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INDEPENDENT AUDITORS' REPORT TO THE SHAREHOLDERS OF
AL-AHLEIA INSURANCE COMPANY S.AK.P.

Report on the Audit of the Consolidated Financial Statements

Opinion

We have audited the consolidated financial statements of Al-Ahleia Insurance Company S.A.K.P.
(the “Parent Company”) and its subsidiary (collectively the “Group™), which comprise the
consolidated statement of financial position as at 31 December 2017, the consolidated statement of
income, consolidated statement of comprehensive income, consolidated statement of changes in
equity, and consolidated statement of cash flows for the year then ended, and notes to the
consolidated financial statements, including a summary of significant accounting policies.

In our opinion, the accompanying consolidated financial statements present fairly, in all material
respects, the consolidated financial position of the Group as at 31 December 2017, and its
consolidated financial performance and its consolidated cash flows for the year then ended in
accordance with International Financial Reporting Standards (IFRSs).

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our
responsibilities under those standards are further described in the Auditors’ Responsibilities for the
Audit of the Consolidated Financial Statements’ section of our report. We are independent of the
Group in accordance with the International Ethics Standards Board for Accountants’ Code of Ethics
for Professional Accountants (IESBA Code), and we have fulfilled our other ethical responsibilities
in accordance with the IESBA Code. We believe that the audit evidence we have obtained is sufficient
and appropriate to provide a basis for our opinion.

Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most significance in
our audit of the financial statements of the current year. These matters were addressed in the context
of our audit of the consolidated financial statements as a whole, and in forming our opinion thereon,
and we do not provide a separate opinion on these matters. For each matter below, our description
of how our audit addressed the matter is provided in that context.

We have fulfilled the responsibilities described in the Auditor’s responsibilities for the audit of the
consolidated financial statements section of our report, including in relation to these matters.
Accordingly, our audit included the performance of procedures designed to respond to our
assessment of the risks of material misstatement of the consolidated financial statements. The
results of our audit procedures, including the procedures performed to address the matters below,
provide the basis for our audit opinion on the accompanying consolidated financial statements.
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INDEPENDENT AUDITORS' REPORT TO THE SHAREHOLDERS OF
AL-AHLEIA INSURANCE COMPANY S.A.K.P. (continued)

Report on the Audit of the Consolidated Financial Statements (continued)

Key Audit Matters (continued)
We identified the following key audit matters:

a)  Recoverability of receivables arising from insurance and reinsurance contracts

The receivables arising from insurance and reinsurance contracts are significant to the Group’s
consolidated financial statements as at 31 December 2017. The determination as to whether a
receivable is collectable involves significant management judgement. Specific factors management
considers include the age of the balance, existence of disputes, recent historical payment patterns and
any other available information concerning the creditworthiness of counterparties. Management uses
this information to determine whether a provision for impairment is required either for a specific
transaction or for a customer's balance overall.

We determined this to be a key audit matter because it requires a high level of management judgement
and due to the materiality of the amounts involved.

Our audit procedures included evaluating the ageing analyses of receivable balances where no
provision was recognised, to assess whether there are any indicators of impairment. This included
verifying if payments had been received subsequent to the year-end, reviewing historical payment
patterns and any correspondence with customers on expected settlement dates.

We selected a sample of the larger receivable balances where allowance for impairment of receivables
was recognised and understood the rationale behind management's judgement. In order to evaluate
the appropriateness of these judgements, we verified whether balances were overdue, the customer's
historical payment patterns and whether any post year-end payments have been received up to the
date of completing our audit procedures. We also obtained corroborative evidence including
correspondence supporting any disputes between the parties involved, attempts by management to
recover the amounts outstanding and on the credit status of significant counterparties where available.

By performing the procedures mentioned above, we also assessed management's rationale where
provisions were recognised on transactions that were not overdue as at the reporting date.

In assessing the appropriateness of the overall allowance for impairment, we also considered
management's policy for recognising allowances for impairment on doubtful receivables.

Further, we assessed the adequacy of disclosures relating to the receivables arising from insurance
and reinsurance contracts given in notes 10 and 11 to the consolidated financial statements.
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INDEPENDENT AUDITORS' REPORT TO THE SHAREHOLDERS OF
AL-AHLEIA INSURANCE COMPANY S.A.K.P. (continued)

Report on the Audit of the Consolidated Financial Statements (continued)
Key Audit Matters (continued)

b}  Insurance and Reinsurance Technical Reserves

Insurance and reinsurance technical reserves include: (“Outstanding Claims reserve” or “OCR”),
(“Unearned Premiums Reserve” or “UPR”), (“Life Mathematical Reserve” or “LMR™) and
(“Incurred But Not Reported reserve” or “IBNR™). As at 31 December 2017, the Group has
significant insurance and reinsurance techmical reserves. As disclosed in Note 2.5 to the
consolidated financial statements, the determination of these reserves involves significant judgment
over uncertain future outcomes, including primarily the timing and ultimate full settlement of long
term policyholder liabilities. The Group uses different models to calculate the insurance and
reinsurance contract liabilities.

Economic assumptions such as investment return and interest rates and actuarial assumptions such
as mortality, morbidity and customer behavior, along with Groups historical claims data are key
inputs used to estimate these long-term liabilities. Due to the significance of estimation uncertainty
associated with the determination of the insurance and reinsurance technical reserves, this is
considered a key audit matter.

The Group uses the work of a management’s specialist, and an external independent actuary for the
determination of LMR and reinsurance liabilities. Our audit procedures focused on evaluating the
competence, capabilities and objectivity of the management’s specialist and evaluating their work,
which involved analyzing the rationale for the economic and actuarial assumptions used by the
managements of the Group along with comparison to applicable industry benchmarks. We also used
our internal actuarial specialists were part of our audit team to assist us in evaluating the key inputs
and assumptions,

For other insurance technical reserves, the management uses the work of their specialist to assess
the liabilities. Our audit procedures focused on evaluating the competence, capabilities and
objectivity of the management’s specialist and evaluating their work. In addition, we have
performed test of controls in place, checked the design and the operating effectiveness and assessed
the validity of management’s liability adequacy testing to obtain reasonable assurance that the
liabilities are adequate as compared to the expected future contractual obligations. Our work on the
liability adequacy tests on a sample basis included assessing the accuracy of the historical data
used, and reasonableness of the projected cash flows and assumptions adopted, and recalculating
the non-life insurance technical reserves on a sample basis, in the context of both the Group and
industry experience and specific product features.

We further evaluated the adequacy of disclosures relating to insurance and reinsurance technical
reserves in Note 16 to the consolidated financial statements.
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INDEPENDENT AUDITORS' REPORT TO THE SHAREHOLDERS OF
AL-AHLEIA INSURANCE COMPANY S.A.K.P. (continued)

Report on the Audit of the Consolidated Financial Statements (continued)

Key Audit Matters (continued)

¢)  Valuation and impairment of financial assets available for sale

As at 31 December 2017, the Group had financial assets available for sale amounting to
KD 75,163,864 (2016: KD 82,060,435). These financial assets are either measured at fair value
with the corresponding fair value change recognized in other comprehensive income or carried at
cost less impairment for those financial assets that do not have a quoted price in an active market
and whose fair values cannot be reliably measured. If the financial assets available for sale
witnessed objective evidence which indicates a significant or prolonged decline in value, an
impairment loss is recognized in the consolidated statement of income. The valuation of the
financial assets available for sale is inherently subjective - most predominantly for the level 3, since
these are valued using inputs other than quoted prices in an active market. Impairment analysis can
be subjective in nature and involve various assumptions regarding pricing factors.

The use of different valuation techniques and assumptions could produce significantly different
estimates of the values of these financial assets available for sale and could increase the impairment
losses of the Group.

Due to the significance of estimation uncertainty associated with the fair valuation and impairment
analysis of the financial assets available for sale, this is considered a key audit matter.

For financial assets carried at fair value we performed audit procedures to assess the methodology
and the appropriateness of the valuation models and inputs used to value financial assets available
for sale. As part of these audit procedures, we assessed the accuracy of key inputs used in the
valuation such as quoted market prices, market multiples, and discount rates for lack of
marketability and lack of control, the expected cash flows, risk free rates and credit spreads by
benchmarking them with external data, investigated significant differences. We also evaluated the
Group’s assessment whether objective evidence of impairment exists for individual financial assets
and the qualitative and quantitative factors used such as the investee's financial performance
including dividends, financial condition and operations, and its market and economic environment.
Finally, we assessed the adequacy of the disclosures relating to financial assets in note 9 to the
consolidated financial statements,

Other information included in the Group’s 2017 Annual Report

Management is responsible for the other information. Other information consists of the information
included in the Group’s 2017 Annual Report, other than the consolidated financial statements and
our auditor’s report thereon. We obtained the report of the Parent Company’s Board of Directors,
prior to the date of our auditor’s report, and we expect to obtain the remaining sections of the Annual
Report after the date of our auditor’s report.

Our opinion on the consolidated financial statements does not cover the other information and we
do not and will not express any form of assurance conclusion thereon.
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INDEPENDENT AUDITORS' REPORT TO THE SHARKEHOLDERS OF
AL-AHLEIA INSURANCE COMPANY S.A.K.P. (continued)

Report on the Audit of the Consolidated Financial Statements (continued)
Other information included in the Group’s 2017 Annual Report (continued)

In connection with our audit of the consolidated 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 consolidated financial statements or our knowledge obtained in the
audit, or otherwise appears to be materially misstated. If, based on the work we have performed on
the other information that we obtained prior to the date of this 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.

Responsibilities of Management and Those Charged with Governance for the Consolidated
Financial Statements

Management is responsible for the preparation and fair presentation of the consolidated financial
statements in accordance with IFRSs 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.

In preparing the consolidated financial statements, management is responsible for assessing the
Group’s ability 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 Group or to cease operations, or has no realistic alternative but to do so.

Those Charged with Governance are responsible for overseeing the Group’s financial reporting
process.

Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated 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 andit conducted in accordance with ISAs 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 based on these consolidated financial statements.

As part of an audit in accordance with ISAs, we exercise professional judgment and maintain
professional scepticism throughout the audit. We also:

o Identify and assess the risks of material misstatement of the consolidated 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
override of internal control.
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INDEPENDENT AUDITORS' REPORT TO THE SHAREHOLDERS OF
AL-AHLEJA INSURANCE COMPANY S.AK.P. (continued)

Report on the Audit of the Consolidated Financial Statements (continued)

Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements (continued)

* 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 expressing an opinion on the effectiveness of
the Group’s internal control.

» Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

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

e Evaluate the overall presentation, structure and content of the consolidated financial statements,
including the disclosures, and whether the consolidated financial statements represent the
underlying transactions and events in a manner that achieves fair presentation.

e Obtain sufficient appropriate audit evidence regarding the financial information of the entities or
business activities within the Group to express an opinion on the consolidated financial statements.
We are responsible for the direction, supervision and performance of the Group audit. We remain
solely responsible for our audit opinion.

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 control 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 safeguards.

From the matters communicated with Those Charged with Governance, we determine those matters
that were of most significance in the audit of the consolidated financial statements of the current year
and are therefore the key audit matters. We describe these matters in our auditor’s 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.
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INDEPENDENT AUDITORS' REPORT TO THE SHAREHOLDERS OF
AL-AHLEIA INSURANCE COMPANY S.A.K.P. (continued)

Report on Other Legal and Regulatory Requirements

Furthermore, 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 Parent
Company’s 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 1 of 2016, as amended, and its executive
regulation, as amended, and by the Parent Company's Memorandum of Incorporation and Articles
of Association, as amended, that an inventory was duly carried out and that, to the best of our
knowledge and belief, no violations of the Companies Law No 1 of 2016, as amended, and its
executive regulation, as amended, nor of the Parent Company’s Memorandum of Incorporation and
Articles of Association, as amended, have occurred during the year ended 31 December 2017 that
might have had a material effect on the business of the Parent Company or on its financial position.

BADER AL ABDULJADER

LICENCE NO. 207-A

EY

AL AIBAN, AL OSAIMI & PARTNERS

28 February 2018
Kuwait
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Al-Ahleia Insurance Company S.A.K.P. and its Subsidiary

CONSOLIDATED STATEMENT OF INCOME
For the year ended 31 December 2017

Notes

Revenune:
Gross premiums written
Premiums ceded to reinsurers

Net premiums written
Movement in unearned premiums

Net premiums earned

Commission income on ceded reinsurance

Policy issuance fees

Net investment income 4
Other income

Total revenue

Expenses:

Net claims incurred 16
Commissions and premiums' acquisition costs

Movement in life mathematical reserve

Maturity and cancellations of life insurance policies

Investment property expenses

Revaluation loss on investment properties 7
Operating and administrative expenses

Impairment loss on financial assets available for sale 9
Impairment loss on other receivables

Total expenses

Profit before share of associates
Share of results of associates 8

PROFIT BEFORE CONTRIBUTION TO KUWAIT
FOUNDATION FOR THE ADVANCEMENT OF SCIENCES
(KFAS), NATIONAL LABOUR SUPPORT TAX (NLST), ZAKAT
AND DIRECTORS’ FEES

Contribution to Kuwait Foundation for the Advancement
of Sciences (KFAS)
National Labour Support Tax (NLST)
Zakat
Directors’ fees 13

PROFIT FOR THE YEAR

Attributable to:
Equity holders of the Parent Company
Non-controlling interesis

Basic and difuted earnings per share attributable to the
shareholders of the Parent Company 5

The attached notes 1 to 26 form part of these consolidated financial statements.

2017 2016
KD KD
71,980,476 61,774,651
(21,354,199) (24,375,046)
50,626,277 - 37,399,605
(2,070,964) 4,799,825
48,555,313 42,199,430
8,093,601 7,382,817
503,559 590,302
7,731,859 5,900,207
580,195 144,182
65,464,527 56,216,938
(34,486,290) (25,165,636)
(9,826,198) (10,793,047)
(383,000) (368,000)
(1,047,917 (141,605)
(93,209) (89,537)
(691,548) (548,262)
(6,361,217) (7,100,326)
(1,403,715) (1,907,757)
(463,364) (80,000)
(54,756,458) (46,194,170)
10,708,069 10,022,768
(930,172) 155,252
9,777,897 10,178,020
(87,099) (101,911)
(240,571) (260,738)
(96,236) (104,295)
(506,600) (511,321)
8,847,301 9,199,755
8,612,371 9,046,740
235,020 153,015
8,847,391 9,199,755
43.83 fils 46.06 fils
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Al-Ahleia Insurance Company S.A.K.P. and its Subsidiary

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
For the year ended 31 December 2017

2617 2016
Notes KD KD
Profit for the year 8,847,391 9,199,755
Other comprehensive income (loss):
Items that are or may be reclassified to the
consolidated statement of income in subsequent periods:
- Foreign currency translation adjustments (207,427) 79,711
- Netunrealised gain (loss) of financial assets available for sale 3,650,660 (1,986,175)
- (ain on sale of financial assets available for sale 4 (2,357,942) (1,339,468)
- Impairment loss on financial assets available for sale 9 1,403,715 1,907,757
- Share of other comprehensive income of associates 8 (12,179) 4,592
Net other comprehensive income (loss) for the year 2,476,827 (1,333,583)
Total comprehensive income for the year 11,324,218 7,866,172
Attributable to:
Equity holders of the Parent Company 11,088,927 7,686,059
Non-controlling interests 235,291 180,113
11,324,218 7,866,172

The attached notes 1 to 26 form part of these consolidated financial statements.
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Al-Ahleia Insurance Company S.A.K.P. and its Subsidiary

CONSOLIDATED STATEMENT OF FINANCIAL POSITION
As at 31 December 2017

2017 2016
Notes KD KD

ASSETS
Property and equipment 4,022,945 4,083,569
Investment properties 7 12,080,381 12,759,892
Investment in associates 8 5,433,518 6,471,015
Financial assets held to maturity 19,666,000 20,885,437
Loans secured by life insurance policyholders 205,978 213,892
Financial assets available for sale 9 75,163,864 82,060,435
Receivables arising from reinsurance contracts and

premium accruals 11 17,599,822 20,056,639
Reinsurance recoverable on outstanding claims 16 48,403,820 34,693,787
Premiums and insurance balances receivable 10 12,393,257 13,639,975
Accounts receivable and other debit balances 12 7,002,770 6,101,651
Term deposits 6 51,840,080 45,332,920
Bank balances and cash 6 8,916,922 4,164,097
TOTAL ASSETS 262,729,357 250,463,309
EQUITY AND LIARILITIES
Equity attributable to equity holders of the Parent Company
Share capital 13 20,000,000 20,000,000
Statutory reserve 14 26,000,000 20,000,000
General reserve 14 20,000,000 20,000,000
Special voluntary reserve 14 13,000,000 12,800,000
Treasury shares 15 (1,278,932) (1,322,565)
Treasury shares reserve 1,474,675 1,458,169
Cumulative changes in fair values reserve 13,071,154 10,387,171
Foreign currency transiation reserve 321,057 528,484
Retained earnings 21,566,341 20,829,322
Other reserve 105,028 62,528
Equity attributable to equity holders of the Parent Company 108,259,323 103,943,109
Non-controlling interests 3,479,960 3,338,802
Total equity 111,739,283 107,281,911
LIABILITIES
Liabilities arising from insurance contracts:
Outstanding claims reserve 16 97,414,297 76,996,335
Unearned premiums reserve 16 17,934,348 15,863,384
Life mathematical reserve 16 5,733,000 5,350,600
Incurred but not reported reserve 16 12,563,604 12,120,967
Total technical reserves arising from insurance contracts 133,645,249 110,330,686
Bank overdraft 6 - 12,708,740
Insurance and reinsurance payebles 17 9,133,006 12,252,775
Accounts payable and other credit balances 18 8,160,596 7,826,682
Preminms received in advance 51,223 62,515
Total liabilities 150,990,074 143,181,398
TOTAL EQUITY AND LIABILITIES 262,729,357 250,463,309

S o Sue
<~Ayman Abdullatif Al-Shayea Emad Mohamed Al-Bahar

Chairman Vice Chairman

The attached notes 1 to 26 form part of these consolidated financial statements.
10
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Al-Ahleia Insurance Company S.A.K.P. and its Subsidiary

CONSOLIDATED STATEMENT OF CASH FLOWS
For the year ended 31 December 2017

2017 2016
Notes KD KD
OFPERATING ACTIVITIES
Profit for the year before contribution to KFAS, NLST, Zakat and directors’ fees 9,777,897 10,178,020
Adjustments to reconcile profit for the year to net cash flows:
Depreciation of property and equipment 256,854 235,162
Share of results of associates B 930,172 (155,252)
Revaluation loss on investment properties 7 691,548 548,262
Gain on sale of financial assets available for sale 4 (2,357,942) (1,339,468)
Impairment loss on financial assets available for sale 9 1,403,715 1,907,757
Impairment loss on other receivable 463,364 80,000
Interest income on bonds and term deposits 4 (2,549.964) (2,054,588)
Dividends income 4 (1,960,198) (1,582,963)
Interest expense 212,144 389,200
Provision for employees' end of service benefits 604,722 610,160
(Gain) loss on sale of property and equipment 510 (12,592}
Income from funds 4 (217,249 (257,541}
7,255,573 8,546,157
Changes in operating assets and liabilities:
Receivables arising from reinsurance contracts and premium accruals 2,465,748 4,720,308
Reinsurance recoverable on ontstanding claims (13,703,100) (3,091,341)
Premiums and insurance balances receivable 783,354 (2,920,310)
Accounts receivable and other debit balances (677,521) 1,486,438
Net change in insurance and reinsurance contract liabilities 23,145,594 (337,978)
Insurance payables (3,119,769) 824,770
Accounts payable and other credit balances (632,545) (1,066,803)
Premiums received in advance (11,292) (25,265)
Cash flows from operations 15,506,042 8,135,976
Employees” end of service benefits paid (110,740) (1,124,142)
Net cash flows from operating activities 15,395,302 7,011,834
INVESTING ACTIVITIES
Purchase of property and equipment (207,303) (73,355)
Proceeds from sale of property and equipment 6,517 20,323
Purchase of financial assets available for sale (5,947,430) (7,562,037)
Proceeds from sale of financial assets available for sale 16,504,002 10,476,456
Purchase of financial assets held fo maturity - (16,000,000)
Proceeds from redemption of financial assets held to maturity 1,219,437 2,620,826
Movement in loans secured by life insurance policyholders 7,914 (116,405)
Term deposits (5,818,722) 1,997,254
Dividends received 1,948,962 1,582,963
Interest income received 2,346,395 1,658,293
Proceeds from returned excess subscription in investment in associate - 3,956
Income received from funds 217,249 257,541
Net cash flows from (used in} investing activities 10,277,021 (5,134,185)
FINANCING ACTIVITIES
Dividends paid (7,318,682) (6,824,602)
Sale of treasury shares 70,732 91,662
Purchase of treasury shares (62,226) (128,587)
Interest expense paid (212,144) (389,200)
Net cash flows used in financing activities (7,522,320) (7,250,727)
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 18,150,003 (5,373,078)
Cash and cash equivalents at the beginning of the year (8,477,326) (3,104,248)
CASH AND CASH EQUIVALENTS AT THE END OF THE YEAR 6 9,672,677 (8,477,326)

The attached notes 1 to 26 form part of these consolidated financial statements.
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Al-Ahleia Insurance Company S.A.K.P. and its Subsidiary

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
As at 31 December 2017

1 CORPORATE INFORMATION

The consolidated financial information of Al-Ahleia Insurance Company S.A.K.P. (the “Parent Company™) and its
subsidiary — Kuwait Reinsurance Company (coliectively the “Group”) for the year ended 31 December 2017 were
authorised for issuance with a resolution of the Board of Directors on 19 February 2018. The general assembly of the
shareholders has the power to amend these consolidated financial statements after issuance.

The Parent Company is a Kuwaiti Shareholding Company registered in 1962 under the Insurance Companies and
Agents Law No. 24 of 1961 and its subsequent amendments. The Parent Company has been engaging in various
insurance and reinsurance activities, as set forth in the parent Company’s Articles of Association. The Parent
Company’s registered head office address is at P. O. Box 1602, Safat 13017, Kuwait.

2 SIGNIFICANT ACCOUNTING POLICIES
2.1 BASIS OF PREPARATION

Statement of compliance
The consolidated financial statements of the Group have been prepared in accordance with International Financial
Reporting Standards (“IFRS™) as issued by the International Accounting Standards Board (“IASB”™).

The consolidated financial statements have been prepared on the historical cost basis, except for investment
properties and financial assets available for sale that have been carried at fair value.

The consolidated financial statements are presented in Kuwaiti Dinars (“KD™), which is the functional and
presentation currency of the Parent Company.

The Group presents its consolidated statement of financial position broadly in order of liquidity. An analysis
regarding recovery or settlement within twelve months after the reporting date (current) and more than twelve
months after the reporting date (non-current) is presented in the respective notes, if any.

Further, certain prior year amounts have been reclassified to conform to the current year presentation. These
reclassifications were made in order to more appropriately present certain items of consolidated statement of
financial position, consolidated statement of income and consolidated cash flow statement. Such reclassifications
do not affect previously reported assets, liabilities, equity and profit for the year, nor materially affect the
consolidated cash flow statement. The reclassifications are not material to the consolidated financial statements.

As permitted by IFRS 4 Insurance Contracts, the Group continues to apply the accounting policies that were applied
prior to the adoption of IFRS, with certain modifications allowed by the standard subsequent to adoption for its
insurance contracts.

2.2 BASIS OF CONSOLIDATION

The consolidated financial statements comprise the consolidated financial statements of the Parent Company and its
subsidiary as at 31 December 2017. Subsidiary is investee that the Group has control over.

Control is achieved when the Group is exposed, or has rights, to variable returns from its involvement with the

investee and has the ability to affect those returns through its power over the investee. Specifically, the Group

controls an investee if, and only if, the Group has:

s Power over the investee (i.e. existing rights that give it the current ability to direct the relevant activities of the
investee)

e  Exposure, or rights, to variable returns from its involvement with the investee, and

e  The ability to use its power over the investee to affect its returns

Generally, there is a presumption that a majority of voting rights result in control. To support this presumption and
when the Group has less than a majority of the voting or similar rights of an investee, the Group considers all
relevant facts and circumstances in assessing whether it has power over an investee, including:

e  The contractual arrangement with the other vote holders of the investee

®  Rights arising from other contractual arrangements

e Parent Company’s voting rights and potential voting rights
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Al-Ahleia Insurance Company S.A.K.P. and its Subsidiary

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
As at 31 December 2017

2 SIGNIFICANT ACCOUNTING POLICIES (continued)

2.2 BASIS OF CONSOLIDATION (continued)

The Group reassesses whether or not it controls an investee if facts and circumstances indicate that there are changes
to one or more of the three elements of control. Consclidation of a subsidiary begins when the Group obtains control
over the subsidiary and ceases when the Group loses control of the subsidiary. Assets, liabilities, income and expenses
of a subsidiary acquired or disposed of during the year are included in the consolidated financial statements from the
date the Group gains control until the date when the Group ceases to control the subsidiary.

Profit or loss and each component of other comprehensive income (OCI) are attributed to the shareholders of the
Parent Company and to the non-controlling interests, even if this results in the non-controlling interests having a
deficit balance. When necessary, adjustments are made to the consolidated financial information of subsidiary to
bring its accounting policies into line with the Group’s accounting policies. All intra-group assets and liabilities,
equity, income, expenses and cash flows relating to transactions between members of the Group are eliminated in
full on consolidation.

A change in the ownership interest of a subsidiary, without a loss of control, is accounted for as an equity transaction.

If the Group loses control over a subsidiary, it derecognises the related assets (including goodwill), liabilities, non-
controlling interest and other components of equity, while any resultant gain or loss is recognised in the consolidated
statement of income. Any investment retained is recognised at fair value.

23 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Business combinations and goodwill

Business combinations are accounted for using the acquisition method. The cost of an acquisition is measured as the
aggregate of the consideration transferred, measured at acquisition date fair value and the amount of any non-
controlling interest in the acquiree. For each business combination, the acquirer measures the non-controlling interest
in the acquiree either at fair value or at the proportionate share of the acquiree’s identifiable net assets. Acquisition
costs incurred are expensed and included in administrative expenses.

When the Group acquires a business, it assesses the financial assets and liabilities assumed for appropriate
classification and designation in accordance with the contractual terms, economic circumstances and pertinent
conditions as at the acquisition date. This includes the separation of embedded derivatives in host contracts by the
acquiree. No reclassification of insurance contracts is required as part of the accounting for the business combination.
Thus, insurance contracts are classified on the basis of the contractual terms and other factors at the inception of the
contract or modification date.

If the business combination is achieved in stages, any previously held equity interest is remeasured at its acquisition
date fair value and any resulting gain or loss is recognised in the consolidated statement of income.

Any contingent consideration will be recognised at fair value at the acquisition date. Subsequent measurement takes
place at fair value with changes in fair value recognised in the consolidated statement of income.

Goodwill is initially measured at cost being the excess of the aggregate of the consideration transferred and the amount
recognised for non-controlling interest over the net identifiable assets acquired and liabilities assumed. If the fair value
of the net assets acquired is in excess of the aggregate consideration transferred, the Group re-assesses whether it has
correctly identified all of the assets acquired and all of the liabilities assumed and reviews the procedures used to
measure the amounts to be recognised at the acquisition date. If the re-assessment still results in an excess of the fair
value of net assets acquired over the aggregate comsideration transferred, then the gain is recognised in the
consolidated statement of income.

After initial recognition, goodwill is measured at cost less any accumulated impairment losses. For the purpose of
impairment testing, goodwill acquired in a business combination is, from the acquisition date, allocated to each of the
Group’s cash-generating units that are expected to benefit from the combination, irrespective of whether other assets
or liabilities of the acquiree are assigned to those units.

Where goodwill forms part of a cash-generating unit and part of the operation within that unit is disposed of, the
goodwill associated with the operation disposed of is included in the carrying amount of the operation when
determining the gain or loss on disposal of the operation. Goodwill disposed of in this circumstance is measured based
on the relative values of the operation disposed of and the portion of the cash-generating unit retained.
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Al-Ahleia Insurance Company S.A.K.P. and its Subsidiary

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
As at 31 December 2017

2 SIGNIFICANT ACCOUNTING POLICIES (continued)
2.3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Product classification

Insurance contracts

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

Investment contracts

Investment contracts are those contracts that transfer significant financial risk, but not significant insurance risk.
Financial risk is the risk of a possible future change in one or more of a specified interest rate, financial instrument
price, commodity price, foreign exchange rate, index of price or rates, a credit rating or credit index or other
variable, provided in the case of a non—financial variable that the variable is not specific to a party to the contract.

Once a contract has been classified as an insurance contract, it remains an insurance contract for the remainder of
its lifetime, even if the insurance risk reduces significantly during this period, unless all rights and obligations are
extinguished or expired. Investment contracts can, however, be reclassified as insurance contracts after inception
if insurance risk becomes significant.

Impairment of non-financial assets

Disclosures relating to impairment of non-financial assets are summarised in the following notes:

- Disclosures for significant assumptions Note 2.5

The Group assesses at each reporting date whether there is an indication that an asset may be impaired. If any such
indication exists, or when annual impairment testing for an asset is required, the Group estimates the asset’s
recoverable amount. An asset’s recoverable amount is the higher of an asset’s or CGU’s fair value less costs of
disposal and its value in use. The recoverable amount is determined for an individual asset, unless the asset does
not generate cash inflows that are largely independent of those from other assets or groups of assets.

Where the carrying amount of an asset or CGU exceeds its recoverable amount, the asset is considered impaired
and is written down to its recoverable amount.

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 the risks specific to the asset.
In determining fair value less costs of disposal, recent market transactions are taken into account. If no such
transactions can be identified, an appropriate valuation model is used. These calculations are corroborated by
valuation multiples, quoted share prices for publicly traded companies or other available fair value indicators.

The Group bases its impairment calculation on detailed budgets and forecast calculations, which are prepared
separately for each of the Group’s CGUs, to which the individual assets are allocated. These budgets and forecast
calculations generally cover a period of five years. For longer periods, a long-term growth rate is calculated and
applied to project future cash flows after the fifth year.

Impairment losses are recognised in the consolidated statement of income.

For assets excluding goodwill, an assessment is made at each reporting date as to whether there is any indication
that previously recognised impairment losses may no longer exist or may have decreased. If such indication exists,
the Group makes an estimate of the asset’s or CGU’s recoverable amount. A previously recognised impairment
loss is reversed only if there has been a change in the estimates used to determine the asset’s recoverable amount
since the last impairment loss was recognised. If that is the case, the carrying amount of the asset is increased to its
recoverable amount. That increased amount cannot exceed the carrying amount that would have been determined,
net of amortisation, had no impairment loss been recognised for the asset in prior years. Such reversal is recognised
in the consolidated statement of income.
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Al-Ahleia Insurance Company S.A.K.P. and its Subsidiary

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
As at 31 December 2017

2 SIGNIFICANT ACCOUNTING POLICIES (continued)
23 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Impairment of non-financial assets (continued)

The following criteria are also applied in assessing impairment of goodwill:

Goodwill
Goodwill is tested for impairment annually and when circumstances indicate that the carrying value may be
impaired.

Impairment is determined for goodwill by assessing the recoverable amount of the cash-generating units, to which
the goodwill relates. Where the recoverable amount of the cash-generating units is less than their carrying amount,
an impairment loss is recognised. The Group performs its annual impairment test of goodwill as at 31 December.

The recoverable amount for the life insurance business CGU has been determined based on a value in use
calculation. This calculation is derived from embedded value (EV) principles together with the present value of
expected profits from future new business, The EV represents the sharcholder interests in the life insurance business
and is the total of the net worth of the life insurance business and the value of the in-force business.

The recoverable amount of the non-life insurance business CGU and investment management services business
CGU have been determined based on a value in use calculation. The calculation requires the Group to make an
estimate of the expected future cash flows from each of the CGUs and discount these amounts using a suitable rate
which reflects the rigk of those cash flows in order to calculate the present value of those cash flows.

Previously recorded impairment losses for goodwill are not reversed in future periods.

Deferred Acquisition Costs (DAC)

Those direct and indirect costs incurred during the financial period arising from the acquiring or renewals of
insurance contracts are deferred to the extent that these costs are recoverable out of future premiums from insurance
contract.

All other acquisition costs are recognised as expenses when incurred. Commissions paid to intermediaries and
other incremental direct costs incurred in relation to the acquisition and renewal of insurance contracts are
amortised over the terms of the insurance contracts to which they relate as premiums are earned, when the related
contracts are settled or disposed of.

Subsequent to initial recognition, this DAC asset for life insurance is amortised over the expected life of the
contracts as a constant percentage of expected premiums. DAC for general insurance and health products are
amortised over the period in which the related revenues are earned. The deferred acquisition costs for reinsurers
are amortised in the same manner as the underlying asset amortisation and is recorded in the consolidated statement
of income.

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

An impairment review is performed at each reporting date o