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Board of Directors Report

Praise he to Allah, and peace and blessings be upon the Prophet, and upon his family and companions

Dear Shareholders

We are pleased to welcome you and present to you the annual report of Takaful Insurance Company KSC
(Closed) for the fiscal year ended on 31/12/2011,comprising the report of Fatwa and Sharia Control Board, as
well as the auditor>s report. Further, we are pleased to present to you the achievements of this year and the

hopes we look forward to fulfill.

Dear Shareholders:

The year 2011 was a turning point as we exerted great efforts to evaluate our businesses from the investment
viewpoint and take the final provisions of all the company investments, whereby such investments do not affect
in the future the financial results of the company. We added to this the results of public liability insurance of
cars (third parties) for the previous years, whereby the automotive insurance portfolio was assessed. Indeed,
it was found that it is one of the mean reasons leading to the increase of losses and decrease of cash flow.
Therefore, the company management has taken decisions to lit the high losses rates and concentrate on the
types of insurance which achieve good results such as health insurance and group insurance. Further, we at
Takaful Insurance Company are committed with high professional principles and are committed to the principles

of Islamic Shariah in our dealings in insurance and re-insurance.

In light of the economic crisis, the company maintained the national staff and competent personnel, perhaps this

crisis will end and the Kuwaiti economy will return to its former state of growth and prosperity.

The Kuwaiti insurance market is considered as one of the unregulated markets and is undergoing the chaos of
incorporating companies, as well as the lack of supervision and control by the concerned authorities. This led
to insurance losses by many companies and may lead to the bankruptcy of a number of them and their inahility
to continue, if the law is not amended and there is an independent authority for supervision and control over the

insurance activity in Kuwait.

The current economic crisis and the resulting losses, as well as the political conditions in the in the countries of
the region has compelled the company to reconsider the regional expansion policy which has been laid down
in the previous years and wait for the economic and political conditions in the future in order to re-activate the

expansion policy, as it has extensive returns on the company and its shareholders.




In 2011, the company developed insurance and investment portfolios. Additional provisions have been deducted
which are necessary and required for investments, as well as technical provisions to reinforce the financial
position of the company. Spending was rationalized and third party policy losses accommodated until an
insurance surplus is achieved for the subscribers in the next years and maintain the value of the company
assets. The company has also developed its insurance portfolios and maintained its clients. The personal
health insurance and group insurance programs were developed. A service was introduced whereby insurance
policies are issued through the internet. Further, the company developed policies, procedures and internal
control systems, as well as developed risk efficiency and management to enhance the level of efficiency.

Investment activity:
With the help ofthe Almighty God, the company achieved the targets laid down in connection with the insurance

activity, whereby the targeted production for underwritten subscriptions was realized this year, despite
the decrease in third party automotive policy underwriting. Further, the number of the company clients was
increased despite the severe competition by insurance companies operating in the local market. The undenrwritten
subscriptions in Takaful insurance for the fiscal year 2011 amounted to the sum of KD 6,212,665 compared with
the figure realized by the company in the fiscal year 2010 which amounted to KD 5,752,431, i.e. an increase
by KD 460,234 and 8%. Further, the compensation incurred for the fiscal year 2011 amounted to KD 2,669,725
compared with the fiscal year 2010, which amounted to KD 2,217,412, i.e. an increase by KD 452,313 and 20%.
Further, the technical reserves of the company for the fiscal year 2011 amounted to KD 7,982,175.

Financial results:
On the level of financial results for the shareholders, the company recorded losses for the fiscal year 2011 by
KD 1,295,076 compared with a loss of KD 1,418,341 for the year 2010, i.e. a drop by KD 123,265 and a loss
per share by 12.95 fils in 2011 compared with a loss per share of 14.18 fils in 2010. further, the shareholders>
equities for the current year amounted to KD 8,493,141 compared with KD 9,929 585 in the past year, i.e. a drop
by 14%. The total assets for shareholders during the current year amounted to KD 13,620,969 compared with
KD 13,190,454 in the past year, i.e. an increase by 3%. The increase is attributed basically to recording a loan
with low interests for the rights of policyholders. Further, the net profits and shareholders> equities dropped in
the current year due to setting aside additional provisions for investments, as a result of the drop in the value

of investment assets.

On the level of the results of policyholders, the net deficit of the insurance operations for the fiscal year 2011
amounted to KD 1,867,079 against a net insurance deficit of KD 2,016,802 for 2010 as a result ofthe company>s
setting aside additional provisions for the devaluation of investments available for sale and the subscribers>
share in the results of an affiliate company, as well as the continuation of payment of third party automotive

compensations which have not been met by revenues of subscriptions for the same policy.

Goals and Hopes

The executive management of the company hopes and endeavors with outmost efforts to restore the company
to profitability during the next years, with the will of God. Great efforts were exerted over the past years to

control the losses of the company as a result of the investment and insurance market conditions, as well a




developing a number of policies which required consideration and assessment. In fact, many of them have been

amended and developed. We also look forward that the local and regional markets witness a correction in their
path during the next period, which will have a positive reflection on the performance of the company in 2012 on
the level of profits and market value of investments. WWe also hope that the company is able to acquire a share
of Kuwait development plan projects, and that our affiliate companies in Saudi Arabia and Turkey strengthen the
financial position of our company and form one of the profit channels for 2012 and act as outlets for new regional

and international markets.

The First Takaful Insurance Company aims at practicing work in Takaful insurance field with high professionalism
and to maintain its leadership among its peers in the local market, as well as maintain the value of the company

assets and comply with customer service with high professionalism.

The company board of directors and staff look forward to maintain its image as a leading company in Takaful
insurance field and comply with the directions of the Islamic Shariah. Further, it is hoped that performance
efficiency is enhanced and the financial ability and worth of the company is increased in the next years to support
its development, progress and distinction in Takaful insurance field.

Dear brothers:

In view of the great significance of the technical and administrative staff, Takaful Insurance Company is constantly
developing national staffthrough training and enrolling them in specialized coursesin order to upgrade the efficiency
of performance for a better service of the company customers. WWe do not save efforts to develop and upgrade the

information technology system.

Finally, praise be to Almighty God for the blessing of safety and security of our beloved nation under the leadership
of His Highness the Amir of Kuwait, Sheikh Sabah Al Ahmad Al Jaber Al Sabah, may God protect him, and the
Crown Prince Sheikh Nawaf AlAhmad Al Jaber Al Sabah and Sheikh Jaber Mubarak Al Hamad Al Sabah, the prime
minister. Further, | would like to extend my gratitude to members of Shariah Supervision Board of the company, the
insurance department at the Ministry of Commerce and Industry, the shareholders and members of the board of
directors, the company clients and all the company staff. | would also like to express my appreciation to the local

and international re-insurers and insurance brokers and all the other concerned authorities.

-
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Independent auditors’ report

To the shareholders of
First Takaful Insurance Company — KSC (Closed)

Kuwait

Report on the Financial Statements

We bhave audited the accompanying financial statements of First Takaful Insurance Company —~ Kuwaiti Shareholding
Company (Closed), which comprise the statement of financial position as at 31 December 2011, and the statement of
income, statement of comprehensive income, statement of changes in equity and statement of cash flows for the year then
ended, and a summary of significant accounting policies and other explanatory information.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with
International Financial Reporting Standards 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.

Auditors’ Responsibility

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

An aundit mmvolves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditors’ judgment, including the assessment of the risks of material
misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the anditors
consider internal control relevant to the entity’s preparation and fair presentation of the financial statements in order to
design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. An audit also includes evaluating the appropriateness of accounting policies
used and the reasonableness of accounting estimates made by management, as well as evaluating the overall presentation
of the financial statements.

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

Opinion

Inouropinion, the financial statements present fairly, in all material respects, the financial position of First Takaful Insurance
Company as at 31 December 2011, and the results of its financial performance and cash flows for the year then ended in
accordance with International Financial Reporting Standards.




Report on Other Legal and Regulatory Matters

In our opinion, proper books of account have been kept by the Company and the financial statements, together with
the contents of the report of the Company’s board of directors relating to these financial statements, are in accordance
therewith. We further report that we obtained all the information and explanations that we required for the purpose of our
audit and that the financial statements incorporate all information that is required by the Commercial Companies Law of
1960 and by the Company’s articles of association, as amended, that an inventory was duly carried out and that, to the best
of ourknowled geand belief, no violations of the Commercial Companies Law norofthe Company s articles of association,
as amended, have occurred during the year that might have had a material effect on the business or financial position of
the Company.

Abdullatif M. Al-Aiban (CPA) Fawzia Mubarak Al-Hassawi
(Licence No. 94-A) (Licence No. 80-A)
of Grant Thornton - Al-Qatami, Al-Aiban & Partners of UHY-Fawzia Mubarak Al-Hassawi

Kuwait
26 March 2012




First Takaful Insurance Company — KSC (Closed)
Kuwait

Statement of income

Year ended Year ended
Notes 31 Dec. 2011 31 Dec. 2010
KD KD
Revenue
Net investment income 7 85,819 17,949
Share of results of associates 12 (467.867) (611,770)
Other income 12,000 -
(370,048) (593.821)
Expenses and other charges
General and administrative expenses (68,308) (77,013)
Impairment of available for sale investments 11 (856,720) (747,507)
(925,028) (824,520)
Loss for the year (1,295,076) (1,418,341)
Basic and diluted loss per share 9 (12.95) Fils (14.18) Fils

The notes set out on pages 22 to 52 form an integral part of these financial statements.




First Takaful Insurance Company — KSC (Closed)
Kuwait

Statement of comprehensive income

Year ended Year ended
31 Dec. 2011 31 Dec. 2010
KD KD
Loss for the year (1,.295,076) (1,418,341)
Other comprehensive income:
Exchange differences arising on translation of foreign operations 78,841 (145,344)
Available for sale investments:
- Net loss arising during the year (990.920) (388,333)
-Transferred to statement of income on sale (51,763) (32,639)
-Transferred to statement of income on impairment 856,720 747,507
Share of other comprehensive loss of associates (34,246) (18,704)
Total other comprehensive (loss)/income (141,368) 162,487
Total comprehensive loss for the year (1,436.,444) (1,255,854)

The notes set out on pages 22 to 52 form an integral part of these financial statements.




First Takaful Insurance Company — KSC (Closed)
Kuwait

Statement of financial position

Notes 31 Dec. 2011 31 Dec. 2010

KD KD
Assets
Bank balance 1,448 1,448
Investment deposit 10 135,000 135,000
Available for sale investments 1 3,801,085 5,034,836
Investment in associates 12 1,338,032 1,607,698
Other assets 8,040 9,461
Land under development 13 1,959,750 1,959,750
Amount due from policyholders 14 1,376,681 1,308,407
Qard Hassan to policyholders’ fund 15 5,000,933 3,133,854
Total assets 13,620,969 13,190,454
Equity and liabilities
Equity
Share capital 16 10,000,000 10,000,000
Legal reserve 17 842,836 842,836
Other components of equity 18 (39.072) 102,296
Accumulated losses (2,310,623) (1,015,547)
Total equity 8,493,141 9,929 585
Liabilities
Policyholders’ deficit reserve 15 5,000,933 3,133,854
Other liabilities 126,895 127,015
Total liabilities 5,127,828 3,260,869

13,620,969 13,190,454

Total equity and liabilities

y

Khalil Ibrahim M. AFShami

Chairman and Managing Director

The notes set out on pages 22 to 52 form an integral part of these financial statements.
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First Takaful Insurance Company — KSC (Closed)
Kuwait

Statement of cash flows

Year ended Year ended
31 Dec. 2011 31 Dec. 2010
KD KD
OPERATING ACTIVITIES
Loss for the year (1,295,076) (1,418,341)
Adjustments for:
Net investment income (85.819) (17,949)
Impairment of available for sale investments 856,720 747,507
Share of results of associates 467,867 611,770
(56,308) (77,013)
Changes in operating assets and liabilities:
Movement in due from policyholders (68,274) (287,080)
Other liabilities (120) (3,778)
Net cash used in operating activities (124,702) (367,871)
INVESTING ACTIVITIES
Proceeds from sale of available for sale investments 242,680 323,649
Increase in investment in associate (153,606) (1,449)
Dividend income received 32,417 41,918
Profit on investment deposit received 3,211 3,753
Net cash from investing activities 124,702 367,871
Increase in cash and cash equivalents - -
Cash and cash equivalents at the beginning of the year 1,448 1,448
Cash and cash equivalents at the end of the year 1,448 1,448

The notes set out on pages 22 to 52 form an integral part of these financial statements.




First Takaful Insurance Company — KSC (Closed)
Kuwait

Notes to the financial statements

31 December 2011

1-Incorporation and activities

First Takaful Insurance Company (“the company”) is a closed Kuwaiti Shareholding Company incorporated
on 25 July 2000 and is registered under the Insurance Companies and Agents Law No. 24 of 1961 and its
subsequent amendments. Its shares are listed on the Kuwait Stock Exchange.

The address of the company’s registered office is PO Box 5713, Safat 13058, State of Kuwait.

The company is engaged in:
= Carrying out all types of insurance takaful activities (co-operative insurance) and related activities, including
insurance and reinsurance.
Investing the funds available to the company in various activities that are commensurate with the company's
objectives and not in conflict with the provisions of the Islamic Sharee’a and the established rules and regulations.
«  Providing insurance and reinsurance consultancy and technical studies to companies involved in similar activities.
* Investing the contributed funds from policyholders and returns thereon.

Takaful is an Islamic alternative to a conventional insurance and investment program, based on the mutual funds
concept, where each policyholder will receive his share in the surplus arising from the insurance activities, in
accordance with the company’s articles of association and the approval of Fatwa and Sharee’a Supervisory Board.

The company conducts business on behalf of the policyholders and advances funds to the policyholders’
operations as and when required. The shareholders are responsible for liabilities incurred by policyholders in
the event the policyholders’ fund is in deficit and the operations are liquidated. The company holds the physical
custody and title of all assets related to the policyholders’ and shareholders’ operations however such assets
and liabilities together with the results of policyholders’ lines of business are disclosed in the notes.

The company maintains separate books of accounts for policyholders and shareholders. Income and expenses
clearly attributable to either activity are recorded in the respective accounts. Management and the board of
directors determine the basis of allocation of expenses from joint operations.

All insurance and investment activities are conducted in accordance with Islamic Sharee’a, as approved by
Fatwa and Sharee’a Supervisory Board.

The board of directors approved these financial statements for issue on 26 March 2012 and are subject to the
approval of the general assembly of the shareholders.

2- Basis of preparation
The financial statements of the company have been prepared under historical cost convention except for
financial assets available for sale that have been measured at fair value.

The financial statements have been presented in Kuwaiti Dinars (“KD"), which is the functional and presentation
currency of the company.

The company has elected to present the “statement of comprehensive income” in two statements: the “statement
ofincome” and a “statement of comprehensive income”.

3- Statement of compliance

The financial statements of the company have been prepared in accordance with International Financial
Reporting Standards (IFRS) as issued by International Accounting Standards Board (IASB) and applicable
requirements of Ministerial Order No. 18 of 1990.

4 Changes in accounting policies

The accounting policies adopted in the preparation of the financial statements are consistent with those used in
previous year except as discussed below.

The company has adopted the following new and amended IFRS and International Financial Reporting
Interpretations Committee (IFRIC) interpretations during the year:

201"




First Takaful Insurance Company — KSC (Closed)
Kuwait

4.1 Adoption of Improvements to IFRSs 2010

The Improvements to IFRSs 2010 made several minor amendmentsto a number of IFRSs. The only amendment
relevant to the company relates to IAS 1 Presentation of Financial Statements. The company previously
presented the reconciliations of each component of other comprehensive income in the statement of changes
in equity. The company now presents these reconciliations in the notes to the financial statements, as permitted
by the amendment (see note 18). This reduces duplicated disclosures and presents more clearly the overall
changes in equity. Prior period comparatives have been restated accordingly.

4.2 |ASB Standards issued but not yet effective

Atthe date of authorisation ofthese financial statements, certain new standards, amendments and interpretations
to existing standards have been published by the IASB but are not yet effective, and have not been adopted
early by the company.

Management anticipates that all of the relevant pronouncements will be adopted in the company’s accounting
policies for the first period beginning after the effective date of the pronouncement. Information on new standards,
amendments and interpretations that are expected to be relevant to the company's financial statements is
provided below. Certain other new standards and interpretations have been issued but are not expected to
have a material impact on the company’s financial statements.

Standard or Interpretation Effective for annual periods beginning
IAS 1 Presentation of Financial Statements — amendment 1 July 2012
IAS 28 Investments in Associates
- Revised as IAS 28 Investments — Associates and Joint Venture 1 January 2013
IFRS 7 Financial Instruments: Disclosures — amendment 1 July 2011
IFRS 9 Financial Instruments: Classification and Measurement 1 January 2015
IFRS 13 Fair Value Measurement 1 January 2013

4.2.1 IAS 1 Presentation of Financial Statements - amendment

The amendment to IAS 1 requires entities to company other comprehensive income items presented in the
statement of comprehensive income based on those:

a ) Potentially reclassifiable to statement of income in a subsequent period, and

b ) That will not be reclassified to statement of income subsequently.

The company will change the current presentation of the statement of comprehensive income when the
amendment becomes effective.

4.2.2 1AS 28 Investments in Associates — Revised as IAS 28 Investments in Associates and Joint Ventures
As a result of the consequential amendments, IAS 28 brings investments in joint ventures into its scope.
However, the equity accounting methodology under IAS 28 remains unchanged.

4.2.3 IFRS 7 Financial Instruments: Disclosures - amendment

The amendments to IFRS 7 Financial Instruments: Disclosures resulted as a part of comprehensive review
of off financial position activities. The amendments will allow users of financial statements to improve their
understanding of transfer transactions of financial assets (for example, securitisations), including understanding
the possible effects of any risks that may remain with the entity that transferred the assets. The amendments
also require additional disclosures if a disproportionate amount of transfer transactions are undertaken around
the end of a reporting period. The adoption of this amendment is not expected to have any significant impact
on the financial position or performance of the company.

4.2.4 IFRS 9 Financial Instruments: Classification and Measurement
The IASB aims to replace IAS 39 Financial Instruments: Recognition and Measurement in its entirety with the
replacement standard to be effective for annual periods beginning 1 January 2015. IFRS 9 is being used in

. 2011


































