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19 CAPITAL COMMITMENTS AND CONTINGENCIES 
 
(a) As at 31 December 2014, the Company had future capital commitments with respect to purchase of 

financial assets available for sale amounting to KD 4,276,722 (2013: KD 4,736,393).  
 

(b) The Company operates in the insurance industry and is subject to legal proceedings in the normal course of 
business. While it is not practicable to forecast or determine the final results of all pending or threatened 
legal proceedings, management does not believe that such proceedings (including litigation) will have a 
material effect on its results and financial position. 

 
20 STATUTORY GUARANTEES 
 
The following amounts are held in Kuwait as security for the order of the Minister of Commerce and Industry in 
accordance with the Ministerial Decree No. 27 of 1966 and its amendments: 
 
(a) Investments of KD 500,000 (2013: KD 90,000) have been deposited with a Kuwaiti bank as security to 

underwrite general insurance business; 
(b) Investments of KD 500,000 (2013: KD 45,000) have been deposited with a Kuwaiti bank in respect of the 

Company's right to transact life assurance business; 
 (c) Other investments, in the form of deposits and bonds amounting to KD 7,476,049 (2013: KD 6,411,343) are 

held in Kuwait. 
(d) The Company’s premises with net carrying amount of KD 828,124 (2013: KD 944,559) have been 

mortgaged with the Ministry of Commerce and Industry.  
 
21 RISK MANAGEMENT  
 
(a) Governance framework 
 
The Company’s risk and financial management framework is to protect the Company’s shareholders from events 
that hinder the sustainable achievement of financial performance objectives including failing to exploit opportunities. 
Key management recognises the critical importance of having efficient and effective risk management systems in 
place.   
 
The Company is establishing a risk management function with clear terms of reference from the Company’s board 
of directors, its committees and the associated executive management committees. This will be supplemented with 
a clear organisational structure that document delegated authorities and responsibilities from the board of directors 
to executive management committees and senior managers. Also, a Company policy framework including risk 
profiles for the Company, risk management, control and business conduct standards for the Company’s operations.  
 
(b) Regulatory framework 
 
Law No. 24 of 1961, Law No.13 of 1962 and Decree No. 5 of 1989, and the rules and regulations issued by the 
Ministry of Commerce provide the regulatory framework for the insurance industry in Kuwait. All insurance 
companies operating in Kuwait are required to follow these rules and regulations. 
 
The following are the key regulations governing the operation of the Company: 
 
 For the life and capital insurance contracts issued in Kuwait, the full mathematical reserves are to be 

retained in Kuwait. 
 For marine insurance contracts, at least 15% of the premiums collected in the previous year are to be 

retained in Kuwait.  
 For all other types of insurance, at least 30% of the premiums collected in the previous year are to be 

retained in Kuwait. 
 The funds retained in Kuwait should be invested as under: 

 A minimum of 40% of the funds are to be in the form of cash deposits in a bank operating in Kuwait. 
 A maximum of 25% could be invested in foreign securities (foreign government bonds or foreign 

securities - bonds and shareholding companies). 
 A maximum of 30% should be invested in Kuwaiti companies’ shares or bonds.  
 A maximum of 15% should be in a current account with a bank operating in Kuwait. 

 
The residual value may be invested in bonds issued or guaranteed by the Government of Kuwait, properties 
based in Kuwait or loans secured by first mortgage of properties based in Kuwait. 
 
The Company’s internal audit is responsible for monitoring compliance with the above regulations and has 
delegated authorities and responsibilities from the board of directors to ensure compliance. 
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21 RISK MANAGEMENT (Continued)  
 
(c) Insurance risk  
 
The principal risk the Company faces under insurance 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 long-term claims. Therefore the objective of the Company is 
to ensure that sufficient reserves are available to cover these liabilities.  
 
The above risk exposure is mitigated by diversification across a large portfolio of insurance contracts. The 
variability of risks is also improved by careful selection and implementation of underwriting strategy guidelines, 
prudent claims management practices as well as the use of reinsurance arrangements.  
 
The majority of insurance business ceded is placed on a quota share basis with retention limits varying by 
product line and territory.  
 
Amounts recoverable from reinsurers are estimated in a manner consistent with the outstanding claims provision 
and are in accordance with the reinsurance contracts. Although the Company has reinsurance arrangements, it is 
not relieved of its direct obligations to its policyholders and thus a credit exposure exists with respect to ceded 
insurance, to the extent that any reinsurer is unable to meet its obligations assumed under such reinsurance 
agreements. The Company’s placement of reinsurance is diversified such that it is neither dependent on a single 
reinsurer nor are the operations of the Company substantially dependent upon any single reinsurance contract.  
 
Insurance risk is divided into risk of life insurance and investment contracts and risk of non-life insurance 
contracts as follows: 
 
(1)          Life insurance contracts  
 
Life insurance contracts offered by the Company include term insurance, life and disability, endowment, 
investment and pension (individual policies).  
 
Term assurance are conventional regular premium products when lump sum benefits are payable on death or 
permanent disability.  
 
Pension plans are contracts when retirement benefits are expressed in the form of an annuity payable at 
retirement age. If death occurs before retirement, contracts generally return the value of the fund accumulated or 
sum assured whichever is greater. Some contracts give the policyholder the option at retirement to take a cash 
sum or pension annuity allowing the policyholders the option of taking the more valuable of the two. Provision 
of additional death benefits may be provided by cancellation of units or through supplementary term assurance 
contracts. Certain personal pension plans also include contribution protection benefits that provide for payment 
of contributions on behalf of policyholders in periods of total disability. For contracts with discretionary 
participation features (DPF), changes in the level of pensions are based on the rate of return declared annually by 
the insurer which is not guaranteed.   
 
Guaranteed annuities are single premium products which pay a specified payment to the policyholder whilst they 
and/or their spouse are still alive. Payments are generally either fixed or increased each year at a specified rate or 
in line with the rate of inflation. Most contracts guarantee an income for a minimum period usually of five years, 
irrespective of death.   
 
Death benefits of endowment products are subject to a guaranteed minimum amount. The maturity value usually 
depends on the investment performance of the underlying assets. For contracts with DPF the guaranteed 
minimum may be increased by the addition of bonuses. These are set at a level that takes account of expected 
market fluctuations, such that the cost of the guarantee is generally met by the investment performance of the 
assets backing the liability. However in circumstances when there has been a significant fall in investment 
markets, the guaranteed maturity benefits may exceed investment performance and these guarantees become 
valuable to the policyholder. Certain pure endowment pensions contain the option to apply the proceeds towards 
the purchase of an annuity earlier than the date shown on the contract or to convert the contract to ‘paid up’ on 
guaranteed terms. The majority of the mortgage endowment contracts offered by the Company have minimum 
maturity values subject to certain conditions being satisfied.   
 
For healthcare contracts the most significant risks arise from lifestyle changes, epidemics and medical science 
and technology improvements. 
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21 RISK MANAGEMENT (Continued)  
 
(c) Insurance risk (Continued)  
 
(1)          Life insurance contracts (Continued) 
 
The main risks that the Company is exposed to are as follows.   

 Mortality risk - risk of loss arising due to policyholder death experience being different than expected. 
 Morbidity risk - risk of loss arising due to policyholder health experience being different than expected. 
 Longevity risk - risk of loss arising due to the annuitant living longer than expected. 
 Investment return risk - risk of loss arising from actual returns being different than expected. 
 Expense risk - risk of loss arising from expense experience being different than expected. 
 Policyholder decision risk - risk of loss arising due to policyholder experiences (lapses and surrenders) 

being different than expected. 
 
These risks do not vary significantly in relation to the location of the risk insured by the Company as life 
business mainly written in Gulf countries.  
 
The Company’s underwriting strategy is designed to ensure that risks are well diversified in terms of type of risk 
and level of insured benefits. This is largely achieved through diversification across industry sectors, the use of 
medical screening in order to ensure that pricing takes account of current health conditions and family medical 
history, regular review of actual claims experience and product pricing, as well as detailed claims handling 
procedures. Underwriting limits are in place to enforce appropriate risk selection criteria. For example, the 
Company has the right not to renew individual policies, it can impose deductibles and it has the right to reject the 
payment of fraudulent claims. Insurance contracts also entitle the Company to pursue third parties for payment 
of some or all costs. The Company further enforces a policy of actively managing and prompt pursuing of 
claims, in order to reduce its exposure to unpredictable future developments that can negatively impact the 
Company.  
 
For contracts where death or disability are the insured risks the significant factors that could increase the overall 
frequency of claims are epidemics, widespread changes in lifestyle and natural disasters, resulting in earlier or 
more claims than expected.   
 
The Company reinsures its annuity contracts to mitigate its risk, the reinsurers participating in the treaty are 
highly rated and the risk is spread with a number of reinsurers to minimize the risk of default. 
 
For annuity contracts, the most significant factor is continued improvement in medical science and social 
conditions that would increase longevity.  
 
The insurance risks described above are also affected by the contract holders’ right to pay reduced or no future 
premiums, to terminate the contract completely or to exercise guaranteed annuity options. As a result, the 
amount of insurance risk is also subject to contract holder behaviour.  
 
The table below sets out the concentration of life insurance and investment contracts by type of contract:   
 

 
31 December 2014 

Gross 
liabilities 

Reinsurers’ 
share of 
liabilities 

Net 
 liabilities 

Type of contract KD  KD KD 
    
Term insurance 17,336 (12,000) 5,336 
Life and disability 1,277,296 (1,021,837) 255,459 
Medical   542,194 (422,911) 119,283 
Endowment individual policies 1,032,309 (546,103) 486,206 
Pensions (individual policies) 141,158             - 141,158 
 ───────── ───────── ───────── 
Total life insurance contracts 3,010,293 (2,002,851) 1,007,442 

 ═════════ ═════════ ═════════ 
Total investment contracts and participation feature 3,900,678             - 3,900,678 
 ═════════ ═════════ ═════════ 
Other life insurance contracts liabilities 37,605             - 37,605 
 ═════════ ═════════ ═════════ 
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21 RISK MANAGEMENT (continued) 
 
(c) Insurance risk (continued) 
 
(1) Life insurance contracts (continued) 
 

 
31 December 2013 

Gross 
liabilities 

Reinsurers’ 
share of 

liabilities 
Net 

 liabilities 
Type of contract KD  KD KD 
    
Term insurance 18,947 (17,613) 1,334 
Life and disability 1,058,629 (1,055,729) 2,900 
Medical   401,704 (399,817) 1,887 
Endowment individual policies 832,076 (823,329) 8,747 
Pensions (individual policies) 154,863 (154,863) -    
 ───────── ───────── ───────── 
Total life insurance contracts 2,466,219 (2,451,351) 14,868 

 ═════════ ═════════ ═════════ 
Total investment contracts and participation feature 4,203,132 -    4,203,132 
 ═════════ ═════════ ═════════ 
Other life insurance contracts liabilities 11,484,376 (8,379,698) 3,104,678 
 ═════════ ═════════ ═════════ 
 

 
Key assumptions  
Material judgement is required in determining the liabilities and in the choice of assumptions. Assumptions in 
use are based on past experience, current internal data, external market indices and benchmarks which reflect 
current observable market prices and other published information. Assumptions and prudent estimates are 
determined at the date of valuation. Assumptions are further evaluated on a continuous basis in order to ensure 
realistic and reasonable valuations.  
 
Life insurance contracts’ estimates are either based on current assumptions or calculated using the assumptions 
established at the time the contract was issued, in which case a margin for risk and adverse deviation is generally 
included. Assumptions are made in relation to future deaths, voluntary terminations, investment returns and 
administration expenses. If the liabilities are not adequate, the assumptions are altered to reflect the current 
estimates. 
 
The key assumptions to which the estimation of liabilities is particularly sensitive are as follows: 
 
• Mortality and morbidity rates 
Assumptions are based on standard industry and national tables, according to the type of contract written and the 
territory in which the insured person resides, reflecting recent historical experience and are adjusted when 
appropriate to reflect the Company’s own experiences. An appropriate but not excessive prudent allowance is 
made for expected future improvements. Assumptions are differentiated by occupation, underwriting class and 
contract type. 
 
An increase in the actual mortality rates will lead to a larger number of claims and claims could occur sooner 
than anticipated, which will increase the expenditure and reduce profits for the shareholders. 
 
• Longevity 
Assumptions are based on standard rates, adjusted when appropriate to reflect the Company’s own risk 
experience. An appropriate but not excessive prudent allowance is made for expected future improvements. 
Assumptions are differentiated by occupation, underwriting class and contract type. 
 
An increase in longevity rates will lead to an increase in the number of annuity payments made, which will 
increase the expenditure and reduce profits for the shareholders. 
 
• Investment return 
The weighted average rate of return is derived based on a model portfolio that is assumed to back liabilities, 
consistent with the long term asset allocation strategy. These estimates are based on current market returns as 
well as expectations about future economic and financial developments. 
 

An increase in investment return would lead to a reduction in expenditure and an increase in profits for the 
shareholders. 
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21 RISK MANAGEMENT (continued) 
 
(c) Insurance risk (continued) 
 
(1) Life insurance contracts (continued) 
 
Key assumptions (continued) 
 
• Expenses 
Operating expenses assumptions reflect the projected costs of maintaining and servicing in-force policies and 
associated overhead expenses. The current level of expenses is taken as an appropriate expense base, adjusted for 
expected expense inflation if appropriate. 
 
An increase in the level of expenses would result in an increase in expenditure thereby reducing profits for the 
shareholders. 
 
• Lapse and surrender rates 
Lapses relate to the termination of policies due to non-payment of premiums. Surrenders relate to the voluntary 
termination of policies by policyholders. Policy termination assumptions are determined using statistical 
measures based on the Company’s experience and vary by product type, policy duration and sales trends. 
 
An increase in lapse rates early in the life of the policy would tend to reduce profits for shareholders, but later 
increases are broadly neutral in effect. 
  
• Discount rate 
Life insurance liabilities are determined as the sum of the discounted value of the expected benefits and future 
administration expenses directly related to the contract, less the discounted value of the expected theoretical 
premiums that would be required to meet these future cash outflows. Discount rates are based on Central Bank of 
Kuwait rate, adjusted for the Company’s own risk exposure. 
 
A decrease in the discount rate will increase the value of the insurance liability and therefore reduce profits for 
the shareholders. 
 
The assumptions that have the maximum effect on the financial position and statement of income of the 
Company are listed below. 
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Insurance risk (continued) 
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Life insurance contracts (continued) 
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Insurance risk (continued) 
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Insurance risk (continued) 
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 (c) 
Insurance risk (continued) 

 (1) 
Life insurance contracts (continued) 
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ptions (continued) 
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 (c) 
Insurance risk (continued) 

 (1) 
Life insurance contracts (continued) 

             Key assum
ptions (continued) 
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21 RISK MANAGEMENT (continued) 
 
(c) Insurance risk (continued) 
 
(1) Life insurance contracts (continued) 
 
Key assumptions (continued) 
 
Sensitivities  
The correlation of assumptions will have a significant effect in determining the ultimate claims liabilities. It 
should be noted that movements in these assumptions are non-linear. Sensitivity information will also vary 
according to the current economic assumptions, mainly due to the impact of changes to both the intrinsic cost 
and time value of options and guarantees. When options and guarantees exist they are the main reason for the 
asymmetry of sensitivities.  
 
(2) Non-life insurance contracts 
 
The Company principally issues the following types of general insurance contracts: marine and aviation, 
accident and fire. Risks under non-life insurance policies usually cover twelve month duration.  
 
For general insurance contracts the most significant risks arise from climate changes, natural disasters and 
terrorist activities which are only covered in fire line of business. 
 
Insurance contracts at times also cover risk for single incidents that expose the Company to multiple insurance 
risks.  The Company has adequately reinsured for insurance risk that may involve significant litigation. 
 
These risks do not vary significantly in relation to the location of the risk insured by the Company, type of risk 
insured and by industry.   
 
The variability of risks is improved by careful selection and implementation of underwriting strategies, which 
are designed to ensure that risks are diversified in terms of type of risk and level of insured benefits. This is 
largely achieved through diversification across industry sectors. Further, strict claim review policies to assess all 
new and ongoing claims, regular detailed review of claims handling procedures and frequent investigation of 
possible fraudulent claims are all policies and procedures put in place to reduce the risk exposure of the 
Company. The Company further enforces a policy of actively managing and prompt pursuing of claims, in order 
to reduce its exposure to unpredictable future developments that can negatively impact the Company.  
 
The Company has also limited its exposure by imposing maximum claim amounts on certain contracts as well as 
the use of reinsurance arrangements in order to limit exposure to catastrophic events (i.e. fire line of business). 
The purpose of these underwriting and reinsurance strategies is to limit exposure to catastrophes to a pre-
determined maximum amount based on the Company’s risk appetite as decided by management. 
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21 RISK MANAGEMENT (continued) 
 
(c) Insurance risk (continued)  
 
(3) General risk insurance contracts   
 
The table below sets out the concentration of non-life insurance contracts liabilities by type of contract: 
 
        

31 December 2014 
Gross  

liabilities 

Reinsurers’ 
share of 
liabilities 

Net 
liabilities 

 KD KD KD 
    
Marine and Aviation 5,499,052 (4,622,372) 876,680 
Accident 9,833,881 (4,460,226) 5,373,655 
Fire 10,231,215 (9,724,594) 506,621 
 ────────── ────────── ────────── 
Total 25,564,148 (18,807,192) 6,756,956 
 ══════════ ══════════ ══════════ 
        

31 December 2013    
    
Marine and Aviation 6,205,868 (4,622,372) 1,583,496 
Accident 18,815,526 (4,460,226) 14,355,300 
Fire 10,662,315 (9,724,594) 937,721 
 ────────── ────────── ────────── 
Total 35,683,709 (18,807,192) 16,876,517 
 ══════════ ══════════ ══════════ 
 
Key assumptions  
The principal assumption underlying the estimates is the Company’s past claims development experience. This 
includes assumptions in respect of average claim costs, claim handling costs, claim inflation factors and claim 
numbers for each accident year. Additional qualitative judgments are used to assess the extent to which past 
trends may not apply in the future, for example once-off occurrence, changes in market factors such as public 
attitude to claiming, economic conditions, as well as internal factors such as portfolio mix, policy conditions and 
claims handling procedures. Judgment is further used to assess the extent to which external factors such as 
judicial decisions and government legislation affect the estimates.  
 
Other key assumptions include variation in interest rates, delays in settlement and changes in foreign currency 
rates.  
 
 

Sensitivities  
The non-life insurance claims provision is sensitive to the above key assumptions. It has not been possible to 
quantify the sensitivity of certain assumptions such as legislative changes or uncertainty in the estimation 
process. The following analysis is performed for reasonably possible movements in key assumptions with all 
other assumptions held constant, showing the impact on gross and net liabilities and profit before tax. 
 

31 December 2014 
Change in 

 assumption 
Impact on gross 

liabilities 
Impact on net 

liabilities 
Impact on 

 profit  
             KD KD KD 
     
Average claim cost +10% 118,250 95,653 95,653 
Average number of claims +10% 216 216 216 
 

31 December 2013 
Change in 

 assumption 
Impact on gross 

liabilities 
Impact on net 

liabilities 
Impact on 

 profit  
             KD KD KD 
     
Average claim cost +10% 120,019 99,836 99,836 
Average number of claims +10% 218 218 218 
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21 RISK MANAGEMENT (continued) 
  
(d) Financial risks  
 
(1) Credit risk 
 

Credit risk is the risk that one party to a financial instrument will cause a financial loss to the other party by 
failing to discharge an obligation.  
 

 A Company credit risk policy setting out the assessment and determination of what constitutes credit 
risk for the Company. Compliance with the policy is monitored and exposures and breaches are 
monitored by the management.  
 

 Reinsurance is placed with counterparties that have a good credit rating and concentration of risk is 
avoided by following policy guidelines in respect of counterparties’ limits that are set each year by the 
board of directors and are subject to regular reviews.  At each reporting date, management performs an 
assessment of creditworthiness of reinsurers and updates the reinsurance purchase strategy, ascertaining 
suitable allowance for impairment. 
 

 The credit risk in respect of customer balances, incurred on non-payment of premiums will only persist 
during the grace period specified in the policy document until expiry, when the policy is either paid up 
or terminated.  Commission paid to intermediaries is netted off against amounts receivable from them to 
reduce the risk of doubtful debts. 

 
The table below shows the maximum exposure to credit risk for the components of the statement of financial 
position: 
                    31 December 2014 
Exposure credit risk by classifying financial assets 
 according to type of insurance 

General 
insurance 

Life and medical 
insurance Total 

 KD KD KD 
    
Financial assets available for sale (debt securities) -     350,000 350,000 
Loans secured by life insurance policyholders -     216,448 216,448 
Policyholders accounts receivable (gross) 5,175,995 2,001,832 7,177,827 
Reinsurance receivables (gross) 3,881,172 656,564 4,537,736 
Reinsurance recoverable on outstanding claims 18,749,395 9,832,946 28,582,341 
Other debit balances 1,321 13 1,334 
Fixed deposits 17,409,373 4,739,890 22,149,263 
Bank balances 1,089,869 10,797 1,100,666 
 ────────── ────────── ────────── 
Total credit risk exposure 46,307,125 17,808,490 64,115,615 
 ══════════ ══════════ ══════════ 

 
                                                      31 December 2013 
Exposure credit risk by classifying financial assets 
 according to type of insurance 

General 
insurance 

Life and medical 
insurance Total 

 KD KD KD 
    
Financial assets available for sale (debt securities) -     350,000 350,000 
Loans secured by life insurance policyholders -     155,088 155,088 
Policyholders accounts receivable (gross) 6,041,052 1,652,252 7,693,304 
Reinsurance receivables (gross) 3,782,966 1,097,848 4,880,814 
Reinsurance recoverable on outstanding claims 18,807,192 8,379,698 27,186,890 
Other debit balances 1,997,915 79,122 2,077,037 
Fixed deposits 17,419,733 7,716,215 25,135,948 
Bank balances 557,924 295 558,219 
 ────────── ────────── ────────── 
Total credit risk exposure 48,606,782 19,430,518 68,037,300 
 ══════════ ══════════ ══════════ 
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21 RISK MANAGEMENT (continued) 
 
(d) Financial risks (continued)   
 
(1)  Credit risk (continued) 
 
The table below provides information regarding the credit risk exposure of the financial assets by classifying 
assets according to international credit ratings of the counterparties.  
 
Exposure credit risk by classifying financial 
 assets according to international credit rating 
 agencies 

A 
KD 

B 
KD 

Not rated 
KD 

Total 
KD 

     

31 December 2014     
Financial assets available for sale (debt securities) - -   350,000   350,000 
Loans secured by life insurance policyholders - -   216,448   216,448 
Policyholders accounts receivable (gross) - - 7,177,827 7,177,827 
Premiums and insurance receivable (gross) 4,083,962 453,774 - 4,537,736 
Reinsurance recoverable on outstanding claims 25,724,106 2,858,235 - 28,582,341 
Other debit balances - - 1,334 1,334 
Fixed deposits 22,149,263 - - 22,149,263 
Bank balances  1,100,666 - - 1,100,666 
 ───────── ───────── ───────── ───────── 
Total credit risk exposure 53,057,997 3,312,009 7,745,609 64,115,615 
 ═════════ ═════════ ═════════ ═════════ 
 
Exposure credit risk by classifying financial 
 assets according to international credit rating 
 agencies 

A 
KD 

B 
KD 

Not rated 
KD 

Total 
KD 

     

31 December 2013     
Financial assets available for sale (debt securities) - - 350,000 350,000 
Loans secured by life insurance policyholders - - 155,088 155,088 
Policyholders accounts receivable (gross) - - 7,693,304 7,693,304 
Premiums and insurance receivable (gross) 4,392,733 488,081 - 4,880,814 
Reinsurance recoverable on outstanding claims 24,468,201 2,718,689 - 27,186,890 
Other debit balances - - 2,077,037 2,077,037 
Fixed deposits 25,135,948 - - 25,135,948 
Bank balances  558,219 - - 558,219 
 ───────── ───────── ───────── ───────── 
Total credit risk exposure 54,555,101 3,206,770 10,275,429 68,037,300 
 ═════════ ═════════ ═════════ ═════════ 
 
The Company does not have any material past due but not impaired financial assets at 31 December 2014 and    
31 December 2013.   
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21  RISK MANAGEMENT (continued) 
 
(d) Financial risks (continued)   
 
(2)  Liquidity risk 
 
Liquidity risk is the risk that an enterprise will encounter difficulty in raising funds to meet commitments 
associated with financial instruments.   
 
Liquidity risk may result from an inability to sell a financial asset quickly at close to its fair value.  Management 
monitors liquidity requirements on a daily basis and ensures that sufficient funds are available.  The Company 
has sufficient liquidity and, therefore, does not resort to borrowings in the normal course of business. 
 
The table below summarises the maturity profile of the Company’s financial liabilities based on remaining 
undiscounted contractual obligations for 31 December. The maturity profile of financial liabilities at 
31 December was as follows:  
 
 
31 December 2014  Within 1 year More than 1 year        Total 
 KD KD       KD 
    
Insurance payables 7,142,714 793,634 7,936,348 
Other credit balances 3,000,000 3,335,249 6,335,249 
 ────────── ────────── ────────── 
 10,142,714 4,128,883 14,271,597 
 ══════════ ══════════ ══════════ 
 
31 December 2013 Within 1 year More than 1 year        Total 
 KD KD        KD 
    
Insurance payables 7,790,335 1,329,122 9,119,457 
Other credit balances 2,958,356 3,500,000 6,458,356 
 ────────── ────────── ────────── 
 10,748,691 4,829,122 15,577,813 
 ══════════ ══════════ ══════════ 
 
3) Market risk 
 
Market risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of 
changes in market prices. 
 
Market risk comprises three types of risk: currency risk, interest rate risk and equity price risk. 
 
(i)  Currency risk 
Currency risk is the risk that the fair value of future cash flows of a financial instrument will fluctuate because of 
changes in foreign exchange rates. 
 
The Company’s financial assets are primarily denominated in the same currencies as its insurance and 
investment contract liabilities, which mitigate the foreign currency exchange rate risk. Thus the main foreign 
exchange risk arises from recognised assets and liabilities denominated in currencies other than those in which 
insurance and investment contracts liabilities are expected to be settled. The currency risk is effectively managed 
by the Company through financial instruments.  
 
The analysis below is performed for reasonably possible movements in key variables with all other variables 
held constant, showing the impact on profit due to changes in fair value of currency sensitive assets and 
liabilities.  
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21  RISK MANAGEMENT (continued) 
 
(d) Financial risks (continued)   
 
3) Market risk (continued) 
 
(i)  Currency risk (continued) 
 
The correlation of variables will have a significant effect in determining the ultimate impact on market risk, but 
to demonstrate the impact due to changes in variables, variables had to be changed on an individual basis. It 
should be noted that movements in these variables are nonlinear. The effect of decreases in profit and other 
comprehensive income is expected to be equal and opposite to the effect of the increases shown. 
 
  2014  2013 
 

 Change in  

Impact  
on profit for the 

year 

Impact on other 
comprehensive 

income  

Impact  
on profit for the 

year  

Impact on other 
comprehensive 

income 
 Variables KD KD  KD KD 
       
USD ±5% 309,265 1,357,185  305,127 1,234,180 
JD ±5% 11,002 29,201  14,635 34,042 
EGP ±5% 3,102 4,723  4,986 72,773 
Euro ±5% 7,116 132,678  7,210 160,000 
GBP ±5% 2,314 38,787  2,413 43,210 
Others ±5% 41,986 165,600  41,786 199,766 
 
 
(ii) Interest rate risk 
 
Interest rate risk arises from the possibility that changes in interest rates will affect future profitability or the fair 
values of financial instruments. The Company is exposed to interest rate risk on its interest bearing assets and 
liabilities. 
  
The sensitivity of the income statement is the effect of the assumed changes in interest rates, on the Company’s 
profit before contribution to KFAS, NLST, Zakat and directors’ fees, based on floating rate financial assets and 
financial liabilities held at 31 December 2014 and 2013.  
 
The Company is not exposed to interest rate risk as majority of its interest bearing assets and liabilities are stated 
at fixed interest rates.   
 
(iii) Equity price risk 
Equity price risk arises from the change in fair values of equity investments.  The Company manages this risk 
through diversification of investments in terms of geographical distribution and industrial concentration. 
 
The effect on other comprehensive income as a result of a change in the fair value of financial assets available 
for sale at 31 December due to ±10% change in the following market indices with all other variables held 
constant is as follows:  
 
 

    2014 2013 
Market indices      
      

Kuwait     ±    2,312,802 ±     2,008,661 
Other GCC countries       ±       740,087 ±       469,385 
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22 CAPITAL MANAGEMENT  
 
The primary objective of the Company's capital management is to ensure that it maintains healthy capital ratios 
in order to support its business and maximise shareholders’ 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 or issues new shares. 
 
No changes were made in the objectives, policies or processes during the years ended 31 December 2014 and    
31 December 2013.  
 
The Company monitors capital using a gearing ratio, which is net debt divided by total capital plus net debt. The 
Company's policy is to keep the gearing ratio between 35% and 60%. The Company includes within net debt, 
liabilities arising from insurance contracts, payables and term loans less cash and cash equivalent. Capital 
includes equity of the Company. 
 

   2014 2013 
 KD    KD    
   

Liabilities arising from insurance contracts 51,075,601 51,386,085 
Payables 14,346,982 15,662,899 
Less: Bank balances and cash (1,100,666) (558,219) 

 ─────────── ─────────── 
Net debt 64,321,917 66,490,765 
   
Total capital 97,909,085 92,297,261 

 ─────────── ─────────── 
Total capital and net debt 162,231,002 158,788,026 
 ─────────── ─────────── 
Gearing ratio 40% 42% 
 ═══════════ ═══════════ 
 
 
23 FAIR VALUE OF FINANCIAL INSTRUMENTS  
 
Financial instruments comprise of financial assets and financial liabilities. 
 
Financial assets consist of debt securities, loans secured by life insurance policyholders, policyholder’s accounts 
receivable, insurance and reinsurance accounts receivable, reinsurance recoverable on outstanding claims, other 
debit balances, fixed deposits and bank balances. 
 
Financial liabilities consist of insurance payables and other credit balances. 
 
The fair values of financial instruments, with the exception of certain financial assets available for sale carried at 
cost (Note 7), are not materially different from their carrying values.  
 
The Company uses the following hierarchy for determining and disclosing the fair values of financial 
instruments by valuation technique: 
 
Level 1: quoted (unadjusted) prices in an active market for identical assets and liabilities; 
 
Level 2: other techniques for which all inputs which have a significant effect on the recorded fair value are 
observable, either directly or indirectly;  
 
Level 3: other techniques which use inputs which have a significant effect on the recorded fair value are not 
based on observable market data. 
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23 FAIR VALUE OF FINANCIAL INSTRUMENTS (continued)  
 
The following table shows an analysis of financial instruments recorded at fair value by level of the fair value 
hierarchy: 

 
Total fair  

value 

 
Quoted prices in 
active markets 

(Level 1) 

Significant 
observable 

inputs  
(Level 2) 

Significant  
unobservable  

inputs  
(Level 3) 

31 December 2014 KD  KD  KD  KD  
     

Financial assets available for sale:     
Quoted  30,529,891 30,529,891 - - 
Unquoted 46,716,910 - 10,291,834 36,425,076 
 ────────── ────────── ────────── ────────── 

Total 77,246,801 30,529,891 10,291,834 36,425,076 
 ══════════ ══════════ ══════════ ══════════ 
 

31 December 2013     

Financial assets available for sale:     
Quoted  24,780,462 24,780,462 - - 
Unquoted 45,887,175 - 11,462,776 34,424,399 
 ────────── ────────── ────────── ────────── 

Total 70,667,637 24,780,462 11,462,776 34,424,399 
 ══════════ ══════════ ══════════ ══════════ 
 
During the year ended 31 December 2014, unquoted financial assets available for sale of  KD 10,291,834 
(2013: KD 11,462,776)  have been transferred from level 3 to level 2 as the management has used an observable 
inputs in determining the fair value of these investments. 
 
Level 3 includes investments in unquoted foreign funds amounting to KD 21,910,145 (2013: KD 20,417,746) that 
have been valuated using the Net Asset Value provided by the investment managers.  
   
Description of significant unobservable inputs to valuation is as follows: 
 
  

Valuation 
technique 

Significant 
unobservable 

inputs 

 
 

Range 

 
Sensitivity of the input to 

fair value 
     
Unquoted shares DCF Terminal 

growth rate 
 
Weighted 
Average Cost 
of Capital 
(WACC) 

4% 
 
 

17% 

1% increase (decrease) in 
the terminal growth rate 
would not result in a 
significant change in fair 
value of these investments. 
 

     
Unquoted shares in real estate 
projects 

Market 
comparison 

Price per 
square metre 

KD 
28-107 

1% increase (decrease) in 
the price per square metre 
would result in 
increase (decrease) in fair 
value by KD 140,070. 
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23 FAIR VALUE OF FINANCIAL INSTRUMENTS (continued)  
 
The following table shows a reconciliation of the opening and closing amount of level 3 financial assets which are 
recorded at fair value.  

 
At  

1 January 

 
 
 
 

Transfer to 
level 2  

Net results 
recorded 

 in the 
statement of 

comprehensive 
income 

 
Net results 
recorded 

 in the 
income 

statement  

 
 

Net 
purchases 

and 
(disposals) 

At 
 31 

December  
 KD KD KD  KD KD KD  
2014       
Financial assets available 
for sale:       

Unquoted   34,424,399               -       1,982,482   (382,938) 401,133   36,425,076 
 ═════════ ═════════ ═════════ ═════════ ═════════ ═════════ 
 
2013 
Financial assets 
available for sale: 

      Unquoted 45,439,106 (11,462,776)     509,103  (352,962)    291,928 34,424,399 

 
═════════ ═════════ ═════════ ═════════ ═════════ ═════════ 
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23 FAIR VALUE OF FINANCIAL INSTRUMENTS (continued)  
 
The following table shows a reconciliation of the opening and closing amount of level 3 financial assets which are 
recorded at fair value.  

 
At  

1 January 

 
 
 
 

Transfer to 
level 2  

Net results 
recorded 

 in the 
statement of 

comprehensive 
income 

 
Net results 
recorded 

 in the 
income 

statement  

 
 

Net 
purchases 

and 
(disposals) 

At 
 31 

December  
 KD KD KD  KD KD KD  
2014       
Financial assets available 
for sale:       

Unquoted   34,424,399               -       1,982,482   (382,938) 401,133   36,425,076 
 ═════════ ═════════ ═════════ ═════════ ═════════ ═════════ 
 
2013 
Financial assets 
available for sale: 

      Unquoted 45,439,106 (11,462,776)     509,103  (352,962)    291,928 34,424,399 

 
═════════ ═════════ ═════════ ═════════ ═════════ ═════════ 

 
 
 
 
 
 
 
 
 
 




