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A.F. FERGUSON & CO.

AUDITORS’ REPORT TO THE MEMBERS OF ACE INSURANCE LIMITED
We have audited the annexed financial statements comprising of:

)] balance sheet;

(ii) profit and loss account;

(iii) statement of changes in equity;
(iv) statement of cash flows;

(v}  statement of premiums;

(vi) statement of claims;

(vii) statement of expenses; and

(viii) statement of investment income.

of ACE Insurance Limited as at December 31, 2013 together with the notes forming part thereof, for
the year then ended.

It is the responsibility of the Company’s management to establish and maintain a system of internal control,
and prepare and present the financial statements in conformity with the Approved Accounting Standards as
applicable in Pakistan and the requirements of the Insurance Ordinance, 2000 (XXXIX of 2000) and the
Companies Ordinance, 1984 (XLVII of 1984). Our responsibility is to express an opinion on these statements
based on cur audit,

We conducted our audit in accordance with the Auditing Standards as applicable in Pakistan. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstaternent. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting policies used and significant estimates made by management, as well as, evaluating the overall
financial statements presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion:

(a) proper books of accounts have been kept by the Company as required by the Insurance Ordinance, 2000
and the Companies Ordinance, 1984;

(b) the financial statements together with the notes thereon have been drawn up in conformity with the
Insurance Ordinance, 2000 and the Companies Ordinance, 1984, and accurately reflect the books and
records of the Company and are further in accordance with accounting policies consistently applied
except for the change as stated in note 2.1.2 to the financial statements with which we concur;

(c) the financial statements together with the notes thereon present fairly, in all material respects, the state
of the Company’s affairs as at December 31, 2013, and of the profit, its cash flows and changes in equity
for the year then ended, in accordance with the Approved Accounting Standards as applicable in
Pakistan, and give the information required to be disclosed by the Insurance Ordinance, 2000 and the
Companies Ordinance, 1084; and

(d) no zakat was deductible at source under the Zakat and Ushr Ordinance, 1980 (XVIII of 1980).

Engagemertf Pariner: Rashid A. Jafer
Dated: &
Karachi

A. F. FERGUSON & CO., Chartered Accountants, a member firm of the PwC network

State Life Building No. 1-C, I.I. Chundrigar Road, P.O. Box 4716, Karachi-74000, Pakistan

Tel: +92 (21) 32426682-6/32426711-5; Fax: +92 (21) 32415007/32427938/32424740; <www.pwe.com/pk>
Lahore: 23-C, Aziz Avenue, Cana! Bank, Gulberg V, P.O.Box 39, Lahare-54660, Poldstan; Tel: +0z2 (42) 35715864-71; Fax: +o2 {42) 35715872

Islamabad: PIA Building, 3rd Floor, 49 Blue Area, Fazl-ul-Hag Road, P.0O.Box 3021, Ilamabad-14000, Pakdstan; Tel: +92 (52} 2273457-60; Fax: +92 (51) 2277024
Kabul: Apartment No. 3, 3rd Floor, Dost Tower, Heyi Yagub Square, Sher-e-Nau, Kabul, Afghanistan; Tel: +93 (779) 355320, +03(799) 215320
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ACE INSURANCE LIMITED
PROFIT AND LOSS ACCOUNT
FOR THE YEAR ENDED DECEMBER 31, 2013

Note
Flroand  Marine, 2013 2012
Aviation Accident
Property anid Motor and Hoalth Liabllity
Damage ¢ nsport
P Aggregate  Aggregate
Restated
{Rupees)
Revenue account
Net premiumn revenue 121,440.901 (5481,8681) 1921944 9848070 24,228,688 152,055,652 116,278,561
Net claims {23.396,861) 99711586 2,131,108 1,088,452 (1B8,920675) (20.126.820) (4,151,642)
Expenses 15 (66.181,042) (1.310,892) (249,257) (4,845983) (4,930,589) (77.317.763) (73,832,432}
Net cammlssion 10,280,779 1,028,248 {94,040) 2,509,464 1,183,230 14917681 28,392,855
Underwriting result 42,143,777 4,206,551 3,709755 6,898,003 1.570.664 60,528,750 67,587,342
Invesiment income , 3
Otherincome 16 73,603,023 B4,123,734
134,431,773 151,711,076
General and adminlstration expenses 17 {5,784 874) (5,646,200}
Financlal charges 18 {164,573) (57,238}
Provislon for Workers® Wealfare Fund (2,752,877)  {3.090,649)
Profit before taxation 125,729,449 142,916,889
Taxalion 19 {45,224,582) (53,474,065)
Profit after taxation 80,504,867 089,442,924
Othgr comprehenslve Incoma -
not reclassiflable to profit and loss
Remeasuremeant of posl employment
benefit obligations - nel of lax (2,919.814) {1.112,007)
Total comprehenslve income for the year 77,585,053 88,330,917
Profit and loss appropriation account
Batance at tha commancement of the year 85,088,670 80,167,734
Profit after taxation for the year 80,504,867 89,442,024
Qiher comprehensive income {2,919,814) (1,112,007)
Cividends {89,100,000) (82,499,981)
Balance of unappropriated profit at
the end of the year 74,483,723 _ 85988 670
Earnings per share 21 2.68 2.98
The annexed notes 1 to 35 form an integral part of these financial statements.
. Spedloibnr Y7o T

PRINCIPAL OFFI€ER & CHAIRPERSON

DIRECTOR | DIRECTOR



ACE INSURANCE LIMITED
STATEMENT OF CHANGES IN EQUITY

FOR THE YEAR ENDED DECEMBER 31, 2013

Balance as at.January 1, 2012
Effect of change in accounting policy with
respect to accounling for acluarial gains
and losses applied relrospeciively -
net of tax - referred in nole 2.1.2.2
Balance as at January 1, 2012 - (restated)
Cash dividend for the year 2011

Employee benefit cost under IFRS 2 -
Share Based Payment - note 15.2

Profit afler taxation for Lhe year

Remeasurement of post employment benefit
obligations nel of lax

Balance as at December 31, 2012 - {restated)

Cash dividend for the year 2012

Employee benefil cost under IFRS 2 -
Share Based Payment - nate 15.2

Profil after taxation for the year

Remeasurement of posl employment benefit
cbligations net of tax

Balance as at December 31, 2013

PRINCIPAL OF

ER & CHAIRPERSON

ﬁ! ! The annexed notes 1 to 35 form an integral part of these financial statements.

Capital
reserve | Share based Revenue
Pald-up share advance payment rgserve - Total
capital agalnst future  contributlon  Unappropriated @
issue of reserve profit
shares
{Rupess)
300,000,000 11,450 7,539,878 83,453,168 391,004,494
- - - (3,285,432) {3,2085.432)
300,000,600 11,450 7,539,878 80,167,734 387,719,062
- - - {82.499,581) {82,499,981)
. - 7,615,237 - 7615237
- - - 89,442,924 89,442,924
- - {1,112,007) {1,112,007)
300,000,000 11,450 15,155,115 85,998,670 401,165,235
- - - (89,100,000) {89,100.000)
- - 8,010,252 - 8,010.252
- - - 80,504,867 80,504,887
- - - {2.919.814) {2,919.814)
300,000,000 11,450 23,165,367 74,483,723 397,660,540
DIRECTOR DIRECTOR
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ACE INSURANCE LIMITED
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2013

OPERATING CASH FLOWS

a) Underwriting actlvities
Premiums received
Reinsurance pramlums palid
Claims paid
Reinsurance and gther recoverias received
Commissions patd
Commissions received
Net cash generated from underwriting activities

b) Other operating activities
income tax pald
Payment made on account of Workers' Welfare Fund
General management expenses pald
Siatutory deposit wilh State Bank of Pakistan
Net cash used In other operating actlvities

Net cash used In operating actlvities

INVESTMENT ACTIVITIES
Fixed capital expenditure

Proceeds from disposal of fixed assets
Profit / return received

Net cash generated from investing activitles
FINANCING ACTIVITIES
Dividend paid

Net cash used In financing actlvities

Net decrease in cash and cash equlvalents durlng the year

Cash and cash equivalents at the beginning of the year

Cash and cash equivalents at the end of the year

The annexed notes 1 to 35 form an integral part of these financial statements.

PRINCIPAL OFWICER & CHAIRPERSON

Stped WOt

DIRECTCR

2013 2012
Restated
——-- (Rupees)
572,005,149 606,900,971

(471,465,179)
(238,714,582)

(555,946,719)
(246,180,110)

239,076,373 206,564,878
(37,482,850) (19,114,579)
38,380,293 48,649,843
103,799,204 40,874,284
(42,579,235) (57,770,644)
(3.090,649) {2,819,089)
(64,198,327) (56.,619,576)
411 .

{109,865,800)

(117,209,309)

{6,066,596) (78,335,025)
(806,998) (4.112,576)
560,345 648,000
74,201,281 86,641,623
73,954,608 83,177,047

(89,100,000}

(82,499,981)

(88,100,000)

(82,499.981)

(21,211,988)

(75,657,959)

732,315,268 807,973,227
711,103,280 732,315,268
)
DIRECTCR




ACE INSURANCE LIMITED
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2013

Reconclliation to Profit and Loss Account
QOperating cash flows

Depreciation expense

Gain on disposal of fixed assets

Profit / return received

Decrease in statutory deposit with the State Bank of Pakistan
Increase in assets other than cash

Increase in liabilities other than running finance
Decrease in deferred tax liabllity

Decrease In unearned premium

Decrease / (increase) in tax payable

Cost assaciated with employee beneafit scheme

Profit after taxation for the year

Definition of cash

2013 2012
- {RUPEES) wvemwmmmene
Restated
(6,066,596) {76,335,025)
{3,419,945) (3,802,467)
165,279 21,709
74,201,261 86,641,623
(411) -
313,771,675 {128,697,476)
(286,257,760) 220,562,080
638,351 665,340
(1,233,037} {5,628,862)
{3,283,698) 3,631,239
{8,010,252) {7.615,237)
80,504,867 89,442,824

Cash comprises of cash in hand, stamps, bank balances and other deposits which are readily convedible to cash and which
are used In the cash management function on a day-to-day basis. However, deposil with State Bank of Pakistan has baen

excluded therefrom.

Cash for the purposes of the Statement of Cash Fiows conslsts of;

Cash and other equivalents
Stamps
Cash in hand

Current and other accounts
Current accounts

Deposit with State Bank of Pakistan

Deposlts maturing within 12 months
Fixed and term deposits

Less; Statutory deposit with State Bank of Pakistan

The annexed notes 1 to 35 form an Integral part of thase financial statements.

PRINCIPAL OFFIQER & CHAIRPERSON

Sl Ut

2013 2012
-—--—--- (Rupees} -—-—~--- -
30,865 45,169
50,000 50,000
89,865 95,169
31,013,415 27,220,009
30,000,082 30,000,500
61,013,504 57,220,599
680,000,000 705,000,000
{30,000,089) (30,000,500)
711,103,280 732,315,268
LY
DIRECTOR
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3 ACE INSURANCE LIMITED
STATEMENT OF INVESTMENT INCOME
FOR THE YEAR ENDED DECEMBER 31, 2013

2013 2012
{Rupeses)

Income from non-trading investments - -

- A’] The annexed notes 1 to 35 form an integral part of these financial statemenis.

Syt UOR -3 =

e

PRINCIPAL OFFIJER & CHAIRPERSON DIRECTOR DIRECTOR



ACE INSURANCE LIMITED
NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2013

1

2.1

2141

21.21

STATUS AND NATURE OF BUSINESS

ACE Insurance Limited is a wholly owned subsidiary of ACE INA International Holdings, Lid. U.S.A. The Company
was incorporated in Pakistan as a Public Limited Company on August 6, 2001 under the Companies Ordinance,
1984. The Company is engaged in general insurance business.

The registered office of the Company is located at 6th Floor, NIC Building, Abbasi Shaheed Road, Off: Shahrah-e-
Faisal, Karachi, Pakistan.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

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

Basis of preparation

These financial statements have been prepared in accordance with the format of financial statements prescribed
under the Securities and Exchange Commission (insurance) Rules, 2002 [SEC (Insurance) Rules, 2002].

Statement of compliance

These financial slatements have been prepared in accordance with the approved accounting standards as applicable
in Pakistan. Approved accounting standards comprise of such International Financial Reporting Standards (IFRS) as
are notifisd under the provisions of the Companies Ordinance, 1984, the requirements of the Companies Ordinance,
1984, the Insurance Ordinance, 2000, the Insurance Rules 2002, the SEC (Insurance) Rules, 2002 and directives
issued by the Securities and Exchange Commission of Pakistan (SECP). Wherever the requirements of the
Companies Ordinance, 1984, the Insurance Ordinance, 2000, the Insurance Rules 2002, the SEC (Insurance) Rules,
2002 or directives issued by the SECP differ with \he requirements of these standards, the requirements of the
Companies Ordinance, 1984, the Insurance Ordinance, 2000, the Insurance Rules 2002, the SEC (Insurance) Rules,
2002 or the requirements of the sald directives prevail.

Other standards, interpretations and amendments to published approved accounting standards that are
effective in the current year and other changes in accounting policies

IAS 1, 'Presentation of Financial Statements' has been amended effective January 1, 2013. The main change
resulling from these amendments is a requirement for entities to group items presented in 'Other Comprehensive
Income’ (QCI) on the basis of whether they are potentially reclassifiable to the profit or loss subsequently
{reclassification adjustrnents). The specified change has been made in the profit and {oss account for the year.

2.1.2.2 IAS 19 {revised) 'Employee benefits' which became efieclive for annual pericds beginning on or after January 1,

2

2013 amends accounting for employse benefits. The standard requires immediate recognilion of past service cost
and also replaces the interest cost on the defined benefit obligation and the expecled return on plan assets with a net
interest cost based on the net defined benefit asset or liability and the discount rate, measured at the beginning of
the year. Further, a new lerm "remeasurements” has been introduced. This is made up of actuarial gains and losses
and the difference between actual investment relums and the return implied by the net interest cost. The standard
requires “remeasurements” to be recognised in the Balance Sheel immediately, with a charge or credit to Other
Comprehensive Income in the periods in which they occur,

During the year the Company has changed its accounting policy to comply with the changes made in IAS 19. As per
the previous palicy actuarial gains and losses in excess of the comidor limit (10% of the higher of fair value of assets
and present value of obligation at the beginning of the period) were recognised in the profit and loss account aver the
future expected average remaining working lives of the employees.

The change in accounting policy has been accounted for retrospectively in accordance with the requirements of 1AS
8, 'Accounting Policies, Changes in Accounting Estimates and Errors’ and comparative figures have been restated.
Further, as required under IAS 1, 'Presentation of Financial Staternents’, the Company has presented a third balance
sheet as at the beginning of the preceding period as a result of the change in accounting policy.

The Company’s financial statements are affected only by the ‘remeasurements’ relating to prior years. The effects for
the current and prior years on the financial statements have been summarised below:

2013 2012 2011
{Rupees)
Impact on balance sheet
Increase in other creditors and accruals 10,724,183 6,399,960 5,054 511
(Decrease) / Increase in deferred taxation liabilily (3.646,222) (2,239,986) (1,769,079)
increase in taxation - payments less provision 83,113 83,113 -



Year ended
2013 2012

-————(Rupees) -
Impact on profit and loss account
Decrease in salarigs, wages and benefits - 237,485
{Increase) in taxation - (83.113)
Increase in profit after taxation - 154,352
Decrease in other comprehensive income
Remeasurement of post employment benefit obligation - net of tax 2,919,814 1,112,007

The impact of restatement has noc material impact on the EPS of the Company.

Far the year

ended
December 31,
2012
--- {Rupees} ---
Impact on statement of changes in equity
Cumulative decrease in unappropriated profit at January 1, 2012 3,285,432
Decrease in total comprehensive income for the year ended December 31, 2012 1,112,007
Cumulative decrease in unappropriated profit at January 1, 2013 4,397,438

2.1.2.3 There are cerlain olher new and amended standards and interpretations that are mandalory for the Company's
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accounting periods beginning on or after January 1, 2013 but are considered not to be relevant or to have any
significant effect on the Company’s operations and are, thereferg, not disclosed in these financial statements.

Standards, interpretations and amendments to published approved accounting standards that are not yet
effective:

There are certain olher new and amended standards, inferpretations and amendments that are mandatory for the
Company’s accounting periads beginning on or after January 1, 2014 but are considered not o be relevant or do not
have any significant effect on the Company's operations and therefore not detailed in these financial statements.

Accountlng convention

These financial slatements have been prepared under the historical cost convention except for cerain staff
retirement benefits which are carried at present value.

Critical accounting estimates and judgments

The preparation of financial statements in conformity with approved accounting standards as applicable in Pakistan
requires management to make judgments, estimates and assumptions that affect the reported amounts of assels
and liabilities and income and expenses. It also requires management to exercise judgment in application of its
accounting policies. The eslimates and associated assumptions are based on historical experience and various other
factors that are believed to be reasonable under the circumstances. These estimates and assumptions are reviewed
on an ongoing basis. Revisions to accounting estimates are recognised in the period in which the estimate is revised
if the revision affects only that period, or in the period of revision and future pericds if the revision affects both current
and future periods.

Significanl accounting estimates and areas where judgments were made by the management in the applicalion of
accounting policies are as follows:

- Provision for ouistanding ¢laims including $BNR {note 2.5}

- Provision for taxation and deferred tax {note 2.20)

- Defined benefit plan (note 2.11.1)

- Useful lives and residual values of fixed assets (nole 2.24)

- Premium deficiency reserve {note 2.8)

- Reinsurance recoverias against outstanding claims (note 2.5.1)

Insurance contracts

Insurance contracts are those contracts where the Company (the insurer) has accepted significant insurance risk
from ancther party (the policy holder) by agreeing to compensate the policy holder if a specified uncerain future
event (the insured event) adversely affects the policy holder,

Once a confract has been classified as an insurance contract, it remains an insurance confract for the remainder of
its lifetime, even if the insurance risk reduces significantly during the period, unless all rights and liabilities are
extinguished or expired.
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The Company neither issues investment contracts nor does it issue insurance contracts with discretionary
pariicipation features (DPF). )

Insurance contracts are classified into five main categories. These categories are fire and property damage, marine,
aviation and transport, motor, accident and health and liability.

(a) The perils covered under fire and property damage insurance inciude damages caused by fire, riot and strike,
explosion, earthquake, atmospheric damage, flood, electric fluctuation, terrorism, burgiary, loss of cash in safe
and cash in transit, money, engineering losses and other covers.

(b) Marine, aviation and transport insurance provides coverage against cargo risk, war risk and damages occurring
in ocean marine transit and inland lransit.

(¢} Motor insurance provides comprehensive car coverage and indemnity against third party loss.

(d) Accident and Health insurance provides coverage for Accidental Death and disability as a resuit of accident,
Medical Expenses attributable to sickness or infirmity and Travel Insurance.

{e) Liability insurance provides cover for legal liability incurred by policy holders as a result of their business
activilies.

Premlum

Premium received / receivable under a policy is recognised as writfen from the date of attachment of the policy to
which it relates. Premium income under a policy is recognised over the period of insurance from inception to expiry
as follows:

(a) For direct business, evenly over the period of the policy;
(b) For proportional reinsurance business accepted, evenly over the period of underlying insurance policies; and
(c) For non-proportional reinsurance business accepted, in accordance with pattemn of reinsurance service.

Premium income also includes administrative surcharge that represents documentation and other charges recovered
by the Company from policy holders In respect of pelicies issued, at the rate of 5% of the premium written restricted
to a maximum of Rs. 2,000 per policy. Administrative surcharge is recognised as premium af the time the policies are
writien.

Receivables under insurance contracts are recognised when due, at the fair value of the consideration receivable
less provision for doubtful debts, if any. If there is objective evidence that the company will not be abls to collect all
amounts due agcording to original terms of receivable, the Company reduces the camrying amount of the receivable
accordingly and recognises that impairment loss in the profit and loss account.

Reinsurance ceded

The Company entars into reinsurance contracts in the normal course of business in order to limit the potential for
losses arising from certain exposures. Qutward reinsurance premiums are accounted for in the same period as the
related premiums for the direct or accepled insurance business being reinsured.

Reinsurance liabilities represent balances due fo reinsurance companies. Amounts payable are estimaled in a
manner consisient with the related reinsurance contract. Reinsurance assels represent balances due from
reinsurance companies. Amounts recoverable from reinsurers are estimated in a manner consisten! with the
provision for outstanding claims or settled claims associated with the reinsurance policies and ars in accordance with
the related reinsurance contract.

Reinsurance assefs are not offset against related insurance liabifities. Income or expenses from reinsurance
contracts are not offset against income or expsenses from related insurance contracts.

Reinsurance assets or liabilities are derecognised when the contractual rights are extinguished or expire.
The portion of reinsurance premium not recognised as an expense is shown as a prepayment.

The Company assesses its reinsurance assets for impairment on the balanca sheet date. If there is an objective
evidence that the reinsurance asset is impaired, the Company reduces the carrying amount of the reinsurance assel
to its recoverable amount and recognises that impairment loss in the profit and loss account.

Provision for outstanding claims Including Incurred but not reported ((BNR)

A liability for outstanding claims is recognised in respect of all claims incurred as at the balance sheet date, which
represents the estimates of the claims intimated or assessed before the end of the accounting year and measured at
the undiscounted value of expected future paymens.

Provision for outstanding claims include amounts in relation to unpaid reported claims, claims incurred but not
reported (IBNR) and expected claims settlement costs.
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Provision for IBNR is determined and recognised in accordance with valuation carried out by an appointed actuary.
The estimation of IBNR is generally subject to a greater degree of uncertainty than the estimation of the cost of
setting claims already notified to the Company, where information about the claim event Is available. IBNR claim
costs may not be apparent to the insurer until many years after the event that gives risa to the claims. For some
insurance contracts, the IBNR proportion of the total liability is high and will typically display greater variations
between initial eslimates and final outcomes because of the greater degree of difficuity for estimating these liabllities.

Reinsurance recoveries against outstanding clalms

Reinsurance recoveries against outstanding claims are recognised as an asset when the amount is reasonably
axpected to be received and measured at the amount expected to be received.

Salvage and subrogation reimbursements

Some insurance contracts permit the Company to sell (usually damaged) property acquired in seftling a claim (for
example, salvage). The Company may also have the right to pursue third parties for payment of some or all costs (for
example, subrogation}.

Estimates of salvage recoveries are included as an atlowance in the measurement of the insurance liabllity for claims
and salvage property is recegnised in other assets when the liability is settled. The allowance is the amount that can
reasonably be recovered from the disposal of the damaged property.

Subrogalion reimbursements are also considered as an allowance In the measurement of the insurance liabifity for
claims and are recognised in oiher assets when the liability is settled. The alfowance is the assessmeni of the
amount that can be recovered from action against the liable third party.

Provision for unearned premium

Provision for unearned premium represents the portion of premium written ralating to the unexpired period of
coverage. Tha Company recognises unearned portion of premium income as a liability, calculated as a proportion of
the gross premium of individual policies, determined as the ratio of the unexpired period to the total period of the
policy, both measured fo the nearest day, in accordance with the option given in SEC (Insurance) Rules, 2002.

Premium deficiency reserve

The Company is required as per SEC (Insurance) Rules, 2002 to mainlain a provision in respect of premium
deficiency for the class of business wheare the unearned premium liability is not adequala to mest the expecled future
liabllity, after reinsurance, from claims and other supplementary expenses expected to be incurred after the balance
sheet dale in raspect of the unexpired policies in that class of business at the balance sheet date. The movement in
the premium deficiency seserve is recorded as an expense / income in profit and loss account for the year.

For this purpose, loss ratios for each class are estimated based on hislorical claim davelopment. Judgment is used in
assessing the extent to which past trends may not apply in future or the effects of one-off claims. Further, actuaral
vatuation has been carried out to determine the amount of premium daficiency reserve in respect of Accident and
Health insurance as required by SRO 16 (I} / 2012 issued by Securities and Exchange Commission of Pakistan on ¢
January 2012, If these ratios are adverse, premium deficiency Is determined. The loss ratios estimated on these
basis for the unexpired portion are as follows:

Fire and property damage 10%
Marine, aviation and {ransport 100%
Mator -18%
Accident and Health -12%
Liability 40%

Based on an analysis of combined operating ratic for the expired period of each reportable segment, the
management considers that the unearned premium resesve for all classes of business as at the year end is adequate
to meet the expected future liability after reinsurance, from claims and other expenses, expecied to be incurred after
the balance sheet date in respect of policies in those classes of business in force at the balance sheel dale. Hence,
no reserve for the same has been made in these financial sfatements.

Unearned commission income

Commission income and other forms of revenue (apart from recoveries) from reinsurers are deferred and recognised
as a liability and are recognised in the profit and loss account as revenus in accordance with the pattern of
recognition of reinsurance premiums.

Other creditors and accruals

Liabilities for creditors and other amounts payable are carried at cost which is the fair value of the consideration to be
paid in the future for goods and services received, whether or not billed to the Company.
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Staff retirement benefits
Defined benefit plan

The Company operales an approved gratuity fund (defined benefit plan) for all permanent employees to which the
Company makes contributions on the basis of recommendations made by an actuary.

All permanent employees of the Company participate in an approved funded defined gratuity plan. Contributions to
the fund are made based on actuarial recommendations . The most recent acluarial valuation was carried out for the
year ended December 31, 2013 using the Projected Unit Credit Method. In pursuanca to the amendment in IAS-19,
‘Employee Benefils’ as described in note 2.1.2.2, the Company has changed its accounting policy to recognise
actuarial gains or lgsses arising on each valuation date in 'other comprehensive income'.

Defined contribution plan

The Company operates a funded contributory provident fund (defined contribution plan} for all permanent employees.
Equal monthly contributions are made, both by the Company and the employees, to the fund at the rate of 10% of
basic salary. The Company has no further payment obligation once the contributions have been paid. The
contributions are recognised as employee benefit expense when they are due. Prepaid contributions are recognised
as an asset to the extent that a cash refund or a reduction in future payments is available.

Share-based compensation benefits

Certain employees of the Company are eligible to participate in ACE Limited share based compensation plans.
These plans provida for awards of ACE Limited stock options and restricted stocks to be granted by ACE Limited to
the eligible employees of the Company. Equity settled share based payments are measured at fair value at the grant
date. The fair value determined at the grant date is expensed on a straight line basis over the vesting period, based
on the Company's estimate of shares that will eventually vest. The provision of stock by ACE Limited for the
settlement of share based compensation plans is accounied for as a capital contribution from ACE Limited.,

Employees' compensated absences

The Company accounls for the liabilily in respect of employees’ compensated absences in the period in which they
are earned.

Investment and other Income
income on ferm deposit accounts and bank depaosits is recognised on an accrual basis.
Expenses of management

Expenses of management have been allocated 1o various classes of business on the basis of gross premium written
as deemed equitable by management. Allocation to each segment is based on the nature of the expense and its
correlation to each segment. The Company has revised the basis of allocation of expenses during the current year.
This estimale has been revised to achieve a more equltable allocation of expenses. Previously, management
expenses had been allocated to various classes of business on the basis of net premium written. This change in
basis of allocation has no impact on balance sheet and profit after taxation for the current and prior year.

Provisions

Provisions are recognised when the Company has a present legal or consfructive obligation as a result of a past
events, it is probable that outflow of resources embodying economic benefils will be required to settle the obligation
and a reliable estimate of the obligation can be made. Provisions are regularly reviewed and adjusted to reflect the
current best estimate.

Cash and cash equivalents

Cash and cash equivalents includes cash in hand, deposits held at call with banks and other short term highly liquid
investments.

Financial assets
Classification

The Company classifies its financial assets into the following categories: 'at fair value through profit or loss', 'available
for sale’, 'held to maturity’ and 'loans and receivables'. The classification is determined af inilial recognition and
depends on the purpose for which the financial assets were acquired.
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Af fair value through profit or loss

A financiat asset is classified into the 'financial assets at fair value through profit or loss' category at inceplion if it is
acquired principally for the purpose of selling in the short term, if it forms part of a portfolio of financial assets in which
there is evidence of short term profit taking, or if so designated by the managernent.

Available for sale

These are non-derivative financial assets, which are interded to be held for an indefinite period of time which may be
sold in response to the needs for llquidity or changes in prica.

Held to maturity

These are non-derivative financial assets with fixed or determinable payments and fixed maturity, in respect of which
the Company has the positive intention and ability to hold to maturity.

Loans and recalvables
These are non-derivative financial assets with fixed or determinable payments thai are net quoted in an aclive market.
Inltial recognition and measurement

Investments other than those categorised into ‘financlal assets at fair value through profit or loss' category are initially
recognised at fair vaiue which includes transaction costs which are directly aftributable to the acquisition of the
securities. Investments classified as ‘financial assets at fair vaiue through profit or loss’ are initially recognised al fair
value and transaction costs are expensad in the profit and loss account. All purchases and sales of investments that
require delivery within the time frame established by regulations or market convention are recognised at the trade
date. Trade dale is the date when the Company commits to purchase or sell the investment,

Subsequent measurement

Investments classified as 'financial asseis at fair value through profit or loss' are subsequently measured at their fair
values and gains and losses arising from changes in fair value are included in the profit and loss account. Avaifable
for sale investments are subsequently measured at the lower of cost or market value {market value being taken as
lower if the reduction is other than temporary) in accordance with the requirements of the SEC (Insurance) Rules,
2002. In case of quoted equity securities, the market value is determined by using Stock Exchange quotations af the
balance sheet date. However, in case of Government securities the market value is determined using Reuters rates.
Investments classified as heid to matusity are subsequently measured at amortised cost less any impairment losses,
taking into account any discount or premium on acquisition by using the effective interest rate method.

Impairment against financial assets

The Company assesses at each balance sheet date whether there is an objective evidence that the financial assal or
a group of financial assets is impaired. If any such evidence exists for "available for sale' financial assets, the
cumulative loss - measured as the difference befween lhe acquisition cost and the current fair value, less any
impairment loss on that financial asset previously recognised in profi{ and loss account, as the case may be, is taken
to the profit and foss account. For financial assets classified as foans and receivables’, a provision for impairment is
recagnised when there is objective evidence that the Company will not be abte to coltect all amounts due according
to the original terms, The amount of the provision is the difference between the asset's carrying amount and the
present value of estimated future cash outflows, discounted at the ariginal effective interest rate.

Derecognition

Financial assets are derecognised when the rights to receive cash flows from the financial assets have expired or
have been transferced and the Company has transferred substantially all risks and rewards of ownership.

Offsetting of financial assets and financial liabilities

Financial assets and financial liabilities are offset and ive net amount is reported in the balance sheet when there is a
legally enforceable right to set off the recognised amounts and there is an intention to seltle on a net basis, or realise
the assets and settle the liabilities simultaneously.

Premiums due but unpaid

These are recognised at cost, which is the fair value of the consideration receivable, less provision for impairment, if
any.

Amounts due from / to other insurers f reinsurers

Amounts due from / to other insurers / reinsurers are carried at cost which is the fair value of the consideration to he
received / paid in the fulure for services rendered / received, Jess provision for impairment, if any.
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Taxation

Tax charge for the period comprises current and deferred taxation. Tax charge is recognised in the profit and loss
account, except fo the extent that it relates to the items recognised directly In the eguity, in which case it is
recognised in equity.

Current

Provision for current taxation is based on taxable income for the year determined in accordance with the prevailing
laws for taxation on income eamed. The charge for current tax is calculated using the prevailing tax rates or tax rates
axpected to apply to the profits for the period at the enacted rates. The charge for current tax also include
adjustments where necessary, relating to prior years which arise from assessment framed / finalised during the year.

Deferred

Deferred taxation is recognised using the balance sheet liability method on all major temporary differences arising
between the camying amounts for financial reporting purposes and the amounts used for taxation purposes. Deferred
tax liabitittes are recognised for all taxable temporary differences. Deferred tax assets are recognised for all
deductible temporary differences to the extent that it is probable that the lemporary differences will reverse in the
future and taxable income will be available against which ihe temporary differences can be utilised. Deferred tax
assets and liabiiities are measured using the tax rates that are expected to apply to the perod when the asset is
realised or the liabllity is setlled, based on tax rates {and tax laws} that have been enacted or substantively enacted
at the balance sheet date.

Deferred commission expense

Commisslon expense and costs incurred in obtaining and recording policies are deferred and recognised as an asset
and are recognised in the profit and loss account as expenses in accordance with the pattern of recognition of
premium income.

Prepaid reinsurance premium ceded

Prepaid reinsurance represents the portion of reinsurance premium which is not yet recognised as an expense. Re-
insurance premium is recognised as an expense as follows:

(a) For proportional reinsurance business, evenly over the period of the underlying policies; and
(b) For non-proponional reinsurance business, evenly over the period of indemnity.

Sundry receivables
These are recognised at cost, which is the fair value of the consideration receivable less impairment, if any.
Fixed assets

These are stated at cost less accumulated depreciation and accumulated impairment losses {if any). Historical cost
includes expenditure that is directly atidbutable lo the acquisition of the items. Subseguent costs are included in the
assels' carrying amount or recognised as a separate assel. as appropriate, only when it is probable that future
economic benefits associated with the item will flow {0 the Company and the cost of the item can be measured
reliably. All other repairs and maintenance expenditure are charged to the profit and loss account during the finangial
period in which they are incurred.

Deprecialion is charged to the profit and loss account applying the reducing balance method at the rates specified in
note 14 to the financial statements. Depreciation is charged on additions from the month of acquisition, and on
disposals upto the month of disposal.

An item of fixed assets is derecognised upon disposal and when no economic benefits are expected from its use or
disposal.

The assets' residual vatues and useful lives are reviewed at each balance sheet date and adjusted if appropriate.
Gains and losses on disposal of fixed assets are taken to the profit and loss account in the period in which they arise.
impairment

The carrying amount of assets are reviewed at each balance sheet date for impairment whenever evenis or changes
in circumstances indicate that the carrying amounts of the assets may not be recoverable, If any such indication

exists, and where the carrying value exceeds the estimated recoverable amount, the assets are written down to their
recoverable amourt. The resulting impairment loss is taken to the profit and ioss account.

Ve
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Forelgn currency translation

Transactions in foreign currencles are transtated into reporting currency at the rates of exchange prevailing on the
date of transactions. Monetary assets and liabilities denominated in foreign currencies are translated into reporting
currency equivalents using year-end spot foreign exchange rates. Non-monetary assets and liabilities are translated
using exchange rates that existed when the values were determined. Exchange differences on foreign currency
translations are taken to the profit and loss account.

Functional and presentation currency

Items inciuded in the financial statements are measured using the currency of the primary economic environment in
which the Company operates. Tha financial statements are presented in Pakistani Rupees, which is the Company's
functionat and presentation currency.

Segment reporting

A business segment is a group of assets and operations engagsd in providing products or services that are subject
to risks and returns that are different from those of other business segments. The Company accounts for segment
reporting using the classes of business as specified under the Insurance Ordinance, 200 and the SEC (Insurance)
Rules, 2002. The reported operating segments are also consistent with the internal reporting provided to the Chief
Executive Officer who is responsible for allocating resources and assessing performance of the operating segments.
The performance of segments is evaluated on the basis of underwriting results of each segment.

The Company has five primary business seaments for reporting purposes namely fire and property damage, marine,
aviation and transport, motor, accident and health and liability.

Investment and income taxes are managed on an overall basis and are, therefore, not allocated to any segment. The
accounting policies of operating segments are the same as those described in the summary of significant accounting
policies.

Assets, liabilities and capital expenditures that are directly attributable to segments have been assigned to them,
Those assels and liabilities which cannot be allocated to a particular segment on a reasonable basis are reported as
unallocated corporate assels and liabilities.

Dividend distribution

Dividend distribution to the Company's shareholders is recognised as a liability in the Company's financial
statements in the period in which the dividends are declared and approved by the Company's shareholders.

SHARE CAPITAL

Authorised share capital

Number of shares 2013 2012
2013 2012 ———— (Rupees) --—--—-- -
30,000,000 30,000,000 Ordinary shares of Rs. 10 each 300,000,000 300,000,000

Paid-up share capital

Issued, subscribed and fully paid-up:

Number of shares 2013 2012
2013 22 e (Rupges} ———
30,000,000 30,000,000 Issued for cash 300,000,000 300,000,000
30,000,000 30,000,000 300,000,000 300,000,000

ACE [NA Internaticnal Holdings Limited {(U.S.A.), and its nominge directors, collectively hold 30,000,000 (2012:
30,000,000) ordinary shares of Rs. 10 each as at December 31, 2013. The ultimate parent Company is ACE Limited
{U.5.A).
2013 2012
smmmsamanan (Rupees)

AMOUNTS DUE TO OTHER INSURERS / REINSURERS 104,312,547 140,444 514

This amount includes an amount of Rs. 49.677 milion (2012: Rs. 88.062 million) payable to ACE Tempest
Reinsurance Limited, a group Company, in respect of treaty arrangements.
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Note 2013 2012 2011

OTHER CREDITORS AND ACCRUALS e ——— {(Rupees) —————ec—ccccceeee

Restated Restated
Claims payable 51 52,873,819 7,604,832 10,400,309
Federal insurance fee 61,811 877,443 8,788
General sales tax 7,967,508 12,182,775 2,226,140
Payable to defined benefit plan - gratuity fund 52 10,724,183 6,399,960 5,054,511
Excess recovery from reinsurer 114,513,454 114,513,454 116,559,235
Provision for Workers' Welfare Fund 2,752,877 3,000,649 2,819,089
Risk inspection charges and no claim bonus payable 15,545,552 - -
Miscellaneous 5,747,063 2,233,573 28,567

210,186,267 146,702,686 137,096,639

This represents claims sent for payment but for which cheque has not yet been issued as at the balance sheet date.
Accordingly, these have not been made part of provision for outstanding claims.

Defined benefit plan - Gratuity fund
Salient features

The Company offers an approved gratulty fund for all employees. Annual contributions are made to fhe fund on the
basis of actuarial recommendations. The gratuity is governed under the Trust Act, 1882, Trust Desd and Rules of the
Fund, Companies Qrdinance, 1284, the Income Tax Ordinance, 2001 and the Income Tax Rules, 2002,

The Company faces the following risks on account of gratuity fund:
Final salary risks

The risk thal the final salary at 1he time of cessation of service is greafer than what we assumed. Since, the bensgfitis
calcutated on the final salary, the benefil amount increases accordingly.

Withdrawal risks

The risk of higher or lower experience than assumed. The final effect could go either way depending on the
beneficiaries' servicefage distribution and the benefit.

Investment risks
The risk of investment underperforming and being not sufficient ic meet the liabitities.
Mortallty risks

The risk that the actual mortality experience is different. The effect depends on the beneficiaries' servicefage
distribution and the benefit.

Valuation results

An aciuarial valuation is carried out every year to determine the fiability of the Company in respect of the banefit and
the latest valuation was carried out as at December 31, 2013.

The projected unit credit metheod, as allowed under the Internalional Accounting Standards 19 - 'Employee Benefits',
was used for acluarial valuation based on the following significant assumptions:

2013 2012
(Principal actuarial
assumptions)

Discount rate 13.00% p.a 11.5% p.a
Expected rale of increase in salaries 13.00% p.a 11.5% p.a
2013 2012 2011
Amounts recognised in the balance sheet e ——————— — [Rupees)
Restated Restated
Present value of defined benefit obligation 34,022,553 25,861,212 22,049,341
Fair value of plan assets (23,288,370) {19,461,252) {16,994,830)

Gratuity tiabilily as at December 31 10,724 183 6,392,960 5,054,511
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2013 2012
Movement In flabllity during the year ———— {Rupees) --—-rm--mmx
Restated
Obligation at the beginning of the year 6,399,960 5,054,511
Charge to profit and loss account 2,335,062 2,510,012
Remeasurement of post employment benefit obfigations 4,328,050 1,582,914
Contribution to the fund during the year (2,336,889) (2.747.477)
Obligation at the end of the year 10,724,183 6,399,960
Movement in the present value of the defined benefit obilgatlon
Obligation at the beginning of the year 25,861,212 22,049,341
Current service cosi 1,603,604 1,448,645
Interest cost 2,426,398 2,824,743
Benefits paid - {1,712,700)
Remeasurements:;
{Gain) / loss from change in demographic assumptions - -
(Gain) / loss from change In financial assumptions 228,565 -
Experience (gains} / losses 3,904,774 1,251,183
4,131,339 1,251,183
Cbligation at the end of the year 34,022,563 25,861,212
Movement in the falr value of plan assets
Fair value at the beginning of the year 19,461,252 16,984,830
Interest income 1,694,940 1,763,376
Company's contributions 2,336,889 2.747 477
Benefits paid - (1.712,700)
Remeasurement - return on plan assets excluding amounts
included in interest income {194,711) {331,731)
Fair value at the end of the year 23,298,370 19,461,252
Amounts recognised In the profit and loss account
Current service cost 1,603,604 1,448,645
Net interest cost 731,458 1,061,367
2,335,062 2,510,012
2013 2012
Plan assets comprise of: --—{Rupees)— %o —-{Rupees)--- %
Term deposit receipts 19,673,938 84 16,339,520 B4
Cash at bank 3,624 432 16 3,121,732 16
23,298,370 100 19,461,252 100

The expected retumn on plan assets was taken as 13% (2012 11.5%}, which is representative of yields on term
deposits with banks.

Based on actuarial advice, the company intends to charge an amount of Rs. 3.708 million (2012; Rs. 2.335 million) in
the financial statements for the year ending December 31, 2014,

The weighted average duration of defined benefit abligation is 7.05 years.
Expected malurity analysis of undiscounied defined benefit obligation for the gratuity scheme is as follows:

As at December 31, 2013 Betwean 0-1 Betwean 24 Between 5-10

year years years Cver 10 years Total
{Rupees)
Gratuity 9.095 680 16,891,487 4,070,421 747.393.894 777,451,482

Sensitivity analysis

The impact of 1% change in following variables on defined benefit obligation is as follows:

Change In Increase In Decreass In
assumptlion assumption assumption
wer————- {RuUpees) ———— —
Discount rate 1% (31,872,703) 36,467 190

Expected rate of Increase in salaries 1% 36,604,671 (31,814,227)
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The above sensitivity analysis are based on a change in an assumption white helding all other assumptions constant,
In practice, this is unlikely to occur, and changes in some of the assumptions may be corretated. When calculating the
sensitivity of the defined benefit obligation to significan! assumptions, same method (present value of the defined
benefit obligatlon calculated with the projected unit credit method at the end of the reporting period) has been applied
as when calculating the gratuity liability.

DEFINED CONTRIBUTION PLAN - PROVIDENT FUND

The Company has set up a provident fund for its permanent employess and the contrdbutions were made by the
Company to the Trust in accordance with the requirement of Section 227 of the Companies Ordinance, 1984. The
total charge against provident fund for the year ended December 31, 2013 Is Rs. 2.421 million (2012: Rs.1.847). Total
net assets based on audited financial statements of Provident Fund as at December 31, 2013 was Rs. 37.959 million
out of which 82.25% was invested in different financial instruments categories as provided in Section 227 of the
Companles Ordinance, 1984 and rules formulated for the purpose. The fair value and cost of investments of provident
fund as at December 31, 2013 was Rs. 31.223 million. The above investments out of provident fund have been made
in acecordance wilh the requirement of Section 227 of the Companies Ordinance, 1984 and the rules formulated for
this purpose.

Break up of Investments % of slze of
— {Rupees}- Fund's
Investment
Bank deposils 31,223,000 100%
STAFF STRENGTH 2013 2012

{Number of employees)

Number of employees as at December 31, 2013 16 16
Average number of employees during the year 16 16

CONTINGENCIES AND COMMITMENTS
Contingencies

The Finance Act, 1899 inserted Clause (c) to Rule 5 of the Fourth Schedule lo the Income Tax QOrdinance, 1979,
whereby deduction of expenditure in excess of limits laid down in Section 40C of the Insurance Act, 1938, read with
Rule 40 of the Insurance Rules, 1958, was not permissible for tax purposes unless duly condoned ty the Controller of
Insurance under Section 40C(1). Subsequenily, the Insurance Act, 1838 and the Insurance Rules, 1958 were
repealed with effect from August 19, 2000 by the Insurance Crdinance, 2000 which does not contain any limit barring
the allowabllity of management expenses.

As a result, management axpenses in excess of limits laid down under Rule 40 of the Insurance Rules, 1958 were
disallowed, with effect from the assessment year 1998-2000, though the excesses were duly condoned by the
Controller of Insurance.

While finalising the assessment for the assessment years 1999-2000 to 2002-2003, the taxation officer has added
back management expenses in excess of the limits laid down In the Insurance Rules, 1958 read with section 40C of
the Insurance Act, 1938 by taking recourse to the provisions of Rule 5(c) of the Fourth Schedule to the repealed
Income Tax Ordinance, 1979. The gross amount added back in respect of these assessment years amounted to Rs.
48.255 million which were disputed by the Company and appeals were filed against them. The add back In respect of
the year 2002-2003 amounting to Rs. 14.395 million has been deleted and the matter has been decided in favour of
the Company. In respect of assessment years 1998-2000 and 2000-2001 the add backs made by the Tax officer
aggregating to Rs. 22.393 million have been maimained by the Income Tax Appellate Tribunal (ITAT) and the
Company's appeals are currenily pending in the High Court of Sindh. As regards assessment year 2001-2002, the add
back amounting {0 Rs. 9.465 million has been set aside by the ITAT but the set aside proceedings have not
commenced so far. No provision has been made in these financial statements in respect of additional tax liability of
Rs. 8.644 million which may arise on account of these add backs as (a) the issue is being contested in appeals, (b}
excess management expenses wers being regularly condoned by the Contrelfer of Insurance under Section 40C (1) of
the Insurance Act, 1938 and (c) the new Insurance Ordinance, 2000 provides no limitation on management expenses.

If the matter referred to above is decided in favour of the Company, an assessed tax loss of Rs. 12.867 million will
arise to the Company which should be available for setting off against the profits for the following years. Pending
finalisation of its appeals, the Company has nof recognised the tax benefits of this loss amounting to approximalely
Rs. 5.447 milion in these financial sfatements.
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Commitments

_There were no commitments outstanding as at December 31, 2013 and 2012,

Note 2013 2012
CASH AND BANK DEPOSITS (Rupees)
Cash and other equivalents
Stamps 39,865 45,169
Cash in hand 50,000 50,000
89,865 95,169
Current and other accounts
Current accounts 31,013,415 27,220,099
Deposit with the State Bank of Pakistan 91 30,000,089 30,000,500
61,013,504 57,220,599
Deposits maturing within 12 months
Fixed and term deposits 9.2 680,000,000 705,000,000
741,103,369 762,315,768

These have been deposited with the State Bank of Pakistan as statutory deposit, in accordance with Section 29 of
the Insurance Ordinance, 2000.

These lerm deposits carry interest at rates ranging from 7.85% to 8.10% (2012: 7.15% to 8.80%) and will mature by
March 24, 2014 (2012: March 28, 2013). .

2013 2012 2011
(Rupees) ————ceemmm—mm-
DEFERRED TAX ASSET - NET Restated Restated
Deferred tax debits / {credils) have arisen in respect of:
Acceierated tax depreciation {(175,077) (813,428) (1,478,768)
Defined benefit plan 3,646,222 2,239,986 1,769,079
3,471,145 1,426,558 290,311
2013 2012
———— (RUpees) ~wr-vev--
REINSURANCE RECOVERIES AGAINST QUTSTANDING CLAIMS 518,249,382 235,850,608

The above balance includes claims receivable from ACE Tempest Reinsurance Limited, a group Company,
amounting fo Rs 386.493 million (2012: Rs. 235.851 million).

MNote 2013 2012
PREPAYMENTS SR [ 117,77 Q—
Prepaid reinsurance premium ceded 12.1 93,508,556 125,455,502
Prepaid rent - 3
93,508,556 125,455,505

The above balance includes prepaid reinsurance ceded io ACE Tempest Reinsurance Limited, a group Company,
amounting to Rs. 52.618 million (2012: Rs. 65.216 million).

Note 2013 2012
SUNDRY RECEIVABLES ——--—- (Rupees) «——---
Interesl accrued on fixed and term deposils 3,486,609 3,950,126
Advance against expenses 446,550 439,050
Advance against purchase of fixed assetls 2,534,580 -
Miscellaneous 131 6,835,713 3,989,228
13,303,452 8,378,404

The above balance inciudes an amount of Rs. 4.953 million (2012; Rs. 2.634 million) receivable from ACE Limited,
Parent Company in respect of dividend paid to employees.

D



14 FIXED ASSETS

As at January 1, 2013

Cost
Accumulated depraciation
MNet book value

Year ended December 31, 2013
Opening net book value
Additions

Dispasals / write offs / adjustment
Cost
Accumulated depreciation

Depreciation charge for the year
Closing net book value

As at December 31, 2013

Cost

Accumulated deprecialion

Net book value

Deprecialion rate % per annum
As at January 1, 2012

Cosi

Accumulated depreciation

Net book value

Year ended December 31, 2012
Opening net bock value
Additions

Disposals / wrile offs / adjustment

Cost
Accumulated depreciation

Depreciation charge for the year
Closing net book value

As at December 31, 2012

Cost
Accumulated depreciation
Net book value

Depreciation rate % per annum

pe

13

Furniture Office Motor Computers
] and related Total
and fixtures equlpment vehicles
accessores
{Rupees)

5,604,389 5,870,800 18,245,751 2,731,807 32,452,947
(3.713,530) (2.661,179) (7.839,264) (2,088,479) (16,312,452)
1,890,859 3,208,721 10,406,487 633,428 16,140,495
1,890,859 3,209,721 10,406,487 633,428 16,140,495

205,550 153,243 48,205 400,000 806,988
131,300 286,851 1,295,495 1,713,446
(102,954} {262,833) - (952,593} (1.318,380)
28,348 23,818 342,902 395,066
(402,904) (686,048) (2,088,921) (244,074) (3,419,945)
1,665,159 2,653,100 8,367,771 446,452 13,132,482
5,678,639 5,737,492 18,293,956 1,836,412  31,546,49%
(4.013,480) (3,084,392) (9,926,185) (1,389,960) (18.414,017)
1,665,159 2,653,100 8,367,771 446,452 13,132,482
20 20 20 KX
4,659,189 4,351,524 17,681,716 2,731,807 29,424,336
(3.319,686) (2,027,339) (5,879,080) (1.741,674) (12,967,659)
1,339,603 2,324,185 11,802,656 980,233 18,456,677
1,339,803 2,324,185 11,802,656 880,233 16,456,677
945,200 1,518.376 1,648,000 4,112,576
- - 1,083,965 - 1,083,965
- - {457 674) - (457.674)
- - 626,291 - 626,291
(393,944) (633,84Q) (2,417.878) (356,805) (3,802,467)
1,890,859 3,209,721 10,406,487 833,428 16,140,495
5,604,389 5870900 18,245,751 2,731,907 32,452,947
(3.713,630)  (2.661,179) (7,839,264) {(2,098,479) (16,312,452)
1,880,859 3,209,721 10,408,487 633,428 16,140,495
20 20 20 33
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_ Note 2013 2042

EXPENSES ——--— [Rupees) -—m--—
Restated

Salaries, wages and benefits 151 & 15.2 52,815,400 47,187,371
Rent, rates and taxes 6,539,680 7,264,962
Utilities 739,509 698,769
Repairs and maintenance 1,987,151 2,178,088
Travelling and conveyance 1,299,621 1,576,471
Education and training 3,208,391 8,794,568
Communication 2,009,838 1,791,773
Service charges 514,839 1,135,100
Regisiration, subscription and association fees 723,417 738,824
Printing and siationery 1,377,867 1,184,792
Agency office expenses 873,332 876,533
Corporate promotion 508,830 434 200
Others 4,500,997 2,070,581

77,317,763 73,932,432

This includes an amount of Rs, 4.240 million {2012: Rs. 4,684 million) in respect of staff retirement benefits.
Retirement benefits include contribution to defined contribution plan of Rs. 2.421 million {2012: Rs. 1.936 million).

Share-based payments

As explained in note 2.11.3, certain employees of the Company are provided share-bDased compensation benefits.
These include the following:

Restricted Stock

The restricted stock is granted with a 4-year vesting period, based on a graded vesting schedule. The restricted
stock vesis in equal annual installments over the respective vesting period, which is also the requisite service period.
The restricted stocks are granted at closing market price on the date of grant and are equity setiled.

The following table shows changes in the restricted stock grants for the years ended December 31, 2013 and 2012:

Number of Restricted Stocks

2013 2012
Unvested at the beginning of the year 2,808 3,360
Vested during the period {1,282) {1,438}
Granted during the period 7686 887
Forfeited during the pericd - -
Unvested at the end of the year 2,293 2,809

The fair value of options granted during the year was USD 85,39 (2012: USD 73.35) which was measured on the
basis of observable market price of the date on which the restricted stock options were granted.

The Company recognised an expense of Rs. 5.897 million (2012: Rs 5.709 million} in respect of equity-settled
resiricted stock award vesied during the year.

Non-Qualified Stock Options

The non-gualified stock options are granted at an option price per share of 100 percent of the fair market value of the
ACE Limited's ordinary share on the date of grant. Slock options are granted with a 3-year grant vesting period and
10-year term. The stock option vests in equal insfallments over the respective vesling period, which is also the
requisite service period.

The following table shows changes in the stock eption grants for the years ended December 31, 2013 and 2012:

Stock Options

2013 2012
QOutstanding at the beginring of the year 2,881 2,142
Granted during the year 851 739
Exercised during the year (863)
Expired during the year -
Forfeited during the year - -
Unvested at the end of the year 2.869 2,881
Exercisabile at the end of the year 1,243 1,184
Vested during the year Q22 1,181
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Qutstanding at the beginning of the year
Granted during the year

Exercised during the year

Expired during the year

Forfeited during the year

Outstanding at the end of the year

Exercisable at tha end of the year
Vested during the year

Weighted average
exercise price

2013 2012

-——— (US Dollar) -
54.84 52.75
85.38 73.35

(54.84} -
58.05 54.84
53.07 34.09
60.46 48.38

The fair value of non-quaiified stock options are estimated ¢n the date of grant using a stock valuation model. The
Company has recognised an expense of Rs. 2.013 million (2012: Rs. 1.908 million) related to eguity-settled non-
qualified share options vested during the year. The exercise price of these shares varies from USD 85.39 - USD

63.28 per share. Weighted average remaining contractual life of these oplions is 2 years and 8 months.

OTHER INCOME

Interest income on fixed and lerm deposit accounts
Gain on disposal of fixed asset

Exchange gain - net ’

Liabilities no longer payable written back

Others

GENERAL AND ADMINISTRATION EXPENSES

Depreciation
Auditors' remuneration
Legal and professional charges

Auditors' remuneration

Audit fee
Regulatory audit
QOut-of-pocket expenses

FINANCIAL CHARGES

Bank charges

TAXATION

Current - for the year
- for prior year

Deferred - for the year
- for prior year

Relationship between income tax expense and accounting profit
Profit before taxation

Tax at the applicable rate

Effect of prior year adjustment

Permanent difference for share based payments

Reduction in opaning deferred tax resulting from reduction in tax rate
Others

e

Note

14
17.1

2013 2012
——-—ae (RUpEES) —om—eem
56,459,744 72,241,496
165,279 21,709
4,849,357 10,602,791
8,939,979 -
3,488,664 1,257,738
73,503,023 84,123,734
3,418,945 3,802,467
652,500 413,743
1,712,428 1,429,890
5,784,874 5,646,200
525,000 288,500
57,500 57,500
70,000 67,743
652,500 413,743
164,573 57,238
164,573 57,238
2013 2012
{Rupees}) ---=-=-m---
Restated
45,862,933 53,087,745
- 1.051,660
45,862,933 54,139,405
(638,351) 386,320
- (1,051,650)
(638,351) {665,340)
45,224 582 53,474,065
125,729,449 142 916,989
(42,748,013) (50,020,946)
- (1,051,660}
(2,723,486) {2,665,333)
23,241 -
223,676 263,874
(45,224,582) (53,474,065)
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REMUNERATION CF CHIEF EXECUTIVE AND DIRECTORS

Aggregate amounts charged in the financial statements for the year for remuneration, including benefits to the key
management personnet of the Company namely the Chief Executive and Directors of the Company are as follows:

2013 2012
Chief Chlef
Executive Directors Exacutlve Directors
{Rupees)

Short-tarm employes beneflts
Managerial remuneration (including bonus) 71,737,242 7.360,872 6,914,204 6,884,348
Housing, utifities and others 163,802 - 174,612 -

7,901,044 7,360,972 7,088,816 6,884,348
Other employee benaflts
Shared-based compensation benefits 4,749,841 1,421,270™ 4,628,379 1,397,934°
Post-employment benefits
Retirement benafils 593,541 :'.39.(:;101Ir 514,140 280,076"
Total 13,244,426 9,121,252 12,231,335 8,572,358
Number of parsons 1 2 1 2

These benefils relate to ong director.

The Company alse provides key management personnel with facilities such as Company maintained cars,
reimbursement of medical bills and monthly subscription of club facilities.

During the year the Chief Executive and the Directors of the Company received dividends on shares in the holding
Company amounting to Rs. 291,685 and Rs. 136,831 (2012: Rs 313,604 and Rs. 211,196} respectively.

The manageriat remuneration includes the 2012 bonus paid in the current year. An estimated accrual in respect of
the above bonus was made in the lasl year financial statementis. For the current year, an amount of Rs. 4.5 million
(2012: Rs. 5 million) has been acciued on an estimated basis. Individual entillemnents in respect of this accruai will
be determined next year and will then be disclosed accerdingly.

EARNINGS PER SHARE - BASIC AND DILUTED

Eamnings per share has been computed by dividing profit after taxation for the year by the weighted average number
of shares outstanding during the year as follows:

2013 2012
Bt o (V[ T-1-T) [R—
Restated
Profit after taxation for the year 80,504,867 89,442,924

{Number of shares)
Weighted average number of shares of Rs.10 each

outstanding during the year 30,000,000 30,000,060
—~———---- [Rupees) —----—-——-
Basic earnings per share 268 2.98

There are no convertible dilutive potential ordinary shares outstanding on Cecember 31, 2013 and 2012,

SEGMENT REPORTING

Each class of business has been identified as reportable segment. Class of business wise revenue and resulls have
been disclosed in the profit and loss account prepared in accordance with {he requirements of the Insurance
Ordinance, 2000 and the SEC {Insurance) Rules, 2002.
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Assels and fiabiliies, wherever possible, have been assigned to the following segments based on specific

identification or allocated on the basis of the net premium revenue of the segments.

2013
Fire and
Maring' aviation Accldent and
property and transport Moator Hoatth Ulability Total
damage
{Rupees}
Segment assels 768,731,258 8,253,560 956,577 28,119,502 51,608,106 857,669,003
Unallocated assels - - - - - 757,706,996
Total assets 768,731,258 8,253,560 956,577 28,119,502 51,608,106 1,615,375,999
Segment fiabifities 1,069,760,755 11,616,084 2,815,862 37,641,649 81,886,654 1,203,721,004
Unallocated fiabilities - - . - 13,994,455
Total labliities 1,069,760,755 11,616,084 2815862 37,641,649 61,886,654 1,217,715,459
Net assets 397,660,540
2012 (Restated)
Fire and
Marine’ aviallon Accldent and
proparty and transport Motor Hoalth Liability Total
damage
{Rupees)
Segment assets 468,494,116 11,104,024 3,042,809 35012578 58,190,944 575,844,271
Unallacaled assets - - - - - 779,882,824
Tolal assets 468,494,118 11,104,024 3,042,609 35012,578 58,190,944 1,355,727,695
Segment liabilities 774,654,604 28,980,569 8,386 324 §1,724,379 80,105,227 943,851,103
Unallocaled Nabilities B - - - 10,710,757
Tolal liabilites 774,654,604 28,980,569 8,386,324 £1,724,379 80,105,227 954,561,860
Neat assats 401,165,235
FINANGCIAL INSTRUMENTS BY CATEGORY
Financial assets and financlal llabilities
Financial assets 2013 2012
--———fRupees)----———
Loans and recelvables
Cash and bank deposits
Cash and olher equivalents 50,000 50,000
Current and other accounts 61,013,504 57,220,599
Deposits maturing within 12 months 680,000,000 | 705,000,000
741,063,504 762,270,599
Current assets - others
Premiums due but unpaid 201,402,050 193,463,969
Amounis due from other insurers / reinsurers 15,859,322 7,280,651
Reinsurance recoveries against outstanding claims 518,249,382( | 235,950,608
Sundry receivables 12,677,378 7,931,994
748,288,133 444 6§27 222

f2

1,488,351.637

1,206,897,821
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2013 2012
—————{Rupeesg)-r—=eemrrerem

Financial liabilities

Amortised cost

Proviston for outstanding claims (including IBNR) 502,372,876 323,854,478
Amounts due to other Insurers / reinsurers 104,312,547 140,444 514
Accrued expenses 12,512,046 13,709,114
Other creditors and accruais 188,679,888 124,351,859

897 877,357 602,359,965

FINANCIAL RISK MANAGEMENT OBJECTIVE AND POLICIES

The Company's aclivities expose it to 2 variety of financial risks namely market risk, credit risk and concentration of
credit risk and liquidity risk. The Company's cveralf risk management program focuses on the unpredictability of
financlal markets and seeks to minimise polential adverse effects on the Company's financial performance.

Market risk

Market risk is the risk that the value of a financial instrument may fluctuate as a rasult of changes in market interest
rates or the market price of securities due to a change in credit rating of the issuer of the instrument, change in
market sentimeants, spaculative aclivities, supply and demand of securities and liquidity in the market.

The Company manages market risk by monlioring exposure on marketable securities by foflowing the internal risk
management policies and regulations laid down by the Securities and Exchange Commission of Pakistan.

Market risk comprises of three types of risk namely foreign currency risk, interest rate risk and price risk.

Foreign currency risk

Foreign currency risk is the risk that the fair vatue or future cash flows of a financial instrument wiil fluctuate because
of changes in foreign exchange rates. The Company's principal transactions are casried out in Pakistani rupees and

its exposure o foreign exchange arise primarily with respect to US dollars and Bangladeshi Taka. The details of
balances are as follows:

2013 2012
UsD
Premium due but unpaid 792,152 1,131,802
Net foreign currency exposure 792,152 1,131,802
wemeae BDT —r
Premium due but unpaid 15,221,709 9,925,467
Net foreign currency exposure 18,221,709 9,825,467

At December 31, 2013, if the Pakistani Rupee had weakened / strengthened by 1% against the US Dollar and
Bangladeshi Taka with all ether variables held constant, profit before taxation for the year would have been higher /
lower by Rs.1.084 million (2012: Rs 1,227 million}.

Interest rate risk

Inlerest rate risk is the risk that the fair value or fulure cash flows of a financial instrument will fluctuate because of
changes in market interest rates.
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The Company Is exposed fo interest / mark-up rate risk in respect of the following:

2013
Interest ! mark-up bearing Hon-Interast { mark-up bearing
Interest mtes | Matusity upto | Maturity after Subfotal | | Maturity upto | Maturity after ] Total
one year one year ong year one year
{Rupees}
Firanclal nssets
Cash and bank deposits 7.85% 109 10% 680,000,000 - 680,000,000 61,063,504 61,063 504 741,063,504
Other asseta _ .
Premium duva but unpaid 201,402,050 - 201,402,050 201 402,050
Amounl dug from other insurers / reinsurers - - 15,959,322 15,959,322 13,958,322
Rednsurance recoveries agalnsl outslanding claims - 518,249,282 - 516,240,382 518,245,382
Sundry receivaties - 12,677,379 12677379 12677,379
- - - TR T RN TRIBIN
TR0 GRO.00,000 ~ BGS 351607 B09,351.607 483,351,637
Firanclal liabilitles .
Provision for cutstanding claims (tnciuding IBNR) 592,372,876 59,372.876 592 372876
Amounts dus to other insurers / relnsurers 104,312,547 104,312,547 104312547
Accrued expenses - 12,512,046 12512045 12,512,046
Ciher creditors and accruals - 188,679,888 188,679,888 188,679,888
- BT 811,357 897877057 B91B77.36T
50,050,600 680000000~ (88,505.720) {B5525.720) 591,474,280
2012
Intaresd ! mark-up bearing Hon-Interagt f mark-up bearing
Interost rates | Maturity upte | Maturity after Sub tolal Maturity upto | Maturity afler Sub total Tolal
ong year one year one year one ysar
{Rupees}
Financlal zesets
Cash and bank deposits 7.45% - 8.80% 705,000,000 705,000,000 57,270,599 57,270,599 762,270,599
CQther asagls —
Pramium dus tul unpaid - 193,483,969 193 463,969 193,463 969
Amounl dua frem other Insurers / refnsurers - - 7,280,631 7,280,651 7,280,851
Relnsurance recoverdes agains| aulslanding claims - 235,950,608 235,950 608 235,950,608
Sundry recelvables - . 7,931,984 7,931,994 7,931,904
- 444 627 422 - 444 627 722 444 627 222
TSR 705,000,000 ~ 501,897 B2 5017821 1,206,837.821
Financlal liabilites
Provision for outstanding claims (inciuding JBNR) 30,854,478 - 323,854,478 | 323,854,478
Ampunts duse o other insurers { relnsuress - 140,444,514 140,444 514 140,444 514
Accrued expenses 13,709,114 13,703,114 13,709,114
Qther credliors and ascruals - 124,251,859 124,351,859 124,351,859
602,354,565 502,359,965 602,355,965
705,000,000 705.000000 _(100.467.144) [100,462.144) — 604,537,856

24.1.3 Sensitlvity analysls

{a} Sensitivity analysis for variable rate Instruments

Presently, the Company does not hold any variable rate Instrument.

(b) Sensitivity analysis for fixed rate Instruments

The Company hofds Term Deposit Receipls (TDRs) which are classified as cash and cash equivalents. These
carry fixed interest rates and therefore any ¢hange in the interest rates will notl affect the total assels of the
Company and profit after taxation for the vear ended Dacember 31, 2013.

24.1.4 Price Risk

242

Price risk is the risk that arises due to increase / decreasse in market prices. The Company does not hold any
investment at December 31, 2013 that would expose it to price risk.

CredIt rlsk and ¢oncentration of credit risk exposure

Credit risk is the risk, which arises with the possibility that one party to a financial instrument will fai? to discharge its
obligation and cause the other party to incur a financiai loss. The Company attempts to cantrol credit risk by monitoring
credit exposures, limiting transactions with specific counterparties and continually assessing the creditworthiness of

counter parties.

Concentrations of credit risk arise when a number of counterparties are engaged in similar business activities or have
similar ecenomic features that would cause their ability to meet contractual obligations to be similarly affected by
changes in economic, political or other conditions. Concentrations of credit risk Indicate the relative sensitivity of the
Company's performance to developments affecting a particular industry.
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Credit risks arise from bank deposits in current and other accounts, premium due but unpaid, amount due from other
insurers f reinsurers and for commigsion and clalm recoveries from relnsurers. The tofal financial asseis of Rs 1,489
million except Rs. 0.05 million (2012: 0.05 million) are subject to credit risk.

Out of the total financial assets, bank balances of Rs. 741.103 million have been placed with banks having credit
rating of A and above and premium due but unpalid of Rs.10.152 mlllion having credit rating of AA and above is
outstanding as at December 31, 2013. Other outstanding balances on account of premlum due but unpaid as at
December 31, 2013 pertains to companies and individuals having no rating.

The management monitors exposures to credit risk through regular review of credit exposure and prudent estimates
of provisions for doubtful receivables. Due to the Company's long outstanding business relationships with its
counterparties and after giving due consideration to their sound financial standing, the management does not expect
non—-performance by these counter parties on their obligations to the Company,

An analysis of the age of premiums due but unpaid that are past due but not impaired are as under:

2013 2012
(Rupees) {Rupees)
Upto 30 days 15,738,828 8,946,064
31 to 180 days 7,886,097 25557 448
Over 180 days 5,888,585 2,754 585
29,314,410 37,258,007

24.2.2 Cut of the total amount of premium outstanding as at December 31, 2013 of Rs. 201.402 million (2012: Rs. 193.464
millien), Rs.172.088 {2012: Rs. 156.206 mililon) pertains to policies which were effective in the current year but
premium on account of these policies is nol yet due in the current year due to agreed confractual tarms,

2013 2012

24.2.3 Sector wise analysis of premiums due butunpaid e {Rupees)---——-----
Financial sector 6,178,357 6,141,584

Pharmaceuticals 1,066,265 -
Chemicals 3,624,561 15,240,928
Ferilizer 32,571,871 45,889,792
Qil Ang Gas 26,169,384 26,872,881
Energy 91,457,538 61,955,035
Construction 7,228,514 8,710,873
Distribution - 888,730
Industrial Material And Mining 418,008 2,834,763
Telecommunication 24176110 19,611,587
Miscellaneous 8,511,440 6,106,807
201,402,050 193,463,969

24.2.4 The credi{ quality of amounts due from other insurers and reinsurers which can be assessed with reference to

external credit ratings as follows;

2013
Amount due from Relnsurance
other Insurers / recaverles against  Other relnsurance Aggregate
outstanding assets
relnsurers
claims
{(Rupees)

A or above 10,152,650 518,249,382 52,618,431 581,020 463

BBB - - - -
Others 5,806,672 - 40,890,125 46,696,797
Total 15,558,322 518,249 382 93,508,556 627.717.260

2012
Reinsurance
Amount due from recoveries against  Other reln
other Insurers / eco tsta dlg ns reinsurance Aggregate
reinsurers ou nding assets
claims
{Rupees)

A or above 7,280,651 235,950,608 125,455,502 368,686,761

8BB - - - -

Cthers - - - .
7,280,651 235,950,608 125,455,602 368,686,761

%olal
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Liquidity risk

Liquidity risk is the risk that the Company may not be able to generate sufficient cash resources to setile its
obligations in full as they fall due or can only do so on terms that are materiaily disadvantageous.

The table below analyses the Company's financial liabilities into relevant maturity groupings based on the remaining
period at the balance sheet date to the contractual maturity date on an undiscounted cash flow basis.

2013
Carrying Contractual Upto ono year More than one
amount cash flow year
{Rupees)
Provision for puistanding claims 592,372,676 582,372,876 592,372,875 -
Amounts due to other insurers / reinsurers 104,312,547 104,312,547 104,312,547 -
Accrued expenses 12,512,046 12,512,046 12,512,048 -
Other creditors and accruals 188,673,888 188,679,888 188,679,888 -
897,877,357 897,877,357 897,877,357 -
2012
Carrying Contractual Upto ane year More than one
ameupnt cash flow year
(Rupees}
Provision for oulstanding claims 323,854,478 323,854,478 323,854,478 -
Amounts due to other insurers / relnsurers 140,444 514 140,444,514 140,444 514 -
Accrued expenses 13,709,114 13,709,114 13,708,114 . -
Other creditors and accruals 124,351,859 124,351,859 124,351,859 -
502,359,965 602,359,965 602,359,965 -

INSURANCE RISK / RISK MANAGEMENT PRACTICES
Insurance and reinsurance risk

The Company accepts the insurance risk through its insurance contracts where it assumes the risk of loss from
persons or organisations that are directly subject to the underlying loss. The Company is exposed to the uncertainty
surrounding the timing, frequency and severity of claims under these contracls.,

The Company manages its risk via its underwriting and reinsurance strategy within an overail risk management
framework and proactive claims handling, Exposures are managed by having documented underwriting limits and
criteria. Quiward reinsurance contracts are entered to mitigate the effect of potential loss to the Company from
individual large or catastrophic events and also to provide access to specialist risks and to assist in managing
capital.

Reinsurance ceded does not relieve the Company from its obligation to policy holders and as a result the Company
remains liable for the portion of outstanding claims reinsured to the extent that the reinsurer fails to meet the
obligation under the reinsurance agreements,

As is common with other insurance companies, in order to minimise the financial exposure arising from large claims,
the Company. in the normal course of business, enters into agreement with other parties for reinsurance purposes.
To minimise its exposure to significant Josses from reinsurer insolvencies, the Company obtains reinsurance cover
only from companies with sound financial position.

The greatest likelihood of significant losses on the contracts underwritlen by the Company mainly arises from
earthquake or flood. The Company's estimated exposure on account of such perils and maximum re-insurance cover
against those perils are summarised below:

2013
Gross aggregate MaxImum re- Net
exposurg Insurance cover e
Rupaes in mUllon-—-———eem— —
Earthguake 26,065 53,155 {27.090)
Flood / windstorm 30,755 53,155 {22,400
2012
Gross aggregate Maximum re- Nst
eXposUre Insurance cover
Rupaas In millign————— - — ..
Earthquake 19,394 53,755 (34,361)
Flood f windstorm 26,047 53,755 {27.708)
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Geographlcal concentration of Insurance risk

To optimise benefits from the principle of average and law of large numbers, geographical spread of risk Is of
extreme importance. There are a nurber of parameters which are significant in assessing the accumulalion of risks
with reference to the geographical location, the most important of which is risk survey.

Risk surveys are carmied out on a regular basls for the evaluation of physical hazards associated with the
commercial / industrial / residential occupation of the policyholders. Details regarding the fire separation /
segregation with respect to the manufactusing processes, storage, uilities, etc are extracted from the layout plan of
the insured facility. Such details formn part of the reports which are made available to the undsrwriters / reinsurance
personnel for their evaluation. Reference is made to the standard construction specifications as laid down by AP
(Insurance Association of Pakistan) which includes measures like the presence of Perfect Party Walls, Doubls Fire
Proof Iron Doors, physical separation between the bulldings within an insured's premises. It is basically the property
contained within an area which is separated by another property by sufficient distance to confine insured damage
from uncontroiled fire and explosion under the most adverse conditions to that cne area.

Address look-up and geocoding is the essential field of the policy data interphase of Information Technology (IT)
systems. It provides instant location which is dependent on data collection provided under the policy schedule. All
critical underwriting information is punched into the IT system / application through which a number of MIS reporls
can be generated lo assess the concentration of risk.

A risk management solution is implemented to help assess and plan for risk in catastrophic scenarios. It provides a
way (o belter visualize the risk exposures so the Company determines the appropriate amoun! of reinsurance
coverage to protect the businegss portfolic.

For Marine risks, compiete underwriling details, besides sums insured and premiums, like vessel identification,
voyage input (sea / air / inland transit), sailing dates, origin and destination of the shipments, per carry limits, etc.
are entered into the IT system. The reinsurance module of the IT system is designed 1o satisfy the requirements as
laid down in the treaty agreement. Shipment declarations are also endorsed on the poiicies. Respective reinsurance
cessions are avtomatically made upon the posfing of policy documents.

The voyage cards so maintained for the particular set of policies for a single vessel voyage are automatically logged
into the system showing actual gross, treaty and net exposure, both in terms of sums insured and premiums.

Frequency and severity of claims

For the Company's insurance contracts, climatic changes give rise {o more frequent and severe extreme weather
events (for example, river flooding, hurricanes and typhoons) and their consequences. The Company has the right
to re-price the risk on renewal. It also has the ability to impose deductibles and reject fraudulent claims. These
contracts are underwritten by reference to the commercial replacement vaiue of the contents insured. Claims
payment limits are always included to cap the amount payable on occurrence of the insured event.

Claims on general insurance contracts are payable on a claim occurrence basis. The company is fiable for all
insured events that occur during the term of the insurance contract including the event reported afier the expiry of
the insurance contract term.

The Company’s insurance confracts are subdivided into risk segments fire and property damage, marine aviation
and transport, motor, accident and health and liability. The Company manages these risk segments through its
underwriting strategy, adequate reinsurance arrangements and proactive claims handling. The undenwriting strategy
attempts to ensure that the underwritten risks are well diversified in terms of type and amount of risk, industry and
geography.

REINSURANCE ARRANGEMENTS

Keeping in view the maximum exposure in respect of key zone aggregates, & number of properlional and non-
proportional reinsurance arrangements are in place to protect the net account in case of a major catastrophe. Apart
from the adequate event limit which is a multipie of the treaty capacity or the primary recovery from the prapertional
treaty, any loss over and above the said limit would be recovered from the non-proportional treaty which is very
much in line with the risk management philosophy of the Company.

In compliance of the regulatory requirement, the reinsurance agreements are duly submitied to the Securitiss and
Exchange Commission of Pakistan on an annual basis.



27

28

29

23
SENSITIVITY ANALYSIS

The risks associated with the insurance contracts are complex and subject to a number of variables which complicate
quantitative sensitivity analysis. The Company makes various assumptions and techniques based on past claims
development experience. Thls includes Indications such as average claims cost, ultimate claims numbers and
expected loss ratios. The Company considers that the liability for insurance claims recognised in the balance sheet is
adequate. However, actual experience will differ from the expected outcome.

As the Company enters into short term insurance contracts, it does not assume any significant impact of changes in
market conditions on unexpired risks. However, some results of sansitivity testing are set out below, showing the
impact on profit before tax net of reinsurance.

Pre tax profit Sharehelders’ equity
2013 2012 2013 20%2
10% increase In net clalms {i.e. loss) {Rupees)
Fire and property damage (2,339,686} 846,621 (1.520.796) 420,304
darine, aviation and transport 897,116 {247,198) 648,125 {160,679)
Motor 213,111¢ {101,802) 138,522 {66,236)
Accldent and health 108,845 (459,482) 70,749 {298.663)
LiabHity {1,892,068) (253,204) {1,225,844) {164,583)
{2,912.882) {415,185) {1,893,244) (269,857}
10% decrease in net claims {i.e. loss)
Fira and property damage 2,339,686 {646,621) 1,520,796 {420.304)
Marine, aviation and transport (997,118) 247,198 {648,125) 160,679
Motor (213.111) 161,902 {138,522) 66,236
Accident and health {108.845) 459,482 {70,749) 298,663
Lizbility 1,882,068 253,204 1,229,844 164,583
2,912,682 415,165 1,893,244 269 857

CLAIMS DEVELOPMENT TABLE

The following table shows the development of fire and property damage claims over a pericd of time. The disclosure
goes back to the period when the eartiest material claim arose for which there is still uncertainty about the amount
and timing of the claim payments. For other classes of business the uncertainty about the amount and timings of
claim payments is usually resclved within a year. Further, thete are no material claims that are outstanding as at
December 31, 2013 which pertain to years prior to the year ended December 31, 2010.

Analysls on gross basis 2010 2014 2012 2043 Total
{Rupees)

Accldent year
Esfimate of ultimate ¢laims cost:

At end of accldent year 666,960,030 79,406,275 130,477,716 486,673,105  1.363,517,128
One year later 764,911 427 79,406,275 198,594 707 - 1,042,912,409
Twa years later 764 911,427 28,980,126 - - 793,800,553
Three years later 764,911,427 - - - 764,911,427
Esiimale of cumulative claims 764,911,427 28,989,126 198,594,707 486,673,105  1,479,168,365
Cumulative paymants to date 698,995,263 27,588 B75 155,336,610 56,051,434 977,972,182
Liabitity recognised in the balance sheet

for the respective periods 655,016,164 1,400,251 43,258,097 390,621,671 501,196,183

CAPITAL RISK MANAGEMENT
The Company's objectives when managing capital are:

- to comply with the minimum paid-up capital requirements as prescribed by the Securities and Exchange
Commission of Pakistan (SECP);

- to safeguard the Company's ability to continue as a going concern so that it can continue to provide returns for
share holders and benefits for the other stakeholders:

- to provide an adequate return to shareholders by pricing insurance contracts commensurately with the level of
risk; and

- to maintain a strong capital base to support the sustained development of ils business.

%’ The current requirement for regulatory capital is Rs 300 million. The Company complies with this requirement.
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FAIR VALUE OF FINANCIAL INSTRUMENTS

Fair value is an amount for which an asset could be exchanged, or a liability seftled, between knowledgeabie willing
parties in an arms length transaction. Consequently, differences may ariss between the carrying values and the fair
value eslimates.

However, the falr value of all the financial instruments is expected not to be significantly different from their carrying
values.

TRANSACTIONS WITH RELATED PARTIES

Parties are considered to be related i one party has the abllity to control the other party or exercise significant
Influence over the other party in making financial or operational decislons and include major shareholders, subsidiary
company, associated companies with or without common directors, retirement benefit funds, directors, and key
management personnel and their close famlly members, :

The Company has refated party relationships with its employee benefit plans, key management personnel, its helding
Company {ACE INA International Holdings Limited, U.S.A) and refated group companies. Amounts due from and
payable to related parties are disclosed in the relevant notes and are entered in the normal course of business,
Material transactions with its hoiding company and other group companies are given below:

2013 2012
- {Rupees) «—m-—--
Reinsurance premium caded 351,637,356 397,748,420
Commission on cession 38,380,293 48,649,843
Claims ceded 440,367,144 72,735,822
Dividend paid 89,100,000 82,499,981

Transactions with key management personned are disclosed in note 20 to the financial statements and transactions
and balances with the employees’ defined benefit plan are disclosed in note 5.1 to the financial statements.

NON-ADJUSTING EVENT

The Board of Directors of the Company in their meeting held on have approved payment of
Rs HAfmilion as dividend to ACE INA International HoldIngs Limited USA out of the reserves of the Company. The
financial statements for the year ended December 31, 2013 do not include the effect of this appropriation which will be
accounted for in the financlal statements for the year ending December 31, 2014.

DATE OF AUTHORISATION FOR ISSUE

24 MAR 2014

These financial statements have been authorised for issue on by the Board of Directors of the
Company.

CORRESPONDING FIGURES
Corresponding figures have been restated / rearranged and reclassified, wherever necassary, for the purpose of
comparison There have been no significant reclassifications 7 restatements in the financial statements excepi for the

following:

The Company has applied the amendment to JAS 19 (revised): 'Employee Benefiis' retrospectively in accordance with
the transition provisions of the standard as disclosed in note 2.1.2.2 to these financial statements.

GENERAL

Figures in these financial statements have been rounded off to the nearest Rupee.

. S Uy :

PRINCIPAL ORFICER & CHAIRPERSON DIRECTOR DIRECTOR



