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Warba Insurance Company K.S.C.
Kuwait

INDEPENDENT AUDITORS' REPORT TO THE SHAREHOLDERS
Report on the Consolidated Financial Statements

We have audited the accompanying consolidated financial statements of Warba Insurance Company K.S.C.
(“the Parent Company”) and its subsidiary (together called “the Group”), which comprise the consolidated
statement of financial position as at 31 December 2012, and the consolidated statements of income,
comprehensive income, changes in equity and cash flows for the year then ended, and a summary of
significant accounting policies and other explanatory information.

Management's Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial statements
in accordance with International Financial Reporting Standards, and for such internal control as management
determines is necessary to enable the preparation of consolidated financial statements that are free from
material misstatement, whether due to fraud or error.

Auditors' Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audit. We
conducted our audit in accordance with International Standards on Auditing. Those standards require that we
comply with ethical requirements and plan and perform the audit to obtain reasonable assurance about whether
the consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the consolidated financial statements, whether due to fraud
or error. In making those risk assessments, the auditor considers internal control relevant to the entity's
preparation and fair presentation of the consolidated financial statements 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 entity's internal control. An audit also includes evaluating the appropriateness of accounting policies used
and the reasonableness of accounting estimates made by the management, as well as evaluating the overall
presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.
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Deloitte. RSM Albazie & Co.

Public Accountants

Warba Insurance Company K.S.C.
Kuwait

INDEPENDENT AUDITORS’ REPORT TO THE SHAREHOLDERS (Continued)
Opinion

In our opinion, the consolidated financial statements present fairly, in all material respects, the financial
position of Warba Insurance Company K.S.C. and its subsidiary as at 31 December 2012, and their financial
performance and cash flows for the year then ended in accordance with International Financial Reporting
Standards.

Report on other Legal and Regulatory Requirements

Also in our opinion, proper books of account have been kept by the Parent Company and the consolidated
financial statements, together with the contents of the report of the Board of Directors relating to these
consolidated financial statements, are in accordance therewith. We further report that we obtained all the
information and explanations that we required for the purpose of our audit and that the consolidated financial
statements incorporate all information that is required by the Companies Law No. 25 of 2012 and of Law
No. 24 of 1961, as amended, concerning insurance companies and insurance agents and its related regulations
and by the Parent Company's Articles of Association, that an inventory was duly carried out and that, to the
best of our knowledge and belief, no material violation of Companies Law No. 25 of 2012, or of Law No. 24
of 1961, as amended or of the Articles of Association have occurred during the year ended 31 December 2012
that might have had a material effect on the business of the Group or on its consolidated financial position.

Bader A. Al-Wazzan —Shuaib A. Shu\ai\b
Licence No. 62A Licence No. 33-A
Deloitte & Touche RSM Albazie & Co.

Al-Fahad Al-Wazzan & Co.

Kuwait
13 February 2013
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Warba Insurance Company K.S.C.
Kuwait

Consolidated Statement of Financial Position as at 31 December 2012

ASSETS
Cash and cash equivalents
Fixed deposits

Investments at fair value through income statement
Insurance and reinsurance receivables

Other receivables
Investments available for sale
Investment in associates
Investment property

Reinsurance share in reserve for outstanding claims

Goodwill
Property and equipment
Total assets

LIABILITIES AND EQUITY
Liabilities

Insurance contract liabilities
Accounts payable

Insurance and reinsurance payables
Other payables

Total liabilities

Equity

Share capital

Treasury shares

Treasury shares reserve

Statutory reserve

Voluntary reserve

General reserve

Cumulative changes in fair value

Share of other comprehensive income of associate

Retained earnings

Equity attributable to shareholders of the Parent Company

Non-controlling interest
Total equity
Total liabilities and equity

Note

O 0 N O 1 bW

-
o

11

12

13
14

15
16

17
18

Kuwaiti Dinars

2012 2011 2010
(Restated) (Restated)
2,346,420 2,774,937 2,618,698
4,379,000 3,244,000 3,344,000
2,219,054 3,343,929 4,202,655
19,287,805 18,991,454 19,146,808
5,027,380 5,033,477 5,183,769
19,567,759 18,685,378 21,508,943
3,733,550 3,578,462 3,590,919
4,340,000 4,200,000 4,200,000
27,695,428 18,641,313 14,305,086
62,240 62,240 62,240
8,664,155 8,617,488 8,542,092
97,322,791 87,172,678 86,705,210
32,683,307 23,634,737 18,949,128
3,711,256 3,503,225 3,015,320
9,763,091 10,615,583 11,482,057
3,561,910 3,283,896 3,289,004
49,719,564 41,037,441 36,735,509
17,278,874 17,278,874 17,278,874
(40,586) (40,586) (40,586)
164,760 164,760 164,760
8,781,109 8,781,109 8,781,109
8,930,389 8,823,550 8,713,489
4,000,000 4,000,000 4,000,000
5,812,843 4,531,697 7,198,649
27,740 1,265 66,265
2,471,948 2,421,096 3,645,538
47,427,077 45,961,765 49,808,098
176,150 173,472 161,603
47,603,227 46,135,237 49,969,701
97,322,791 87,172,678 86,705,210

The accompanying notes 1 to 34 form an integral part of these consolidated financial statements.

O~ W

Vice Chairman

SheiWohammed Jarah Sabah Al-Sabah



Warba Insurance Company K.S.C.
Kuwait

Consolidated Statement of Income - Year ended 31 December 2012

Kuwaiti Dinars

2012 2011
Note (Restated)
Revenue:
Premiums written 26,269,667 25,630,229
Reinsurance share (16,387,467) (17,350,327)
Net premiums written 9,882,200 8,279,902
Reserve for unexpired risks (112,728) (603,242)
Net premiums earned 9,769,472 7,676,660
Net commission 182,909 709,954
Issue fees 158,902 163,693
Net investment income/ (loss) 19 148,756 (639,258)
Share of profit of associates 9 195,814 52,543
Unrealized gain from change in fair value of investment property 10 140,000 -
Other income 20 658,880 453,695
11,254,733 8,417,287
Expenses:
Net claims incurred (4,662,487) (2,840,087)
Reserve for life insurance fund (102,000) (63,150)
General and administrative expenses 21 (5,419,182)  (4,852,546)
(10,183,669) (7,755,783)
Profit from operations 27 1,071,064 661,504
Contribution to Kuwait Foundation for the Advancement of Sciences (KFAS) 22 (8,726) (10,359)
National Labor Support Tax (NLST) 23 (21,829) (20,408)
Zakat 24 (6,774) (7,517)
Board of directors' remuneration (10,500) -
Net profit for the year 1,023,235 623,220
Attributable to:
Shareholders of the Parent Company 1,020,557 611,351
Non-controlling interest 2,678 11,869
1,023,235 623,220
Earnings per share (fils) 25 5.91 3.54

The accompanying notes 1 to 34 form an integral part of these consolidated financial statements.



Warba Insurance Company K.S.C.
Kuwait

Consolidated Statement of Comprehensive Income - Year ended 31 December 2012

Net profit for the year

Other comprehensive income:

Changes in fair value of investments available for sale
Share of other comprehensive income of associates
Other comprehensive income (loss) for the year

Total comprehensive income (loss) for the year

Attributable to:
Shareholders of the Parent Company
Non-controlling interest

Total comprehensive income (loss) for the year

Note

Kuwaiti Dinars

2012 2011
(Restated)

1,023,235 623,220
1,281,146  (2,666,952)
26,475 (65,000)
1,307,621 (2,731,952)
2,330,856 (2,108,732)
2,328,178  (2,120,601)
2,678 11,869
2,330,856 (2,108,732)

The accompanying notes 1 to 34 form an integral part of these consolidated financial statements.
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Warba Insurance Company K.S.C.
Kuwait

Consolidated Statement of Cash Flows - Year ended 31 December 2012

Cash flows from operating activities

Net profit for the year before KFAS, NLST, Zakat and Board of Directors' remuneration

Adjustments:

Net investment (income)/ loss

Share of profit of associates

Unrealized realized gain from change in fair value of investment property
Interest income

Depreciation

Changes in operating assets and liabilities:

Insurance and reinsurance receivables

Other receivables

Net movement of insurance and reinsurance companies
Insurance contract liabilities

Accounts payable

Other payables

Net cash from operating activities

Cash flows from investing activities

Net movement in fixed deposits

Payments for purchase of investments at fair value through income statement
Proceeds from sale of investments at fair value through income statement
Payments for purchase of investments available for sale

Proceeds from sale of investments available for sale

Payments for purchase of property and equipment

Dividends received

Dividends received from associate

Interest income received

Net cash from investing activities

Cash flows from financing activities

Dividends paid to shareholders

Net cash used in financing activities

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

Cash and cash equivalents at end of year (Note 3)

Kuwaiti Dinars

2012 2011
(Restated)
1,071,064 661,504
(148,756) 639,258
(195,814) (52,543)
(140,000) -
(81,240) (76,457)
414,671 377,816
919,925 1,549,578
(296,351) 155,354
(7,598) 157,460
(9,906,607) (5,202,701)
9,048,570 4,685,609
208,031 487,905
209,833 (98,200)
175,803 1,735,005
(1,135,000) 100,000
- (2,431,948)
1,010,210 2,733,844
(309,565) (346,811)
544,500 64,575
(461,338) (453,212)
427,251 356,421
67,201 -
94,935 69,289
238,194 92,158
(842,514) (1,670,924)
(842,514) (1,670,924)
(428,517) 156,239
2,774,937 2,618,698
2,346,420 2,774,937

The accompanying notes 1 to 34 form an integral part of these consolidated financial statements.



Warba Insurance Company K.S.C.

Kuwait

Notes to the Consolidated Financial Statements - 31 December 2012

1.

Incorporation and objectives

Warba Insurance Company was incorporated as a Public Kuwaiti Shareholding Company in State of
Kuwait in accordance with the Amiri Decree of 24 October 1976 and its shares are listed on Kuwait Stock
Exchange.

The consolidated financial statements incorporate the financial statements of Warba Insurance Company -
K.S.C and its subsidiary WAPMED TPA Services Company ~ K.S.C (Closed) — State of Kuwait with and
equity interest of 54.57% (2011 ~ 54.57%).

The objects of the Parent Company and its subsidiaries (together, the Group) are to underwrite life and
non- life insurance risks such as fire, general accidents, marine and aviation and others; lend funds against
life insurance policies; and to invest in permitted securities.

The address of the Parent Company’s registered office is P.O. Box 24282 Safat, 13103 - State of Kuwait.

The total number of employees of the Group as of 31 December 2012 is 322 employees (2011 - 296
employees).

The consolidated financial statements have been approved for issue by the Parent Company's Board of
Directors on 13 February 2013. The annual Shareholders' general assembly has the power to amend
these consolidated financial statements after issuance.

On 29 November 2012, Companies Law No. 25 of 2012 (the Law) was published in the official gazette
to supersede Law No. 15 of 1960 —~ the Law of Commercial Companies. Companies in Kuwait have been
granted six months to comply with the Law’s requirements as may be specified in the Executive
Regulations. The Parent Company is taking necessary actions to ensure compliance within the specified
timeframe.

Significant accounting policies

The accompanying consolidated financial statements have been prepared in accordance with the
International Financial Reporting Standards issued by the International Accounting Standards Board
(IASB). Significant accounting policies are summarized as follows:

a) Basis of preparation

The consolidated financial statements are presented in Kuwaiti Dinars and are prepared under the
historical cost basis of measurement as modified by the revaluation at fair value of financial assets
held as ‘at fair value through profit or loss’ or ‘available for sale’ and investment property.

The accounting policies used in the preparation of these consolidated financial statements are
consistent with those used in previous year, except for the change in accounting policy for
investment property from cost to fair value model and for the following new and amended IASB
Standards during the year:

IFRS 7 Financial Instruments: Disclosures — Transfer of financial assets (effective 1 July 2011)

The amendment requires additional disclosure about financial assets that have been transferred but
not derecognized to enable the users of the financial statements to understand the relationship with
those assets that have not been derecognized and their associated liabilities. In addition, the
amendment requires disclosures about the entity’s continuing involvement in derecognized assets to
enable the users to evaluate the nature of, and risks associated with such involvement. (The Group
does not have any assets with these characteristics and hence there has been no effect on the
presentation of its consolidated financial statements.)



Warba Insurance Company K.S.C.

Kuwait

Notes to the Consolidated Financial Statements - 31 December 2012

IAS 12 Income Taxes (Amendment) - Deferred Taxes: Recovery of Underlying Assets (effective
1 January 2012)

The amendment clarifies the determination of deferred tax on investment property measured at fair
value and introduces a rebuttable presumption that deferred tax on investment property measured
using the fair value model in IAS 40 should be determined on the basis that its carrying amount will
be recovered through sale. It includes the requirement that deferred tax on non-depreciable assets
that are measured using the revaluation model in IAS 16 should always be measured on a sale. basis.
The amendment is effective for annual periods beginning on or after 1 January 2012 and has no effect
on the Group’s financial position, performance or its disclosures.

The application of other IASB Standards and IFRIC Interpretations do not have material impact on the
consolidated financial statements of the Grou p

Standards issued but not yet effective

The following IASB Standards have been issued/ amended but are not yet mandatory, and have not
been adopted by the Group:

IFRS 7 Disclosures — Offsetting Financial Assets and Financial Liabilities - Amendments to IFRS 7
(effective 1 January 2013)

IFRS 9 Financial Instruments: Classification and Measurement (effective 1 January 2015)
IFRS 10 Consolidated Financial Statements (effective 1 January 2013)
IFRS 13 Fair Value Measurement (effective 1 January 2013)

IAS 1 Financial Statement Presentation — Presentation of ltems of Other Comprehensive Income
(effective 1 July 2012)

IAS 19 Employee Benefits (Revised) (effective 1 January 2013)

IAS 32 Offsetting Financial Assets and Financial Liabilities - Amendments to IAS 32 (effective
1 January 2014)

The major changes are as follows:
IFRS 7 Disclosures — Offsetting Financial Assets and Financial Liabilities — Amendments to IFRS 7

These amendments require an entity to disclose information about rights to set-off and related
arrangements (e.g., collateral agreements). The disclosures would provide users with information that
is useful in evaluating the effect of netting arrangements on an entity’s financial position. The new
disclosures are required for all recognised financial instruments that are set off in accordance with IAS
32 Financial Instruments: Presentation. The disclosures also apply to recognised financial instruments
that are subject to an enforceable master netting arrangement or similar agreement, irrespective of
whether they are set off in accordance with IAS 32. These amendments will not impact the Group’s
financial position or performance and become effective for annual periods beginning on or after
1 January 2013.

IFRS 9 ‘Financial Instruments’: Classification and Measurement

The standard was issued in November 2009 and becomes effective for annual years beginning on or
after 1 January 2015. IFRS 9 improves the ability of the users of the financial statement to assess the
amount, timing and uncertainty of future cash flows of the entity by replacing many financial
instrument classification categories, measurement and associated impairment methods. The
application of IFRS 9 will result in amendments and additional disclosures relating to financial
instruments and associated risks.



Warba Insurance Company K.S.C.

Kuwait

Notes to the Consolidated Financial Statements - 31 December 2012

b)

IFRS 10 Consolidated Financial Statements

IFRS 10, which will be effective 1 January 2013, replaces the consolidation guidance in 1AS 27
Consolidated and Separate Financial Statements and SIC-12 Consolidation - Special Purpose Entities
by introducing a single consolidation model for all entities based on control, irrespective of the
nature of the investee (i.e., whether an entity is controlled through voting rights of investors or
through other contractual arrangements as is common in special purpose entities). Under IFRS 10,
control is based on whether an investor has 1) power over the investee; 2) exposure or rights, to
variable returns from its involvement with the investee; and 3) the ability to use its power over the
investee to affect the amount of the returns.

IFRS 13 Fair Value Measurement

IFRS 13, which will be effective 1 January 2013, replaces the guidance on fair value measurement in
existing IFRS accounting literature with a single standard. IFRS 13 defines fair value, provides
guidance on how to determine fair value and requires disclosures about fair value measurements.
However, IFRS 13 does not change the requirements regarding which items should be measured or
disclosed at fair value.

IAS 1 Financial Statement Presentation:

The amendments to IAS 1 change the grouping of items presented in other comprehensive income.
Items that could be reclassified (or ‘recycled’) to profit or loss at a future point in time (for example,
upon derecognition or settlement) would be presented separately from items that will never be
reclassified. The amendment becomes effective for annual periods beginning on or after 1 July 2012.

IAS 19 Employee Benefits (Revised)

Amended standard is effective for annual periods beginning on or after 1 January 2013, with earlier
application permitted. With very few exceptions retrospective application is required. Numerous
changes or clarifications are made under the amended standard. Among these numerous
amendments, the most important changes are removing the corridor mechanism and making the
distinction between short-term and other long-term employee benefits based on expected timing of
settlement rather than employee entitlement. These amendments are not expected to impact the
Group’s financial position or performance.

IAS 32 Offsetting Financial Assets and Financial Liabilities — Amendments to IAS 32

These amendments clarify the meaning of “currently has a legally enforceable right to set-off”. The
amendments also clarify the application of the IAS 32 offsetting criteria to settlement systems (such as
central clearing house systems) which apply gross settlement mechanisms that are not simultaneous.
These amendments are not expected to impact the Group's financial position or performance and
become effective for annual periods beginning on or after 1 January 2014.

Adoption of other new or amended Standards are not expected to have material effect on the
consolidated financial position or financial performance of the Group. Additional disclosures will be
made in the consolidated financial statements when these Standards become effective

Consolidation

Subsidiaries are those enterprises, including special purpose entities, controlled by the Group.
Control exists when the Group has the power, directly or indirectly, to govern the financial and
operating policies of an enterprise so as to obtain benefits from its activities. The financial statements
of subsidiaries are included in the consolidated financial statements on a line-by-line basis, from the
date on which control is transferred to the Group until the date that control ceases.

10



Warba Insurance Company K.S.C.

Kuwait

Notes to the Consolidated Financial Statements - 31 December 2012

<)

d)

Non-controlling interest in an acquiree is stated at the non-controlling interest’s proportionate share
of the acquiree’s identifiable net assets at the acquisition date and the non-controlling interest’s share
of changes in the equity since the date of the combination. Total comprehensive income is attributed
to the non-controlling interests, even if this results in the non-controlling interests having a deficit
balance. Changes in the Group’s ownership interest in a subsidiary that do not result in loss of
control are accounted for as equity transactions. The carrying amounts of the controlling and non-
controlling interests are adjusted to reflect the changes in their relative interest in the subsidiary and
any difference between the amount by which the non-controlling interests is adjusted and the fair
value of the consideration paid or received is recognized directly in equity and attributed to the
Parent Company’s shareholders. Non-controlling interest is presented separately in the consolidated
statements of financial position and income. The non- controlling interests are classified as a financial
liability to the extent there is an obligation to deliver cash or another financial asset to settle the non
controlling interest.

Consolidated financial statements are prepared using uniform accounting policies for like transactions
and other events in similar circumstances based on latest audited financial statements of subsidiaries.
Intra group balances, transactions, income, expenses and dividends are eliminated in full. Profits and
losses resulting from intra group transactions that are recognized in assets are eliminated in full. If a
parent loses control of a subsidiary, it derecognizes the assets (including any goodwill) and liabilities
of the subsidiary at their carrying amounts at the date when control is lost as well as related non-
controlling interests. Any investment retained is recognized at fair value at the date when control is
lost. Any resulting difference along with amounts previously directly recognized in equity is
transferred to the consolidated statement of income.

The preparation of consolidated financial statements in conformity with International Financial
Reporting Standards requires management to make judgments, estimates and assumptions in the
process of applying the Group's accounting policies. Significant accounting judgments, estimates and
assumptions are disclosed in Note 30.

Cash and cash equivalents

Cash in hand and time deposits with banks whose original maturities do not exceed a period of three
months are classified as cash and cash equivalents.

Financial Instruments
Classification and measurement

The Group classifies financial assets as “at fair value through profit or loss”, “receivables” and
“available for sale”. Financial liabilities are classified as “other than at fair value through profit or
loss”.

Recognition and de-recognition

All financial assets and liabilities are initially recognized at its fair value plus, (except for financial
instruments classified as “at fair value through profit or loss”), transaction costs that are directly
attributable to the acquisition of the financial instrument.

A financial asset or a financial liability is recognized when the Group becomes a party to the
contractual provisions of the instrument. A financial asset is derecognized when the contractual
rights to the cash flows from the financial asset expire or when the Group has transferred
substantially all the risks and rewards of ownership or when it has neither transferred nor retained
substantially all risks and rewards of ownership and it no longer has control over the asset or portion
of the asset. If the Group has retained control, it shall continue to recognize the financial asset to the
extent of its continuing involvement in the financial asset.

A financial liability is derecognized when the obligation specified in the contract is discharged.

11



Warba Insurance Company K.S.C.

Kuwait

Notes to the Consolidated Financial Statements - 31 December 2012

All 'regular way' purchase and sale of financial assets are recognized using settlement date
accounting. Changes in fair value between the trade date and settlement date are recognized in
consolidated statement of income or in consolidated statement of comprehensive income in
accordance with the policy applicable to the related instruments. Regular way purchases or sales are
purchases or sales of financial assets that require delivery of assets within the time frame generally
established by regulations or conventions in the market place.

At fair value through profit or loss

Financial assets "at fair value through profit or loss" are further divided into two sub categories: "held
for trading" and "designated at fair value through profit or loss at inception". A financial asset is
classified in this category if acquired principally for the purpose of selling in the short term or if they
are managed and their performance is evaluated and reported internally on a fair value basis in
accordance with a documented investment strategy.

Financial assets "at fair value through profit or loss" are subsequently re-measured at fair value and

gains or losses arising from changes in fair value are included in the consolidated statement of
income.

Loans and receivables

These are non-derivative financial assets with fixed or determinable payments that are not quoted in
an active market. These are subsequently measured and carried at amortized cost using the effective
yield method, less any provision for impairment.

Available for sale

These are non derivative financial assets not included in any of the above classifications and are
principally those intended to be held for an indefinite period of time, which may be sold in response
to needs for liquidity, changes in interest rates or prices. These are subsequently re-measured and
carried at fair value. Any resultant unrealized gains and losses arising from changes in fair value are
taken to investment fair valuation reserve in equity. When the available for sale asset is disposed off
or is impaired, the related accumulated fair values earlier reported in the consolidated statement of
comprehensive income are transferred to the consolidated statement of income.

Financial liabilities
Financial liabilities are carried at amortized cost using the effective yield method.

Fair values

Fair values are estimated based on quoted current bid prices or using the current market rate of
interest for that instrument. The fair value of interest-bearing financial instruments is estimated based
on discounted cash flows using interest rates for items with similar terms and risk characteristics. Fair
values of unquoted instruments are estimated using price/ earnings models or discounted cash flow
techniques, market price of similar instruments or broker’s quotes.

Impairment

A financial asset is impaired if its carrying amount is greater than its estimated recoverable amount.
An assessment is made at each consolidated statement of financial position date to determine
whether there is objective evidence that a specified asset, or a group of similar assets, may be
impaired.
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In the case of financial assets classified as available for sale, a significant or prolonged decline in the
value of assets below its cost is considered in determining whether the assets are impaired. If any
such evidence exists for available for sale financial assets, the cumulative loss measured as the
difference between the acquisition cost and the current fair value, less any impairment loss on that
financial asset previously recognized in the consolidated statement of income, is removed from
shareholder’s equity and recognized in the consolidated statement of income. Impairment loss
recognized in the consolidated statement of income on available for sale financial assets that are
equity instruments are not reversed through the consolidated statement of income.

A credit risk provision for impairment of loans and receivables is established if there is objective
evidence that the Group will not be able to collect all amounts due. The amount of the provision is
the difference between the carrying amount and the recoverable amount, being the present value of
expected future cash flows, including amounts recoverable from guarantees and collateral,
discounted at the original effective rate of interest and the current interest rate for fixed and floating
rate loans respectively.

Associates

Associates are those entities over which the Group has significant influence but not control, generally
accompanying a shareholding of between 20% and 50% of the voting rights. Investments in
associates are initially recognised at cost and are subsequently accounted for by the equity method of
accounting from the date of significant influence to the date it ceases. Under the equity method, the
Group recognises in the consolidated statement of income, its share of the associate’s post acquisition
results of operations and in equity, its share of post acquisition movements in reserves that the
associate directly recognises in equity. The cumulative post acquisition adjustments, and any
impairment, are directly adjusted against the carrying value of the associate.

When the Group’s share of losses in an associate equals or exceeds its interest in the associate,
including any other unsecured receivable, the Group does not recognise further losses unless it has
incurred obligations or made payments on behalf of the associate. Gains or losses arising from
transactions with associates are eliminated against the investment in the associate to the extent of the
Group’s interest in the associate.

Investment properties

Land held by the Group for the purpose of capital appreciation or for leasing it to others are included
in investment properties. Land is initially stated on acquisition at cost and subsequently remeasured
at fair value. The fair value is determined by independent valuers at the statement of financial
position date. Profits and losses arising from valuation are included in the consolidated statement of
income.

Property and equipment

The initial cost of property and equipment comprises its purchase price and any directly attributable
costs of bringing the asset to its working condition and location for its intended use. Expenditures
incurred after the property and equipment have been put into operation, such as repairs and
maintenance and overhaul costs, are normally charged to consolidated statement of income in the
period in which the costs are incurred. In situations where it can be clearly demonstrated that the
expenditures have resulted in an increase in the future economic benefits expected to be obtained
from the use of an item of property and equipment beyond its originally assessed standard of
performance, the expenditures are capitalized as an additional cost of property and equipment.

Property and equipment are stated at cost less accumulated depreciation and impairment losses.
When assets are sold or retired, their cost and accumulated depreciation are eliminated from the
accounts and any gain or loss resulting from their disposal is included in the consolidated statement
of income.
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Land is not depreciated. Depreciation is computed on a straight-line basis over the estimated useful
lives of other property and equipment as follows:

Buildings 35 years
Furniture and equipment 4 years
Computers 4 years

The useful life and depreciation method are reviewed periodically to ensure that the method and
period of depreciation are consistent with the expected pattern of economic benefits from items of
property and equipment.

Property and equipment are reviewed periodically for any impairment. If there is an indication that
the carrying value of the asset is greater than its recoverable amount, the asset is written down to its
recoverable amount and the resultant impairment loss is taken to the consolidated statement of
income.

Goodwill

Goodwill arising in a business combination is computed as the excess of the aggregate of: the
consideration transferred; the non-controlling interests proportionate share of the acquiree’s net
identifiable assets, if any; and in a business combination achieved in stages the acquisition-date fair
value of the acquirer’s previously held equity interest in the acquiree, over the net of the acquisition-
date fair values of the identifiable assets acquired and liabilities assumed. Any deficit is a gain from a
bargain purchase and is recognized directly in the consolidated statement of income.

Goodwill is allocated to each of the cash generating units for the purpose of impairment testing.
Gains and losses on disposal of an entity or a part of the entity include the carrying amount of
goodwill relating to the entity or the portion sold.

Goodwill is tested at least annually for impairment and carried at cost less accumulated impairment
losses.

Assets are grouped at the lowest levels for which there are separately identifiable cash flows, known
as cash generating units for the purpose of assessing impairment of goodwill. If the recoverable
amount of the cash generating unit is less than the carrying amount of the unit, the impairment loss is
allocated first to reduce the carrying amount of any goodwill allocated to the unit and then to the
other assets of the unit pro rata, on the basis of the carrying amount of each asset in the unit. That
relating to goodwill cannot be reversed in a subsequent period. Recoverable amount is the higher of
fair value less costs to sell and value in use. In assessing value in use, the estimated future cash flows
are discounted to their present value using a pre-tax discount rate that reflects current market
assessments of the time value of money and risk specific to the asset for which the estimates of future
cash flows have not been adjusted. The Group prepares formal five year plans for its businesses.
These plans are used for the value in use calculation. Long range growth rates are used for cash flows
into perpetuity beyond the five year period. Fair value less costs to sell is determined using valuation
techniques and considering the outcome of recent transactions for similar assets in the same industry
in the same geographical region.

Insurance contract liabilities — recognition and measurement

This comprises of provisions for outstanding claims, unexpired risks and claims incurred but not
reported.

Reserve for outstanding claims

This represents the Group’s estimate of its liability for reported claims, which are unpaid on the
consolidated statement of financial position date based on historical loss ratios. Although the Group’s
management believes that the amount of reserve is adequate, the ultimate cost of claims cannot be

known with certainty at the consolidated statement of financial position date.
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)

k)

Reserve for unexpired risks
General insurance

At the end of each year, a proportion of net retained premiums of general insurance is provided to
cover portions of risks which have not expired at the consolidated statement of financial position
date.

The reserve is calculated at 40% of annual premiums earned net of reinsurance for Fire and General
Accidents insurance except Marine and Aviation and medical insurance, which is calculated at 25%.

Life Insurance
Reserve for life insurance liabilities are recognised based on independent actuarial valuation.
Additional reserves

The Group estimates additional provisions for claims incurred but not reported at the consolidated
statement of financial position date based on historical loss ratios.

End of service indemnity

Provision is made for amounts payable to employees under the Kuwaiti Labor Law in the private
sector and employees’ contracts. This liability, which is unfunded, represents the amount payable to
each employee as a result of involuntary termination on the consolidated statement of financial
position date, and approximates the present value of the final obligation.

Treasury shares

Treasury shares consist of the Parent Company’s own shares that have been issued, subsequently
reacquired by the Parent Company and not yet reissued or canceled. The treasury shares are
accounted for using the cost method. Under the cost method, the weighted average cost of the shares
reacquired is charged to a contra equity account. When the treasury shares are reissued, gains are
credited to a separate account in shareholders’ equity (treasury shares reserve) which is not
distributable. Any realized losses are charged to the same account to the extent of the credit balance
on that account. Any excess losses are charged to retained earnings then reserves.

Gains realized subsequently on the sale of treasury shares are first used to offset any recorded losses
in the order of reserves, retained earnings and the treasury shares reserve account. No cash dividends
are paid on these shares. The issue of bonus shares increases the number of treasury shares
proportionately and reduces the average cost per share without affecting the total cost of treasury
shares.

Where any Group company purchases the Parent Company’s equity shares (treasury shares), the
consideration paid, including any directly attributable incremental costs is deducted from equity
attributable to the Parent Company’s equity holders until the shares are cancelled or reissued. Where
such shares are subsequently reissued, any consideration received, net of any directly attributable
incremental transaction costs, is included in equity attributable to the Parent Company’s equity
holders.

Revenue recognition

Premiums are recognized as revenue annually and over the period of the cover. The portion of
premiums that relates to unexpired risks at the consolidated statement of financial position date is
reported as reserve for unexpired risks or as unearned premium. Commissions earned are recognised
at the time policies are written. Dividend income is recognised when the right to receive payment is
established and interest on fixed deposits are recognised on time proportion basis using effective
yield method. Gain on sale of investments is measured as the difference between the sale proceeds
and the carrying amount of the investment at the date of disposal, and is recognized at the time of
the sale.
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m) Provisions for liabilities

n)

o)

p)

Q)

Provisions are recognised when the Group has a present legal or constructive obligation as a result of
past events; and it is probable that an outflow of resources embodying economic benefits will be
required to settle the obligation, and a reliable estimate of the amount of the obligation can be made.

Contingencies

Contingent assets are not recognized as an asset until realisation becomes virtually certain.
Contingent liabilities, other than those arising on acquisition of subsidiaries, are not recognized as a
liability unless as a result of past events it is probable that an outflow of economic resources will be
required to settle a present, legal or constructive obligation; and the amount can be reliably
estimated. Contingent liabilities arising in a business combination are recognized if their fair value
can be measured reliably.

Accounting for Operating leases
Where Group is a lessor
Operating leases

Real estate property owned by the Group and leased under operating leases for rental income is
included in investment property in the consolidated statement of financial position.

Operating lease income is recognized, when earned, on a straight line basis over the lease period.
Where Group is a lessee

Leases of assets under which all the risks and benefits of ownership are effectively retained by the
lessor are classified as operating leases. Payments made under operating leases are charged to the
consolidated statement of income on a straight-line basis over the period of the lease or over the
expected time pattern of user’s benefit.

Foreign currencies

The functional currency of an entity is the currency of the primary economic environment in which it
operates and in the case of the Group it is the Kuwaiti Dinar. Foreign currency transactions are
recorded at the rates of exchange prevailing on the date of the transaction. Monetary assets and
liabilities denominated in foreign currencies at the consolidated statement of financial position date
are translated to Kuwaiti Dinars at the rates of exchange prevailing on that date. Resultant gains and
losses are taken to the consolidated statement of income.

Translation differences on non-monetary assets measured at fair value are considered as part of
changes in their fair value.

Segment reporting

A segment is a distinguishable component of the Group that is engaged either in providing products
or services (business segment), or in providing products and services within a particular economic
environment (geographical segment), which is subject to risks and returns that are different from
those of other segments.

Operating segments are reported in a manner consistent with the internal reporting provided to the
chief operating decision-maker. The chief operating decision-maker is identified as the person being
responsible for allocating resources, assessing performance and making strategic decisions regarding
the operating segments.
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3.

Cash and cash equivalents

Kuwaiti Dinars

2012 2011

Cash on hand and at banks

2,295,178 2,742,304
Cash in portfolio

51,242 32,633
2,346,420 2,774,937

Cash and cash equivalent are denominated in the following currencies:

Kuwaiti Dinars
2012 2011

Kuwaiti Dinar
US Dollar
Euro

2,079,860 2,322,296
262,342 428,234
4,218 24,407
2,346,420 2,774,937

There is no material difference between the fair value and the carrying value of cash and cash
equivalents.

Fixed deposits

Fixed deposits represent deposits at banks whose maturity period exceeds three months but not more
than one year from the date of placement.

Fixed deposits as of 31 December 2012 include KD 2,919,000 (2011 — KD 2,919,000) held in Kuwait

under lien to the Ministry of Commerce and Industry in accordance with the insurance regulations of
Kuwait.

The effective interest rate on fixed deposits was 1.7% per annum (2011 - 2.3%)

Investments at fair value through income statement

Kuwaiti Dinars
2012 2011

Held for trading
Quoted shares
Investment fund
Investment portfolio

1,898,761 2,977,875
133,843 136,204
186,450 229,850

2,219,054 3,343,929

Quoted shares with a fair value of KD Nil (2011 - KD 2,209,698) are under lien to the Ministry of
Commerce and Industry.

The movement during the year is as follows:

Kuwaiti Dinars

2012 2011
Balance at the beginning of the year 3,343,929 4,202,655
Additions - 2,431,948
Disposals (393,100) (2,746,850)
Unrealized loss on change in fair value (Note 19) (731,775) (543,824)

Balance at the end of the year 2,219,054 3,343,929
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6.

Insurance and reinsurance receivables

Kuwaiti Dinars

2012 2011

Outstanding premium 13,778,500 12,848,425
Less: Provision for doubtful accounts (1,430,000) (1,430,000)
12,348,500 11,418,425

Advance insurance premium 4,232,373 5,127,054
Insurance and reinsurance companies 2,706,932 2,445,975

19,287,805 18,991,454

The fair values of insurance and reinsurance receivables approximate their carrying values as at the
consolidated statement of financial position date.

As of 31 December 2012, premium receivables amounting to KD 6,355,434 (2011 - KD 5,539,834)
were past due but not impaired. These relate to a number of independent customers for whom there is no
recent history of default. The ageing analysis of these account receivables is as follows: _

Kuwaiti Dinars

2012 2011
3 to 6 months 5,482,755 4,897,254
6 to 12 months 872,679 642,580

6,355,434 5,539,834

The movement of provision for doubtful debts is as follows:

Kuwaiti Dinars

2012 2011
Balance at beginning of the year 1,430,000 1,600,000
Utilization during the year - (170,000)
Balance at the end of the year 1,430,000 1,430,000

The maximum exposure to credit risk at the reporting date is the fair value of each class of receivable
mentioned above. The other classes within insurance and reinsurance receivables do not contain past due
or impaired assets. The Group does not hold any collateral as security.

Other receivables

Kuwaiti Dinars

2012 2011
Due from related parties 4,702,541 4,761,286
Accrued interest 49,174 62,869
Prepaid expenses 215,654 172,535
Other 60,011 36,787

5,027,380 5,033,477

The fair values of other receivables approximate their carrying values as at the consolidated statement of
financial position date.

Other receivables do not contain impaired assets. The maximum exposure to credit risk at the reporting
date is the fair value of each class of other receivables mentioned above.
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8.

Investments available for sale

Quoted:
Equity securities
Investment portfolio

Unquoted:
Equity securities

The movement during the year is as follows:

Balance at the beginning of the year
. Additions

Disposals

Impairment loss (Note 19)

Changes in fair value

Balance at the end of the year

Kuwaiti Dinars

Investments available for sale are denominated in the following currencies:

US Dollar
Kuwaiti Dinar

Quoted shares with a fair value of KD 2,655,000 (2011 — KD Nil) are

Commerce and Industry.

2012 2011

14,574,080 13,494,952

385,024 348,269

14,959,104 13,843,221

4,608,655 4,842,157

19,567,759 18,685,378

Kuwaiti Dinars

2012 2011 2010
(Restated) (Restated)

18,685,378 21,508,943 13,401,089
309,565 346,811 3,396,999
(544,500) (64,575) (217,251)
(163,830) (438,849) (392,815)
1,281,146 (2,666,952) 5,320,921
19,567,759 18,685,378 21,508,943

Kuwaiti Dinars

2012 2011

385,024 348,269

19,182,735 18,337,109

19,567,759 18,685,378

under lien to the Ministry of

Unquoted equity securities are carried at cost less impairment loss since their fair values cannot be

reliably determined.
Investment in associates

Investment in associates consists of the following;

Kuwaiti Dinars

Name of the associate

Ritaj Takaful Insurance Co. - K.S.C. (Closed)

The movement during the year is as follows:

Balance at the beginning of the year

Addition

Capital distribution

Adjustment - WAPMED

Cash dividend received

Share of profit/ (loss) of associates

Share of associate’s cumulative changes in fair value

Country of  Ownership 2012 2011
incorporation percentage

Kuwait 33.6% 3,733,550 3,578,462
Kuwaiti Dinars

2012 2011 2010

(Restated) (Restated)

3,578,462 3,590,919 3,576,022

- - 110,250

. . (245,000)

- - (110,518)

(67,201) - -

195,814 52,543 (91,487)

26,475 (65,000) 351,652

3,733,550 3,578,462 3,590,919

Balance at the end of the year
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The Group's interests in its associates as at 31 December were as follows:

Kuwaiti Dinars

Assets Liabilities Net assets

2012 2011 2012 2011 2012 2011

Ritaj Takaful Insurance Co. -
K.S.C. (Closed) 4,090,505 3,941,067 356,955 362,605 3,733,550 3,578,462

Kuwaiti Dinars
Revenue Results
2012 2011 2012 2011
(Restated)
Ritaj Takaful Insurance Co. - K.S.C. (Closed) 242,685 140,892 195,814 52,543
10. Investment property

Kuwaiti Dinars
Land
At 31 December 2010 2,251,107
Prior year adjustments (Note 34) 1,948,893
At 31 December 2010 (Restated) 4,200,000
At 31 December 2011 (Restated) 4,200,000
Change in fair value 140,000
At 31 December 2012 4,340,000

The fair value of the investment property has been arrived at on the basis of a valuation carried out by

independent valuers

11. Property and equipment

Kuwaiti Dinars

Landand Furniture and Computer Total

buildings equipment
Cost:
At 31 December 2010 8,484,155 226,399 717,757 9,428,311
Additions 140,750 47,548 264,914 453,212
At 31 December 2011 8,624,905 273,947 982,671 9,881,523
Additions 101 202,571 258,666 461,338
At 31 December 2012 8,625,006 476,518 1,241,337 10,342,861
Accumulated depreciation:
At 31 December 2010 369,438 148,798 367,983 886,219
Charge for the year (Note 21) 141,384 64,961 171,471 377,816
At 31 December 2011 510,822 213,759 539,454 1,264,035
Charge for the year (Note 21) 141,409 73,422 199,840 414,671
At 31 December 2012 652,231 287,181 739,294 1,678,706
Net book value: '
At 31 December 2012 7,972,775 189,337 502,043 8,664,155
At 31 December 2011 8,114,083 60,188 443,217 8,617,488

The Head office building and related land are under lien to the Ministry of Commerce and Industry for an
amount of KD 2,955,780 (2011 - KD 2,955,780), in accordance with insurance regulations in Kuwait.

12. Insurance contract liabilities

Kuwaiti Dinars

Reserve for outstanding claims
Reserve for unexpired risks
Reserve for life insurance fund

2012 2011
28,886,812 20,052,970
2,970,879 2,858,151
825,616 723,616
32,683,307 23,634,737
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13.

The reserve for outstanding claims comprises of:

Kuwaiti Dinars

Marine and Fire General Life Total
2012 aviation accident
Reserve for outstanding claims:
Gross balance at
beginning of the year 1,773,746 8,785,815 5,522,709 3,970,700 20,052,970
Reinsurance share (1,651,854) (8,599,720) (4,591,701) (3,798,038) (18,641,313)
Net balance at beginning of the year 121,892 186,095 931,008 172,662 1,411,657
Incurred during the year - net 361,802 178,145 3,916,628 205,912 4,662,487
Paid during the year - net (335,073) (157,640) (4,240,284) (149,763) (4,882,760)
Net balance at end of the year 148,621 206,600 607,352 228,811 1,191,384
Represented in:
Gross outstanding
claims at end of the year 1,340,607 17,371,880 5,656,618 4,517,707 28,886,812
Reinsurance share (1,191,986) (17,165,280) (5,049,266) (4,288,896) (27,695,428)
148,621 206,600 607,352 228,811 1,191,384
Reserve for unexpired risks 97,362 54,178 2,819,339 - 2,970,879
Kuwaiti Dinars
Marine and Fire General Life Total
2011 aviation accident
Reserve for outstanding claims:
Gross balance at
beginning of the year 1,670,421 4,502,837 5,990,993 3,869,502 16,033,753
Reinsurance share (1,536,375) (4,351,559) (4,766,098) (3,651,054) (14,305,086)
Net balance at beginning of the year 134,046 151,278 1,224,895 218,448 1,728,667
Incurred during the year — net 71,192 140,105 2,523,148 105,642 2,840,087
Paid during the year — net (83,346) _ (105,288) (2,817,035) (151,428) (3,157,097)
Net balance at end of the year 121,892 186,095 931,008 172,662 1,411,657
Represented in:
Gross outstanding claims
at end of the year 1,773,746 8,785,815 5,522,709 3,970,700 20,052,970
Reinsurance share (1,651,854) (8,599,720) (4,591,701) (3,798,038) (18,641,313)
121,892 186,095 931,008 172,662 1,411,657
Reserve for unexpired risks 77,509 47,007 2,733,635 - 2,858,151

Insurance and reinsurance payables

Unearned premiums

Insurance and reinsurance companies
Reserve for reinsurance premiums ceded
Reserve for life insurance department
Provision for supervision fees
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2012 2011
5,106,150 6,076,959
3,681,710 3,553,573
507,023 513,858
304,767 314,458
163,441 156,735
9,763,091 10,615,583




Warba Insurance Company K.S.C.

Kuwait

Notes to the Consolidated Financial Statements - 31 December 2012

14.

15.

16.

17.

18.

19.

Other payables

Kuwaiti Dinars

2012 2011
Provision for end of service indemnity 1,824,394 1,582,343
Dividends payable 1,001,099 980,747
Accrued expenses 319,281 353,132
Accrued staff leave 369,307 329,390
National labor support tax payable 21,829 20,408
Board of Directors’ remuneration payable 10,500 -
Payable to Kuwait Foundation for the Advancement of Science (KFAS) 8,726 10,359
Zakat payable 6,774 7,517

3,561,910 3,283,896

Share capital

Authorized, issued, and fully paid-up capital comprise of 172,788,740 shares of 100 fils each (2011 -
172,788,740 shares of 100 fils each) and all shares are paid in cash.

Treasury shares

Kuwaiti Dinars

2012 2011
Number of shares 215,470 215,470
Percentage to paid-up shares (%) 0.12% 0.12%
Market value (KD) 23,702 24,995
Cost (KD) 40,586 40,586

Statutory reserve

As required by the Commercial Companies Law and the Parent Company’s Articles of Association, 10%
of the profit for the year before contribution to Kuwait Foundation for the Advancement of Sciences
(KFAS), National Labour Support Tax (NLST), Zakat and Board of Directors’ remuneration is transferred to
statutory reserve. The Parent Company may resolve to discontinue such annual transfers when the reserve
equals 50% of the capital. Since the reserve has reached 50% of the capital, the Board of Directors have
resolved to discontinue transfer to statutory reserve from this year. This reserve is not available for
distribution except in cases stipulated by Law and the Parent Company’s Articles of Association.

Voluntary reserve

As required by the Parent Company’s Articles of Association, 10% of the profit for the year attributable to
the shareholders of the Parent Company before contribution to KFAS, NLST, Zakat and Board of
Directors’ remuneration is transferred to the voluntary reserve. Such annual transfers may be discontinued

by a resolution of the shareholders’ Annual General Assembly Meeting upon recommendation by the
Board of Directors.

Net investment income/ (loss)

Kuwaiti Dinars

2012 2011
(Restated)
Dividend income 427,251 356,421
Changes in fair value of investments at
fair value through income statement — (Note 5) (731,775)  (543,824)
Impairment loss of investment available for sale — (Note 8) (163,830) (438,849)
Gain (loss) on sale of investments at fair value through income statement 617,110 (13,006)

148,756  (639,258)
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20.

21.

22.

23.

24,

25.

26.

Other income

Kuwaiti Dinars

2012 2011

Interest income 81,240 76,457
Rental income 14,130 25,722
Others 563,510 351,516
658,880 453,695

General and administrative expenses

Kuwaiti Dinars

2012 2011

Staff cost 3,305,225 3,017,863
Depreciation 414,671 377,816
Other expenses 1,699,286 1,456,867
5,419,182 4,852,546

Contribution to Kuwait Foundation for the Advancement of Sciences (KFAS)

Contribution to Kuwait Foundation for the Advancement of Sciences is calculated at 1% of the profit of
the Group after deducting its share of income from shareholding subsidiary and associates and transfer to
statutory reserve.

National Labour Support Tax

National Labor Support Tax is calculated at 2.5% of the profit for the year after deducting dividends from
Kuwaiti listed shareholding companies.

Zakat

Contribution to Zakat is calculated at 1% of the profit of the Group after deducting its share of income
from shareholding subsidiaries and associates in accordance with Ministry of Finance resolution No.
58/2007.

Earnings per share

There are no potential dilutive ordinary shares. The information necessary to calculate basic earnings per
share based on the weighted average number of shares outstanding during the year is as follows:

Kuwaiti Dinars

2012 2011
(Restated)
Profit for the year attributable to the Parent Company's shareholders 1,020,557 611,351
Number of shares outstanding :
Number of issued shares at beginning of the year 172,788,740 172,788,740
Less : Weighted average number of treasury shares (215,470) (215,470)
Weighted average number of outstanding shares 172,573,270 172,573,270
Earnings per share (Fils) 5.91 3.54

Dividends
The Board of Directors’ meeting held on 13 February 2013 recommends a cash dividend of 5 fils per

share for the year ended 31 December 2012. This recommendation is subject to the approval of the
Ordinary Shareholders’ Annual General Assembly.
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The General Assembly meeting held on 26 March 2012, approved cash dividend of 5 fils per share for

the year ended 31 December 2011 (2010 - 10 fils per share). to all the registered shareholders as of the
date of the meeting.

Segment information

The Group has four principal business segments:

Marine and aviation

Providing insurance against the risks related to goods transportation and different types of marine and
aviation vessels.

Fire

This includes insurance against fire for different types of buildings, stores, industrial risks and oil and
gas industry.

General accident

Including insurance against risks of contractors, machine and computer damages and cessation of
work; providing insurance for cash, fidelity bonds, professional risks, work accidents, civil
responsibility and cars in addition to medical insurance.

Life insurance

Providing various life insurance cover for individuals and Companies.
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28.

Statement of financial position for life insurance segment

ASSETS

Cash and cash equivalents

Fixed deposits

Insurance and reinsurance receivables

Other receivables

Reinsurance share in reserve for outstanding claims
Property and Equipment

Total assets

LIABILITIES AND HEAD OFFICE CURRENT ACCOUNT
Insurance contract liabilities

Reserve for outstanding claim

Reserve for life insurance fund

Accounts payable

Insurance and reinsurance payables
Other payables

Total liabilities

Head office current account

Total liabilities and H.O current account

Related party disclosure

Kuwaiti Dinars

2012 2011
370,410 515,191
1,189,000 1,189,000
5,917,024 6,443,983
45,722 21,367
4,288,896 3,798,038
5,309 1,011
11,816,361 11,968,590
4,517,707 3,970,700
825,616 723,616
5,343,323 4,694,316
468,898 406,965
5,394,852 6,150,294
239,265 205,067
11,446,338 11,456,642
370,023 511,948
11,816,361 11,968,590

The Group has entered into various transactions with related parties, i.e. shareholders, Board of
directors, key management personnel, associates and other related parties in the normal course of its
business concerning financing and other related services. Prices and terms of payment are approved by

the Group's management. Significant related party transactions and balances are as follows:

A. Balances included in the consolidated statement of financial position:

Insurance activities

Insurance services receivable

Insurance services payable

Investment activities

Investments at fair value through income statement
Investments available for sale

Deposits and bank balances

Other activities

Current account

B. Transactions included in the consolidated statement of income:

Premiums written

C. Compensation to key management personnel

Short term employee benefits

27
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2012 2011
841,007 609,752
131,337 66,963
186,450 229,850

10,315,211 9,010,607
4,615,336 3,985,174
3,861,534 4,151,534

Kuwaiti Dinars

2012 2011
321,104 285,293

Kuwaiti Dinars

2012 2011
133,035 140,931
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30.

Capital commitments and contingent liabilities

Kuwaiti Dinars

2012 2011
Letter of guarantee for others 5,495 4,378
Uncalled capital for investments ‘available for sale’ - 237,503
Capital commitments 98,632 298,942

Critical accounting estimates and judgments

The Group makes judgments, estimates and assumptions concerning the future. The preparation of
consolidated financial statements in conformity with International Financial Reporting Standards
requires management to make judgments, estimates and assumptions that affect the reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities at the date of the consolidated
financial statements and the reported amounts of revenue and expenses during the year. Actual results
could differ from the estimates.

Judgments

In the process of applying the Group’s accounting policies which are described in note 2, management
has made the following judgments that have the most significant effect on the amounts recognized in
the consolidated financial statements.

Revenue recognition

Revenue is recognized to the extent it is probable that the economic benefits will flow to the Group and
the revenue can be reliably measured. The determination of whether the revenue recognition criteria as
specified under IAS 18 are met requires significant judgment.

Provision for doubtful debts

The determination of the recoverability of the amount due from customers and the factors determining
the impairment of the receivable involve significant judgment.

Classification of investments

On acquisition of an investment, the Group decides whether it should be classified as "at fair value
through profit or loss” or "available for sale". The Group follows the guidance in IAS 39 on classifying
its investments.

The Group classifies investments as “at fair value through profit or loss” if they are acquired primarily
for the purpose of short term profit making or if they are designated at fair value through consolidated
statement of income at inception, provided their fair values can be reliably estimated. All other
investments are classified as "available for sale".

Impairment of investments

The Group treats investments "available for sale" as impaired when there has been a significant or
prolonged decline in the fair value below its cost. The determination of what is "significant" or
"prolonged" requires significant judgment.

Estimates and assumptions

The key assumptions concerning the future and other key sources of estimating uncertainty at the

statement of financial position date that have a significant risk of causing a material adjustment to the
carrying amounts of assets and liabilities within the next financial year are discussed below.
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31.

Fair value of unquoted equity investments

If the market for a financial asset is not active or not available, the Group establishes fair value by using
valuation techniques which include the use of recent arm'’s length transactions, reference to other
instruments that are substantially the same, discounted cash flow analysis, and option pricing models
refined to reflect the issuer’s specific circumstances. This valuation requires the Group to make
estimates about expected future cash flows and discount rates that are subject to uncertainty.

Provision for doubtful debts

The extent of provision for doubtful debts involves estimation process. Provision for doubtful debts is
made when there is objective evidence that the Group will not be able to collect the debts. Bad debts
are written off when identified. The provisions and write-down of accounts receivable are subject to
management approval.

Insurance Risk Management

The Group issues contracts that transfer insurance risk. This section summarizes these risks and the way
the Group manages them.

Insurance risk

The principal risk that the Group faces under its insurance contracts is that the actual claims and benefit
payments exceed the carrying amount of the insurance liabilities. This could occur because the
frequency or severity of claims and benefits are greater than estimated. Insurance events are random
and the actual number and amount of claims and benefits will vary from year to year.

The Group manages these risks through its underwriting strategy, adequate reinsurance arrangements
and proactive claims handling.

Sources of uncertainty in the estimation of future claim payments

Non life

Claims are payable on a claims-occurrence basis. The Group is liable for all insured events that occur
during the term of the contract, even if the loss is discovered after the end of the contract term. As a
result, liability claims are settled over a long period of time and an element of the claims provision
relates to incurred but not reported claims (IBNR). There are several variables that affect the amount and
timing of cash flows from these contracts. These mainly relate to the inherent risks of the business
activities carried out by individual contract holders and the risk management procedures they adopted.

The estimated cost of claims includes direct expenses to be incurred in settling claims, net of the
expected subrogation value and other recoveries. The Group takes all reasonable steps to ensure that it
has appropriate information regarding its claims exposures. However, given the uncertainty in
establishing claims provisions, it is likely that the final outcome will prove to be different from the
original liability established. The liability for these contracts comprise a provision for IBNR, a provision
for reported claims not yet paid and a provision for unexpired risks.

In estimating the liability for the cost of reported claims not yet paid the Group considers any
information available from loss adjusters and information on the cost of settling claims with similar
characteristics in previous periods. Large claims are assessed on a case-by-case basis or projected
separately.

Life
Uncertainty in the estimation of future benefit payments and premium receipts for life insurance
contracts arises from the unpredictability of overall levels of mortality, health and the variability in

contract holder behavior.
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32.

Financial Risk Management

The Group is exposed to a variety of financial risks, through its financial assets, financial liabilities,
reinsurance assets and insurance liabilities. In particular, the key financial risk is that the GCroup’s
investment proceeds may not be sufficient to fund the obligation arising from its underwritings.

The Group’s risk management is conducted by its senior management in accordance with policies
approved by the Board of Directors. The various risks that the Group is exposed to and the processes in
place to manage those risks are described below.

Credit risk

Credit risk is the risk that one party to a financial instrument will fail to discharge an obligation and
cause the other party to incur a financial loss. The financial assets, other than investments in equities are
exposed to credit risk. The assets value presented in the statement of financial position represent the
maximum level exposed to those risks. The Group seeks to mitigate this risk by dealing with credit
worthy parties including banks, financial institutions, insurance and reinsurance companies and non-
concentration of its assets with one counter party.

The credit risk concentration within the Group’s assets which are subject to credit risk is given below.

Kuwaiti Dinars

2012 2011
Cash and cash equivalents 2,346,420 2,774,937
Fixed deposits 4,379,000 3,244,000
Insurance and reinsurance receivables 19,287,805 18,991,454
Other receivables 4,811,726 4,860,942

30,824,951 29,871,333

Due from insurance and reinsurance companies represent amounts receivable from reinsurance claims
net of premium for policies ceded, and other receivables primarily represent amounts due against
premiums for policies underwritten by the Group. These are generally due for payment within a period
of one month from the date of issue of the policy. The Group is selective in extending credit facilities to
its customers and has a good track record of collecting its debts. Furthermore, credit risk with respect to
receivables is limited due to dispersion across large number of customers. Cash and cash equivalents
and fixed deposits with banks are placed with banks which are rated by reputed international rating
agencies.

Market risks:
(@) Interest rate risk

Interest rate risk is the risk that the fair value or cash flows of a financial instrument will fluctuate
because of changes in market interest rates. The Group does not have significant exposures to interest
rate risks as its interest earning assets are on fixed rates of interest and its exposure to interest bearing
liabilities which reprice is not significant.

(b) Foreign currency risk

Foreign currency risk is represented in the exposure to changing currency exchange rates that may
adversely affect the Group’s cash flows or the value of assets and liabilities in foreign currencies. The
Group is exposed to foreign currency risk primarily from its foreign currency denominated investments
and its dues from re insurance counterparties. The Group seeks to mitigate this risk by dealing in stable
currencies such as US Dollars monitoring its currency position on a regular basis.
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The impact arising from a 5% weakening/ strengthening of the functional currency against the
US Dollar to which the Group is exposed is given below:

Effect on the consolidated  Effect on the consolidated statement

Year statement of income (KD) of comprehensive income (KD)
2012
US Dollar 33,085 19,251
2011
US Dollar 33,339 17,413

©) Equity price risk

This is the risk that the value of financial instruments will fluctuate as a result of changes in market
prices, caused by factors specific to the instrument or its issuer or factors affecting all instruments traded
in the market. The Group is exposed to equity price risk from investments held by the Group and
classified either as “at fair value through income statement” or as “available for sale”. The Group’s
investments are primarily exposed to the Kuwait Stock Exchange index.

To manage its price risk arising from investments in equity securities, the Group invests in a diversified
portfolio of securities. Diversification of the portfolio is done in accordance with the limits set by the
Group. The Board of directors constantly monitors the exposures and provides directions to manage
risks and maximize profits.

At 31 December 2012, if the Kuwait Stock Exchange index had increased/ decreased by 5%, the profit
for the year of the Group would have increased/ decreased by KD 94,938 (2011 ~ KD 148,894) and
other comprehensive income would have increased/ decreased by KD 728,704 (2011 - KD 714,970).

Liquidity risk

It is the risk that the Group may not be able to meet its financial obligations as they fall due. The policy
of the Group is to ensure that sufficient liquidity is available at all times to meet contractual obligations,
including loss claims. Liquidity risk management of the Group includes maintaining sufficient cash and
marketable securities, having adequate amount of credit facilities and investing in securities which can
be easily closed out. The Group also has the option to raise additional capital to meet funding
requirements.

Maturity table for financial liabilities:

Kuwaiti Dinars .

2012 3 - 12 months 1~ 5 years Total
Accounts payable 556,688 3,154,568 3,711,256
Insurance and reinsurance payables 5,498,249 4,264,842 9,763,091
Other credit balances 607,598 2,954,312 3,561,910

6,662,535 10,373,722 17,036,257

Kuwaiti Dinars

2011 3 - 12 months 1 -5 years Total
Accounts payable 1,293,278 2,209,947 3,503,225
Insurance and reinsurance payables 5,650,250 4,965,333 10,615,583
Other credit balances 904,335 2,379,561 3,283,896

7,847,863 9,554,841 17,402,704

Fair value of financial instruments

Fair value is defined as the amount at which the instrument could be exchanged in a current transaction
between knowledgeable willing parties in an arm's length transaction, other than in a forced or
liquidation sale. Fair values are obtained from current bid prices, discounted cash flow models and
other models as appropriate. At 31 December the fair values of financial instruments approximate their
carrying amounts.
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Fair value estimation

The Group had measured fair value, which requires disclosure of fair value measure

the following fair value measurement hierarchy:

¢ Quoted prices (unadjusted) in active markets for identical assets or liabilities (level 1).
¢ Inputs other than quoted prices included within level 1 that are observabl
either directly (that is, as prices) or indirectly (that is, derived from prices) (

ments by level of

e for the asset or liability,
level 2).

® Inputs for the asset or liability that are not based on observable market data (that is, unobservable

inputs) (level 3).

The following table presents the Group's assets and liabilities that are measured at fair value:

Kuwaiti Dinars

2012 Level 1 Level 2 Total

Investment at fair value though income statement 2,219,054 - 2,219,054

Investment available for sale:

Quoted shares 14,574,080 - 14,574,080

Investment portfolio - 385,024 385,024

Total investment available for sale 14,574,080 385,024 14,959,104
16,793,134 385,024 17,178,158

Kuwaiti Dinars

2011 Level 1 Level 2 Total

Investment at fair value though income statement 3,343,929 - 3,343,929

Investment available for sale:

Quoted shares 13,494,952 - 13,494,952

Investment portfolio - 348,269 348,269

Total investment available for sale 13,494,952 348,269 13,843,221
16,838,881 348,269 17,187,150

The fair value of financial instruments traded in active markets is based on quoted market prices at the
end of reporting period. A market is regarded as active if quoted prices are readily and regularly
available from an exchange, dealer, broker, industry group, pricing service, or regulatory agency, and
those prices represent actual and regularly occurring market transactions on an arm’s length basis. The
quoted market price used for financial assets held by the Group is the current bid price. These
instruments are included in level 1. Instruments included in level 1 comprise primarily traded equity

investments classified as trading securities or available-for-sale.

The fair value of financial instruments that are not traded in an active market (for example, over-the-
counter derivatives) is determined by using valuation techniques. These valuation techniques maximize
the use of observable market data where it is available and rely as little as possible on entity specific
estimates. If all significant inputs required to fair value an instrument are observable, the instrument is

included in level 2.

If one or more of the significant inputs is not based on observable market data, the instrument is

included in level 3.
Specific valuation techniques used to value financial instruments include:

® Quoted market prices or dealer quotes for similar instruments.

The fair value of interest rate swaps is calculated as the present value of the estimated future cash

flows based on observable yield curves.

® The fair value of forward foreign exchange contracts is determined using forward exchange rates
at the end of reporting period, with the resulting value discounted back to present value.

®  Other techniques, such as discounted cash flow analysis, are used to determine fair value for the

remaining financial instruments.
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33.

34.

Capital Risk Management
The Group’s objectives when managing capital are:

- To ensure adequate funds are available to underwrite risks and maintain investor, creditor and
market conditions.

- To make available funds for future development of the business.
- To safeguard the Group’s ability to continue as a going concern so that it can continue to operate.
- To provide adequate return to shareholders and benefits to its other shareholders

The Board of Directors constantly monitors the capital structure of the Group with a view to ensuring
that a balance is maintained between returns and risk. Management ensures that the Group is not

Furthermore, in order to protect against the impact of large claims and catastrophes, the Group is
required under law to maintain technical reserves depending on the exposure to various types of
underwriting exposures.

Local regulations also require the Parent Company to place bank deposits under lien to the regulator.
The amount of such deposits to be placed under lien is determined as a percentage of direct premiums
received during the year for all the segments other than life insurance. Bank deposits equal to 100% of
life insurance liability is placed under lien for life insurance segment. Refer note 4 on lien on deposits
provided by the Parent Company.

Under the laws of Kuwait, the Parent Company is also required to appropriate 10% of its net profit to
statutory reserve until it reached 50% of its share capital, with restrictions on its distribution (Note 17).
In accordance with the Articles of the Parent Company, it has appropriated 10% of its net profits as
voluntary reserve (Note 18).

Prior year adjustments

During the previous years and up to December 31, 2011, the Group recognized impairment losses of
investments available for sale below its initial cost amounted to KD 13,285,006 in cumulative change
in fair value under “consolidated statement of comprehensive income” rather than in the consolidated
statement of income. During the year the Group has restated comparative figures as follows:

- Decreased retained earnings balance as of 31 December 2010 by KD 12,846,157.
- Increased the cumulative change in fair value balance as of 31 December 2010 by KD 12,846,157.
- Decreased the net profit for the year ended December 31, 2011 by KD 438,849.

- Increased the cumulative change in fair value balance for the year ended 31 December 2011 by
KD 438,849.

During the previous years and up to December 31, 2011, Ritaj Takaful Insurance Company K.S.C.C
(associate) recognized impairment losses of investments available for sale below its initial cost
amounted to KD 584,631 in cumulative change in fair value under “statement of comprehensive
income” rather than in the statement of income. During the year the associate has restated comparative

figures, accordingly, the Group has restated comparative figures related to its share of result and its
share of other comprehensive income of associate as follows:

- Decreased retained earnings balance as of 31 December 2010 by KD 184,309.

- Increased share of other comprehensive income from associate balance as of 31 December 2010 by
KD 184,3009.

- Decreased the net profit for the year ended December 31, 2011 by KD 12,127.
- Increased share of other comprehensive income from associate balance for the year ended
31 December 2011 by KD 12,127.
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During the year the Group has changed the accounting policy for investment property from cost to fair
value method. Accordingly, the Group has restated comparative figures as follows:

Increased retained earnings balance as of 31 December 2010 by KD 1,948,893,
Increased investment properties balance as of 31 December 2010 by KD 1,948,893,

Accordingly, the cumulative effect as of 31 December 2011 as follows:

The retained earnings balance has been decreased by KD 11,532,549,
Cumulative change in fair value has been increased by 13,285,006.

Share of other comprehensive income of associate increased by KD 196,436,
Investment property balance increased by KD 1,948,893.

Decrease net profit for the year ended 31 December 2011 by KD 450,976.
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