,981 245,698 470,679
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AXA COOPERATIVE INSURANCE COMPANY

{A Saudi Jaint Stock Company)

NOTES TO THE FINANGIAL STATEMENTS {continueod)

FOR THE YEAR ENDED 31 DECEMBER 2017

{All amounts expressed in Saudi Riyals thousands unless clherwise stated)

Risk management (continued)
23.9 Financial risk {eonlinued)
{ivy  Marke! price risk

Market price risk is the risk that the fair value of future cash flows of a financial instrumeni may fluctuate
because of changes in market prices (other than those arising from inlerest rate risk or currency risk), whether
those changes are caused by faclors specific to the individual financial instrument or ils issuer, of factors
affecting all similar financial instruments traded in the market. The Company's financial instruments are not
expased to market risk. Market risk is fimited by invesling in companies with good credit rating. In addition, the
key factors that affect market are monitored, including aperational and financial periormance of the Company

v Currency risk

The Company's exposura o foreign currency risk is limited to United States Dollars which is pegged against
Saudi Riyals. Management beligves that currency risk to the Company is not significant

(vi) Pricerisk

Price risk is the risk that the value of a financial instrument may fluctuate as & result of changes in market
orices, whather those changes are caused by factors specific to the individua! security or its issuer or factors
affecting all securities traded in the market.

The Company has an unguoted equity invesiment carried at cost where the impact of changes in equity prices
witl only be reflected when the investment is sold or deemed to be impaired and then the statément of income
insurance operation and accumutated surplus / shareholders’ operation will be impacted.

The Company's all the available for sales inveslments are susceptible to matkel price risk arising from
uncertainty about the future value of investment securities. The Company fimits matket risk by diversifying its
equity investment portfolio and by actively monitoring the developmants in equity and money markels.

The impact of a hypotheticat change of a 10% increase and 10% decraase in the markel prices of investments
on Company's profits and equity would be as follows:

Effect on

Estimated fair shareholders’
Fair value Price change value equity

31 December 2017 395,789 Increase 10% 435,368 38,578
Decrease 10% 265,748 {39,579)

31 December 2016 295,276 Increase 10% 324,804 29,628
Decrease 10% 265,748 (29,528)

23.10 Capital risk management

The Company’s cbjectives when managing capilal are: N
To comply with the insurance capital requirements as set oul in the Law. The Company's current paid-

up share capital is in accordance with Article 3 of the Law;

To safeguard the Company's ability to continue as a gaing cohtern so that it can continue to provide
returns for shareholders and benefifs for ather stakehalders; and

. To provide an adequate retum to sharehoiders by pricing insurance conlracts commensurately with the

ievel of risk.
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AXA COOPERATIVE iINSURANCE COMPANY

(A Saudi Joint Stock Company)
NOTES TO THE FINANCIAL STATEMENTS {continued)

FOR THE YEAR ENDED 31 DECEMBER 2017
{All amounts expressed in Saudi Riyals thousands undess otherwise staled)

Risk management (conlinued)

23.10 Capital risk management (centinued)

As per Aticle &6 of the Regulations, the Company shall maintain solvency margin equivalent to the highest of
the fcllowing three methods:

. Minimum cagital requirement of Saudi Riyals 200 million
] Premium solvency margin
. Clzims soivency margin

The company’s solvency margin at 31 December 2017 is 161% (2016; 166%) of the required margin of
solvency.

23.11 Fair vaiue of financial assets and liabilities

Fair valug is the price that would be received to selt an asset or paid to transfer a liability in an orderly
transaction in the principal or most advantageous markat at the measurement date under current market
condiions regardless of whether that price is direcily observable or estimated using another valuation

techniqua.

Determination of fair value and fair value hierarchy

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

Far financial instruments that are recognized at fair value on a recurring basis, the Company determines
whether transfers have occurred batween Levals in the hierarchy by re-assessing categorization {based on
the lowest {evel input that is significant to the fair value measurement as & whole) at the end of each reperting
pericd, The Company's investment in Najm, under Insurance operations is stated at Nil value and tharefore
riot considered in the above fair value table.

During the year ended 31 Decamber 2017 there were no transfers between Level 1 and Leve! 2 fair value
measurements, and no transfers into or out of Level 3 fair value measurements.

During the year ended 31 December 2017 there were no changes in the valuation techniques from ihe
previous periods.

Level 1: quoted prices In active markets for the identical assets or lizbilities (ie. without modification or
repacking)

Level 2: quoted pricas in active markets for similar financial assets and lizbilities or other valuation lechniques
for which all significant inputs are based on abservable market dsta; and

57




23

24

25

AXA COOPERATIVE INSURANCE COMPANY

(A Fawdi Joint Fleck Coempany)

NOTES TO THE FINANCIAL STATEMENTS {continued}

FOR THE YEAR EMDED 31 DECEMBER 2017

(Al amaunts expressed in Saudi Riyals thousands unless otherwise slated)

Risk management (continued)

23,11 Fair value of financial assets and liabilitics (continued)

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

Level 1 Level 2 Level 3 Total
2017
Avaifable-for-sale investmeants:
Insurance operations ) 239,927 - - 239,927
Shareholders' operations 155,862 - - 155,862
Total 395,789 - - 395,788
2016
Available-for-sale invesiments:
Insurance operations 134,810 - - 134,810
Shareholders’ operations 160,466 160,465
Total 285,276 - - 295,276

Except as mentioned above, fair value of remaining financial assets and liabilitlies approximate their fair value.

Basic and diluted earning per share

Basic and diluted earmings per share at 31 December 2017 and 2016 has been computed by dividing the
shareholders’ net income for the year ended 31 December 2017 and 2018 by the weighted average number

of shares outstanding during such periods.

Contingencies and commitments

{a)
0

it

i)

{b)

Contingencies

The Company has provided bank guarantee in favour of the GAZT of Saudi Riyals 4.87 million against
the seftlement of zakat and income tax from 2009 till 2012. The Company has issued various other
bank guarantzes for an amount of Saudi Rivals 1.9 million in the normal course of business..

The Company operates in the insurance industry and is subject to jegal proceedings in the normal
course of business. While it is not practicable to forecast or determine the final results of all panding or
threatened fegal preceedings, management does not belisve that such proceeding (inchuding
fitigations) will have a material effect on its results and financial position,

The Company, in common with significant majority of insurers, is subject to litigation in 1he normal

course of its business. The Company, based on independent legal advice, does not believe that the
gutcome of these cases will have a material impact on the Coempany's financial performance

Operating lease commitment

The Company has operating leases for its offices which generally have a term of one year. Rental expense for
{he year ended 31 December 2017 amounted to Saudi Riyals 4.9 million (2016: Saudi Riyals 5 million). There
ware nio significant committed lease rentals cutstanding at 31 December 2017,
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AYA CNNPFERATIVE INSURANME COMPANY
{A Gaudi Joint Glock Company}
NOTES TO THE FINANCIAL STATEMENTS {continued)

FOR THE YEAR ENIED 31 DECEMBER 2017
{Al: amounts expressed in Saudi Riyals thousands unless olherwise staled)

Date of approval

These financial slalements including explanatory noles were approved and authorized for issue by the
Company's Board of Directers an 27 March 2018,
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