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Report on the audit of the financial statements

In our opinion, the financial statements present fairly, in all material respects, the financial position
of Takalul Emarat - Insurance (PSC) (the “Company”) as at 31 December 2016, and its financial
performance and its cash flows for the year then ended in accordance with International Financial
Reporting Standards (*IFRS’).

What we have audited

The Company’s financial statements comprise:

= the statement of financial position as at 31 December 2016;

» the statement of comprehensive income for the year then ended;

» the statement of changes in equity for the year then ended;

» the statement of cash flows for the year then ended; and

» the notes to the financial statements, which include a summary of significant accounting
policies.

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our
responsibilities under those standards are further described in the Auditor's responsibilities for the
audit of the financial statements section of our report.

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

Independence

We are independent of the Company in accordance with the International Ethics Standards Board
for Accountants’ Code of Ethics for Professional Accountants (IESBA Code) and the ethical
requirements that are relevant to our audit of the financial statements in United Arab Emirates. We
have fulfilled our other ethical responsibilities in accordance with these requirements and with the
IESBA Code.

PricewaterhouseCoopers (Dubai Branch), License no. 102451
Emaar Square, Building 4, Level 8, P O Box 11987, Dubai - United Arab Emirates
T: +971 (0)4 304 3100, F: +971 (0)4 346 9150, wwib.pwe.com/me

Douglas O*4ahony. Paul Suddaty. Jacquas Fakhoury and Monamed EIBome are ragatared as praetlsing audims wir the UAE Mn=try o Econamy { l }
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Overview

Key audit matlers ¢ Valuation of takaful contract liabilities
e Valuation of investment properties
e Measurement of acquisition costs on takaful life policies

As parl of designing our audit, we delermined materiality and assessed the risks of material
misstatement in the financial statements. In particular, we considered where management made
subjective judgements; for example, in respect of significant accounting estimates that involved
making assumptions and considering future events that are inherently uncertain. As in ail of our
audits, we also addressed the risk of management override of internal controls, including among
other matters consideration of whether there was evidence of bias that represented a risk of material
misstatement due to fraud.

We lailored the scope of our audit in order to perform sufficient work to enable us to provide an
opinion on the financial statements as a whole, taking into account the structure of the Company,
the accounting processes and controls, and the industry in which the Company operates.

Key audit matters

Key audit matters (KAMs) are those matters that, in our professional judgment, were of most
significance in our audit of the financial statements of the current period. These matters were
addressed in the context of our audit of the financial statements as a whole, and in forming our
opinion thereon, and we do not provide a separate opinion on these matters.

idit matte [0 udit addr (4 1h ) audit mai

Valuation of takaful contract liabilities
{refer to note 8 of the financial statements)

We focused on this balance because of the The work that we preformed to address the
complexity involved in the estimation valuation of takaful contract liabilities included
process, and the significant judgements that the following procedures:

management and the directors make in
determining the appropriateness  and

adequacy of the liability. We tested the completeness and accuracy of the

underlying data used in the actuarial calculations
through reconciliations between the data and the
Note 8 to the financial statements describes  financial ledger as well as between the actuarial
the elements that make up the takaful dataused by the external actuary and that used by
contract liabilities balance. We comment on  our own actuarial specialists in performing their
the most judgemental elements below. review.

(2)



Key audit matte

Valuation of takaful contract liabilities
(refer to note 8 of the financial statements)

I. Claims reported and unsettled:

The estimation of outstanding claims
involves significant judgement given the
size¢ of the liability and inherent
uncertainty in estimating the expected
future payments for claims incurred.

The valuation of outstanding claims relies
on the quality of the underlying data. It
involves subjective  judgements and
uncertainty about future events, both
internal and external to the business for
which small changes in assumptions can
result in a material impact to the estimate.

2. Claims incurred but not reported:
Significant judgement arises over the
estimation of payments for claims that
have been incurred at the reporting date
but have not yet been reported to the
Company. There is generally Iless
information available in relation to these
claims. Classes of business where there is
a greater length of time between the initial
claim event and settlement also tend to
display greater variability between initial
estimates and final settlement.

3. Mathematical reserves
This reserve represents the liability under
the life takaful fund which is determined
by an independent actuarial valuation,
considering future policy benefits at the
end of each reporting period. It involves
complex and subjective judgements, for
which small changes in assumptions can
result in a material impact to the estimate.

How onr audit addressed the Key audit mat

We evaluated the competence, objectivity and
independence of the Company's appointed
actuary and our own actuarial specialists,

We applied our industry knowledge and

experience and we compared the methodology,

models and assumptions used against recognised

actuarial practices in particular we:

¢ challenged management’s key assumptions
and judgements; and

¢ assessed whether the reserving methodology
has been applied consistently across periods.

We obtained an understanding of and evaluated
the Company’s internal controls over the claims
approval and recording process.

We substantively tested the outstanding claim
reserves and on sample basis; in particular we
performed the following procedures:

e Obtained an understanding of, and evaluated
the controls of the Company to obtain reliance
over the completeness and accuracy of the
reports received by management from
independent third party administrators (TPA),

e Venfied medical claims by comparing the
reports received by management from TPA.

e Tested a sample of individual and group life
claims by agreeing the claim details to the
underlying policy documents,

We checked the accuracy and completeness of
source data used for computing the contribution
deficiency reserve.
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Key audit matters (continued)

. Key auidit matter

Valuation of investment properties
(refer to note 11 of the financial statements)

The Company’s investment  properties
comprise of land and residential apartments.

The valuation of the Company’s property
portfolio is inherently subjective duc to,
among other factors, the individual nature of
each property, its location and the other
individual characteristics for that particular
property.

We have given specific audit focus and
attention to this area because the existence of
significant estimation uncertainty, coupled
with the fact that only a small percentage
difference in individual property valuation
assumptions, when aggregated, could result
in a material misstatement.

The valuation of land was carried out by a
third party valuer, Hamptons International
(the Valuer). The Valuer was engaged by the
Company, and performed its work in
accordance with the international Valuation
Standards issued by the Royal Institute of
Chartered Surveyors.

In determining a property’s valuation, the
Valuer adopted the Comparable Method
(Direct Comparison Approach) of valuation.
The Direct Comparison Approach mvolves
making adjustments to the sale price of
comparable properties in order to account for
ditference in location, access, use, plot and
shape, potential built up area allowance and
other individual characteristics.

How our audit addressed the Key audit matter

We evaluated the competence, capability and
objectivity of the valuation experts by
considering information from a variety of
sources, such as:

e Experience with previous work of that expert;

e Knowledge of that expert’s qualifications,
membership of a professional body or
industry association, license to practice, or
other forms of external recognition; and

e Assessment by our own real estate specialists.

We evaluated the appropriateness of the expert’s
work by considering the nature and content of the
instructions provided to the expert by the
Company, the relevance and reasonableness of
experts’ findings or conclusions, their
consistency with other audit evidence, and
whether  valuations have been appropriately
reflected in the financial statements. Where the
experts’ work involved significant use of source
data, the relevance and accuracy of that source
data was evaluated.

Because of the subjectivity involved in
determining valuations for individual properties
and the existence of alternative assumptions and
valuation methods, we determined a range of
values that were considered reasonable to
evaluate the independent property valuations used
by management,
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Key audit matters (continued)

Key audit muatie

Tow onr audit addressed the Key audif matter

Measurement of acquisition costs on takaful life policies

(refer to note 9 of the financial statements)

We locused on this area because ol the
complexity involved in the estimation
process, and the significant judgements that
management make with respect to the
measurement of acquisition costs on takaful
life policies and in determining the effective
term of takaful life policies.

The Company has carried out an exercise
during the current period to ascertain the
effective term of the life policies. The model
has been reviewed by the external actuary for
appropriateness of the effective term of the
life policies. The Company is amortising the
acquisition costs in the same proportion as
the fee income for each year over the
effective term of the takaful life policies.

Our actuarial cxperts reviewed the assumptions
underlying the model for recognition of
acquisition costs and determining the effective
term of takaful life policies along with the
supporting workings and discussed the model
with the external actuary.

We carried out procedures, on a sampie basis, to
test whether details of the specific policies
provided to the external actuary by the Company
agreed to the underlying policy documents.

We also carried out procedures, on a sample basis,
to check the completeness and accuracy of the
policy data provided to the external actuary. In
addition, on a sample basis, we recalculated the
amount of acquisition costs to be deferred as at
year end and the corresponding amortization
charge recorded in the income statement.

Management is responsible for the other information. The other information comprises Directors’
report and Shartah Board report (but does not include the financial statements and our auditor’s
report thereon), which we obtained prior to the date of this auditor’s report, and Highlights of the
Year, product portfolio, Chief Executive’s Review, Managing Director’'s Q&A and Strategy and
Business Model, which is expected to be made available to us after that date.

Our opinion on the financial statements does not cover the other information and we do not express

any form of assurance conclusion thereon.

&)
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In connection with our audit of the financial stalements, our responsibility is to read the other
information identified above and, in doing so, consider whether the other information is materially
inconsistent with the (inancial 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 1o the
date of this auditor’s report, we conclude that there is a material misstatement of this other
information, we are required to report that lact. We have nothing to report in this regard.

When we read Highlights of the Year, product portfolio, Chicel Executive’s Review, Managing
Director’s Q&A and Strategy and Business Model, il we conclude that there is a material
misstatement therein, we are required to communicate the matter o those charged with
governance.

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with International Financial Reporting Standards and their preparation in compliance
with the applicable provisions of the UAE Federal Law No. (2) of 2015 and the related Financial
Regulations for takaful companies issued by the Insurance Authority, and for such internal control
as management determines is necessary to enable the preparation of financial statements that are
free from material misstatement, whether due to fraud or error.

In preparing the financial statements, management is responsible for assessing the Company’s
ability to continue as a going concern, disclosing, as applicable, matters related to going concern
and using the going concem basis of accounting unless management either intends to liquidate the
Company or to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Company’s financial reporting
process,

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

(6)
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As part of an audit in accordance with ISAs, we exercise professional judgment and maintain
professional scepticism throughout the audit. We also:

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

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

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, hased on the audit evidence obtained, whether a material uncertainty exists related to
events or conditions that may cast significant doubt on the Company’s ability to continue as a
going concern. If we conclude that a material uncertainty exists, we are required to draw
attention in our auditor’s report to the related disclosures in the financial statements or, if such
disclosures are inadequate, to modify our opinion, Qur 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 Company to cease to continue as a going concern.

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

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

We aiso 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.

(7)
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From the matters communicated with those charged with governance. we determine those matters
that were of most significance in the andit of the Tinancial statements of the current period and are
therefore the key audit matiers. We deseribe 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 10 outweigh the public interest benefits
ol such communication.

As required by the UAE Federal Law No. (2) of 2015, as amended. we report that:

(i) we have obtained all the information we considered necessary for the purposes of our audit;

(i) the financial statlements have been prepared and comply, in all material respects, with the
applicabie provisions of the UAE Federal Law No. (2) of 2015:

(i)  the Company has maintained proper books of account;

(iv)  the financial information included in the Director’s report, is consistent with the books of
account of the Company:

(v) n}::tc 10 to the financial statements discloses the shares purchased by the Company during
the year;

(vi)  note 19 to the financial statements discloses material related party transactions and the
terms under which they were conducted:

(vii)  based on the information that has been made available to us nothing has come to our
attention which causes us to believe that the Company has contravened during the financial
year ended 31 December 2016 any of the applicable provisions of the UAE Federal Law
No. (2) of 2015 or in respect of the Company, its Memorandum and Articles of Association
which would materiaily affect its activities or its financial position as at 31 December 2016:;
and

(viii} note 39 to the financial statements discioses the social contributions made during the year.

Further, as required by the UAE Federal Law No. (6) of 2007 and the related Fi nancial Regulations
for Insurance Companies issued by the Insurance Authority, we have obtained all the required
information and explanations we considered necessary for the purposes of our audit. As discussed
in note 1 to the financial statements, the Company is in the process of complying with certain
Sections of the Financial Regulations for insurance companies issued by the Insurance Authority.

PricewaterhouseCoopers
7 February 2017

PR

Mohamed ElBorno
Registered Auditor Number 946
Dubai, United Arab Emirates

"
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Takaful Emarat - Insurance (PSC)

Statement of financial position

ASSETS

Cash and bank balances
Investments at fair value through profit or loss
Takaful receivables and other assets
Deposit

Retakaful contract assets

Deferred policy acquisition costs
Investment properties

Statutory deposit

Held-1o-maturity investment
Property and equipment

Intangible assets

Total assets

LIABILITIES AND EQUITY
LIABILITIES

Takaful and other payables
Takaful contract liabilities
Borrowings

Provision for employees® end of service benefits

Total liahilities

EQUITY

Share capital
Accumulated losses
Statutorv reserve

Total equity
Total liabilities and equity

13
14

16

15
17

8

3

31 December

31 December

2016 2015
AED AED
186,158,667 129,076,567
134,388,836 78,884,626
157,973,152 90,021,295
23,000,000 -
95,705,237 41,199,181
43,499,624 50,674,996
38,405,816 39,676,256
4,000,000 4,000,000
1,000,000 1,000,000
2,471,395 3,032,384
1,533,323 1,697,179
688,136,050 439,262,484
187,046,568 98,345,510
337,539,349 193,544,572
19,845,000 11,025,000
1,743,000 1,395,084
546,173,917 304,310,166
150,000,000 150,000,000
(11,278.446) (16,787,279)
3,240,579 1,739,597
141,962,133 134,952,318
688,136,050 439,262,484

This financial statements were approved by the Board of Directors on 7 February 2017 and are signed

e

on its behalf by:

Mokha
Mapaging Director

7 é‘
ad‘Alhawari Mael Al Sharif

Chief Executive Officer

The noles on pages 13 to 62 fixrm an integral part ofthe financial starements,

=

Adnan Sabaalzish
Financial Controller

(%)




Takaful Emarat - Insurance (PSC)

Statement of comprehensive income

Attributable to policyholders:
Gross contributions written
Changes in uncarned contributions

Takaful contributions earned
Retakaful contributions ceded

Net earned contributions

Gross claims incurred
Retakaful share of ¢laims incurred

Net claims incurred

Commission incurred

Allocation charges on life takalul policies

Change in reserves

Net change in fair value of policyholders investment linked
contracts

Net takalul income

Wakalah fees
Investment income - net

Net surplus / (deficit) from takaful operations

Attributable to shareholders:
Wakalah fees from policy holders

Investment income / (loss)

Allocation charges on life takaful policies

Gain on sale of investment property

Change in fair value of investment property

Other income

Commission incurred

General and administrative expenses

Reversal of / (provision for) Qard Hassan to policyholders’
fund

Profit for the year attributable to shareholders
Basic and diluted profit per share

Other comprehensive income

Total comprehensive income for the year

The notes on pages {3 to 62 form an integral part of the financial statements.

Notes

21
21

21

22
22

9

23
23

24
25

25
11
26

27

28

Year ended 31 December

2016 2015
AED AED
568,167,214 402,821,846
(74,707,342)  (24,930,673)
493,459,872 377,891,173
(118,584,115)  (58,011,344)
374,875,757 319,879,829
(350,894,442)  (245,759,937)
93,367,737 25,928,303
(257,526,705)  (219,831,634)
- (14,962,368)
(25,346,020)  (25.629,351)
(26,146,441)  (18,563,621)
(966,726) 1,193,097
64,889,865 42,085,952
(64,534,393)  (56,325,880)
828,179 i
1,183,651  (14,239,928)
64,534,393 56,325,880
25,535,078  (10,363,308)
25,346,020 25,629,351
- 5,402,745
(1,270,440) 1,927,615
2,109,031 1,777,555
45,319,218)  (17,691,852)
(57,108,700) (38,553,201
1,183,651  (14,239,928)
15,009,815 10,214,857
0.10 0.10
15,009,815 10,214,857
(10)
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Takaful Emarat - Insurance (PSC)

Statement of cash flows

Cash flows from operating activities
Profit for the year
Adjustments lor:
Depreciation and amortization of property and equipment and
intangible assets (Note 27}
Realised loss / (gain) on sale of investments at [air value
through profit or loss (Nole 25)
(Gain) / loss on revaluation of investments carried at fair value
through profit or loss (Note 10)
Provision of employees’ end of service benefits (Note 17)
Provision for doubtful debts (Note 7)
Gain on sale of property, equipment and Investment properties
Change in lair value of investment properties (Note 11)
Operating (loss) / profit before working capital changes and
payment of employee end of service benefits
Employees’ end of service benefits paid (Note 17)
Operating (loss) / profit before working capital changes
Working capital changes:
Changes in retakaful contract assets
Changes in takaful receivables and other assets
Changes in deferred policy acquisition costs
Changes in takaful contract liabilities
Changes in takaful and other payables
Net cash generated from operating activities

Cash flows from investing activities

Purchase of investments at fair value through profit or loss
{Note 10)

Proceeds from sale of investments at fair value through profit or
loss

Change in deposits with original maturity of more than three
months

Purchase of property and equipment and intangible assets

Proceeds from sale of property and equipment

Additions to residential apartments

Purchase of held to maturity investment

Deposit held with an investment entity

Net cash used in investing activities

Cash flows from financing activities
Proceeds from issue of shares
Dividends paid

Borrowings received

Net cash from financing activities

Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of the year
Cash and cash equivalents at end of the year (Note 5)

The notes on pages 13 to 62 form an integral part of the financial statements.

Year ended 31 December

2016 2015
AED AED
15,009,815 10,214,857
1,962,021 2,261,611
(4,389,456) 6,017,902
(19,981,986) 5,555,971
493,732 573,123
660,844 -
- (5,527,159)
1,270,440 (1,927,615)
(4,974,590) 17,168,690
(145,816) (480,598)
(5,120,406) 16,688,002
(54,506,056) (29,451,316)
(68,612,701) (14,818,240)
7,175,372 (14,367,885)
143,994,777 69,562,277
88,701,058 66,105,874
111,632,044 93,718,802
(39,985,881) (139,317,859)
8,853,113 92,420,134
(23,750,000) (2,500,000)
(1,237,176) (733,614)
- 31,995
- (939,122)
- (1,000,000)
(23,000,000) -
(79,119,944) (52,038,466)
. 50,000,000
(8,000,000) -
8,820,000 11,025,000
820,000 61,025,000
33,332,100 102,705,336
126,576,567 23,871,231
159,908,667 126,576,567
(12)




Takaful Emarat - Insurance (PSC)

Notes to the financial statements for the year ended 31 December 2016

1. General information

Takaful Emarat - Insurance (PSC), Dubai, United Arab Emirates (the “Company™) is a public joint
stock comparty incorporated in the Emirate of Dubai — United Arab Emirates, pursuant (o decree
No. 62 for the year 2007 issued by the Ministry of Economy on February 6, 2007, and is subject to
the provisions of the UAE Federal Law No. 2 of 2015 ("Companies Law").

The Company has assessed and evaluated the provisions of the UAE Federal Law No 2 of 2015
(Companies Law) and is in the process of ensuring the compliance within the transitional period of
this law which has been extended (o 30 June 2017.

In December 2014, the UAE Insurance Authority issued the Board of Directors’ decision number
(26) of 2014 relevant to financial regulations for Insurance Companies, The takaful insurance
companies are given a period of one to three years to comply with the various sections of the
financial regulations. The Company is in the process of complying with certain Sections of the
Financial Regulations issued by the Insurance Authority.

The Company carries out takaful insurance activities in Health Insurance, Lite Insurance and Credit
and Saving Insurance in accordance with the Islamic Sharia’a and within the provisions of the
Articles of Association of the Company.

The registered address of the Company is P.O. Box 64341, Dubai, United Arab Emirates.

2.  Basis of preparation

2.1  Statement of compliance

The financial statements have been prepared in accordance with and comply with International
Financial Reporting Standards, (IFRS) as issued by the International Accounting Standards Board
(IASB), interpretations issued by International Financial Reporting Interpretations Committee
(IFRIC) and the applicable requirements of laws of the United Arab Emirates.

The preparation of these financial statements in conformity with IFRS requires the use of certain
critical accounting estimates. It also requires management to exercise its judgement in the process
of applying the Company’s accounting policies. The areas involving a higher degree of judgement
or complexity, or areas where assumptions and estimates are significant to the financial statements
are disclosed in Note 4.

(13)




Takaful Emarat - Insurance (PSC)

Notes to the financial statements for the year ended 31 December 2016 (continued)

3.  Summary of significant accounting policies

3.1  Standards, amendments and interpretations

(a) Standards, _amendments _and__interpretations_that _are _effective_for _the Company’s

acconunting period beginning on I Jannary 2016

New standards and significant amendments to standards applicable to
the Company

Effective date

Amendment to IAS 16, ‘Property, plant and equipment’ and IAS 38,
‘Intangible assets’ regarding depreciation and amortisation.

This amendment clarifies that revenue is generally presumed o be an
inappropriate basis for measuring the consumption of the cconomic benefits
embodied in an intangible asset.

‘The presumption may only he rebutlted in certain limited circumstances.

I January 2016

Amendments to IAS 1, ‘Presentation of financial statements’ Disclosure
initiative

The amendments clarily that it may be necessary Lo disaggregate some of the
line ilems specified in [AS | paragraphs 54 (statement of financial position)
and 82 (profit or loss). That disaggregation is required where it is relevant to
an understanding of the entity’s financial position or performance.

i January 2016

Annual improvements 2012 - 2014

These annual improvements amend standards from the 2012 - 2014 reporting
cycle. It includes changes to:

m IFRS 7, ‘Financial instruments: Disclosures’ — The amendment related (o
servicing contracts requires that if an entity transfers a financial asset to a
third party under conditions which allow the transferor (o derecognise the
assel, IFRS 7 requires disclosure of all types of continuing involvement that
the entity might still have in the transferred assets.

m IAS 19, ‘Employee benefits’ — The amendment clarifies, when determining
the discount rate for post-employment benefit obligations, that it is the
currency that the liabilities are denominated in that is important, not the
country where they arise.

m IAS 34, ‘Interim financial reporting’, regarding information disclosed
elsewhere in the interim financial report. The amendment clarifies what is
meant by the reference in the standard to ‘information disclosed elsewhere in
the interim financial report’. The amendment further amends [AS 34 (o
require a cross-reference from the interim financial statements to the location
of that information. The amendment is retrospective.

I January 2016

There is no material impact of the above amendments on the financial statements of the Company.
There are no other IFRSs or IFRIC interpretations that were effective for the first time for the
financial year beginning on | January 2016 that have had a material impact on the Company’s

financial statements,
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Takaful Emarat - Insurance (PSC)

Notes to the financial statements for the year ended 31 December 2016 (continued)

3.  Summary of significant accounting policies (continucd)
KN | Standards, amendments and interpretations (continued)

(b) Standards, amendments and interpretations issued but not vel effective for the Company's
accounting period begmning on 1 Januarv 2016 and not early adopted

New standards and significant amendments to standards applicable to the Effective
Company date
IFRS 15, ‘Revenue from contracts with customers’ 1 January

This standard replaces 1AS |1, ‘Construction contracts’, IAS 18, ‘Revenue’ and related 2018

interpretations. Revenue is recognised when a customer obtains control of a good or
service and thus has the ability to direct the use of and obtain the benefits from the good
or service, The core principle of IFRS 15 is that an entity recognises revenue to depict the
transfer of promised goods or services to customers in an amount that reflects the
consideration to which the entity expects to be entitled in exchange for those goods or
services. [FRS 15 also includes a cohesive set of disclosure requirements that will result
in an entity providing users of financial statements with comprehensive information about
the nature, amount, timing and uncertainty of revenue and cash flows arising from the
entity’s contracts with customers.

Amendment to IFRS 15, ‘Revenue from contracts with customers’

These amendments comprise clarifications on identifying performance obligations,
accounting for licenses of intellectual property and the principal versus agent assessment
(gross versus net revenue presentation). The IASB has also included additional practical
expedients related to transition to the new revenue standard.

IFRS 9, ‘Financial instruments’ I January

The complete version of IFRS 9 replaces most of the guidance in IAS 39. IFRS 9 retains 20]8_

but simplifies the mixed measurement model and establishes three primary measurement (Ear!ler.
categories for financial assels: amortised cost, fair value through OCI and fair value f]ppllcatlon
through P&L. The basis of classification depends on the entity’s business model and the | *° .
contractual cash flow characteristics of the financial asset. Investments in equity permitted)
instruments are required to be measured at fair value through profit or loss with the
irrevocable option at inception to present changes in fair value in OCI, There is now a
new expected credit losses model that replaces the incurred loss impairment model used
in 1AS 39. For financial liabilities, there were no changes to classification and
measurcment except for the recognition of changes in own credit risk in other
comprehensive income, for liabilities designated at fair vaiue, through profit or loss, IFRS
9 relaxes the requirements for hedge effectiveness by replacing the bright line hedge
effectiveness tests. It requires an economic relationship between the hedged item and
hedging instrument and for the ‘hedged ratio’ to be the same as the one management
actually uses for risk management purposes. Contemporaneous documentation is stiil
required but is different to that currently prepared under IAS 39,
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Takaful Emarat - Insurance (PSC)

Notes to the financial statements for the year ended 31 December 2016 (continued)

3.  Summary of significant accounting policies (continued)
3.1 Standards, amendments and interpretations (continucd)

(b) Standards, amendments and interpretations issued but not vet effective for the Company's
accounting period beginning on | January 2016 and not early adopted (continued)

New standards and significant amendments to standards applicable to Effective date
the Company
Amendments to IAS 7, ‘Statement of cash flows on disclosure initiative’ I January 2017

These amendments to LAS 7 introduce an additional disclosure that will enable
users of financial statements to evaluale changes in liabilities arising from
financing activities including those from cash flows and other non-cash
changes. The new requirement typically entails a reconciliation between the
opening and closing balances in the stalement of financial position for liabilities
arising from financing activities.

IFRS 16, ‘Leases’ I January 2019

This standard replaces the current guidance in IAS 17 and is a far reaching
change in accounting by lessees in pacticular. Under TAS 17, lessees were
required to make a distinction between a finance lease (on balance sheet) and
an operating lease (off balance sheet). IFRS 16 now requires lessees to
recognise a lease liability reflecting future lease payments and a ‘right-of-use
asset’ for virtually all lease contracts. The IASB has included an optional
exemption for certain short-term leases and leases of low-value assets;
however, this exemption can only be applied by lessees.

For lessors, the accounting stays almost the same. However, as the IASB has
updated the guidance on the definition of a lease (as well as the guidance on the
combination and separation of contracts), lessors will also be affected by the
new standard. At the very least, the new accounting model for lessees is
expected to impact negotiations between lessors and lessees. Under IFRS 16, a
contract is, or contains, a lease if the contract conveys the right to control the
use of an identified asset for a period of time in exchange for consideration.

The Company is assessing the impact of the above new standards and amendments to published
standards or [FRIC interpretations issued but not yet effective for the Company’s financial year
beginning on 1 January 2016.
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Takaful Emarat - Insurance (PSC)

Notes to the financial statements for the year ended 31 December 2016 (continucd)

3. Summary of significant accounting policies (continued)
3.2 Basis of measurement

The financial statements have been prepared on the historical cost basis, except lor the revaluation of
financial instruments at fair value through profit or loss and investment properties that have been
measured at fair value,

The signilicant accounting policies applied in the preparation of these financial statements are set out
below. These policies have been consistently applied to all the years presented, unless otherwise
stated.

3.3  Foreign currency
{a) Functional and presentation currency

ltems included in the inancial statements of the Company are measured in United Arab Emirates
Dirham (“AED") being the currency of the primary economic environment in which the Company
operales (“the functional currency”). The financial statements are prepared in AED, which is the
Company’s functional and presentation currency.

(b) Transactions and balances

Foreign currency transactions are translated into the functional currency using the exchange rates
prevailing at the dates of the transactions or valuation where items are re-measured. Foreign
exchange gains and losses resulting from the settlement of such transactions and from the
translation at year-end exchange rates of monetary assets and liabilities denominated in foreign
currencies are recognized in statement of comprehensive income.

34  Takaful contributions
3.4.1 Medical and short term life takaful contracts

Takaful contributions comprise the total contributions receivable for the whole period of cover
provided by takaful contracts entered into during the accounting period and are recognised on the
date on which the (akaful policy incepts. Unearned contributions are those proportions of
contributions written in a year that relate to period of risk after the reporting date. Unearned
contributions is caiculated on a daily prorate basis or “1/365” method. The proportion attributable
to subsequent year is deferred as a provision for unearned contributions.

3.4.2  Long term Life takaful contracts

The Company issues long term takaful contracts with an investment linked component. The
Company classifies such contracts as takaful contracts based on significance of insurance risk.
Takaful contracts with no significant insurance risk are classified as investment contracts. As a
general guideline, the Company defines as significant insurance risk the possibility of having to
pay benefits on the occurrence of an insured event that is at least 10% more than the benefits
payable if the insured event did not occur.
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Takaful Emarat - Insurance (PSC)
Notes to the financial statements for the year ended 31 December 2016 (continucd)

3. Summary of significant accounting policies (continued)
34 Takaful contributions (continued)
3.4.2  Long term Life takafil contracts (continued)

For takaful contracts, contributions, surrenders and maturities, changes in fair values of underlying
assets and changes in reserves are recognised in the statement of comprehensive income. For
investment contracts, changes in fair values of underlying assets and changes in reserves are
recognised in the statement of comprehensive income and contributions and surrenders and
maturities are directly recognised under investment contracls.

Liabilities for unit-linked contracts represent portfolios maintained (o meet specific investment
objcctives of participants who bear the credit and market risks. The liabilities are carried at fair
value with changes recognised in the statement of comprehensive income.

A liability for contractual benefits that are expected to be incurred in future is recorded when the
contributions are recognised. The liability is based on the assumptions as to mortality, persistency,
maintenance expenses and investment income that are established at the time the contract is issued.
A margin for adverse deviation is included in the assumptions.

Where a life assurance contract has a single contribution or limited number of contribution
payments due over a significantly shorter period than the period during which the benefits are
provided, the excess of the contributions payable over the valuation premiums is deferred and
recognised as income in line with the decrease of unexpired insurance risk of the contract inforce
or for annuities in force, in line with the decrease of the amount of future benefits expected to be

paid.

The liabilities are recalculated at the end of each reporting period using the assumptions
established at the inception of the contract.

3.5  Retakaful contributions
Retakaful contribution ceded are amounts paid to insurance and reinsurance companies in
accordance with the retakaful contracts of the Company. In respect of proportional retakaful

contracts and non-proportional retakaful contracts, the amounts are recognised in the statement of
comprehensive income in accordance with the terms of these contracts.

3.6  Wakalah fees
The Company manages the takaful operations on behalf of the policyholders for a wakalah fee which

is recognised on an accrual basis. A similar amount is shown as expense in statement of income
attributable to policyholders,
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Takaful Emarat - Insurance (PSC)

Notes to the financial statements for the year ended 31 December 2016 (continued)

3. Summary of significant accounting policies (continued)
3.7 Claims

Claims, comprising amounts payable to participants and related loss adjustment expenses, net of
recoveries and are charged (o statement of comprehensive income as incurred, Such expenses
include direct and indirect claims settlement costs which arise from events that have occurred up
to the balance sheet date even il they have not been reported. The Company does not discount its
liabilities for unpaid claims. Liabilities for unpaid claims are estimated using the input of
assessments ol individual cases reported and statistical analysis for the claims Incurred But Not
Reported (“IBNR™) as determined by management’s best estimale.

38 Retakaful share of claims incurred

Retakaful share of claims are recognised when the related gross claim is recognised according to the
terms of the retakalul contracts of the Company.

3.9  Policy acquisition costs

Commissions that are related to securing new contracts and renewing existing contracts are amortised
over the terms of the policies as takaful contribution is earned. All other costs are recognised as
expenses when incurred.

3.10 Investment income

Profit from investment deposits is recognised on a time proportion basis, Dividend income is
accounted for when the right to receive payment is established. Gains and losses on the sale of
investments are calculated as the difference between net sales proceeds and the weighted average cost
and are recorded on occurrence of the sale transaction.

3.11 Cash and cash equivalents

For the purpose of the cash flows statement, cash and cash equivalents comprise cash in hand,
balances with banks and unrestricted deposits with a maturity of less than three months from the
date of placement.
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Takaful Emarat - Insurance (PSC)
Notes to the financial statements for the year ended 31 December 2016 (continued)

3. Summary of significant accounting policies (continued)
3.12  Liability adequacy test

At the end of each reporting date the Company assesses whether its recognised takalul liabilities are
adequate using current estimates of future cash flows under its takaful contracts. If that assessment
shows that the carrying amount of its takaful liabilities is inadequate in (he light of estimated future
cash flows, the entire deficiency is immediately recognised as charge against income and an
additional reserve created.

The Company docs not discount its liability for unpaid claims as substantially all claims are expected
lo be paid within one year of the reporting date.

3.13 Retakaful contract assets

The Company cedes takaful risk in the normal course of business for all of its businesses. Retakaful
assets represent balances due from retakaful companics. Recoverable amounts are estimated in a
manner consistent with the claims reported and unsettled, claim incurred but not reported, unearned
contributions and mathematical reserves and are in accordance with the retakaful contracts.

An impairment review is performed at each reporting date or more frequently when an indication of
impairment arises during the reporting year. Impairment occurs when objective evidence exists that
the Company may nol recover outstanding amounts under the terms of the contract and when the
impact on the amounts that the Company will receive from the retakaful can be measured reliably.
The impairment loss is recorded in the statement of comprehensive income. Ceded retakaful
arrangements do not relieve the Company from its obligations to policyholders.

Contributions and claims are presented on a gross basis for both ceded and assumed retakaful risk.

Retakaful assets or liabilities are derecognised when the contractual rights are extinguished or expire
or when the contract is transferred to another party.
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Takaful Emarat - Insurance (PSC)

Notes to the financial statements for the year ended 31 December 2016 (continued)

3. Summary of significant accounting policies (continued)
3.14 Takatul contract liabilities
(i) Unearned contributions

Unearned contributions arc those proportions of contributions written in a year that relate to period
of risk alter the reporting date. Unearned contribution is calculated on a daily prorate basis or “1/365”
method. The proportion attributable (o subsequent year is deferred as a provision for uncarned
contributions,

(ii)  Claims reported and unsettled

Qutslanding claims reported are based on the estimated ultimate cost of all claims incurred but not
settled at the reporting date, alter reduction for the recoveries. Delays can be experienced in the
notification and settlement of certain types of claims, therefore the ultimate cost of claims cannot be
known with certainty at the reporting date. The liability is not discounted for the time value of moncy.
No provision for equalisation or catastrophic reserves is recognised. The liability is derecognised
when the contract expires, is discharged or is cancelled.

(iii}  Claims incurred but not reported

A provision for claims Incurred But Not Reported (“IBNR™) is determined by management’s best
estimate and after considering results of reserve review done by an independent actuary.

The reserves represent management’s best estimates on the basis of;

(a) claims reported during the year
(b} delay in reporting these claims

(iv)  Life takaful fund

The life takaful fund is determined by independent actuarial valvation of future policy benefits at the
end of each reporting period. Actuarial assumptions include a margin for adverse deviation and
generally vary by type of policy, year of issue and policy duration. Mortality and withdrawal rate
assumptions are based on experience and industry mortality tables. Adjustments to the balance of the
fund are effected by charging to statement of comprehensive income.

(v) Unit linked liabilities

For unit linked policies, liability is equal to the policy account values. The investment component of
these insurance contracts are designated as at fair value through profit and loss (FVTPL).
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Takatul Emarat - Insurance (PSC)

Notes to the financial statements for the year ended 31 December 2016 (continued)

3. Summary of significant accounting policies (continued)
3.15 Investment properties

Investment property comprises property held (or rental yields and lor capital appreciation. It is not
held for purposes ol the Company’s own use as part of property and equipment. Investment
property is initially recognized at cost, including transaction expenses. Subsequent to initial
recognition, investment property is carried at fair value,

Fair value of the investment property is determined on the basis of valuation undertaken by an
independent valuer who holds a recognized and relevant qualification and has recent experience
in the location and category of the investment property being valued. Gains and losses arising from
changes in the fair value are recognized in the statement of comprehensive income in the period
in which they arise,

3.16 Property and equipment
Property and cquipment are stated at cost less accumulated depreciation. Depreciation is caleulated

on the straight-line method to write down the cost of assets to their estimated residual values over
their expected useful economic lives as follows:

Office equipment 5 years
Furniture and flixtures 10 years
Motor vehicles 5 years

Where the carrying amount of an asset is greater than its estimated recoverable amount, it is written
down immediately to its recoverable amount being the higher of the net selling price and value in
use. Gains and losses on disposal of property and equipment are determined by reference to their
carrying amount and are recorded in the statement of comprehensive income.

3.17 Intangible assets

Intangible assets represents software acquired by the Company which is stated at cost less
accumulated amortisation and impairment losses, if any. Cost of the software represents the costs
incurred to acquire and bring the software to use.

Amortisation is recognised on a straight line basis over the useful life of the software, from the
date it is available for use. The useful life of the software is estimated to be 5 years.
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Takaful Emarat - Insurance (PSC)

Notes to the financial statements for the year ended 31 December 2016 (continued)

3.  Summary of significant accounting policies (continued)
3.18 Impairment of non-financial assets

Intangible assets that have an indefinite useful life or intangible assets not ready to use are not subject
Lo amortisation and arc ested annually for impairment. Assets that are subject to amortisation are
reviewed for impairment whenever events or changes in circumstances indicate (hat the carrying
amount may not be recoverable. An impairment loss is recognised for the amount by which the asset’s
carrying amount exceeds its recoverable amount. The recoverable amount is the higher of an asset’s
lair value less costs of disposal and value in use.

3.19 Financial assets
3.19.1 Classification

The Company classifies its financial assets in the following categories: at fair value through profit
or loss, loans and receivables and financial assets carried at amortised cost. The classification
depends on the purpose for which the financial assets were acquired. Management determines the
classification of its financial assets at initial recognition.

(a) Financial assets at fair value through profit or loss

Financial asscts at fair value through profit or loss are financial assets held for trading. A financial
asset is classified in this category if acquired principally for the purpose of selling in the short
term.

(b) Loans and receivables

Loans and reccivables are non-derivative financial assets with fixed or determinable payments that
are not quoted in an active market. The Company’s loans and receivables comprise ‘takaful and
other receivables’, ‘due from related party’, ‘retakaful receivables’, ‘deposit’ and ‘cash and bank
balances’ in the statement of financial position.

(c) Held-to-maturity investment

Held-to-maturity investment is a non-derivative financial assets with fixed or determinable
payments and a fixed maturity that the Company’s management has the positive intention and
ability to hold to maturity. If the Company were to sell other than an insignificant amount from
investments carried at amortised cost, the entire category would be reclassified as available for
sale,
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Notes to the financial statements for the year ended 31 December 2016 (continucd)

3. Summary of significant accounting policies (continued)
3.19 Financial assets (continued)
3.19.2 Recognition and measurement

Regular purchases and sales of financial assels are recognised on the trade-date the date on which
the Company commits to purchase or sell the asset. Investments are initially recognised at fair
value plus transaction costs lor all financial assets not carried at fair value through profit or loss.
Financial assets carried at fair value through profit or loss are initially recognised at fair value, and
transaction costs are expensed in the statement of comprehensive income. Financial assets are
derecognised when the rights to receive cash fows [rom the investments have expired or have been
transferred and the Company has translerred substantially all risks and rewards of ownership.
Loans and receivables are subsequently carried at amortised cost using the effective interest
method.

Gains or losses arising from changes in the fair value of the ‘financial assets at fair value through
profitor loss’ category arc presented in the statement of comprehensive income within ‘Investment
income’ in the period in which they arise.

3.19.3 Impairment of financial assets
{a) Financial assets carried at amortised cost

The Company assesses at the end of each reporting period whether there is objective evidence that
a financial asset or Company of financial assets is impaired. A financial asset or Company of
financial assets is impaired and impairment losses arc incurred only if there is objective evidence
of impairment and as a result of one or more events that occurred after the initial recognition of
the asset (a ‘loss event’) and that loss event (or events) has an impact on the estimated cash flows
of the financial asset or Company of financial assets that can be reliably estimated.

For loans and receivables category, the amount of the loss is measured as the difference between
the asset’s carrying value and the present value of estimated future cash flows discounted at the
financial asset’s original effective interest rate. The carrying amount of the asset is reduced and
the amount of the loss is recognised in the statement of comprehensive income.

If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be

related objectively to an event occurring after the impairment was recognised, the reversal of the
previously recognised impairment loss is recognised in the statement of comprehensive income.
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Notes to the financial statements for the year ended 31 December 2016 (continued)

3. Summary of significant accounting policies (continued)
3.20  Financial liabilities

Financial liabilitics are recognised initially at fair value and subsequently measured at amortised
cost using the eflective profit method except for unit link contract liabilities. Liabilities are
recognised for amounts to be paid for services received, whether or not billed to the Company.

3.21 Surplus/ deficit in policyholders’ fund

Surplus in participants’ funds represents accumulated gains on takalul activities and are distributed
among the participants. The timing, quantum and the basis of distribution are determined by the
Company and are approved by its Fatwa and Shari’a Supervisory Board.

Deficits in participants’ funds are (inanced through Qard Hasan by the Company and thereafter
fully provided for by the Company. Accordingly, assets, liabilities, revenue and expenses
relating to the participants’ funds are recognized in the financial statements of the Company.

3.22 Employee benefits

3.22.1 Defined contribution plan

UAE national employees of the Company are members of the Governmeni-managed retirement
pension and social security benefit scheme pursuant to UAE labour law no. 7 of 1999. The Company
is required to contribute 12.5% of the “contribution calculation salary” of payroil costs to the
retirement benefit scheme to fund the benefits. The employees and the Government contribute 5%
and 2.5% of the *contribution calculation salary” respectively, to the scheme. The only obligation of
the Company with respect to the retirement pension and social security scheme is to make the
specified contributions. The contributions are charged to the statement of comprehensive income.

3.22.2 Annual leave and leave passage

An accrual is made for the estimated liability for employees' entitlement to annual leave and leave
passage as a result of services rendered by eligible employees up to the end of the year.

3.22.3 Provision for employees’ end of service benefits
A provision is made in accordance with the provisions of [AS 19 “Employee Benefits” for the end
of service benefits due to employees in accordance with the Labor Law, for their period of service

up to the statement of financial position date. This amount is charged to the statement of
comprehensive income,
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Notes to the financial statements for the year ended 31 December 2016 (continucd)

3. Summary of significant accounting policies (continued)
3.23  Provisions

Provisions are recognised when the Company has a present obligation (legal or constructive) as a
result of a past event, it is probable that the Company will be required to settle the obligation, and a
reliable estimate can be made of the amount of the obligation.

The amount recognised as a provision is the best estimate of the consideration required to settle the
present obligation at the end of the reporting period, taking into account the risks and uncertaintics
surrounding the obligation. Where a provision is measured using the cash flows estimated to settle
the present obligation, its carrying amount is the present value of those cash lows (where the effect
of time value of money is material).

3.24 Offsetting financial instruments

Financial assets and liabilities are offsct and the net amount reported in the statement of financials
position when there is a legally enforceable right to set off the recognised amounts and there is an
intention to settle on a net basis, or realise the assel and settle the liability simultaneously.

3.25 Leases

Leases in which a significant portion of the risks and rewards of ownership are retained by the lessor
are classified as operating ieases. Payments made under operating leases (net of any incentives
received from the lessor) are charged to the statement of comprehensive income on a straight-line
basis over the period of the lease.

3.26 Borrwoings

Borrowings are recognised initially at fair value, being (heir issue proceeds (fair value of
consideration received), net of transaction costs incurred. Borrowings are subsequently stated at
amortised cost; any difference between proceeds net of transaction costs and the redemption value is
recognised in the statement of comprehensive income over the period of the borrowings using the
effective interest method.
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Notes to the financial statements for the year ended 31 December 2016 (continued)

4.  Critical accounting judgments and key sources of estimation uncertainty

In the application of the Company’s accounting policies, which are described in Note 3 (o these
financial statements, management is required to make judgments, estimates and assumptions about
the carrying amounts of assets and liabilitics that are not readily apparent from other sources. The
estimates and associaled assumpltions are based on historical experience and other factors that are
considered to be relevant. Actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting
estimates are recognised in the period in which the estimate is revised if the revision affects only that
period or in the period of the revision and future periods il the revision affects both current and future
periods.

The significant judgments and estimates made by management, that have a significant risk of causing
a material adjustment to the carrying amounts of assets and liabilities within the next financial year
are described below:

4.1  Critical judgements in applying accounting policies
4.1.1 Classification of investments

Management decides on acquisilion of an investment whether it should be classified as investments
at fair value through profit or loss or investment carried at amortised cost. The Company classifies
investments at fair value through profit or loss, if they are acquired primarily for the purpose for short
term profit making. Other investments are classified as investments carried at amortised cost if the
Company’s management has the positive intention and ability to hold the investment.

4.2  Key sources of estimation uncertainty

The following are the key assumptions concerning the future, and other key sources of estimation
uncertainty at the end of the reporting period, that have a significant risk of causing a material
adjustment to the carrying amounts of assets and liabilities within the next financial year.

4.2.1 The ultimate liability arising from claims made under takaful contracts

The estimation of ultimate liability arising from the claims made under takaful contracts is the
Company’s most critical accounting estimate. There are sources of uncertainty that need to be
considered in the estimate of the liability that the Company will eventually pay for such claims.
Estimates have (o be made both for the expected ultimate cost of claims reported at the end of each
reporting period and for the expected ultimate cost of claims incurred but not reported (“IBNR™) at
the end of each reporting period. Liabilities for unpaid reported claims are estimated using the input
of assessments for individual cases reported to the Company and management estimates based on
past claims settlement trends for the claims incurred but not reported. At each reporting date, prior
year claims estimates are reassessed for adequacy and changes are made to the provision.
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Notes to the financial statements for the year ended 31 December 2016 (continued)

4, Critical accounting judgments and key sources of estimation uncertainty
(continued)

4.2  Key sources of estimation uncertainty (continued)
4.2.2 Fair value of investnent properties

The best evidence of fair value is current prices in an active market for similar propertics. In the
absence of such information, the Company determined the amount within a range of reasonable fair
value estimates. In making its judgment, the Company considers recent prices of similar properties in
the same location and similar conditions, with adjustments to reflect any changes in the nature,
location or economic conditions since the date of the transactions that occurred at those prices. Such
estimation is based on certain assumptions, which are subject (o uncertainty and might materially
differ from the actual results.

4.2.3 Linpairment of takaful receivables

The Company reviews its receivables to assess impairment on a quarterly basis. In determining
whether an impairment loss should be recorded in the statement of comprehensive income, the
Company makes judgements as to whether there is any observable data indicating that there is a
measurable decrease in the estimated future cash flows from receivables. A provision for
impairment of contribution, retakaful and other receivables is established when there is objective
evidence that the Company will not be able to collect all amounts due according to their terms.

4.2.4 Liability adequacy test

At end of each reporting period, liability adequacy tests are performed to ensure the adequacy of
takaful contract liabilities. The Company makes use of the best estimates of future contractual cash
flows and claims handling and administration expenses, as well as investment income from the assets
backing such liabilities in evaluating the adequacy of the liability. Any deficiency is immediately
charged to the statement of comprehensive income.

4.2.5 Actuarial valuation of life takaful provision

The life assurance fund is determined by independent actuarial valuation of tuture policy benefits at
the end of each reporting period. Actuarial assumptions include a margin for adverse deviation and

generally vary by type of policy, year of issue and policy duration.

Mortality and withdrawal rate assumptions are based on experience and industry mortality tables.
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Notes to the financial statements for the year ended 31 December 2016 (continucd)

5. Cash and bank balances

2016 2015

AED AED

Cash on hand 51,808 47,037
Bank balances

Current accounts 92,356,859 78,029,530

Deposits 93,750,000 51,000,000

186,158,667 129,076,567

The deposits carry profit rates ranging from 0.8% to 2.50% per annum (2015: 0.8% to 1.25% per
annum) with maturity dates ranging from {7 January 2017 (o 20 September 2017.

For the purpose of statement of cash flows, cash and cash equivalents comprise of:

2016 2015
AED AED
Cash and bank balances 186,158,667 129,076,567
Less: Deposits with original maturity of more than three
months (26,250,000) (2,500,000)
Cash and cash equivalents 159,908,667 126,576,567

6.  Statutory deposit

Statutory deposit is maintained in accordance with the requirements of UAE Federal Law No. 6
of 2007 for the purpose of carrying on takaful operations in the United Arab Emirates and is not
available to finance the day to day operations of the Company. This deposit carries a profit rate of
0.8% (2015: 0.8%) per annum.

7. Takaful receivables and other assets

2016 2015

AED AED

Takaful receivables 73,970,976 61,838,603
Provision for impairment (2,243,206) (1,582,362)

71,727,770 60,256,241

Receivable from retakaful companies 68,108,984 16,299,937

Prepaid expenses 1,737,881 1,198,172

Other receivables 16,398,517 12,266,945

157,973,152 90,021,295
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Notes to the financial statements for the year ended 31 December 2016 (continued)

7. Takaful receivables and other assets (continucd)

2016 2015
AED AED
Takaful receivables and other assets — Inside UAE
Takaful receivables 73,970,976 61,838,603
Provision for impairment (2,243,206) (1,582,362)
71,727,770 60,256,241
Receivable from retakaful companies 1,818,669 335,800
Prepaid expenses 1,737,881 1,198,172
Other receivables 16,398,517 12,266,945
91,682,837 74,057,158
Takaful receivables and other assets — Outside UAE
Receivable from retakaful companies 66,290,315 15,964,137
Total takaful receivables and other assets 157,973,152 90,021,295
Ageing of takaful receivables and other assets (excluding prepaid expenses)
31 December 2016
Receivable
from
Takaful retakaful Other
Receivables companies receivables Total
AED AED AED AED
Takaful receivables and other assets — Inside UAE
Neither past due nor impaired
Less than 30 days 48,918,965 1,075,544 16,398,517 66,393,026
30 — 90 days 13,099,472 200,000 - 13,299,472
Past due but not impaired
01 - 180 days 2,017,293 205,625 - 2,222,918
181 - 270 days 1,408,031 300,000 - 1,708,031
271 - 360 days 2,048,136 - - 2,048,136
Past due and impaired
More than 360 days 6,479,079 37,500 - 6,516,579
Provision for impairment (2,243,206) - - (2,243,206)
71,727,770 1,818,669 16,398,517 89,944,956
Takaful receivables and other assets — Outside UAE
Neither past due nor impaired
Less than 30 days - 97,189 - 97,189
30 — 90 days - 14,117,171 - 14,117,171
Past due but not impaired
91 - 180 days - 30,686,735 - 30,686,735
181 - 270 days - 10,263,102 - 10,263,102
271 - 360 days - - - -
Past due and impaired
More than 360 days - 11,126,118 - 11,126,118
Total takaful receivables and
other assets 71,727,770 68,108,084 16,398,517 156,235,271
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Takaful Emarat - Insurance (PSC)

Notes to the financial statements for the year ended 31 December 2016 (continued)

7. Takaful receivables and other assets (continued)

Ageing of takaful receivables and other assels (excluding prepaid expenses)

31 December 2015

Receivable
Takaful from retakaful Other
Receivables companies  receivables Total
AED AED AED AED
Takaful receivables and other assets — Inside UAE
Neither past due nor impaired
Less than 30 days 47,825,084 335,800 12,266,945 60,427,829
31 - 90 days 5,721,505 - - 5,721,505
Past due but not impaired
91 - 180 days 1,591,929 - - 1,591,929
181 - 270 days 4,499,880 - - 4,499,880
271 - 360 days 617,843 - - 617,843
Past due and impaired
More than 360 days 1,582,362 - - 1,582,362
Provision for impairment (1,582,362) - - (1,582,362)
60,256,241 335,800 12,266,945 72,858,986
Takaful receivables and other assets — Qutside UAE
Neither past due nor impaired
Less than 30 days - 15,964,137 - 15,964,137
Total takaful receivables and
other assets 60,256,241 16,299,937 12,266,945 88,823,123
Movement in the allowance for doubtful debts:
2016 2015
AED AED
Balance at the beginning of the year 1,582,362 1,582,362
Impairment provision made during the year 660,844 -
Balance at the end of the year 2,243,206 1,582,362
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Takaful Emarat - Insurance (PSC)

Notes to the financial statements for the year ended 31 December 2016 (continued)

8. Takaful contract liabilities and retakaful contract assets

Gross takaful contract liabilities

Claims reported and unsettled

Claims incurred but not reported

Unearned contributions

Mathematical reserve

Policyholders’ investment linked contracts al fair value

Retakaful contract assets
Claims reported and unseutled
Claims incurred but not reported
Unearned contributions
Mathemalical reserve

Net takaful contract liabilities

Claims reported and unsettled

Claims incurred but not reported

Unearned contributions

Mathematical reserve

Policyholders’ investment linked contracts at fair value

Movement in policyholders’ investment linked
contracts at fair value

At beginning of the year

Gross conlributions

Allocation charges

Redemptions and other charges

Change in fair value

At the end of the year

2016 2015

AED AED
63,477,889 34,071,485
24,701,304 14,354,358
189,160,310 114,452,968
4,230,693 1,350,322
55,969,153 29,315,439
337,539,349 193,544,572
21,088,996 6,284,596
11,646,104 3,895,802
61,563,219 31,018,693
1,406,918 -
95,705,237 41,199,181
42,388,803 27,786,889
13,055,200 10,458,466
127,597,091 83,434,275
2,823,775 1,350,322
55,969,153 29,315,439
241,834,112 152,345,391
29,315,439 14,040,477
58,308,413 46,984,144
(25,346,020) (25,629,351)
(7,275,405) (4,886,734)
966,726 (1,193,097)
55,969,153 29,315,439




Takaful Emarat - Insurance (PSC)

Notes to the financial statements for the year ended 31 December 2016 (continued)

9, Deferred policy acquisition costs

2016 2015

AED AED
Balance as at beginning of the year 50,674,996 33,306,360
Commission paid during the year 38,143,846 50,022,856
Amortisation for the year (45,319,218) (32,654,220)
Balance at the end of the year 43,499,624 50,674,996

As per Article (3) of Section 7 of the Financial Regulations for Takaful Insurance Companies, the
sharcholders account should bear all operational, administrative and general expenses for takalul
insurance business. Accordingly, clfective from 1 January 2016, the commission incurred related
o medical business has been classified in the statement of comprehensive income as attributable

to sharcholders.

10. Investments at fair value through profit or loss

2016 2015

AED AED

Equity investments (Refer (a) below) 28,702,652 10,558,099
Mutual funds (Refer (b) below) 54,114,306 34,833,433
Sukuk investments (Refer (¢) below) 51,571,878 33,493,094
134,388,836 78,884,626

(a) During the year, the Company purchased equily securities amounting to AED 3.342

million (2015: AED 87.167 million).

(b) Mutual funds include various funds whose Fair values are based on the net assets values

provided by the fund managers.

(c) Sukuk investments carry profit rate ranging from 6.25% to 6.75% per annum (2015: 6.25%

to 6.375% per annum).

During the year ended 31 December 2016, the Company invested in Noor Tier 1 Sukuk
amounting to AED 14.7 million which earns a coupon rate of 6.25% per annum and
Boubyan Tier 1 Sukuk amounting to AED 2.2 million which earns a coupon rate of 6.75%
per annum. As at 31 December 2016, the Sukuk investments amounting to AED 34.3

million are pledged with First Gulf Bank.

(33)




Takaftul Emarat - Insurance (PSC)

Notes to the financial statements for the year ended 31 December 2016 (continued)

10. Investments at fair value through profit or loss (continucd)

Movements during the year were as follows:

2016
Attributable Attributable
to policyholders to shareholders Total
AED AED AED
At beginning of the year 29,315,439 49,569,187 78,884,620
Purchases during the year 26,808,384 13,177,497 39,985,881
Disposals during the year (1,121,396) (3,342,261) (4,463,657)
Change in fair value during the year 966,726 19,015,260 19,981,986
At end of the year 55,969,153 78,419,683 134,388,836
2015
Attributable Attributable
to policyholders to shareholders Total
AED AED AED
Al beginning of the year 14,040,477 29,520,297 43,560,774
Purchases during the year 21,285,618 118,032,241 139,317,859
Disposals during the year (4,817,559) (93,620,477) (98,438,036)
Change in fair value during the year (1,193,097) (4,362,874) (5,555,971)
At end of the year 29,315,439 49,569,187 78,884,626

Investments at fair value through profit or loss comprise of the following:

2016 2015

AED AED

Within UAE 81,606,851 44,574,832
Outside UAE 52,781,985 34,309,794
134,388,836 78,884,626
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Takaful Emarat - Insurance (PSC)

Notes to the financial statements for the year ended 31 December 2016 (continucd)

11. Investment properties

2016 2015
AED AED
Plot of land 14,928,495 16,927,615
Residential apartments 23,477,321 22,748,641
38,405,816 39,676,256
Movement during the year
2016 Land  Residential Total
Apartments
AED AED AED
Fair value at beginning of the year 16,927,615 22,748,641 39,676,256
Change in fair value during the year (1,999,120) 728,680 (1,270,440)
Fair value at end of the year 14,928,495 23,477,321 38,405,816
2015 Land Residential Total
Apartments
AED AED AED
Fair value at beginning of the year 15,000,000 22,748,641 37,748,641
Change in lair value during the year 1,927,615 - 1,927,615
Fair value at end of the year 16,927,615 22,748,641 39,676,256

The carrying value of land and residential apartments represents its fair value as at 31 December
2016 as determined by Hamptons International, an independent valuation expert, in accordance
with relevant appraisal and valuation standards. The basis of determination of fair value is the
amounts for which the property could be exchanged between willing parlies in an arm’s length
transaction, based on current prices in an active market for similar properties in the same location
and condition. The dale of revaluation was 31 December 2016,

12. Deposit

This represents deposit held with an investment entity with an expected profit rate of 15% per

annum.

(35)




(9¢)

"(S8T°178°E

ddav :S107) 986'998'¢ (Y 01 paunowse asn ul [[1s sem ey Juawdinbs pue Auadosd pererdardap Ajng JO 1800 3Y) ‘907 JoquIada(] I§ IV

F8E'TEO'E 19¥°CEI $0L'896'1 61T 1€6
C6L'ILY'T CTL'66 6L9°0LL'1 166009
$8TTOE'8 CLE'EY 6£CT'EI8'C 1L0°GTr'T
0CTL'€08 9¢L°TE 016°TTE PLO'SYY
$96°86t1'L 6£C 1€ 6CE06Y'S L66'9L6°1
(LLY'961) (000°9) - (LLY'TED
0F<0Cs 6LE°LE 811°60€ €70 v8Y
C0S'vL8'9 098°¢9 [1Z°681°¢S 1EF°CT9'1
089°€LL 01 00L'€91 816°¢8S°L 290°970°¢
[ELTHT - C88'vCI OPR'LII
6V6 0ES01 00L¢91 £€0'65t L 91T7'806C
(610°LTT) (000°08) - (610°Ly1)
Yy 2 0SE°T6 CISCII £69°LYT
0S¥'T0E01 0SE 161 SIS EPEL 785°L08C
aayv aav aay aav
el SIPIYIA SaIM)X]) pue judwidinba
J0JON aamuanyg RIPO

§ 10T 19qWa03( | € 1 2oue[eq
9107 1=2quadaJ [ € Je aduejeq

junowre guifire))

910 1equads(] ¢ 18 dueeg

Teak ay) 10§ uoneaida(g
C10C #2quiada( [ ¢ 1e adue[eyg

Teak ayd Suunp spesodsi(]
Jeak oy 103 uoneraida(g
GI0z Arenuey | e ddue[eg
uonendxdap paemuundy

9107 19quada(] | ¢ 1B adueey

TeaA 2y Suump suonippy

£ 10T 19quIdd(] | € 18 ouefeq
Jeak a1 Suunp sfesodsiqy
13K oy Suunp suonppy
$10g Atenuef | 18 adue[Ryg
150D

juwawidmba pue {yradoxrg ¢y

(Panunuod) 9T(Z J3QUIIIA(Y [€ PIPUD JL3A YY) J0J SHUIMIE)S [RIDULBUL YY) 0) SIJON]

(DSd) dureInsu] - jerewry [njeye],



Takaful Emarat - Insurance (PSC)

Notes to the financial statements for the year ended 31 December 2016 (continued)

14.  Intangible assets

Software
AED

Cost
Balance at | January 2015 7,281,153
Additions during the year 278,097
Disposals during the year (46,300)
Balance at 31 December 2015 7,512,950
Additions during the year 994,445
Balance at 31 December 2016 8,507,395
Accumulated amortisation
Balance at 1 January 2015 4,419,546
Amortisation for the year 1,441,071
Disposals (44,846)
Balance at 31 December 2015 5,815,771
Amortisation for the year 1,158,301
Balance at 31 December 2016 6,974,072
Carrying amount
Balance at 31 December 2016 1,533,323
Balance at 31 December 2015 1,697,179

15. Borrowings

The borrowings of AED 19.845 million (31 December 2015: 11.025 million) is from First Gulf
Bank and have been utilised to purchase Tier 1 Sukuks, which are pledged against the borrowings
{Note 10). The value of pledged Sukuks as at 31 December 2016 was AED 34.3 million. The
borrowings carry a profit rate of 1.25% per annum above the 3 month LIBOR and have a maturity
pericd of three months.
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Takaful Emarat - Insurance (PSC)

Notes to the financial statements for the year ended 31 December 2016 (continued)

16. Takaful and other payables

Retakaful payables
Accrued expenses and other payables

2016 2015

AED AED
154,314,541 74,334,704
32,732,027 24,010,806
187,046,568 08,345,510

Retakaful payables include amount of AED 20.1 million (2015: AED 30.5 million) in respect of
advances received from re insurance entities for paying uplront commission to brokers for life
insurance business. Under this arrangement a predelined percentage of life takaful business is ceded

to reinsurance entitics,

Takafu!l and other payables — Inside / Outside UAE

Inside UAE
Outside UAE

Takaful and other payables — Inside UAE

Retakaful payables

Payable to insurance agents
Payable (o insurance brokers
Payable to staft

Other payables

Takaful and other payables — Outside UAE

Retakaful payables

2016 2015

AED AED
60,637,090 46,134,148
126,409,478 52,211,362
187,046,568 98,345,510
2016 2015

AED AED
27,905,063 22,123,342
3,443,613 623,612
8,814,650 7,822,236
7,378,853 4,771,755
13,094,911 10,793,203
60,637,090 46,134,148
2016 2015

AED AED
126,409,478 52,211,362
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Takaful Emarat - Insurance (PSC)

Notes to the financial statements for the year ended 31 December 2016 (continucd)

17. Provision for employees’ end of service benefits

Movement in the provision lor employees’ end of service benefits during the year was as follows:

2016 2015

AED AED
Balance at the beginning ol the year 1,395,084 1,302,559
Charge for the year 493,732 573,123
Paid during the year (145,816) (480,598)
Balance at the end of the year 1,743,000 1,395,084

In accordance with the provisions ol IAS 19, to assess the present value of its obligations as at 31
December 2016, using the projected unit credit method, in respect of employees’ end of service
beneits payable under the UAE Law, the expected liability at the date of leaving the service has
been discounted to its net present value using a discount rate of 2.52% (2015: 3.18%). Under this
method an assessment has been made of an employee’s expected service life with the Company
and the expected basic salary at the date of leaving the service. The assumed average annual salary
growth is 4% (2015: 3%).

18. Share capital

2016 2015
AED AED
Issued and fully paid:
150,000,000 ordinary shares (2015: 100,000,000
ordinary shares) of AED 1 each 150,000,000 100,000,000
50,000,000 ordinary shares of AED | each - 50,000,000
150,000,000 150,000,000

Dividend of 5.33% (AED 8 million) for the year ended 31 December 2015 approved in the Annual
General Meeting held on 21 April 2016 was paid on 15 May 2016.

The Board of Directors have proposed a cash dividend of 7% (2015: 5.33%) of share capital for
the year ended 31 December 2016.
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Takaful Emarat - Insurance (PSC)

Notes to the financial statements for the year ended 31 December 2016 (continucd)

19. Related party transactions and balances

Related parties comprise companies and entities under common ownership and/or common
management and control, their partners and key management personnel. The terms and conditions

of the transactions are mutually agreed by the parties.

Compensation of key management personnel

2016 2015
AED AED
Short and long term benefits 8,522,228 6,412,683
Transactions with related parties during the year
Gross claims incurred 2,409,400 753,766
Gross contribution written 2,605,662 2,650,529
Balances with other related parties
Quoted equity investments 28,702,652 10,558,099
Claims reported 817,765 257,017
Receivables from related party 1,020,801 -

During 2016, the Company signed an agreement with a related party for selling life policies. The
ahove amount pertains to the premium received in respect of policies sold under this agreement.

20. Policy holders’ fund

2016 2015
AED AED
Deficit in policy holders’ fund
Balance at beginning of year (58,134,488) {43,894.,560)
Surplus / (deficit) for the year 1,183,651 (14,239,928)
Balance at the end of the year (56,950,837) (58,134,488)
Qard Hassan from shareholders
Balance at beginning of year 58,134,488 43,894,560
(Reversal) / provision during the year (1,183,651) 14,239,928
Balance at the end of the year 56,950,837 58,134,488

Total deficit in policy holders’ fund -

(40)
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Takaful Emarat - Insurance (PSC)

Notes to the financial statements for the year ended 31 December 2016 (continued)

23. Change in reserves

Mathematical reserve — takaful lile
Change in reserve relating to takaful life products
Changes in fair value (Note 10)

24. Wakalah fees

2016 2015

AED AED
1,473,453 688,329
25,639,714 16,682,195
(966,726) 1,193,097
26,146,441 18,563,621

Wakalah fees for the year ended 31 December 2016 amounted to AED 64,534,393 (2015: AED

56,325,880).

For group life and group medical policies, Wakalah fees were charged up to 20% of gross takaful
contributions. For life takaful policies, Wakalah fees were charged at a maximum of 50% of
takaful risk contribution for life takaful policies. Wakalah fee is approved by Sharia’a Supervisory

Board and is charged to the statement of comprehensive income when incurred.

25. Investment income — net

Return on investment in fixed deposits

Realised gain / (loss) on sale of investments at fair value
through profit or loss

Fair value changes on investments at fair value through
profit or loss (Note 10)

Dividend income

Investment management charges

Altributable to shareholders
Attributable to policyholders

26. Other income

Gain on sale of property and equipment
Miscellaneous income

2016 2015
AED AED
3,602,679 760,534
4,389,456 (6,017.902)
19,015,260 (4,362,874)
- 90,000
(644,138) (833,066)
26,363,257 (10,363,308)
2016 2015

AED AED
25,535,078 (10,363,308)
828,179 -
26,363,257 (10,363,308)
2016 2015

AED AED

- 14,544
2,109,031 1,763,011
2,109,031 1,777,555
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Takaful Emarat - Insurance (PSC)

Notes to the financial statements for the year ended 31 December 2016 (continucd)

27. General and administrative expenses

2016 2015

AED AED
Salaries and other benelits 24,713,975 20,126,710
Third parly administralor expenses 13,977,582 4,625,035
Deprectation and amortization (Note 13 and 14) 1,962,021 2,261,611
Authority fees 3,059,826 1,929,277
Rent and related expenses 1,862,177 1,783,186
Provision for impairment (Note 7) 660,844 -
Legal and professional lees 364,400 10,349
Remuneration ol Sharia’a Supervisory Board 154,000 174,000
Other expenses 10,352,389 7,643,033
57,108,700 38,553,201

28. Basic and diluted profit per share

Basic profit per share is calculated by dividing the profit for the year by the weighted average number
of ordinary shares outstanding by the year as follows;

2016 2015

Profit for the year attributable to shareholders (in AED) 15,009,815 10,214,857
Weighted average number of shares outstanding during the

year 150,000,000 100,547,945

Basic profit per share (AED) 0.10 0.10

In accordance with IAS — 33 ‘Earnings Per Share’, the impact of increase in shares issued has been
considered retrospectively while computing weighted average number of ordinary shares.

Diluted earnings per share has not been presented since the Company has not issued any
instruments which would have an impact on profit per share.

29. Fatwa and Sharia’a Supervisory Board
The Company’s business activilies are subject to the supervision of a Fatwa and Sharia’a Supervisory
Board (FSSB) appointed by the sharcholders. FSSB performs a supervisory role in order to determine

whether the operations of the Company are conducted in accordance with Sharia’a rules and
principles.

30. Zakat

Zakat is payable by the shareholders. Management has informed the shareholders the amount of Zakat
payable by each shareholder,
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Takaful Emarat - Insurance (PSC)

Notes to the financial statements for the year ended 31 December 2016 (continued)

31. Statutory reserve

In accordance with the UAE Federal Law No. 2 of 2015, 10% of the net prolit of the Company has
to be transferred to a non-distributable legal reserve until such reserve equals 50% of the paid up
share capilal of the Company. Accordingly AED 1,486,130 (2015: 1,021,486) has been transferred
to the statutory reserve during the year.

32. Segment information

For management purposes, the Company is organized into two business segments; takaful and
investment operations. The takalul operations comprise the takaful business undertaken by the
Company on behall of poiicyholders. Investment operations comprises investments and cash
management for the Company’s own account. No operating segments have been aggregated Lo
form the above reportable operating segments.

Segment performance is evaluated based on profit or loss which in certain respects is measured
differently (rom profit or loss in the financial statcments.

Except for Wakalah [ees and Qard Hassan, no other inter-segment transactions occurred during
the year. If any other transactions were to occur, transfer prices between operating segments are
set on an arm’s length basis in a manner similar to transactions with third parties. Segment income,
expenses and results include transactions between business segments which will then be eliminated
on consolidation as shown below,
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Takaful Emarat - Insurance (PSC)

Notes to the financial statements for the year ended 31 December 2016 (continued)

33. Capital management
(i) Governance framework

The primary objective of the Company’s risk and financial management framework is to protect
the Company’s sharcholders from cvents that hinder the sustainable achievement of financial
performance objectives, including failing to exploit opportunitics. Key management recognises
the critical importance ol having efficient and effective risk management systems in place.

The Board of Directors meets regularly to approve any commercial, regulatory and organisational
decisions. Management under the authority delegated from the Board of Directors defines the
Company’s risk and its interpretation, limits structure to cnsure the appropriate quality and
diversilication of assels, aligns underwriting and retakaful strategy to the corporale goals, and
specifies reporting requirements.

(ii) Capital management framework

The primary objective ol the Company’s capital management is to comply with the regulatory
requirecments in the UAE and to ensure that it maintains a healthy capital ratio in order to support
its business and to maximise shareholder value.

The Company manages its capital structure and makes adjustments to it, in light of changes in
economic conditions. To maintain or adjust the capital structure, the Company may adjust the
dividend payment to shareholders, return capitai to sharehoiders or issue new shares. As at 31
December 2016, the Company has complied with minimum capital requirement of AED 100
million,

(iii)  Regulatory framework

Regulators are primarily interested in protecting the rights of the policyholders and monitor them
closely to ensure that the Company is satisfactorily managing affairs for their benefit. At the same
time, the regulators are also interested in ensuring that the Company maintains an appropriate
solvency position to meet unforeseen liabilities arising from economic shocks or natural disasters.

The operations of the Company are also subject to regulatory requirements within the jurisdictions
where it operates. Such regulations not only prescribe approval and monitoring of activities, but
also impose certain restrictive provisions (e.g. capital adequacy) to minimise the risk of default and
insolvency on the part of the insurance companies to meet unforeseen liabilities as these arise. The
disclosure for capital risk management is included in Note 35(iii)(e).
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Takaful Emarat - Insurance (PSC)

Notes to the financial statements for the year ended 31 December 2016 (continued)

34. Financial instruments
(a)  Significant accounting policies
Details of the significant accounting policies and methods adopted, including the criteria for

recognition, the basis o measurement and the basis on which income and expenses are recognised,
in respect of cach class of linancial asset, financial liability and equity instrument are disclosed in

Note 3 (o the nancial statements.

(b) Categories of financial instruments

2016 2015
AED AED
Financial assets
At amortised cost 403,118,474 229,278,484
Al fair value through profit or loss 134,388,836 78,884,626
537,507,310 308,163,110
Financial Liabilities
At amortised cost 270,369,457 141,129,691
Al fair value through profit or loss 55,969,153 29,315,439
326,338,610 170,445,130

35. Risk management
(i) Takaful risk

The principal risk the Company faces under takaful contracts is that the actual claims and benefit
payments or the timing thereof, differ from expectations. This is influenced by the frequency of
claims, severity of claims, actual benefits paid and subsequent development of fong-term claims.
Therefore, the objective of the Company is to ensure that sufficient reserves are available to cover
these liabilities.

Takaful risk is basically concentrated in the medical class of business. However, the variability of

risks is improved by careful selection and implementation of underwriting strategy guidelines, as
well as the use of retakaful arrangements.
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Takaful Emarat - Insurance (PSC)

Notes to the financial statements for the year ended 31 December 2016 (continued)

35. Risk management (continued)
(i) Takaful risk (continued)

Based on the simulations performed, (he impact on profit of a change of 1% in the claims
expenses for both gross and net of reinsurance recoveries would be as follows:

2016 2015 2016 2015
Gross Gross Net Net
AED AED AED AED
Impact of an increase in 1% of claim
ratio (3,508,944) (2,457,599) (2,575,267) (2,198,316)
Impact of a decrease in 1% of claim
ratio 3,508,944 2,457,599 2,575,267 2,198,316

(ii) Retakaful risk

In order to minimise financial exposure arising from large takatul claims, the Company, in the
normal course of business, enters into arrangements with other parties for retakalul purposes. Such
retakaful arrangements provide for greater diversification of business, allow management to
control exposure to potential losses arising from large risks, and provide additional capacity for
growth. A significant portion of the retakaful is affected under treaty, facultative and excess of
loss retakaful contracts.

To minimise its exposure to significant losses from retakaful insolvencies, the Company evaluates

the financial condition of its retakaful providers and ensures diversification of retakalul providers.
The Company deals with retakaful companies approved by the Board of Directors.

(iii)  Financial risk

The Company’s principal financial instruments are investment securities, deposits, takaful
receivables, other receivables and cash and bank balances.

The main risks arising from the Company’s financial instruments are credit risk, liquidity risk and
market risk which includes: foreign currency risk, profit rate risk and price risk, The Board reviews
and agrees policies for managing each of these risks and they are summarised below.

The Company does not enter into any derivative transactions,
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Takaful Emarat - Insurance (PSC)
Notes to the financial statements for the year ended 31 December 2016 (continucd)

35. Risk management (continued)
(iii)  Financial risk (continued)
(a) Credit risk

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

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

»  The Company only enters into takaful and retakaflul contracts with recognised, credit worthy
third parties. It is the Company’s policy that all customers who wish (o trade on credit terms
are subject to credit verification procedures. In addition, receivables from takaful and
retakalul contracts are monitored on an ongoing basis in order to reduce the Company’s
exposure against defaults.

o The Company’s bank balances are maintained with a range ol reputable local banks.

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

2016 2015

AED AED

Bank balances 186,106,859 129,092,530
Statutory deposit 4,000,000 4,000,000
Takaful and other receivables 167,870,811 88,823,123
Retakaful share of claims reported and unsettled 21,088,996 6,284,596
Investments at fair value through profit or loss 51,571,878 33,493,094
Held to maturity investment 1,000,000 1,000,000
Deposit 23,000,000 -
454,638,544 262,693,343

(52)



Takaftul Emarat - Insurance (PSC)
Notes to the financial statements for the year ended 31 December 2016 (continued)

35. Risk management (continued)
(iii)  Financial risk (continucd)
(b) Liquidity risk

Liquidity risk is the risk that the Company will not be able to meet its commitments associated
with takaful contract liabilities and financial liabilities when they fall due.

Liquidity requirecments are monitored on a monthly basis and management ensures that sufficient
liquid funds are available to meet any commitments as they arise.

The table below summarises the maturity profile of the Company’s financial instruments. The
contraclual maturities of the financial instruments have been delermined on the basis of the
remaining period at the reporting date to the contractual maturity date. The maturity profile is
monitored by management lo ensure adequate liquidity is maintained. The maturity profile of the
financial assets and financial liabilities at the reporting date based on contractual repayment

arrangements was as follows:

2016
From
three
Less than months Over
three months to one year one year Total
AED AED AED AED
Financial assets
Bank balances 159,908,667 26,250,000 - 186,158,667
Statutory deposit - - 4,000,000 4,000,000
Takaful receivables and other
assels 93,906,858 46,928,922 15,399,491 156,235,271
Retakaful contract assets 21,088,996 - - 21,088,996
Held to maturity investment - 1,000,000 - 1,000,000
Investments at fair value
through profit or loss 82,816,958 - 51,571,878 134,388,836
Deposit 23,000,000 - - 23,000,000
Total 380,721,479 74,178,922 70,971,369 525,871,770
Financial liabilities
Takaful and other payables 32,732,027 154,314,541 - 187,046,568
Takaful contract liabilities 63,477,889 - - 63,477,889
Borrowings 19,845,000 - - 19,845,000
Policyholders’ investment
linked contracts at fair value 55,969,153 - - 55,969,153
Total 172,024,069 154,314,541 - 326,338,610
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Takaful Emarat - Insurance (PSC)

Notes to the financial statements for the year ended 31 December 2016 (continucd)

35. Risk management (continued)
(iii}  Financial risk (continued)

) Liquidity risk (continued)

2015
From
three
Less than months Over
three months to one year one year Total
AED AED AED AED
Financial assets
Bank balances 126,576,567 2,500,000 - 129,076,567
Statutory deposit - - 4,000,000 4,000,000
Takaful receivables and other
assets 82,113,471 6,709,652 - 88,823,123
Retakaful contract asscts 6,284,596 - - 6,284,596
Held to maturity investment - - 1,000,000 1,000,000
Investments at fair value
through profit or loss 45,391,532 - 33,493,094 78,884,626
Total 260,366,166 9,209,652 38,493,094 308,068,912
Financial liabilities
Takaful and other payables 24,010,806 74,334,704 - 98,345,510
Takaful contract liabilities 34,071,485 - - 34,071,485
Borrowings 11,025,000 - - 11,025,000
Policyholders’ investment - -
linked contracts at fair value 29,315,439 290,315,439
Total 08,422,730 74.334,704 - 172,757,434

(54)



Takaful Emarat - Insurance (PSC)
Notes to the financial statements for the year ended 31 December 2016 (continucd)

35. Risk management (continued)
(iii)  Financial risk (continued)
(c) Market risk

Market risk arises from {luctuations in foreign exchange rates, prolit rates and equity prices. The
value at risk that may be accepled by the Company is monitored on a regular basis by management.

(i) Foreign currency risk

Foreign currency risk is the risk that the value of a financial instrument will Nuctuate due to
changes in loreign exchange rates.

There are no signilicant exchange rate risks as substantially all financial assets and financial
liabilities are denominated in UAE Dirhams or US Dollars to which the UAE Dirham is pegged.

(ii) Profit rate risk

Profit rate risk is the risk that the value or future cash flows of a financial instrument will fluctuate
because of changes in market rates. Floating rate instruments cxpose the Company to cash flow
risk.

The Company is exposed to profil rate risk on certain of its investments, liabilities, bank balances
and cash. The Company limits its risk by monitoring changes in such rates.

Effect on
Increase in results
hasis points for the year
AED
2016
Profit bearing assets +100 1,735,228
Expense bearing liabilities +100 198,450
2015
Profit bearing assets +100 854,976
Expense bearing liabilities +100 110,250

Any movement in profit rates in the opposite direction will produce exactly opposite results.
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Takaftul Emarat - Insurance (PSC)

Notes to the financial statements for the year ended 31 December 2016 (continued)

35. Risk management (continued)

(iii)  Financial risk (continued)

(c) Market risk (continued)

(ii1)  Price risk

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

The price risk is managed by outsourcing the trading of securities held by the Company to
professional brokers. However the activilies of brokers are also monitored and supervised by the

management.

The following table shows the sensitivity of fair values o 5% increase or decrcase as at 31
December:

Favorable Unfavorable
change change
AED AED
2016
At fair value 6,719,442 (6,719,442)
2015
At fair value 3,944,231 (3,944,231)

(d) Operational risk

Operational risk is the risk of loss arising from systems failure, human error, fraud or external
events. When controls fail to perform, operational risks can cause damage to reputation, have legal
or regulatory implications, or lead (o financial loss. The Company cannot expect to eliminate all
operational risks, but through a control framework and by monitoring and responding to potential
risks, the Company is able to manage the risks. Controls include effective segregation of duties,
access, authorisation and reconciliation procedures, staff education and assessment processes.
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Takaful Emarat - Insurance (PSC)

Notes to the financial statements for the year ended 31 December 2016 (continued)
35. Risk management (continued)
(iii)  Financial risk (continued)

(¢) Capital risk management

2016 2015

AED AED
Minimum Capital Requirement (MCR) 100,000,000 100,000,000
Solvency Capital Requircment (SCR) 133,576,319 80,109,779
Minimum Guarantee Fund (MGF) 82,106,611 49,798,408
Own Funds 45,488,969 50,559,943
Basic Own Funds 45,488,969 50,559,943
Ancillary Own Funds - -
MCR Solvency Margin Surplus/(Deficit) (145,488,969) (49,440,057)
SCR Solvency Margin Surplus/(Deficit) (179,065,287) (29,549,835)
MGF Solvency Margin Surplus/(Delicit) (127,595,579) 770,535

As per Arlicle (8) of Section 2 of the financial regulations issued for insurance companies in UAE,
the Company shall at all times comply with the requirements of Solvency Margin. As of 31
December 2016, the Company had solvency deficit of AED 145.49 million as compared to the
Minimum Capital Requirements of AED 100 million. The Company has alignment period of one
year till 31 December 2017 to comply with the requirement of Solvency Margin.

36. Fair value measurements

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between markel participants at the measurement date. As such, differences can
arise between book values and the fair value estimates. Underlying the definition of fair value is
the presumption that the Company is a going concern without any intention or requirement to
materially curtail the scale of its operation or to undertake a transaction on adverse terms.

Fair value of financial instruments carried at amortised cost

Management considers that the carrying amounts of financial assets and financial liabilities
recognised at amortised cost in the financial statements approximate their fair values.

Valuation techniques and assumptions applied for the purposes of measuring fair value
Fair value of assets classified at fair value through profit or loss is determined by reference to their
bid price at the close of business at the reporting date. Fair value for plot of land classified as

investment property is based on external valuation or management internal assessment based on
comparable transactions.
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Takaful Emarat - Insurance (PSC)

Notes to the financial statements for the year ended 31 December 2016 (continued)

36. Fair value measurements (continued)
Fair value measurements recognised in the statement of financial position

The following Lable provides an analysis of assets and liabilitics that are measured subsequent to
initial recognition at lair value, grouped into Levels 1 o 3 based on the degree to which the fair
value is observable.

Level | fair value measurements are those derived Irom quoted prices (unadjusted) in active
markets {or identical assets or liabilities;

Level 2 fair value measurements are those derived from inputs other than quoted prices included
within Level [ that are observable for the asset or liability, either directly (i.e. as prices) or
indirectly (i.e. derived from prices); and

Level 3 fair value measurements are those derived from valuation techniques that include inputs
for the assct or liability that are not bascd on obscrvable market data (unobservable inputs).

Level 1 Level 2 Level 3 Total
AED AED AED AED
2016
Assets
Investments at fair value
through profit or loss
- Equity investments 28,702,652 - - 28,702,652
- Mutual funds - 54,114,306 - 54,114,306
- Sukuk investments 51,571,878 - - 51,571,878
Investment properties - 38,405,816 - 38,405,816
80,247,530 92,520,122 - 172,794,652
Liabilities
Policyholders’ investment
linked contracts at fair
value - 55,969,153 - 55,969,153
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Takaful Emarat - Insurance (PSC)

Notes to the financial statements for the year ended 31 December 2016 (continued)

36. Fair value measurements (continued)

Level 1 Level 2 Level 3 Total
AED AED AED AED
2015
Assets
Investments at fair value
through profit or loss
- Equity investments 10,558,099 - - 10,558,099
- Mutual funds - 34,833,433 - 34,833,433
- Sukuk investments 33,493,094 - - 33,493,094
[nvestment properties - 39,676,256 - 39,676,256
44,051,193 74,509,689 - 118,560,882
Liabilities
Policyholders’ investment
linked contracts at [air
value - 29,315,439 - 29,315,439
There were no transfers between any of the levels during the year.
37. Contingent liabilities and commitments
Contingent liabilities
2016 2015
AED AED
Letters of guarantee 821,041 523,921
Commitments
The Company has lease agreements which are payable as [ollows:
2016 2015
AED AED
Less than one year 976,474 1,521,839
Between one and five years 92,435 523,446
1,068,909 2,045,285
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Takaful Emarat - Insurance (PSC)

Notes to the financial statements for the year ended 31 December 2016 (continued)

38. Technical provision

Claims reported and unsettled

Claims incurred but not reported

Unearned contributions

Mathematical reserve

Policyholders’ invesiment linked contracts at [air value
Technical provisions

Medical business

Claims reported and unsettled
Claims incurred but not reported
Unearned contributions
Technical provisions

Life business

Claims reported and unsettled

Claims incurred but not reported

Unearned contributions

Mathematical reserve

Policyholders’ investment linked contracts at fair value

Technical provisions

39. Social contributions

2016 2015

AED AED
63,477,889 34,071,485
24,701,304 14,354,358
189,160,310 114,452,968
4,230,693 1,350,322
55,969,153 29,315,439
337,539,349 193,544,572
2016 2015

AED AED
62,695,962 33,002,278
23,706,390 14,354,358
186,285,820 112,335,914
272,688,172 159,692,550
2016 2015

AED AED
781,927 1,069,207
994,914 -
2,874,490 2,117,054
4,230,693 1,350,322
55,969,153 29,315,439
64,851,177 33,852,022

The Company has not made any social contributions during the year ended 31 December 2016 (31

December 2015: Nil).

40. Claims development schedule

Since all claims settled are short-term in nature, the claims development schedule is not applicable.

41. Approval of financial statements

The financial statements for the year ended 31 December 2016 were approved by the Board of

Directors and authorised for issue on 7 February 2017.
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Takaful Emarat - Insurance (PSC)

Notes to the financial statements for the year ended 31 December 2016 (continued)

42. Assets and liabilities belonging to the shareholders and policyholders

As required by Financial Regulations for Takaful Insurance Companics issued by the Insurance
Authority, the assets and liabilities belonging to the shareholders and participants are provided below:

TAKAFUL OPERATIONS ASSETS

Cash and bank balances

Investments at (air value through profit or loss
Takaful receivables and other assels

Retakaful contract assets

Deferred policy acquisition cost

Receivable from shareholders

Total takaful operations’ assets

SHAREHOLDERS’ ASSETS
Cash and bank balances
Investments at fair value through profit or loss
Takaful receivables and other assets
Investment properties

Deposit

Deferred policy acquisition cost
Statutory deposit

Held to maturity investment
Property and equipment

Intangible assets

Receivable from policyholders

Total shareholders’ assets

Total assets

2016 2015
AED AED
176,811,393 21,571,247
55,969,153 29,315,439
146,063,326 82,705,513
95,705,237 41,199,181
43,499,624 -
- 5,006,808
518,048,733 179,798,188
9,347,274 107,505,320
78,419,683 49,569,187
11,909,826 7,315,782
38,405,816 39,676,256
23,000,000 -
- 50,674,996
4,000,000 4,000,000
1,000,000 1,000,000
2,471,395 3,032,384
1,533,323 1,697,179
105,060,059 -
275,147,376 264,471,104
793,196,109 444,269,292
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Takaful Emarat - Insurance (PSC)

Notes to the financial statements for the year ended 31 December 2016 (continued)

42. Assets and liabilities belonging to the shareholders and policyholders

{continued)

TAKAFUL OPERATIONS LIABILITIES
Liabilities

Takaful and other payables

Takaful contract liabilities

Payable to shareholders

Total takaful operations liabilities

SHAREHOLDERS’ LIABILITIES AND
EQUITY

Liabilities

Takaful and other payables

Borrowings

Provision for employees’ end of service benefits
Payable to policyholders

Total shareholders’ liabilities

DEFICIT IN POLICYHOLDERS’ FUND
AND QARD HASSAN FROM
SHAREHOLDERS

Deficit in policyholders’ fund

Qard Hassan from shareholders

Net deficit in policyholders’ fund and Qard
Hassan from shareholders

EQUITY

Share capital
Accumuiated losses
Statutory reserve

Total equity

Total shareholders’ liabilities and equity

Total liabilities and equity

43. Comparative figures

31 December

31 December

2016 2015

AED AED
132,644,115 53,194,839
337,539,349 193,544,572
105,060,059 -
575,243,523 246,739.411
54,402,453 45,150,671
19,845,000 11,025,000
1,743,000 1,395,084

- 5,006,808

75,990,453 62,577,563
(56,950,837) (58,134,488)
56,950,837 58,134,488
150,000,000 150,000,000
(11,278,446) (16,787,279)
3,240,579 1,739,597
141,962,133 134,952,318
217,952,586 197,529,881
793,196,109 444,269,292

Certain comparative figures have been reclassified where appropriate to conform to the presentation

and accounting policies adopted in these financial statements.
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