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DIRECTORS' REPORT FOR THE YEAR ENDED DECEMBER 31, 2016

The Board of Directors is pleased to share its Directors Report and Audited Financial
Statements for the year ended 31December2016.
It gives us a great pleasure to report that Takaful business of the Company has registered a
net takaful income of AED 21.0 million for the year 2016 as compared to net takaful loss
of AED 17.2 million last year. This impressive turnaround was achieved through the
implementation of a very focused business strategy by the Board, which was executed
very effectively by the Management and their team. After a very difficult year in 2015, the
Company decided to focus on profitability from its core operation. There was a business
strategy that deliberately focused on underwriting, good claims service and cost control.
I am pleased to state that our team was able to deliver on all these counts.

In addition to our attention to the core operation, we also strengthened the investments
operation by bringing in the management of investment portfolio in-house. The growth in
investment income by 33% endorses the effectiveness of this change. The Company
initiated major restructuring of the Organization, which resulted in downsizing of
manpower and increase in one time redundancy cost. The Company was able to manage
the transition and control its cost by leveraging technical support from Al Madina
Insurance Company SAOG (Oman), a key shareholder through a Shared Services
Agreement. This will become an important competitive advantage in future.
The impact of these measures is reflected in the Company's financial result where it has
reported net profit of AED 0.4 million for the year ended 31 December 2016 as opposed
to a loss of AED 41.4 million for the year 2015 - a remarkable turnaround. In 2016 the
Company focused on consolidating its business and position itself in the market as a
reliable provider of Takaful solutions and high level of service delivered in a consistent
manner. It is evident from the encouraging response of our business partners that the
Company can plan to build on this foundation growth for future. The management has
been tasked with a new strategic plan for taking its operation to the next level and create a
sustainable revenue stream generating stable return on investments.

1

Recovery in energy prices in the 2nd half of 2016 ensured that the year ended on a better
note as compared to the previous year. However squeezed liquidity due to fall in oil
revenues and volatility in capital markets have been the key features of2016. It has had its
fair share of impact on the insurance sector as well in terms of slow growth in top-line and
volatile investment performance. Reduced Government spending will continue to
constrain the economy in 2017, albeit to a lesser extent thanks to the recovery in the oil
market. We believe United Arab Emirates (UAE) is the most diversified economy in the
region and best placed of all the GCC economies in terms of its ability to withstand
sustained lower oil prices. In spite of challenging market conditions, we remain optimistic
of Company's profitable growth with a clear focus on underwriting profitability in Year
2017 and beyond. Our aim is to re-position Watania as one of the leading UAE Takaful
operator.
We would like to sincerely thank United Arab Emirates Government, our Clients and
Business partners for their confidence in Watania. We acknowledge and thank the
Management team and employees for their hard work and dedication.

Eng. Abdul Rahman Barham Ba Omar
Acting Chairman
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KPMG Lower Gulf Limited
Level 19, Nation Tower 2
Abu Dhabi Corniche, UAE
Tel. +971 (2) 401 4800, Fax +971 (2) 632 7612

Independent auditors' report
To the Shareholders

National Takaful Company (Watania) PJSC
Report on the audit of the financial statements
Opinion
We have audited the financial statements of National Takaful Company (Watania)
PJSC (the "Company"), which comprise the statement of financial position as at
31 December 2016, the statements of profit or loss and other comprehensive
income, changes in equity and cash flows for the year then ended, and notes
comprising significant accounting policies and other explanatory information.
In our opinion, the accompanying financial statements present fairly, in all material
respects, the financial position of 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).

Basis for Opinion
We conducted our audit in accordance with International Standards on Auditing
(ISAs). Our responsibilities under those standards are further described in the
Auditors' Responsibilities for the Audit of the Financial Statements section of our
report. We are independent of the Company in accordance with International Ethics
Standards Board for Accountants Code of Ethics for Professional Accountants
(IESBA Code) together with the ethical requirements that are relevant to our audit of
the financial statements in the United Arab Emirates, and we have fulfilled our other
ethical responsibilities in accordance with these requirements and the IESBA Code.
We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our opinion.

Key Audit Matters
Key audit matters are those matters that, in our professional judgment, were of
most significance in our audit of the financial statements of the current 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.
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National Takafu/ Company (Watania) PJSC
Independent auditors' report
37 December 2076

Key Audit Matters (continued)
1. Takaful contract liabilities of AED 174.65 million (2015: AED 182.83 million)

Refer to the critical accounting estimates and judgments in note 2 and the
significant accounting policies in note 3 to the financial statements.
Takaful contract liabilities represent the single largest liability for the Company
as disclosed in Note 13 to the financial statements. Valuation of these liabilities
is judgemental, and requires a number of assumptions to be made that have
high estimation uncertainty. This is particularly the case for those liabilities that
are recognised in respect of claims that have occurred, but either have not yet
been reported ("IBNR") to the Company or not yet paid ("Outstanding claims").
Takaful contract liabilities is calculated by an independent external actuary for
the C9mpany.
Small changes in the assumptions used to value the liabilities, particularly those
relating to the amount and timing of future claims, can lead to material impacts
on the valuation of Takaful contract liabilities and a corresponding effect on
profit or loss. The key assumptions that drive the reserving calculations include
loss ratios, estimates of the frequency and severity of claims and, where
appropriate, the discount rates for longer tail classes of business by territory
and line of business.
The valuation of Takaful contract liabilities depends on accurate data about the
volume, amount and pattern of current and historical claims since they are
often used to form expectations about future claims. If the data used in
calculating Takaful contract liabilities, or for forming judgements over key
assumptions, is not complete and accurate then material impacts on the
valuation of Takaful contract liabilities may arise.
•

Our response:

Our audit procedures supported by our actuarial specialists included:
•
obtaining an understanding of and assessing the methodology and key
assumptions applied by management. We compared assumptions based
on the Company's historical experience, current trends and our own
industry knowledge and reviewed sensitivity analysis for key judgments.
We independently projected reserve balance for certain classes of assets;
a
assessing the experience and qualification of the Company's actuaries and
degree of challenge applied through the reserving process;
a
the evaluation and testing of key controls around the claims handling and
case reserve setting processes of the Company. We examined evidence of
the operation of controls over the valuation of individual claims reserves,
such as large loss review controls and consider if the amount recorded in
the financial statements is valued appropriately.
• checking samples of claims case reserves through comparing the
estimated amount of the case reserve to appropriate documentation, such
as reports from loss adjusters.
~
• the evaluation and testing of key controls designed to ensure the integrity
of the data used in the actuarial reserving process (including both current
and prior year case reserve data).
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National Takaful Company (Watania) PJSC
Independent auditors ' report
3 7 December 20 76

Key Audit Matters (continued)
•

re-performing reconciliations between the claims data recorded in the
policy administration systems and the data used in the actuarial reserving
calculations.

We also assessed the Company's disclosure in relation to Takaful contract
liabilities, including the discount rate and historic claims development.
Takaful and re-takaful receivables of AED 76.16 million (2015: AED 49.95
million)

2.

Refer to the critical accounting estimates and judgments in note 2 and in the credit
risk disclosures on pages 27.
The Company has significant Takaful and re-takaful receivables against written
Takaful policies. There is a risk over the recoverability of these balances.
Determination of the recoverable amount can require significant judgment
assessing the various relevant assumptions.
•

Our response:
We have with our IT specialists evaluated and tested key controls over the
processes designed to record and monitor Takaful and re-takaful receivables
including:
•
inspection of management's aged analysis for recoveries as at 31
December 2016; ·
• benchmarking the Company with other market participants to consider the
bad debt provision percentages applied to counterparties and against past
experience; and
• We analysed overdue receivables which were not provided, including
inspection on a sample basis the arrangements and I or correspondences
with external parties and obtained confirmation from the Company's legal
advisors' on the status of pending legal cases to assess recoverability of
overdue receivables.

We also considered the adequacy of disclosures about the degree of estimation
involved in arriving at the provision.
3.

Valuation of investment properties of AED 24.4 million (2015: AED 24.38
million)

Refer to the critical accounting estimates and judgments in note 2 and in note 7O
to the financial statements.
The valuation of investment properties involves a lot of judgement in selecting
the valuation. techniques reflecting the existence of significant estimation
uncertainty and lack of comparable transactions. The Company determines fair
value on the basis of valuations provided by an independent external valuer.
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National Takaful Company (Watania) PJSC
Independent auditors ' report
37 December 2076

Key Audit Matters (continued)
•

Our response:
We considered the objectivity, qualifications and findings of the independent
external valuers report. We analysed the valuation methodology applied and we
challenged the key assumptions being used for reasonableness through the
use of analytical procedures, an assessment of valuation trends and
benchmarking to market data. Where there were changes in methodology or
key assumptions, we assessed whether these were reasonable based on
changes in the market inputs.
We also assessed the Company's disclosures in relation to the valuation of
investment properties.

Other information
Management is responsible for the other information. The other information
comprises the Directors' report and Management Discussion and Analysis, but
does not include the financial statements and our auditor's report thereon.
Our opinion on the financial statements does not cover the other information and
we do not express any form of assurance conclusion thereon.
In connection with our audit of the financial statements, our responsibility is to read
the other information and, in doing so, consider whether the other information is
materially inconsistent with the financial statements or our knowledge obtained in
the ·audit or otherwise appears to be materially misstated. If. based on the work we
have performed, we conclude that there is a material misstatement of this other
information, we are required to report the fact. We have nothing to report in this
regard.

Responsibilities of Management and Those Charged with Governance for the
Financial Statements
Management is responsible for the preparation and fair presentation of the financial
statements in accordance with IFRSs and their preparation in compliance with the
applicable provisions of the UAE Federal Law No. 2 of 2015 and UAE Federal Law
No. 6 of 2007, 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 concern basis of accounting unless
management either intends to liquidate the Company or to cease operations, or has
no realistic alternative but to do so.
Those charged with governance are responsible for overseeing the Company's
financial reporting process.
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National Takaful Company (Watania) PJSC
Independent auditors' report
31 December 2016

Auditor's Responsibilities for the Audit of the Financial Statements
Our objectives are to obtain reasonable assurance about whether the financial
statements as a whole are free from material misstatement, whether due to fraud
or error, and to issue an auditors' 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 or in the aggregate, they could reasonably be expected to
influence the economic decisions of users taken on the basis of these financial
statements.
As part of an audit in accordance with ISAs, we exercise professional judgment and
maintain professional skepticism throughout the audit. We also:
o

o

•

o

•

Identify 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 error, 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, based 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 auditors' report to the related disclosures in the financial statements or, if
such disclosures are inadequate, to modify our opinion. Our conclusions are
based on the audit evidence obtained up to the date of our auditors' 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 (consolidated)
financial statements, including the disclosures, and whether the (consolidated)
financial statements represent the underlying transactions and events in a
manner that achieves fair presentation.

We communicate with those charged with governance regarding, among other
matters, the planned scope and timing of the audit and significant audit findings,
including any significant deficiencies in internal control that we identify during our
audit.
We also provide those charged with governance with a statement that we have
complied with relevant ethical requirements regarding independence, and
communicate with them all relationships and other matters that may reasonably be
thought to bear on our independence, and where applicable, related safeguards
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National Takaful Company (Watania) PJSC
Independent auditors ' report
37 December 2076

Auditor's Responsibilities for the Audit of the Financial Statements
(continued)
From the matters communicated w ith those charged with governance, we
determine those matters that were of most significance in the audit of the financial
statements of the current period and are therefore the key audit matters. We
describe these matters in our auditors' report unless law or regulation precludes
public disclosure about the matter or when, in extremely rare circumstances, we
determine that a matter should not be communicated in our report because the
adverse consequences of doing so would reasonably be expected to outweigh the
public interest benefits of such communication.
Report on Other Legal and Regulatory Requirements
Further, as requ ired by the UAE Federal Law No. (2) of 2015, we report that:
i) we have obtained all the information and explanations we considered
necessary for the purposes of our audit;
ii)

the financial statements have been prepared and comply, in all material
respects, with the applicable provisions of the UAE Federal Law No. (2) of
2015;

iii) the Company has maintained proper books of account;
iv) the financial information included in the Directors' report, in so far as it relates
to these financia l statements, is consistent with the books of account of the
Company;
v)

investments in shares and stocks during the year ended 31 December 2016, if
any, are disclosed in note 8 to the financial statements

vi) Note 22 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's Articles of Association, which would materially affect its activities or
its financial position as at 31 December 2016.
Further, as required by the UAE Federal Law No. (6) of 2007, as amended, we
report that we have obtained all the information and explanations we considered
necessary for the purposes of audit.

Fawzi Abu Rass
Registration Audit No. 968
Abu Dhabi, United Arab Emirates
Date:z 6 FEB zn11
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National Takaful Company (Watania) PJSC
Statement of financial position
as at 31 December

AED'OOO

2015
AED'OOO

4,072
8,475

2,984

2016

Note

Assets
Takaful operations assets (attributable to participants)
Investments carried at fair value through profit or loss
Deferred policy acquisition cost
Retakaful and reinsurance share of
unearned contribution
Retakaful and reinsurance share of claims
Advances, deposits and other assets
Due from shareholders
Takaful and retakaful receivables
Restricted bank deposits
W akala deposits
Cash and cash equivalents

8

25,111
35,795
2,345
22,994
76,163
6,100
12,000
22,165

26,642
74,563
1,557
39,641
49,952
10,024

215,220

231 ,491

15
9

1,337
19,212

1,551

8
10
12
14
5
7
6

9,358
24,400
6,000
1,454
8,415
16,000
21,545

13
13
14
18
11
5
7
6

Total takaful assets

26,128

Shareholders assets
Property and equipment
Investments - held to maturity
Investments available for sale
Investments carried at fair value through profit or loss
Investment properties
Statutory deposit
Advances, deposits and other asset
Restricted bank deposits
W akala deposits
Cash and cash equivalents

10,464
67,058
24,375
6,000
2,442
8,415
4,721

Total shareholders assets

107,721

125,026

Total assets

322,941

356,517

Continued ... ..
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National Takaful Company (Watania) PJSC
Statement of financial position (continued)
as at 31 December

2016
AED'OOO

2015
AED'OOO

Liabilities
Takaful operations liabilities (attributable to participants)
19
Takaful and retakaful payables
13
Takaful contract liabilities
20
Other liabilities

35,403
174,649
5,168

41,393
182,833
7,265

Total takaful liabilities

215,220

231,491

3,100
2,452
22,994

3,230
2,130
39,641

28,546

45,001

17
17

(119,600)
119,600

(105,465)
105,465

16
16

150,000

150,000

Note

Shareholders' liabilities

20
21
18

Other liabilities
End of service benefits
Due to policyholders
Total shareholders liabilities
Participants' account
Property and liability takaful fund
Qard hasan - financed by shareholders
Total deficit in participants' account

Shareholders' equity
Share capital
Legal reserve
Investment revaluation reserves
Accumulated losses
Total shareholders' equity
Total shareholders' equity and liabilities
and takaful liabilities

39
(70,864)

1,235
(71,210)

79,175

80,025

322,941

356,517

The financial statements of the Company were authorised for issue and approved by the Board on

2 6 FEB 2017and signed on its behalf by:

' \ /Y

~~
Acting Chairman

Chief Exec'"ittive Officer

The notes set out on pages 15 to 48 form an integral part of these financial statements.
The independent auditors' report is set out on pages 3 to 8.
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National Takaful Company (Watania) PJSC
Statement of profit or loss and other comprehensive income
for the year ended 31 December
Note
Takaful income
Gross takaful contributions
Contributions ceded

2016
AED'OOO

2015

AED'OOO

23
23

200,167
(69,841)

209,390
(100,037)

Net takaful contributions
Net transfer (to) I from unearned contributions reserve

28

130,326
(44,283)

109,353
6,164

Net takaful contributions earned
Commissions earned

28

86,043
4,528

115,517
4,685

90,571

120,202

(145,469)
78,160

(171,450)
85,747

(67,309)

(85, 703)

28
28
28

47,447
(39,642)
59
4,797
(493)

(33,849)
14,327
(5 ,492)
(6,195)
(830)

28
28

(55,141)
(9,065)
(5,276)

(117,742)
(11 ,622)
(8,023)

(69,482)

(137,387)

21,089

(17,185)

Total takaful income
Takaful expenses
Gross claims paid
Retakaful share of claims paid

24
24

Net claims paid

28

Outstanding claims
Retakaful share of outstanding claims
Incurred but not reported claims - net
Unearned subscriptions - net
Unallocated loss adjustment expense reserve - net

28

Net takaful claims incurred
Commissions expense
Other underwriting expenses
Total takaful expenses
Net takaful income I (loss)
Investments income
Mudarib's share
Wakala fees
Other income

Net loss from takaful operations

28
28
28

137
(48)
(36,485)
1,172

(33,513)
978

28

(14,135)

(49,649)

28

71

Continued ... ..
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National Takaful Company (Watania) PJSC
Statement of profit or loss and other comprehensive income (continued)
for the year ended 31 December

Note

Other revenues
Investments income
Wakala fees
Mudarib's share

26
28
28

2016
AED'OOO

2015
AED'OOO

7,498
36,485
48

5,640
33,513

44,031

39,153

Other expenses
Financing cost
General and administrative expenses

27

(99)
(29,412)

(30,897)

Loss from takaful operations

28

14,520
(14,135)

8,256
(49,649)

Net profit I (loss) for the year

385

(41,393)

Other comprehensive income
Items that are or may be reclassified subsequently to
profit or loss:
Changes in fair value of investments available for sale
Unrealised gain on investments available for sale
reclassified to profit and loss

1,235
(1,235)

Total comprehensive loss for the year

29

Earnings I (loss) per ordinary share (AED)

(850)

(40,158)

0.0026

(0.276)

The notes set out on pages 15 to 48 form an integral part of these financial statements.
The independent auditors' report is set out on pages 3 to 8.
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National Takaful Company (Watania) PJSC
Statement of changes in shareholders' equity
for the year ended 31 December 2016

Share

As at l January 2015
Loss for the year
Other comprehensive income for the year

capital

Legal
reserve

AED'OOO

AED'OOO

Investment
revaluation

-

150,000

-

-

reserves

Accumulated
losses

Total

AED'OOO

AED'OOO

AED'OOO

-

(29,817)
(41 ,393)

1,235

-

120, 183
(41 ,393)
1,235

----------------Total comprehensive income I (loss)
for the year

-

-

1,235

(41,393)

150,000

-

1,235

(71 ,210)

(40,158)

----------------As at 31 December 2015

80,025
=======

As at 1 January 2016
Profit for the year
Other comprehensive loss for the year

1,235

-

-

-

(71,210)
385

-

-

(l ,235)

-

150,000

----------------Total comprehensive (loss) I income
for the year
Transfer to legal reserve

80,025
385
(l,235)

-----------------

-

-

(1,235)

39

-

385
(39)

150,000

39

-

(70,864)

79,175

========

========

========

=======

========

(850)

----------------As at 31 December 2016

The notes set out on pages 15 to 48 form an integral part of these financial statements.

13

National Takaful Company (Watania) PJSC
Statement of cash flows
for the year ended 31 December
2016
AED'OOO

Operating activities
Profit I (loss) for the year

2015

AED'OOO

385

(41,393)

Adjustment for:
1,143
(7,635)
1,254
1,063
(25)
(3)

1,344
(5,640)
2,452
(275)
(658)

(3,818)

(44, 170)

Changes in:
Takaful and retakaful receivables
Advances, deposit and other assets
Takaful and retakaful payables
Takaful contract liabilities
Retakaful contract assets
Deferred policy acquisition costs
Other liabilities

(27,274)
829
(5,990)
(8,184)
40,299
(5,491)
(2,227)

13,197
731
95
21,246
4,936
2,146
(1,717)

Cash used in operating activities

(11,856)

(3,536)

Payment of end of service benefits

(932)

(2,476)

Net cash flows used in operations

(12,788)

(6,012)

(929)
3
43,645

(82)
4
35,610
(23, 717)
6,995
(6,024)

Depreciation and amortisation
Investments income
Provision for end of service benefits
Provision for I (reversal of) impairment of takaful receivables
Change in fair value of investment properties
Gain on sale of property and equipment

Cash flows from investing activities
Purchase of property and equipment
Proceeds from disposal of property and equipment
Disposal of investments - net
Acquisition of investment properties
Investments income received
Change in restricted bank deposits
Investment in wakala deposits

7,006
3,924
(28,000)

Net cash from investing activities

25,649

12,786

Increase in cash and cash equivalents

12,861

6,774

Cash and cash equivalents at the beginning of the year

30,849

24,075

Cash and cash equivalents at the end of the year

43,710

30,849

The notes set out on pages 15 to 48 form an integral part of these financial statements.
The independent auditors' report is set out on pages 3 to 8.
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National Takaful Company (Watania) PJSC
Notes to the financial statements
1

Legal status and activities
National Takaful Company (Watania) PJSC (the "Company") was incorporated in the
Emirate of Abu Dhabi, United Arab Emirates on 12 July 2011 as a public joint stock
company in accordance with the United Arab Emirates Federal Law No 2 of 2015, as
amended. Incorporation of the Company was approved by the Ministry of Economy with a
ministerial resolution No. (379) on 28 June 2011.
The registered office address of the Company is P.O. Box No. 6457 Abu Dhabi, United Arab
Emirates. The Company is primarily authorised to engage in providing all classes of non
family takaful solutions in accordance with UAE Federal Law No. 9 of 1984 (as amended)
relating to takaful companies and takaful agents and UAE Federal Law No. 6of2007.

2

Basis of preparation

(a)

Statement of compliance
These financial statements have been prepared in accordance with International Financial
Reporting Standards (IFRS) as issued by the International Accounting Standards Board
(IASB) and comply with applicable requirements ofUAE law.
As per Federal Law No 6 of 2007, relating to Establishment of Insurance Authority and
regulation of Insurance operations, a new financial regulation for insurance companies was
issued on 28 January 2015. The financial regulation provided an alignment period to the
insurance companies between one to three years from the publication of the financial
regulation in the Public Gazette from 29 January 2015 to align the operations to the covenants
of the regulation therein. The Company is in the process of aligning these operations with the
requirements set out in the regulations and will be fully aligned before the deadline for
alignment period.

(b)

Basis of measurement
These financial statements have been prepared on the historical cost basis except for the
financial assets carried at fair value through profit or loss, available for sale and investment
properties. Assets and liabilities of the investment funds fully owned by the Company have
been consolidated in these financial statements.

(c)

Functional and reporting currency
These financial statements are presented in United Arab Emirates Dirhams ("AED"), which is
the Company's functional currency. Except as indicated, financial information presented in
AED has been rounded to the nearest thousand.

(d)

Use of estimates and judgement
The Company makes estimates and assumptions that affect the reported amounts of assets
and liabilities within the next financial year. Estimates and judgements are continually
evaluated and are based on historical experience as well as factors including expectations of
future events that are believed to be reasonable under the circumstances.
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2

Basis of preparation (continued)

(d)

Use of estimates and judgement (continued)
Impairment losses on financial assets
The Company assesses impairment on financial assets that are individually significant and
included in a group of financial assets with similar credit risk characteristics. Financial assets
that are individually assessed for impairment and for which an impairment loss is or
continues to be recognised are not included in a collective assessment of impairment. This
assessment of impairment requires judgment.

Impaired loss on held to maturity
The Company reviews the individually significant held to maturity investments at each
reporting date to assess whether an impairment loss should be recorded in the statement of
profit and loss and other comprehensive income. In particular, management judgement is
required in the estimation of the amount and timing of future cash flows when determining
the impairment loss. These estimates based on assumptions about a number of factors and
actual may differ, resulting in future changes to the allowance.

The ultimate liability arising from claims made under takaful contracts
The estimation of the ultimate liability arising from claims made under takaful contracts is
the Company's most critical accounting estimate. There are several sources of uncertainty
that need to be considered in estimating the liability that the Company will ultimately pay for
such claims. The provision for claims incurred but not reported ("IBNR") is an estimation of
claims which are expected to be reported subsequent to the reporting date, for which the
insured event has occurred prior to the reporting date.

Liability adequacy test
At each reporting date the Company assesses whether its recognised takaful liabilities are
adequate using current estimates of future cash flows under its takaful contracts. In
performing these tests, current best estimates of future contractual cash flows and claim
handling and administration expenses are used. If that assessment shows that the carrying
amount of its takaful liabilities is inadequate in light of the estimated future cash flows, the
entire deficiency is immediately recognised in the statement of profit or loss and other
comprehensive income and an unexpired risk provision created.

Outstanding claims reserve
Considerable judgement by management is required in the estimation of amounts due to
contract holders arising from claims made under takaful contracts. Such estimates are
necessarily based on significant assumptions about several factors involving varying, and
possibly significant, degree of judgement and uncertainty and actual results may differ from
management's estimate resulting in future changes in estimated takaful contract liabilities.
In particular, estimates have to be made both for the expected ultimate cost of claims reported
at the statement of financial position date and for the expected ultimate cost of claims IBNR
at the statement of financial position date.
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Basis of preparation (continued)

(e)

New standards and interpretations issued but not yet effective
A number of new standards, amendments to standards and interpretations are effective for
annual periods beginning on or after 1 January 2016, and have not been applied in preparing
these financial statements.
• IFRS 9 "Financial Instruments": effective for annual periods beginning on or after 1
January 2018, early adoption is permitted.
• IFRS 15 "Revenue from contracts with customers": was issued in May 2014 and effective
for the annual period beginning on or after 1 January 2018, early adoption is permitted.
• IFRS 16 "Leases": was issued in January 2016 and it replaces IAS 16. Effective for the
annual period beginning on or after 1 January 2019, early adoption is permitted.
• Amendments to IFRS 4 "Insurance Contracts" applying IFRS 9 "Financial Instruments"
with IFRS 4. The IASB issued amendments to IFRS 4 in September 2016 to address
issues arising from the difference effective dates of IFRS 9 and the upcoming new
insurance contracts standards (IFRS 17). The Company plans to defer the application of
IFRS 9 until the earlier of the effective date of the new insurance contracts standard of 1
January 2021.
The adoption is expected to have an impact on the Company's financial assets and liabilities.

(/)

New amended standards and interpretations effective after 1January2016
The following new and revised IFRSs have been applied in the current period in these
financial statements. Their adoption had no significant impact on the amounts reported in
these financial statements but may affect the accounting for future transactions or
arrangement:
• IAS 16 and IAS 38: Clarification of acceptable methods of depreciation and amortization

3

Significant accounting policies
The Company has consistently applied the following accounting policies to all the periods
presented in these financial statements except for the adoption of new and amended standards
and interpretations effective as of 1 January 2016.
The adoption of the new and amended standards and interpretations did not have an impact
on the financial position or performance of the Company during the year.

(a)

Takaful contracts

(i)

Classification
The Company issues contracts that transfer takaful risk.
Contracts under which the Company (the insurer) accepts takaful risk from another party (the
policyholder) by agreeing to compensate/indemnify the policyholder if a specified uncertain
future event (the insured event) adversely affects the policyholder are classified as takaful
contracts.
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Significant accounting policies (continued)

(a)

Takaful contracts (continued)

(ii)

Recognition and measurement
Contributions
Gross takaful contributions reflect business incepted during the year, and exclude any fees
and other amounts collected with and calculated based on contributions. These are recognised
when the underwriting process is complete and contracts are issued. The earned proportion of
contribution is recognised as income in the policyholders' fund. Contributions are earned
from the date of attachment of risk over the indemnity period and unearned contribution is
calculated using the basis described below:

Unearned contribution reserve
Unearned contributions are computed using mathematical models to spread premium written
evenly over the period of coverage and are at least equal to the minimum stipulated in UAE
Federal Law no. 6of2007, under Financial Regulation.
(iii)

Claims
Claims incurred comprise the settlement and the internal and external handling costs paid and
changes in the provisions for outstanding claims arising from events occurring during the
financial period. Where applicable, deductions are made for salvage and their recoveries.
Claims outstanding comprise provisions for the Company's estimate of the ultimate cost of
settling all claims incurred but unpaid at the reporting date whether reported or not, and
related internal and external claims handling expenses and reduced by expected salvage and
other recoveries. Claims outstanding are assessed by reviewing individual reported claims.
Provisions for claims outstanding are not discounted. Adjustments to claims provisions
established in prior periods are reflected in the financial statements of the period in which the
adjustments are made. The methods used, and the estimates made, are reviewed regularly.

Allocated Loss Adjusted Expenses (ALAE)
ALAE are expenses which can directly be allocated to a claim like claim handling expenses,
surveyor fees, etc. for all insurance classes

Gross claims paid
Gross claims paid are recognised in the statement of profit or loss and other comprehensive
income when the claim amount payable to policyholders and third parties is determined as
per the terms of the takaful contracts. Wherever applicable deductions are made for salvage
recoveries and subrogation.

Claims recovered
Claims recovered include amounts recovered from retakaful companies in respect of the gross
claims paid by the Company, in accordance with the retakaful contracts held by the
Company.

18

National Takaful Company (Watania) PJSC
Notes to the financial statements
3

Significant accounting policies (continued)

(a)

Takaful contracts (continued)

(iii)

Claims (continued)
Salvage and subrogation
Some takaful contracts permit the Company to sell property (usually damaged) acquired in
settling a claim (salvage). The Company may also have the right to pursue third parties for
payment of some or all costs (subrogation). Estimates of salvage recoveries and subrogation
are recognised as an allowance in the measurement of the takaful liability for claims.

Gross outstanding and IBNR claims
Gross outstanding claims comprise the estimated costs of claims incurred but not settled at
the reporting date including allocated loss adjustment expense ("ALAE"), ALAE are
expenses which can directly be allocated to a claim like claim handling expenses, surveyor
fees, etc. for all takaful classes. Provisions for reported claims not paid as at the reporting
date are made on the basis of individual case estimates. Wherever applicable deductions are
made for salvage recoveries and subrogation. This provision is based on the estimate of the
loss, which will eventually be payable on each unpaid claim, established by management in
the light of currently available information and past experience. An additional net provision is
also made for any claims IBNR at the reporting date on the basis of management estimates.
The Company cedes retakaful in the normal course of business for the purpose of limiting its
net loss potential through the diversification of its risks. Assets, liabilities, income and
expense arising from ceded retakaful contracts are presented separately from the assets,
liabilities, income and expense from the related takaful contracts because the retakaful
arrangements do not relieve the Company from its direct obligations to its policyholders.
Amounts due to and from reinsurers and retakaful companies are accounted for in a manner
consistent with the related contributions and is included in retakaful assets.
Retakaful assets are assessed for impairment at each reporting date. A retakaful asset is
deemed impaired if there is objective evidence, as a result of an event that occurred after its
initial recognition, that the Company may not recover all amounts due, and that event has a
reliably measurable impact on the amounts that the Company will receive from the reinsurer.
Impairment losses on retakaful assets are recognised in the statement of profit or loss and
other comprehensive income in the period in which they are incurred.
Commission income on retakaful is recognised on an amortised basis and is based on the
retakaful agreements with the reinsurers.
Retakaful commissions receivable from retakaful companies are recognised over the same
period as the related ceded contribution.

Incurred but not reported (IBNR) reserves
IBNR reserves are calculated along with reserves for incurred but not enough reported
(IBNER) claims by internal local and external actuaries using standard actuarial techniques.
The analysis is carried out separately for each line of business ensuring there is credible and
homogeneous claims data available. For lines of business where claims data is sufficient,
statistical methods using claims triangles are used. Where claims data is not sufficient to use
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Significant accounting policies (continued)

(a)

Takaful contracts (continued)

(iii)

Claims (continued)
Incurred but not reported (IBNR) reserves (continued)
statistical methods, reserves are determined using alternative methods. IBNR (which
implicitly includes IBNER) are calculated both gross and net of reinsurance.

Unexpired Risk Reserve (URR) I Reserves for unearned subscription
URR is calculated the by the external actuary for lines of business where the unearned
contribution is expected to be inadequate to meet the expected future liabilities arising out of
claims, commissions, and expenses. The reserve has been calculated for each line of business
separately by projecting the expected shortfall of the unearned premium in paying the claims,
commissions and expenses during the unexpired period of risk. URR is calculated both gross
and net of reinsurance.

Unallocated Loss Adjustment Expense (ULAE)
ULAE reserve is computed using standard actuarial techniques. ULAE reserve is calculated
for all claims handling expenses, not included in Allocated Loss Adjusted Expenses (ALAE).

(iv)

Deferred acquisition cost
The deferred acquisition cost represents the proportion of acquisition costs which corresponds
to the proportion of gross contributions written which is unearned at the reporting date.

(v)

Takafal receivables and payables
Amounts due from and to policyholders, agents and reinsurers are financial instruments
which are included in takaful receivables and payables.

(b)

Revenue (other than takaful revenue)
Income from wakala deposits
Income from wakala deposits is recognised on a time proportion basis using an effective yield
basis method, by reference to the principal outstanding and the profit rate applicable.

(c)

Financial instruments
Financial assets held at fair value through profit or loss (FVTPL)
FVTPL investments include trading assets that the Company acquires for the purpose of
selling in the near term, or holds as part of a portfolio that is managed together for short-term
profit taking. These are initially recognised and subsequently measured at fair value with
transaction costs taken directly to the statement of profit or loss and other comprehensive
income. Financial assets carried at FVTPL are measured at fair value at the end of each
reporting period, with any gains or losses arising on re-measurement recognised in the
statement of profit or loss and other comprehensive income.
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Significant accounting policies (continued)

(c)

Financial instruments (continued)
Financial assets available for sale (AFS)
AFS financial assets are non-derivative financial assets that are designated as available for
sale or are not classified in any of the above categories of financial assets. AFS financial
assets are recognised initially at fair value plus any directly attributable transaction costs.
Subsequent to initial recognition, they are measured at fair value and changes therein, other
than impairment losses and foreign currency differences on available-for-sale debt
instruments are recognised in other comprehensive income and presented in the fair value
reserve in equity. When an investment is derecognised, the gain or loss accumulated in equity
is reclassified to profit or loss.
An AFS financial asset is assessed at each reporting date to determine whether there is
objective evidence that it is impaired. A financial asset is impaired if there is objective
evidence of impairment as a result of one or more events that occurred after the initial
recognition of the asset, and that loss event(s) had an impact on the estimated future cash
flows of that asset that can be estimated reliably.
Objective evidence that financial assets are impaired includes default or delinquency by a
debtor, restructuring of an amount due to the Group on terms that the Group would not
consider otherwise, indications that a debtor or issuer will enter bankruptcy, adverse changes
in the payment status of borrowers or issuers, economic conditions that correlate with
defaults or the disappearance of an active market for a security. In addition, for an investment
in an equity security, a significant or prolonged decline in its fair value below its cost is
objective evidence of impairment. The Company considers a decline of 20% to be significant
and a period of nine months to be prolonged.
Impairment losses on AFS financial assets are recognised by reclassifying the losses
accumulated in the fair value reserve in equity to profit or loss. The cumulative loss that is
reclassified from equity to profit or loss is the difference between the acquisition cost, net of
any principal repayment and amortisation, and the current fair value, less any impairment loss
recognised previously in profit or loss. Changes in cumulative impairment losses attributable
to application of the effective profit rate method are reflected as a component of profit
income. If, in a subsequent period, the fair value of an impaired available-for-sale debt
security increases and the increase can be related objectively to an event occurring after the
impairment loss was recognised, then the impairment loss is reversed, with the amount of the
reversal recognised in profit or loss. However, any subsequent recovery in the fair value of an
impaired AFS equity security is recognised in other comprehensive income.

Investments - held to maturity
Investments with fixed determinable payments and fixed maturity, where management has
both the intent and the ability to hold to maturity, are classified as held to maturity.
Subsequently these are measured at amortised cost.

21

National Takaful Company (Watania) P JSC
Notes to the financial statements
3

Significant accounting policies (continued)

(c)

Financial instruments (continued)
Cash and cash equivalents
Cash and cash equivalents include cash in hand, cash at banks, short term wakala deposits
and highly liquid financial assets with original maturities of three months or less from the
acquisition date that are subject to an insignificant risk of changes in their fair value, and are
used by the Company in the management of its short-term commitments.
Non-derivative financial instruments
Non-derivative financial assets comprise takaful receivables, due from related parties,
deposits and other assets, cash and cash equivalents, wakala deposits, investments at FVTPL,
AFS investments and statutory deposit. Non-derivative financial liabilities comprise payable
to retakaful and brokers and other liabilities.

(i)

Recognition, derecognition and initial measurement
Non-derivative financial instruments are measured initially at fair value plus, for instruments
not at fair value through profit or loss, any directly attributable transaction costs.
Financial instruments are recognised when the Company becomes a party to the contractual
provisions of the instrument. Financial assets are derecognised if the Company's contractual
rights to the cash flows from the financial assets expire or if the Company transfers the
financial asset to another party without retaining control or substantially all risks and rewards
of the asset.
Financial liabilities are derecognised if the Company's obligations specified in the contract
expire or are discharged or cancelled. Regular way purchases and sales of financial assets are
recognised and derecognised, as applicable, on the trade date, i.e. the date that the Company
commits itself to purchase or sell the asset.

(ii)

Offsetting
Financial assets and financial liabilities are set off and the net amount presented in the
statement of financial position when, and only when, the Company Ii.as a legal right to set off
the amounts and intends either to settle on a net basis or to realise the asset and settle the
liability simultaneously.
Income and expenses are presented on a net basis only when permitted by accounting
standards. Gains and losses arising from a group of similar transactions are reported on a net
basis.

(iii)

Identification and measurement of impairment
At each reporting date the Company assesses whether there is objective evidence that
financial assets not carried at fair value through profit or loss are impaired. Financial assets
are impaired when objective evidence demonstrates that a loss event has occurred after the
initial recognition of an asset, and that the loss event has an impact on the future cash flows
from the asset that can be estimated reliably. A significant or prolonged decline in the fair
value of an equity instrument below its cost is also objective evidence of impairment.

22

National Takaful Company (Watania) PJSC
Notes to the financial statements
3

Significant accounting policies (continued)

(c)

Financial instruments (continued)

(iii)

Identification and measurement of impairment (continued)
An impairment loss in respect of a financial asset measured at amortised cost is calculated as
the difference between its carrying amount, and the present value of the estimated future cash
flows discounted at the asset's original effective profit rate.
If in a subsequent period the amount of an impairment loss recognised on a financial asset
carried at amortised cost decreases and the decrease can be linked objectively to an event
occurring after the write-down, the write-down is reversed through the statement of profit or
loss and other comprehensive income.

(d)

Foreign currency transactions
Transactions denominated in foreign currencies are translated to AED at the foreign exchange
rates prevailing at the date of the transaction. Monetary assets and liabilities denominated in
foreign currencies are translated into AED at the foreign exchange rates prevailing at the
reporting date. Non-monetary assets and liabilities denominated in foreign currencies that are
stated at historical cost are translated to AED at the foreign exchange rates prevailing at the
date of the transaction. Foreign exchange differences arising on translation are recognised in
the statement of profit or loss and other comprehensive income.

Investment properties
Investment properties are properties held for rental income or for capital appreciation, or
both, but not for sale in the ordinary course of business, use in the production, supply of
goods or services or for administrative purposes. Investment properties are initially
recognised at cost, including transaction cost. Subsequent to initial recognition, investment
properties are carried at fair value. Investment property under construction is carried at cost,
if the fair value cannot be measured reliably. Fair value of the investment property is
determined on the basis of valuation undertaken by an independent valuer. Gains and losses
arising from changes in the fair values are recognised in the statement of profit or loss and
other comprehensive income in the period in which they arise.

(e)

Property and equipment
Property and equipment has been recorded at cost less accumulated depreciation and any
impairment losses.
Depreciation is provided on a straight-line basis over the estimated useful lives of property
and equipment as follows:

Years
Furniture and fixtures
Office equipment
Computer equipment
Motor Vehicles
Software

5
4
3
5
4

An item of furniture and equipment is derecognised upon disposal or when no further
economic benefits are expected from its use or disposal. Any gain or loss arising on
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Significant accounting policies (continued)

(e)

Property and equipment (continued)
derecognition of the asset is included in the statement of profit or loss and other
comprehensive income in the period the asset is derecognised.
The carrying values of furniture and equipment are reviewed for impairment when events or
changes in circumstances indicate the carrying value may not be recoverable. If any such
indication exists and where the carrying values exceed the estimated recoverable amount, the
assets are written down to their recoverable amount, being the higher of their fair value less
costs to sell and their value in use.
Expenditure incurred to replace a component of an item of furniture and equipment accounted
for separately is capitalised and the carrying amount of the component that is replaced is
written off. Other subsequent expenditure is capitalised only when it increases future
economic benefits of the related item of furniture and equipment. All other expenditure is
recognised in the statement of profit or loss and other comprehensive income as the expense
is incurred.

(/)

Employee end of service benefits
Defined Benefit Plan
The Company provides end of service benefits to its employees. The entitlement to these
benefits is based upon the employees' final salary and length of service, subject to the
completion of minimum service period. The expected costs of these benefits are accrued over
the period of employment.

Defined Contribution Plan
The Company pays its obligations for UAE citizens into a Social Security and UAE Pension
Fund in accordance with the UAE Federal Law No. (7) of 1999 for Pension and Social
Security.

(g)

Provisions
A provision is recognised if, as a result of a past event, the Company has a present legal or
constructive obligation that can be estimated reliably, and it is probable that an outflow of
economic benefits will be required to settle the obligation. Where the effect of time value of
money is material, provisions are determined by discounting the expected future cash flows,
that reflects current market assessments of the time value of money and, where appropriate,
the risks specific to the liability.
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Significant accounting policies (continued)

(h)

Deficiency in policyholders' fund
Any deficit in the policyholders' fund is financed by the shareholders through Qard Hassan.
The Company maintains a full provision against such Qard Hassan (refer note 14).

(i)

Underwriting income attributable to policyholders and shareholders
As stated in note 1, the Company operates in accordance with Islamic Shari'a principles. As a
result, the net surplus from the operations of the takaful fund is attributable to policyholders
in accordance with the terms and conditions of takaful contracts acquired by the policyholder
which stipulates that the policyholder on taking out this policy from the Company becomes
entitled to participate in the contributions pool after providing for incentive I performance fee
for shareholders.

(j)

Earnings I loss per share
The Company presents basic earnings I loss per share (EPS) data for its ordinary shares. Basic
EPS is calculated by dividing the profit or loss attributable to ordinary shareholders of the
Company by the weighted average number of ordinary shares outstanding during the period.

(k)

Segment reporting
An operating segment is a component of the Company that engages in business activities
from which it may earn revenues and incur expenses, including revenues and expenses that
relate to transactions with any of the Company's other components. All operating segments'
operating results are reviewed regularly by the Company's management committee to make
decisions about resources to be allocated to the segment and assess its performance, and for
which financial information is available in note 28.

4

Risk management
The Company issues contracts that transfer takaful risk. This section summarises the takaful
risks and the way the Company manages them.

a)

Introduction and overview
Regulatory .framework

Regulators are primarily interested in protecting the rights of the shareholders and
policyholders and monitor 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 subject to regulatory requirements within the UAE. Such
regulations not only prescribe approval and monitoring of activities, but also impose certain
restrictive provisions to minimise the risk of default and insolvency on the part of the
insurance companies to meet unforeseen liabilities as these arise.
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Risk management (continued)

b)

Takaful risk
Takaful risk is where the Company agrees to indemnify the policyholders against unforeseen
future insured events. The frequency and severity of claims are the main risk factors. As per
the practices adopted by the Company, actual claim amounts can vary marginally compared
to the claim reserves but are not expected to have a material impact.
Frequency and severity of claims

The frequency and severity of claims can be affected by several factors. The Company
underwrites mainly medical, property, engineering, motor, miscellaneous accident, marine
and personal accident classes. These classes of takaful are generally regarded as short-term
takaful contracts where claims are normally intimated and settled within a short time span.
This helps to mitigate takaful risk.
In line with other takaful and retakaful companies, in order to minimise financial exposure
arising from large claims, the Company, in the normal course of business, enters into
agreements with other parties for retakaful 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.

To minimise its exposure to significant losses from reinsurers ' insolvencies, the Company
evaluates the financial condition of its reinsurers and monitors concentrations of credit risk
arising from similar geographic regions, activities or economic characteristics of the
reinsurers. The Company deals with retakaful and reinsurance companies approved by the
Board of Directors and hires external experts and brokers to select retakaful partners.
Concentration of takaful risk

The Company does not have any single takaful contract or a small number of related
contracts that cover low frequency, high-severity risks such as earthquakes, or takaful
contracts covering risks for single incidents that expose the Company to multiple takaful
risks. The Company manages concentration risk by Excess of Loss arrangements for various
lines of business.

b)

Financial risk management
The Company has exposure to the following primary risks from its use of financial
instruments:
• Credit risk;
• Liquidity risk;
• Market risk; and
• Operational Risk
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c)

Financial risk management (continued)

ii)

Liquidity risk (continued)
Details of the Company's financial liabilities are summarised in the table below by the
maturity profile of the Company's assets and liabilities based on the contractual repayment
arrangements. The contractual maturities of liabilities have been determined on the basis of
the remaining period at the reporting date to the contractual maturity date. The maturity
profile is monitored by management to ensure adequate liquidity is maintained.

31 December 2016

Non derivative
financial liabilities
Takaful payables
Outstanding claims
Other liabilities

Total liabilities

Carrying Contractual
value cash outflows
AED'OOO
AED'OOO

Less than
180 days
AED'OOO

35,403
62,000
5,236

(35,403)
(62,000)
(5,236)

(5,236)

102,639

(102,639)

(5,236)

Contractual cash flows
180 days
to 1 year 1-5 Year
AED'OOO AED'OOO
(35,403)
(62,000)

(97,403)

31 December 2015

Non derivative
Financial liabilities

iii)

Carrying
Contractual
value cash outflows
AED'OOO
AED'OOO

Less than
180 days
AED'OOO

Takaful payables
Outstanding claims
Other liabilities

41,393
109,447
7,693

(41,393)
(109,447)
(7,693)

(7,693)

Total liabilities

158,533

(158,533)

(7,693)

Contractual cash flows
180 days
to 1 year
1-5 Year
AED'OOO AED'OOO
(41,393)
(109,447)

(150,840)

Market risk
Market risk is the risk that the value of a financial instrument will fluctuate as a result of
changes in market prices, whether those changes are caused by factors specific to the
individual security, or its issuer, or factors affecting all securities traded in the market.

(a)

Price risk
The Company is exposed to price risk arising from its investment securities portfolio. The
Company's investment securities are quoted on primary and secondary markets and the table
below summarizes the impact of a 1% increase I decrease of the prices of its investment
securities portfolio, on the Company's results and equity for the year ended 31 December.
The analysis is based on the assumptions that all other variables will remain constant and,
where applicable, the Company's investments moved according to the historical correlation
of the relevant index.
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Risk management (continued)

c)

Financial risk management (continued)

iii)

Market risk (continued)

(a)

Price risk (continued)
Impact on equity for the change in prices are as follows

2016

2015

AED'OOO

AED'OOO

104

± 1% change in investments available for sale

Impact on profit or loss for the change in prices are as follows

2016

2015

AED'OOO

AED'OOO

134

671

± 1% change in investments at fair value through

Profit and loss

(b)

Currency risk
Currency risk is the risk that the value of a financial instrument will fluctuate due to changes
in foreign exchange rates and arises from financial instruments denominated in a foreign
currency. The Company's functional currency is the UAE Dirham. The Company does not
have any significant position in foreign exchange and is not exposed to currency risk.

(c)

Profit rate risk
Profit rate risk arises from profit bearing financial instruments and reflects the possibility that
changes in profit rates will adversely affect the value of the financial asset and the related
mcome.
The Company is not exposed to significant profit return rate risks as its profit return-sensitive
assets are repriced frequently. The Company's profit rate risk is mainly attributable to its
Wakala deposits. The Company generally tries to minimise this risk by closely monitoring
the market rates and investing in those financial assets in which such risk is expected to be
minimal.

iv)

Operational risks
Operational risk is the risk of direct or indirect loss arising from a wide variety of causes
associated with the Company's processes, human error, technology and infrastructure, and
from external factors other than credit, market and liquidity risks such as those arising from
legal and regulatory requirements and generally accepted standards of corporate behaviour.
Operational risks arise from all of the Company's operations.
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Risk management (continued)

iv)

Operational risks (continued)
The Company's objective is to manage operational risk so as to balance the avoidance of
financial losses and damage to the Company's reputation with overall cost effectiveness and
to avoid control procedures that restrict initiative and creativity.

(d)

Capital risk management
The Company's objectives when managing capital is to comply with the insurance capital
requirements required by UAE Federal Law No. 6 of 2007 concerning Insurance Companies
and Agents.
In UAE, the local insurance regulator specifies the minimum amount and type of capital that
must be held by the Company in addition to its insurance liabilities. The minimum required
capital must be maintained at all times throughout the year. The Company is subject to local
insurance solvency regulations with which it has complied with during the year. The
Company has incorporated in its policies and procedures the necessary tests to ensure
continuous and full compliance with such regulations.

The minimum regulatory capital required is AED 100 million against which the capital of the
Company was AED 150 million (2015: AED 150) million. The relevant sections related to
solvency under new financial regulations for takaful insurance companies shall be applicable
at the year ending 31 December 2017.

(e)

Claim development
The following table reflects the cumulative incurred claims, including both notified and
claims incurred but not reported (IBNR) for each successive accident year at each statement
of financial position date, together with cumulative payments due:

Total claims incurred

Accident year (AED'OOO)
2012 or
earlier

2013

2014

2015

2016

At the end of reporting year
One year later
Two years later
Three years later
Four years later

20,286
18,045
17,931
17,826
17,818

74,341 112,861 207,361 108,042
77,012 116,513 201,534
78,252 114,318
77,816

Current estimates of claims

17,818

77,816 114,318 201,534 108,042

Cumulative
claims

---519,528

---Payments to date

17,813

75,436 104,430 178,295

68,026

444,000

40,016

75,528

---Liability recognised in statement
of financial position

5
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Restricted bank deposits

Cash at bank - margin account
Wakala deposits with banks

Takaful operations assets
Shareholders assets

2016
AED'OOO

2015
AED'OOO

14,515

6,331
12,108

14,515

18,439

6,100
8,415

10,024
8,415

14,515

18,439

Restricted bank deposits are held in margin accounts to issue takaful business related
performance and tender bonds. Wakala deposits cany a profit rate from 1.4% to 2.25%
(2015:0. 70% to 2. 00%) per annum.

6

Cash and cash equivalents

Cash on hand
Cash at bank - current and saving accounts

Takaful operations assets
Shareholders assets

2016
AED'OOO

2015
AED'OOO

11
43,699

14
30,835

43,710

30,849

22,165
21,545

26,128
4,721

43,710

30,849

Saving accounts yield profit in the range of0.1% to 0.27% (2015 range of0.1% to 0.27%).

7

Wakala deposits
2016
AED'OOO
Takaful operations assets
Shareholders assets

2015
AED'OOO

12,000
16,000
28,000

An amount of AED 15 million is lien marked against the financing facility obtained which
carries profit rate of 3.10% per annum. Wakala deposits are placed with local banks and carry
profit rate from 0.45% to 2.35% per annum.
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Investments at fair value through profit or loss
- held for trading
2016
AED'OOO

2015
AED'OOO

4,072
9,358

67,058

13,430

67,058

Sukuk - Takaful operation assets
Sukuk - Shareholders assets

An amount of AED 1.08 million has been lien marked on the above portfolio for issuance of
takaful business related performance bonds.
The geographical distribution of investments is as follows:
2016
AED'OOO

2015
AED'OOO

3,521
9,909

53,891
13,167

13,430

67,058

Inside UAE
Outside UAE

9

Investments - held to maturity
2016
AED'OOO
Sukuk - Shareholders assets

2015
AED'OOO

19,212

The geographical distribution of investments is as follows:
2016
AED'OOO
Inside UAE
Outside UAE

2015
AED'OOO

13,299
5,913
19,212

This portfolio has been lien marked for issuance of takaful business related performance
bonds.
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Investment properties
2016
AED'OOO

2015
AED'OOO

Balance as at 1 January
Purchased during the year
Change in fair value of investment properties

24,375
25

23,717
658

Balance as at 31 December

24,400

24,375

Investment properties represent 20 residential one bedroom units in Marina Blue Tower, Al
Reem Island Abu Dhabi that were acquired on April 30, 2015. The carrying value at
acquisition date includes the purchase price paid plus the associated cost to acquire the units.
As at 3 1 December 2016, the investment properties were included in level 2 of the fair value
hierarchy (see note 30).
The fair value for investment properties was arrived at using the Comparison method because
of the availability of data and represents the assumptions that market participants would use
when pricing similar assets.
The fair value of the properties was determined by an external, independent valuer with
experience in valuing property of this nature in the United Arab Emirates and the knowledge,
skills and understanding to undertake the valuation competently in estimating the fair value of
the property, the highest and best use of property in its current use.

2016
AED'OOO

11

2015
AED'OOO

Rental income earned from investment properties
Direct operating expenses
Change in fair value

1,772
(444)
25

1,149
(261)
658

Income from investment properties - net

1,353

1,546

2016
AED'OOO

2015
AED'OOO

Takaful and retakaful receivables
Less: allowance for impairment oftakaful and retakaful
receivables

78,049

50,795

Net takaful and retakaful receivables

76,163

Takaful and retakaful receivables

33

(1,886)

(843)
49,952
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Takaful and retakaful receivables (continued)
Due from participants
Less: allowance for impairment of due from participants

Due from takaful I retakaful operators
Due from brokers and agents
Less: other allowance for impairment of
receivable balances

39,634
(772)

34,100
(804)

38,862

33,296

28,099
10,316

15,343
1,352

(1,114)

Net takaful and retakaful receivables

(39)

37,301

16,656

76,163

49,952

The geographical distribution of Takaful and retakaful receivables is as follow:

Inside UAE
Due from participants
Less: allowance for impairment of due from participants

Due from takaful I retakaful
Due from brokers and agents
Less: allowance for impairment of balances

Net takaful and retakaful receivables

39,634
(772)

34,100
(804)

38,862

33,296

2,809
10,316
(756)

5,971
1,352

12,369

7,323

51,231

40,619

25,290

9,372

Outside UAE
Due from takaful I retakaful
Less: allowance for impairment of
takaful I retakaful receivables

(358)

Net takaful and retakaful receivables

34

(39)

24,932

9,333

76,163

49,952
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Takaful and retakaful receivables (continued)
Ageing of takaful and retakaful receivables is as follows for the year ended 31 December
2016:

Inside UAE

Participants
AED'OOO

Takaful I
retakaful
AED'OOO

Brokers
and agents
AED'OOO

Less than 30 days
31 - 90 days
91 - 180 days
181-270days
271 - 360 days
Above 3 60 days

27,288
4,478
1,965
225
118
4,788

50
484
1,014
637
19
282

5,910
3,688
240
45

33,248
8,650
3,219
907
137
5,070

Total

38,862

2,486

9,883

51,231

Brokers
and agents
AED'OOO

Total
AED'OOO

Total
AED'OOO

Outside UAE

Participants
AED'OOO
Less than 30 days
31 - 90 days
91 - 180 days
181 - 270 days
271 - 360days
Above 360 days

Total

Takaful I ·
retakaful
AED'OOO
6,503
8,970
2,956
1,646
4,137
720

6,503
8,970
2,956
1,646
4,137
720

24,932

24,932

Ageing oftakaful and retakaful receivables is as follows for the year ended 31 December
2015 :
Inside UAE

Participants
AED' OOO

Takaful I
retakaful
AED'OOO

Brokers
and agents
AED'OOO

Total
AED'OOO

Less than 30 days
31 - 90 days
91 - 180 days
181 - 270 days
271 - 360 days
More than 3 60 days

11,261
4,764
2,703
8,683
5,255
630

92

395
1,281
71
576
3,556

405
175
119
279
154
220

11 ,758
5,334
4,103
9,033
5,985
4,406

Total

33,296

5,971

1,352

40,619
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Takaful and retakaful receivables (continued)
Outside UAE

Participants
AED'OOO

Takaful I
retakaful
AED'OOO

Brokers
and agents
AED'OOO

Total
AED'OOO

Less than 30 days
31 - 90 days
91 - 180 days
181 - 270 days
271 - 360 days
More than 360 days

6,567
797
1,654
223
67
25

6,567
797
1,654
223
67
25

Total

9,333

9,333

Movement on the allowance for impairment ofTakaful and retakaful receivables during the
year was as follows:
2016
AED'OOO

12

Balance at 1 January
Provided during the year
Write-off during the year

843
1,063
(20)

Balance at 31 December

1,886

2015
AED'OOO

I, 118
(275)
843

Statutory deposit
The statutory deposit is required to be placed with a local bank by all insurance companies
operating in UAE. The statutory deposit which depends on the nature of takaful activities
cannot be withdrawn except with the prior approval of the regulatory authorities. The
Company is entitled to the profit earned on the statutory deposit. Profit rate on the current
deposit is 2.25%.

13

Reinsurance and retakaful contract assets and takaful contract liabilities

Takaful contract liabilities
Outstanding claims reserve
Claims incurred but not reported
Unallocated loss adjusted expense
Unearned contributions
Reserves for unearned subscriptions

36

2016
AED'OOO

2015
AED' 000

62,000
13,528
1,323
95,923
1,875

109,447
11,974
1,569
53 ,401
6,442

174,649

182,833
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Reinsurance and retakaful contract assets and takaful contract liabilities
(continued)
2016
AED'OOO

2015
AED' 000

Reinsurance and retakaful contract assets
Outstanding claims reserve
Claims incurred but not reported
Unallocated loss adjusted expense

30,861
4,934

70,502
3,322
739

Retakaful and reinsurance share of claims

35,795

74,563

Reinsurance share of unearned contributions
Reserves for unearned subscriptions

24,634
477

26,395
247

Retakaful and reinsurance share of unearned
contributions

25,111

26,642

60,906

101,205

31,139
8,594
1,323
71,289
1,398

38,945
8,652
830
27,006
6,195

113,743

81,628

2016
AED'OOO

2015
AED'OOO

Takaful liabilities - net
Outstanding claims reserve
Claims incurred but not reported
Unallocated loss adjusted expense
Unearned contributions
Reserves for unearned subscriptions

14

Advances, deposits and other assets

Staff receivables
Accrued income
Advances, deposits and prepayments
Qard hasan to participants
Provision for Qard hasan to participants

16
818
2,965
119,600
(119,600)

Takaful operations assets
Shareholders assets

37

28
190
3,781
105,465
(105,465)

3,799

3,999

2,345
1,454

1,557
2,442

3,799

3,999
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Property and equipment
Furniture
and
fixtures
AED'OOO

Motor
vehicle Software
AED'OOO AED'OOO

Computer
equipment
AED'OOO

Office
equipment
AED'OOO

At 1January2015
Additions
Disposals

3,406
70
(25)

49
2
(15)

2,583
10

46

2,212

8,296
82
(40)

At 31 December 2015

3,451

36

2,593

46

2,212

8,338

At 1January2016
Additions
Disposals

3,451
120
(49)

36
24

2,593

46

2,212
785

8,338
929
(49)

At 31 December 2016

3,522

60

2,593

46

2,997

9,218

At I January 2015
Charge for the year
Disposals

2,917
251
(27)

18
9
(9)

1,299
519

24
10

1,221
555

5,479
1,344
(36)

At 31 December 2015

3,141

18

1,818

34

1,776

6,787

At 1 January 2016
Charge for the year
Disposals

3,141
217
(49)

18
10

1,818
501

34
9

1,776
406

6,787
1,143
(49)

At 31 December 2016

3,309

28

2,319

43

2,182

7,881

31 December 2015

310

18

775

12

436

1,551

31December2016

213

32

274

3

815

1,337

Total
AED'OOO

Cost:

---

Accumulated depreciation:

Net book value:
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Share capital

Authorised, issued andfully paid up capital
150,000,000 shares of AED 1 each

2016
AED'OOO

2015
AED'OOO

150,000

150,000

Legal reserve
In accordance to the Companies' Law and the Company's Article of Association, 10% of the
profit for the year should be transferred to legal reserve. The Company may resolve to
discontinue such transfers when the reserve totals 50% of the paid up share capital. The
reserve is not available for distribution except in the circumstances stipulated by the Law.

17

Policyholders' fund
2016
AED'OOO

Deficit in participants' fund
Balance at beginning of year
Deficit for the year

Qard Hasan from shareholders
Balance at beginning of year
Provided during the year

2015
AED'OOO

(105,465)
(14,135)

(55,816)
(49,649)

(119,600)

(105,465)

105,465
14,135

55,816
49,649

119,600

105,465

Total deficit in participants' account

The shareholders of the Company have financed the participants' deficit in accordance with
the Company's policy.

18

Due from shareholders and due to policyholders

Qard Hasan to participants
Less:
Wakala fee receivables
Payment to takaful operations

39

2016
AED'OOO

2015
AED'OOO

119,600

105,465

38,750
57,856

36,296
29,528

22,994

39,641
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Takaful and retakaful payable

Payable - inside UAE
Payable - outside UAE

2016
AED'OOO

2015
AED' OOO

26,694
8,709

27,959
13,434

35,403

41 ,393

The geographical distribution ofTakaful and retakaful payable is as follow:
Inside UAE
Payables to insurance companies
Payables to insurance brokers
Payables to participants

3,138
2,623
20,933

2,714
8,734
16,511

26,694

27,959

8,709

13,434

35,403

41,393

2016
AED'OOO

2015
AED' OOO

2,044
3,032
3,189

2,731
2,802
4,962

8,265

10,495

5,168
3,100

7,265
3,230

8,268

10,495

2016
AED'OOO

2015
AED' OOO

Opening balance
Provided during the year
Paid during the year

2,130
1,254
(932)

2,154
2,452
(2,476)

Balance as at 31 December

2,452

2,130

Outside UAE
Payables to retakaful companies

20

Other liabilities

Sundry creditors
Unearned revenue
Other liabilities

Takaful operations liabilities
Shareholders liabilities

21

End of service benefits
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Related party transactions
The Company, in the normal course of business, collects contributions, settles claims and
enters into other transactions with other businesses that fall within the definition of related
parties contained in the revised International Accounting Standard 24. The following are the
details of significant transactions with related parties:
2016
AED'OOO

2015
AED'OOO

21
1
66
421

5
6

91
1,848
289

302
1,734
1,013

38
12,043
9,909

9,326

2016
AED'OOO

2015
AED' OOO

200,167

Transactions with related parties
Gross takaful contributions written
Gross takaful contributions received
Financing cost paid
Profit received from sukuk investment
Compensation to key management personnel
- Directors' remuneration
- Short term benefits
- Long term benefits

Balances with related parties
Receivable from related party - net
Bank balances with a related party
Sukuk investment

23

Takaful net contribution

a)

Gross contributions

b)

Gross takaful contributions
Change in unearned contributions

(42,522)

209,390
27,338

Gross contributions

157,645

236,728

Contributions ceded to retakaful I reinsurance
Change in unearned contributions

(69,841)
(1,761)

(100,037)
(21 ,174)

Contributions ceded to retakaful

(71,602)

(121,211)

86,043

115,517

Contributions ceded to retakaful

Net takaful contributions earned (a-b)
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Net claims paid
2016
AED'OOO
Gross claims paid
Claims ceded to retakaful I reinsurance
Net claims paid

25

2015
AED'OOO

145,469
(78,160)

171,450
(85,747)

67,309

85,703

Wakala fees and mudarib's share
The shareholders manage the takaful operations of the Company for the policyholders and
charge a maximum of 35% of gross written contributions. During the year ended 2016,
wakala fee has been charged at 18% (2015: 16%). The shareholders manage the policyholders
investments fund and charge 35% (2015: Nil) of net investment income earned by
policyholders as mudarib's share

26

Investment income

Profit on wakala deposits and sukuk
Dividends income
Unrealized loss on investments at fair value through
profit or loss
Realized gains on sale of investments
Asset management expenses
Rental income from real estate - net
Change in fair value of investment property

27

2016
AED'OOO

2015
AED'OOO

3,201

2,689
805

(76)
3,232
(212)
1,328
25

(398)
1,813
(815)
888
658

7,498

5,640

2016
AED'OOO

2015
AED' 000

20,345
1,829
688
1,212
2,297
91
1,143
1,063
744

23,474
1,860
759
808
1,530
302
1,344

29,412

30,897

General and administrative expenses

Staff costs
Rent, rates and service charges
Office stationary and maintenance
IT maintenance costs
Audit, legal and other professional
Directors' remuneration
Depreciation and amortisation
Provision for bad debts
Other expenses

42
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Segmental information
For the year ended 31 December 2016
Medical
AED'OOO

Non-medical
AED'OOO

Total
AED'OOO

Takaful income
Gross takaful contributions
Contributions ceded

92,114
(24,343)

108,053
(45,498)

200,167
(69,841)

Net takaful contributions
Net transfer to unearned contribution reserve

67,771
(22,268)

62,555
(22,015)

130,326
(44,283)

Net takaful contributions earned
Commissions earned

45,503
1,170

40,540
3,358

86,043
4,528

Total takaful income
Takaful expenses
Gross claims paid
Retakaful share of claims paid

46,673

43,898

90,571

(67,321)
35,221

(78,148)
42,939

(145,469)
78,160

Net claims paid

(32,100)

(35,209)

(67,309)

4,066
(6,598)
(840)
(508)
(114)

43,381
(33,044)
899
5,305
(379)

47,447
(39,642)
59
4,797
(493)

(36,094)

(19,047)

(55,141)

(4,406)
(3,486)

(4,659)
(1,790)

(9,065)
(5,276)

2,687

18,402

21,089

Income from investments
Mudarib' s share
Wakala fees
Other income

19
(7)
(14,874)
601

118
(41)
(21,611)
571

137
(48)
(36,485)
1,172

Net loss from takaful operations

(11,574)

(2,561)

(14,135)

Outstanding claims
Retakaful share of outstanding claims
Incurred but not reported-claims reserves - net
Unearned subscriptions - net
Unallocated loss adjustment expense reserve - net
Net takaful claims incurred
Commission expenses
Other underwriting expenses - net
Net takaful income

Segment reporting by business in respect of assets and liabilities are not available for
disclosure purposes.
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Segmental information (continued)
For the year ended 31 December 2015
Medical
AED'OOO
Takaful income
Gross takaful contributions
Contributions ceded

Non-medical
AED'OOO

Total
AED'OOO

120,407
(54,257)

88,983
(45,780)

209,390
(100,037)

Net takaful contributions
Net transfer to unearned contribution reserve

66,150
5,328

43,203
836

I 09,353
6,164

Net takaful contributions earned
Commissions earned

71,478
1,619

44,039
3,066

115,517
4,685

Total takaful income
Takaful expenses
Gross claims paid
Retakaful share of claims paid

73,097

47,105

120,202

(106,029)
58,949

(65,421)
26,798

(171,450)
85,747

(47,080)

(38,623)

(85,703)

(8,506)
2,794
606

(25,343)
11,533
(6,098)
(6,195)
(830)

(33,849)
14,327
(5,492)
(6,195)
(830)

(52,186)

(65,556)

(117,742)

(7,567)
(6,163)

(4,055)
(1,860)

(11,622)
(8,023)

(24,366)

(17,185)

Net claims paid
Outstanding claims
Retakaful share of outstanding claims
Incurred but not reported-claims reserves - net
Unearned subscriptions - net
Unallocated loss adjustment expense reserve - net
Net takaful claims incurred
Commission expenses
Other underwriting expenses - net
Net takaful income I (loss)

7,181

Income from investments
Mudarib's share
Wakala fees
Other income

(29,232)
656

(4,281)
322

(33,513)
978

Net loss from takaful operations

(21,370)

(28,279)

(49,649)
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Segment reporting by business in respect of assets and liabilities are not available for
disclosure purposes.
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Basic earnings I loss per ordinary share
Basic earnings I loss per ordinary share are calculated by dividing the net earnings I loss for
the year by the weighted average number of ordinary shares outstanding during the year as
follows:
2016
AED'OOO

Net profit I (loss) for the year

385

Weighted average number of ordinary
shares in issue throughout the period
Earnings I (loss) per share (AED)

2015
AED' 000
(41,393)

150,000

150,000

0.0026

(0.276)

There is no dilution impact on loss per share.
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Accounting classifications and fair values
Accounting policy for financial assets held at FVTPL and AFS require the measurement of
fair value for all investments.
When measuring the fair value of an asset or a liability, the Company uses market observable
data as far as possible. Fair values are categorised into different levels in a fair value
hierarchy based on the inputs used in the valuation techniques which are as follows:
•

Level 1: quoted prices (unadjusted) in active markets for identical assets or liabilities;

•

Level 2: inputs other than quoted prices included within Level 1 that are observable for
the asset or liability, either directly (i.e., as prices) or indirectly (i.e., derived from prices);
and

•

Level 3: inputs for the asset or liability that are not based on observable market data
(unobservable inputs).
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Accounting classifications and fair values (continued)
3 1 December 2015

Carrying amount

At fair value I AFS
AED'OOO

Financial assets measured at fair value
Investments at fair value through profit or loss
Investments available for sale

67,058
10,464

Loans and
receivables
AED'OOO

Other
financial
liabilities
AED'OOO

-

-

-

-

-77,522

Fair value

Total
AED'OOO

67,058
10,464

-77,522

-Financial assets not measured at fair value
Cash and cash equivalents
Restricted bank deposit
Takaful and retakaful receivables
Statutory deposits
Retakaful and reinsurance contract assets
Deposits and other receivables

-

30,835
18,439
49,952
6,000
74,563
1,326
181,115

-

-

-

30,835
18,439
49,952
6,000
74,563
1,326
181,115

-Financial liabilities not measured at fair value
Takaful and retakaful payables
Outstanding claims
Other liabilities

-

-

41,392
109,447
7,693

41,392
109,447
7,693

158,532

158,532
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Date of valuation

31 December 2015
31 December 2015

Level 1
AED'OOO

Total
AED'OOO

67,058
10,464

67,058
10,464

-77,522

77,522
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Actuarial valuation methodology
Estimates are made for the expected cost of claims incurred but not yet reported (IBNR) using
standard actuarial claim projection techniques. Reserves for unearned contribution (UCR),
unexpired risk reserve (URR), unallocated loss adjustment expense (ULAE) are based on current
data and appropriate assumptions. Outstanding loss reserve (OSLR) are based upon empirical
data. The actuarial estimation of the takaful contract liabilities has been reviewed by an
independent actuary in accordance with the requirement of financial regulations for takaful
insurance companies.
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Zakah
The Company does not pay Zakah on behalf of the shareholders. The Zakah obligation is
assessed and disclosed to the shareholders at the Annual General Meeting.
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Comparative figures
The comparative figures have been re-classified to conform with current year presentation
changes.
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