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Notes to the financial statements - 31 March 2024
1. Corporate information

The Company is principally engaged in the underwriting of general reinsurance, general
retakaful and family retakaful businesses.

The Company is a public limited liability company, incorporated and domiciled in
Malaysia. The registered office of the Company is located at 12th Floor, Bangunan
Malaysian Re, No. 17, Lorong Dungun, Damansara Heights, 50490 Kuala Lumpur,
Malaysia.

The holding and ultimate holding company is MNRB, a company incorporated and
domiciled in Malaysia, and listed on the Main Market of Bursa Malaysia Securities
Berhad.

The number of employees in the Company at the end of the financial year was 156
(2023: 170). The employees of the holding company performed certain administrative

functions of the Company during the financial year.

The financial statements were authorised for issue by the Board of Directors in
accordance with a resolution of the Directors on 26 July 2024.

2. Material accounting policy
2.1 Basis of preparation
The financial statements of the Company have been prepared in accordance with
MFRS, International Financial Reporting Standards ("IFRS") and the requirements
of the Companies Act, 2016 in Malaysia.
At the beginning of the current financial year, the Company had adopted the
amendments to the MFRSs applicable for annual financial periods beginning on or

after 1 January 2023, as described fully in Note 2.22.

The financial statements of the Company have been prepared under the historical
cost convention, unless otherwise stated in the accounting policies.

As at the end of the financial year, the Company has met the minimum capital
requirements as prescribed by the RBC and RBCT Frameworks issued by BNM.

The financial statements are presented in Ringgit Malaysia ("RM") and all values
are rounded to the nearest thousand (RM'000) except when otherwise indicated.

57



200401025686 (664194-V)

Malaysian Reinsurance Berhad
(Incorporated in Malaysia)

2. Material accounting policy (cont'd.)

2.1

2.2

Basis of preparation (cont'd.)
Retakaful operations and its funds

Under the concept of retakaful, participants make contributions to a pool which is
managed by a third party with the overall aim of using the monies to aid fellow
participants in times of need. Accordingly, as a retakaful operator, the Company
manages the general and family retakaful funds in line with the principles of
Wakalah (agency), which is the business model used by the Company. Under the
Wakalah model, the retakaful operator is not a participant in the fund but manages
the funds (including the relevant assets and liabilities) towards the purpose outlined
above.

In accordance with the IFSA 2013, the assets and liabilities of the retakaful funds
are segregated from those of the retakaful operator; a concept known as
segregation of funds. However, in compliance with MFRS 10 Consolidated

Financial Statements, the assets, liabilities, income and expenses of the retakaful
funds are consolidated with those of the retakaful operator to represent the control
possessed by the retakaful operator over the respective funds. Upon consolidation,
the related interfund balances and transactions are eliminated in full.

The analysis by funds for the statement of financial position and the statements of
comprehensive income of the general and family retakaful fund, general
reinsurance fund and the shareholder's fund are presented in Note 37.

Accounting period

The Company adopts quarterly accounting periods ending on 31 March, 30 June,
30 September and 31 December, insofar as the underwriting income and outgo for
Market Cessions business is concerned. This is to correspond with the ceding

companies' accounting periods.

Underwriting income and outgo in respect of other business classes and all other
income and expenditure are for the 12 months period ending on 31 March annually.
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2. Material accounting policy (cont'd.)
2.3 Investment in associate

An associate is a company in which the Company has significant influence and that
is neither a subsidiary nor an interest in a joint venture. Significant influence is the
power to participate in the financial and operating policy decisions of the investee
but not in the control or joint control over those policies.

The Company's investment in associate is measured at fair value through profit and
loss in accordance with MFRS 9 as permitted by MFRS 127. The results of the
associate are not equity accounted by virtue of the exemption described in Note 18.

On disposal of such investment, the difference between the net disposal proceeds
and the carrying amount is recognised in profit or loss.

2.4 Insurance/takaful service result

A contract is to be classified as a reinsurance/retakaful contract issued or as a
reinsurance/retakaful contract held pursuant to MFRS 17 if a significant insurance
risk is thereby assumed or transferred. These contract types are treated according
to the same rules, irrespective of whether the contracts were issued, acquired in
connection with a merger or acquired as part of a transfer of contracts that do not
constitute business operations. Contracts that may take the legal form of an
insurance/takaful contract but do not transfer any significant insurance/takaful risk
are classified as investment contracts. The recognition and measurement of such
contracts follows the rules for the recognition of financial instruments according to
MFRS 9.

The general and family retakaful fund is maintained in accordance with the IFSA
2013 and consists of fair value reserves and any accumulated surplus/deficit. Any
deficit will be made good by the shareholder's fund via a benevolent profit/interest-
free loan or Qard.

General reinsurance/retakaful and family retakaful revenue consists of

insurance/takaful service results and investment income accounted for on an
accrual basis. As for retakaful, the takaful service results is on accrual basis as
approved by the GSC. Unrealised income is deferred and receipts in advance are
treated as liabilities in the statement of financial position.
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2. Material accounting policy (cont'd.)

2.4

Insurance/takaful service result (cont'd.)

(@)

(b)

Separating components from insurance/takaful and reinsurance contracts/
retakaful certificates

The Company assesses its insurance contracts and takaful certificates to
determine whether they contain components which must be accounted for
under another MFRS rather than MFRS 17. After separating any distinct
components, the Company apply MFRS 17 to all remaining components
of the (host) insurance/takaful and reinsurance/retakaful
contracts/certificates. Currently, the Company’s products do not include
distinct components that require separation.

Some insurance/takaful contracts issued contain profit commission
arrangements. Under these arrangements, there is a minimum
guaranteed amount that the participant will always receive — either in the
form of profit commission, or as claims, or another contractual payment
irrespective of the event happening. The minimum guaranteed amounts
have been assessed to be highly interrelated with the insurance/takaful
component of the reinsurance/retakaful contract/retakaful contracts
certificates and are, therefore, non-distinct investment components which
are not accounted for separately.

Level of aggregation

The level of aggregation for the Company is determined firstly by dividing
the business written into portfolios. Portfolios comprise groups of
contracts with similar risks which are managed together. Each portfolio is
divided into annual cohorts and further divided based on expected
profitability at inception into three categories:

i.  onerous contracts;
ii.  contracts with no significant risk of becoming onerous; and
iii. any remaining contracts in the annual cohort.

Company makes an evaluation of whether a series of contracts can be
treated together in making the profitability assessment based on
reasonable and supportable information, or whether a single contract
contains components that need to be separated and treated as if they
were stand-alone contracts.

The Company has defined portfolios of insurance contracts and retakaful
certificates issued based on its are subject to similar risks and managed
together. Each group must not contain contracts issued more than 12
months apart on the expectation such contracts would potentially exhibit
varying levels of profitability.
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2. Material accounting policy (cont'd.)

2.4

Insurance/takaful service result (cont'd.)

(b) Level of aggregation (cont'd.)

The expected profitability of these portfolios at inception is determined
based on the existing actuarial valuation models which take into
consideration existing and new business. In determining groups of
contracts, the Company has elected to include in the same group
contracts where its ability to set prices or levels of benefits for cedants
with different characteristics is constrained by regulation.

The insurance contracts and takaful certificates portfolios are divided into:

* A group of contracts that are onerous at initial recognition;

« A group of contracts that at initial recognition have no significant
possibility of becoming onerous subsequently; and

* A group of the remaining contracts in the portfolio.

The reinsurance contracts/retakaful certificates held portfolios are divided

into:

* A group of contracts on which there is a net gain on initial recognition;

* A group of contracts that have no significant possibility of a net gain
arising subsequent to initial recognition; and

* A group of the remaining contracts in the portfolio.
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2. Material accounting policy (cont'd.)

2.4

Insurance/takaful service result (cont'd.)

(©)

(d)

Recognition

The Company recognises a group of insurance contracts and takaful

certificates that it issues from the earliest of the following:

+  The beginning of the coverage period of the group of contracts;

*  The date when the first payment from a cedant in the group is due, or
when the first payment is received if there is no due date; and

y For a group of onerous contracts, as soon as facts and
circumstances indicate that the group is onerous.

The Company recognises a group of reinsurance contracts/retakaful

certificates held:

y If the reinsurance contracts/retakaful certificates provide
proportionate coverage, at the later of the beginning of the coverage
period of the group, or the initial recognition of any underlying
contract.

y In all other cases, from the beginning of the coverage period of the
first contract in the group.

Onerous groups of contracts

An insurance contract/takaful certificate is onerous at the date of initial
recognition if the fulfilment cash flows allocated to the contract, any
previously recognised acquisition cash flows and any cash flows arising
from the contract at the date of initial recognition in total, are a net outflow.

For the avoidance of doubt, as underlying business is required to be
treated separately from reinsurance contract/retakaful certificate held, this
assessment of profitability should be on a gross basis, before the risk
mitigating effect of reinsurance contract/retakaful certificate held.

The Company assesses the profitability at the level of “a set of contracts”.
Pricing is generally conducted differently depending on the business
structure (for e.g. pricing is conducted at contract level for facultative
reinsurance whereas it is at cedant level for treaty reinsurance for general
reinsurance and general retakaful), of which the assumptions, risk
margins and target profitabilities are applied across the contracts, and
profitability is valued according to these structures.
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2. Material accounting policy (cont'd.)

2.4

Insurance/takaful service result (cont'd.)

(e) Contract boundary

The Company includes in the measurement of a group of insurance
contracts and takaful certificates all the future cash flows within the
boundary of each contract in the group. Cash flows are within the
boundary of a insurance contract and takaful certificates if they arise from
substantive rights and obligations that exist during the reporting period in
which the Company can compel the cedants to pay the
premiums/contributions or in which the Company has a substantive
obligation to provide the cedants with services. A substantive obligation to
provide services ends when:

« The Company has the practical ability to reassess the risks of the
particular participant and, as a result, can set a price or level of
benefits that fully reflects those risks; or

+  Both of the following criteria are satisfied:

« The Company has the practical ability to reassess the risks of the
portfolio of insurance contracts/takaful certificates that contain
the contract and, as a result, can set a price or level of benefits
that fully reflects the risk of that portfolio.

» The pricing of the premiums/contributions for coverage up to the
date when the risks are reassessed does not take into account
the risks that relate to periods after the reassessment date.

A liability or asset relating to expected premiums/contributions or claims
outside the boundary of the insurance contracts/takaful certificates is not
recognised. Such amounts relate to future insurance contracts and takaful
certificates.

For insurance contracts and takaful certificates with renewal periods, the
Company assesses whether premiums/contributions and related cash
flows that arise from the renewed contract are within the contract
boundary. The pricing of the renewals are established by the Company by
considering all the risks covered for the cedants by the Company. The
Company considers when underwriting equivalent contracts on the
renewal dates for the remaining coverage. The Company reassess the
contract boundary of each group at the end of each reporting period.

63



200401025686 (664194-V)

Malaysian Reinsurance Berhad
(Incorporated in Malaysia)

2. Material accounting policy (cont'd.)

2.4

Insurance/takaful service result (cont'd.)

() Measurement

MFRS 17 introduces a discounted measurement approach as the general
measurement model (“GMM”) for all insurance contracts. However, due to
the complexity of the GMM, MFRS 17 provides the option of using
simplified approach which is the Premium Allocation Approach (“PAA”),
primarily for short-term contracts and Variable Fee Approach (“VFA”) for
contracts with direct participation features.

The Company has determined that it will apply GMM to all its contracts
issued and reinsurance contracts held.

Insurance contracts/takaful certificates

(i)

Initial measurement

The general model measures a group of reinsurance contracts and
retakaful certificates as the total of:

« the fulfilment cash flows, which comprise estimates of future cash
flows, an adjustment to reflect time value of money and
associated financial risks, and a risk adjustment for non-financial

ricl;: and

« A contractual service margin (“CSM”), representing the unearned
profit that the Company will recognise as it provides reinsurance
contract services in the future.

The Company’s objective in estimating future cash flows is to
determine the expected value, or the probability-weighted mean, of
the full range of possible outcomes, considering all reasonable and
supportable information available at the reporting date without undue
cost or effort. The Company estimates future cash flows considering
a range of scenarios which have commercial substance and give a
good representation of possible outcomes. The cash flows from each
scenario are probability-weighted and discounted using current
assumptions.

When estimating future cash flows, the Company includes all cash
flows that are within the contract boundary including:

* Premiums/contributions and related cash flows.

 Claims and benefits, including reported claims not yet paid,
incurred claims not yet reported, expected future claims, surplus
to participants.

* An allocation of reinsurance/retakaful acquisition cash flows
attributable to the portfolio to which the contract belongs.
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2. Material accounting policy (cont'd.)

2.4

Insurance/takaful service result (cont'd.)

(f)

Measurement (cont'd.)

Insurance contracts/takaful certificates (cont'd.)

()

Initial measurement (cont'd.)

* Claims handling costs.

* Policy administration and maintenance costs, including recurring
commissions that are expected to be paid to intermediaries.

* Recurring commissions and brokerages that are expected to be
paid to broker/cedants.

* An allocation of fixed and variable overheads directly attributable
to fulfilling reinsurance contracts/retakaful certificates.

* Transaction-based taxes.

The Company incorporates, in an unbiased way, all reasonable and
supportable information available without undue cost or effort about
the amount, timing and uncertainty of those future cash flows. The
Company estimates the probabilities and amounts of future payments
under existing contracts based on information obtained, including:

* Information about claims already reported by cedants;

* Other information about the known or estimated characteristics of
the reinsurance contracts and retakaful certificates;

* Historical data about the Company’s own experience,
supplemented when necessary with data from other sources;

* Historic data adjusted to reflect current conditions; and

« Current pricing information, when available.

The Company’s CSM is a component of the asset or liability for the
group of reinsurance contracts/retakaful certificates that represents
the unearned profit the Company will recognise as it provides
services in the future. The Company measures the CSM on initial
recognition at an amount that, unless the group of contracts is
onerous, results in no impact to profit or loss arising from:

 Initial recognition of the fulfilment cash flows;

* Derecognition at the date of initial recognition of any asset or
liability recognised for reinsurance retakaful acquisition cash
flows; and

* Any cash flows arising from the contracts in the group at that date.
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2. Material accounting policy (cont'd.)

2.4

Insurance/takaful service result (cont'd.)

(f)

Measurement (cont'd.)

Insurance contracts/takaful certificates (cont'd.)

()

(ii)

Initial measurement (cont'd.)

For groups of contracts assessed as onerous, the Company has
recognised a loss in profit or loss for the net outflow, resulting in the
carrying amount of the liability for the group being equal to the
fulfilment cash flows and the CSM of the group being zero. A loss
component has been established by the Company for the liability for
remaining coverage for an onerous group depicting the losses
recognised.

Where, during the coverage period, a group of insurance contracts
becomes onerous, the Company recognises a loss in profit or loss for
the net outflow, resulting in the carrying amount of the liability for the
group being equal to the fulfilment cash flows. A loss component is
established by the Company for the liability for remaining coverage
for such onerous group representing the losses recognised.

Subsequent measurement

The CSM at the end of the reporting period represents the profit in
the group of insurance contracts/takaful certificates that has not yet
been recognised in profit or loss, because it relates to future service
to be provided.

For a group of insurance contracts/takaful certificates the carrying
amount of the CSM of the group at the end of the reporting period
equals the carrying amount at the beginning of the reporting period,
adjusted for:

* The effect of any new contracts added to the group.

* Interest/profit accreted on the carrying amount of the CSM during
the reporting period, measured at the discount rates at initial
recognition.

* The changes in fulflment cash flows relating to future service,
except to the extent that:

* Such increases in the fulfilment cash flows exceed the carrying
amount of the CSM, giving rise to a loss; or

* Such decreases in the fulfilment cash flows are allocated to the
loss component of the liability for remaining coverage.
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2. Material accounting policy (cont'd.)

2.4

Insurance/takaful service result (cont'd.)

(f)

Measurement (cont'd.)

Insurance contracts/takaful certificates (cont'd.)

(i) Subsequent measurement (cont'd.)

* The effect of any currency exchange differences on the CSM.

* The amount recognised as insurance/takaful revenue because of
the transfer of services in the period, determined by the allocation
of the CSM remaining at the end of the reporting period (before
any allocation) over the current and remaining coverage period.

The locked-in discount rate is the weighted average of the rates
applicable at the date of initial recognition of contracts that joined a
group over a 12-month period. The discount rate used for accretion
of profit on the CSM is determined using the bottom-up approach at
inception.

The changes in fulfilment cash flows relating to future service that
adjust the CSM comprise of:

* Experience adjustments that arise from the difference between
the premium/contribution receipts (and any related cash flows
such as insurance/takaful acquisition cash flows and
insurance/takaful premium/contribution taxes) and the estimate,
at the beginning of the period, of the amounts expected.
Differences related to premiums/contributions received (or due)
related to current or past services are recognised immediately in
profit or loss while differences related to premiums/contributions
received (or due) for future services are adjusted against the
CSM;

* Changes in estimates of the present value of future cash flows in
the liability for remaining coverage, except those relating to the
time value of money and changes in financial risk (recognised in
the statement of profit or loss and other comprehensive income
rather than adjusting the CSM);

» Differences between any investment component expected to
become payable in the period and the actual investment
component that becomes payable in the period; and

* Changes in the risk adjustment for non-financial risk that relate to
future service.
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2. Material accounting policy (cont'd.)

2.4

Insurance/takaful service result (cont'd.)

(f)

Measurement (cont'd.)

Insurance contracts/takaful certificates (cont'd.)

(i) Subsequent measurement (cont'd.)

Except for changes in the risk adjustment, adjustments to the CSM
noted above are measured at discount rates that reflect the
characteristics of the cash flows of the group of insurance
contracts/takaful certificates at initial recognition.

The Company measures the carrying amount of a group of insurance
contracts/takaful certificates at the end of each reporting period as
the sum of:

(i) the liability for remaining coverage comprising fulfilment cash
flows related to future service allocated to the group at that date
and the CSM of the group at that date; and

(ii) the liability for incurred claims for the Company comprised the
fulfilment cash flows related to past service allocated to the group
at that date.

Reinsurance contracts/retakaful certificates held

()

Initial measurement

The measurement of retrocession contracts and retrotakaful
certificates held follows the same principles as those for reinsurance
contracts/retakaful certificates issued, with the exception of the
following:

* Measurement of the cash flows include an allowance on a
probability-weighted basis for the effect of any non performance
by the retrocession/retrotakaful operators, including the effects of
collateral and losses from disputes.

* The Company determines the risk adjustment for non- financial

risk so that it represents the amount of risk being transferred to
the reinsurer/retakaful operator.
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2. Material accounting policy (cont'd.)
2.4 Insurance/takaful service result (cont'd.)
() Measurement (cont'd.)
Reinsurance contracts/retakaful certificates held (cont'd.)
(i) Initial measurement (cont'd.)

+ The Company recognises both day 1 gains and day 1 losses at
initial recognition in the statement of financial position as a CSM
and releases this to profit or loss as the reinsurer/retakaful
operator renders services, except for any portion of a day 1 loss
that relates to events before initial recognition.

Where the Company recognises a loss on initial recognition of an
onerous group of underlying insurance contracts/takaful certificates
or when further onerous underlying insurance contracts/takaful

certificates are added to a group, the Company establishes a loss-
recovery component of the asset for remaining coverage for a group
of reinsurance contracts/retakaful certificates held depicting the

recovery of losses.

The Company calculates the loss-recovery component by multiplying
the loss recognised on the underlying insurance contracts/takaful
certificates and the percentage of claims on the underlying insurance
contracts/takaful certificates the Company expects to recover from
the group of reinsurance contracts/retakaful certificates held. Where
only some contracts in the onerous underlying group are covered by
the group of reinsurance contracts/retakaful certificates held, the
Company uses a systematic and rational method to determine the
portion of losses recognised on the underlying group of insurance
contracts/takaful certificates to insurance contracts/takaful certificates
covered by the group of reinsurance contracts/retakaful certificates
held.

The loss-recovery component adjusts the carrying amount of the
asset for remaining coverage.
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2. Material accounting policy (cont'd.)

2.4

Insurance/takaful service result (cont'd.)

(f)

Measurement (cont'd.)
Reinsurance contracts/retakaful certificates held (cont'd.)

(i) Subsequent measurement

The measurement of reinsurance contracts/retakaful certificates held
follows the same principles as those for insurance contracts/takaful
certificates issued, with the exception of the following:

* Changes in the fulfilment cash flows are recognised in profit or
loss if the related changes arising from the underlying ceded
contracts have been recognised in profit or loss. Alternatively,
changes in the fulfilment cash flows adjust the CSM.

« Changes in the fulflment cash flows that result from changes in
the risk of non-performance by the issuer of a reinsurance
contract/retakaful certificates held do not adjust the contractual
service margin as they do not relate to future service.

Any change in the fulfilment cash flows of a reinsurance
contract/retakaful certificates held due to the changes of the liability
for incurred claims of the underlying contracts/certificates is taken to
profit and loss and not the contractual service margin of the
reinsurance contract/retakaful certificates held.

Where a loss component has been set up subsequent to initial
recognition of a group of underlying insurance contracts and takaful
certificates, the portion of income that has been recognised from
related reinsurance contracts and retakaful certificates held is
disclosed as a loss recovery component.

Where the Company has established a loss-recovery component, the
Company adjusts the loss-recovery component to reflect changes in
the loss component of an onerous group of underlying insurance
contracts and takaful certificates.
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2. Material accounting policy (cont'd.)

2.4

Insurance/takaful service result (cont'd.)

(f)

(9)

(h)

Measurement (cont'd.)
Reinsurance contracts/retakaful certificates held (cont'd.)
(i) Subsequent measurement (cont'd.)

A loss recovery component reverses consistent with reversal of the
loss component of underlying groups of insurance contracts and
takaful certificates issued, even when a reversal of the loss-recovery
component is not a change in the fulfilment cash flows of the group of
reinsurance contracts and retakaful certificates held. Reversals of the
loss-recovery component that are not changes in the fulfilment
cashflows of the group of reinsurance contracts and retakaful
certificates held adjust the CSM.

Modification and derecognition of insurance contracts/takaful certificates

The Company derecognises insurance contracts/takaful certificates when
the rights and obligations relating to the contract are extinguished (i.e.,
discharged, cancelled; or expired) or the contract is modified such that the
modification results in a change in the measurement model, or the
applicable standard for measuring a component of the contract. In such
cases, the Company derecognises the initial contract and recognises the
modified contract as a new contract.

Insurance/takaful acquisition cashflows

Insurance/takaful acquisition cash flows arise from the costs of
distributing, underwriting and starting a group of insurance
contracts/takaful certificates (issued or expected to be issued) that are
directly attributable to the portfolio of insurance contracts/takaful
certificates to which the group belongs.

Where insurance/takaful acquisition cash flows have been paid or
incurred before the related group of insurance contracts/takaful

certificates is recognised in the statement of financial position, a separate
asset for insurance/takaful acquisition cash flows is recognised for each
related group.
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2. Material accounting policy (cont'd.)

2.4

Insurance/takaful service result (cont'd.)

(h)

Insurance/takaful acquisition cashflows (cont'd.)

The asset for insurance/takaful acquisition cash flow is derecognised from
the statement of financial position when the insurance/takaful acquisition
cash flows are included in the initial measurement of the related group of
insurance/takaful certificates. The Company expects to derecognise all
assets for insurance/takaful acquisition cash flows within the
insurance/takaful covered period.

At the end of each reporting period, the Company revises amounts of
insurance/takaful acquisition cash flows allocated to groups of insurance
contracts/takaful certificates not yet recognised, to reflect changes in
assumptions related to the method of allocation used.

After any reallocation, the Company assesses the recoverability of the
asset for insurance/takaful acquisition cash flows, if facts and
circumstances indicate the asset may be impaired. When assessing the
recoverability, the Company applies:

« An impairment test at the level of an existing or future group of
insurance contracts/takaful certificates; and

* An additional impairment test specifically covering the insurance
contracts/takaful acquisition cash flows allocated to expected future
contract renewals.

If an impairment loss is recognised, the carrying amount of the asset is
adjusted and an impairment loss is recognised in profit or loss. The
Company recognises in profit or loss a reversal of some or all of an
impairment loss previously recognised and increases the carrying amount
of the asset, to the extent that the impairment conditions no longer exist or
have improved.
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2. Material accounting policy (cont'd.)

2.4

Insurance/takaful service result (cont'd.)

()

Presentation

The Company has presented separately in the statement of financial
position the carrying amount of groups of insurance contract/takaful
certificates issued that are assets, groups of insurance contract/takaful
certificates issued that are liabilities, reinsurance contract/retakaful
certificates held that are assets and groups of reinsurance
contract/retakaful certificates held that are liabilities.

Any assets or liabilities for insurance/takaful acquisition cash flows
recognised before the corresponding insurance contract/takaful
certificates are recognised are included in the carrying amount of the
related groups of insurance contract/takaful certificates issued.

The Company disaggregates the amounts recognised in the statement of
profit or loss and other comprehensive income into a insurance/takaful
service result, comprising insurance/takaful revenue and insurance/takaful
service expenses, and insurance/takaful finance income or expenses.

The Company does not disaggregate the change in risk adjustment for
non-financial risk between a financial and non-financial portion and
includes the entire change as part of the insurance/takaful service result.

The Company separately presents income or expenses from
insurance/takaful certificates held from the expenses or income from
reinsurance/retakaful certificates issued.

(i) Insurance/takaful revenue

The Company’s insurance/takaful revenue depicts the provision of
coverage and other services arising from a group of insurance
contract/takaful certificates at an amount that reflects the

consideration to which the Company expects to be entitled in
exchange for those services. Insurance/takaful revenue from a group
of insurance contract/takaful certificates is therefore the relevant
portion for the period of the total consideration for the contracts, (i.e.,
the amount of premiums/contributions paid to the Company adjusted
for financing effect (the time value of money) and excluding any
distinct investment components). The total consideration for a group
of contracts covers amounts related to the provision of services and
is comprised of:
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2. Material accounting policy (cont'd.)

2.4

Insurance/takaful service result (cont'd.)

()

Presentation (cont'd.)

(i)

Insurance/takaful revenue (cont'd.)

* Insurance/takaful service expenses, excluding any amounts
allocated to the loss component of the liability for remaining
coverage.

* The risk adjustment for non-financial risk, excluding any amounts
allocated to the loss component of the liability for remaining
coverage.

¢ The CSM release.

* Amounts related to insurance/takaful acquisition cash flows.

(i) Loss components

The Company has grouped contracts that are onerous at initial
recognition separately from contracts in the same portfolio that are
not onerous at initial recognition. Groups that were not onerous at
initial recognition can also subsequently become onerous if
assumptions and experience changes. The Company has

established a loss component of the liability for remaining coverage
for any onerous group depicting the future losses recognised.

A loss component represents a notional record of the losses
attributable to each group of onerous insurance contract/takaful
certificates (or contracts profitable at inception that have become
onerous). The loss component is released based on a systematic
allocation of the subsequent changes in the fulfilment cash flows to:

(i) the loss component;
(i) the liability for remaining coverage excluding the loss component.

The loss component is also updated for subsequent changes in
estimates of the fulfilment cash flows related to future service. The
systematic allocation of subsequent changes to the loss component
results in the total amounts allocated to the loss component being
equal to zero by the end of the coverage period of a group of
contracts (since the loss component will have been materialised in
the form of incurred claims). The Company uses the proportion on
initial recognition to determine the systematic allocation of

subsequent changes in future cash flows between the loss

component and the liability for remaining coverage excluding the loss
component.
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2.4

Insurance/takaful service result (cont'd.)

()

Presentation (cont'd.)

(iif) Loss-recovery components

When the Company recognises a loss on initial recognition of an
onerous group of underlying insurance contracts/takaful certificates
or when further onerous underlying insurance contracts/takaful
certificates are added to a group, the Company establishes a loss-
recovery component of the asset for remaining coverage for a group
of reinsurance contracts/retakaful certificates held depicting the
recovery of losses.

Where a loss component has been set up subsequent to initial
recognition of a group of underlying insurance contract/takaful
certificates, the portion of income that has been recognised from
related reinsurance contracts/retakaful certificates held is disclosed
as a loss- recovery component.

Where a loss-recovery component has been set up at initial
recognition or subsequently, the Company adjusts the loss-recovery
component to reflect changes in the loss component of an onerous
group of underlying insurance contracts/takaful certificates.

The carrying amount of the loss-recovery component must not
exceed the portion of the carrying amount of the loss component of
the onerous group of underlying insurance contracts/takaful

certificates that the Company expects to recover from the group of
reinsurance contracts/retakaful certificates held. On this basis, the
loss-recovery component recognised at initial recognition is reduced
to zero in line with reductions in the onerous group of underlying
insurance contracts/takaful certificates and is nil when loss

component of the onerous group of underlying insurance

contracts/takaful certificates is nil.
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2.4

Insurance/takaful service result (cont'd.)

()

Presentation (cont'd.)

(iv) Insurance/takaful service expense

v)

Insurance/takaful service expenses arising from insurance/takaful
contracts are recognised in profit or loss generally as they are
incurred. They exclude repayments of investment components and
mainly comprise the following items:

* Incurred claims and other insurance/takaful service expenses;

« Amortisation of insurance/takaful acquisition cash flows;

* Losses on onerous contracts and reversals of such losses; and

« Adjustments to the liabilities for incurred claims that do not arise
from the effects of the time value of money, financial risk and
changes therein.

Insurance/takaful finance income and expense

Insurance/takaful finance income or expenses comprise the change

in the carrying amount of the group of insurance contract/takaful

certificates arising from:

* The effect of the time value of money and changes in the time
value of money.

* The effect of financial risk and changes in financial risk.

Finance income and expenses on the Company’s issued insurance
contract/takaful certificates is not disaggregated because the related
financial assets are managed on a fair value basis and measured at
fair value through profit or loss.

The Company systematically allocates expected total
insurance/takaful finance income or expenses over the duration of
the group of contracts to profit or loss using discount rates
determined on initial recognition of the group of contracts.
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2.4

Insurance/takaful service result (cont'd.)

(i) Presentation (cont'd.)
(v) Insurance/takaful finance income and expense (cont'd.)

Surpluses of contracts under the general/family retakaful funds are
attributable to policyholders and shareholder and the amount and
timing of distribution to both the policyholders and shareholder are
determined by an actuarial valuation of the long term liabilities to
policyholders at the date of the statement of financial position and is
made in accordance with the provisions of the Financial Services Act
2013 and policy documents issued by BNM.

Unallocated surplus, where the amounts of surplus are yet to be
allocated or distributed to either policyholders or shareholder by the
end of the financial year, are held within non-distributable Equity. The
shareholder will ultimately have the rights over this unallocated
surplus upon the recommendation of distribution by the Appointed
Actuary.

2.5 Property, plant and equipment and depreciation

(&) Recognition and measurement

All items of property, plant and equipment are initially recorded at cost. The
cost of an item of property, plant and equipment are recognised as an asset, if,
and only if, it is probable that future economic benefits associated with the item
will flow to the Company and the cost of the item can be measured reliably.
Subsequent to recognition, property, plant and equipment are stated at cost
less accumulated depreciation and any impairment losses, whilst properties
(which comprise land and buildings) are stated at revalued amount less
subsequent accumulated depreciation and any impairment losses. Cost
includes expenditures that are directly attributable to the acquisition of the
asset.

In respect of freehold land and buildings, valuations are performed with
sufficient frequency to ensure that the carrying amount does not differ
materially from the fair value of the freehold land and buildings at the financial
year end.

77



200401025686 (664194-V)

Malaysian Reinsurance Berhad
(Incorporated in Malaysia)

2. Material accounting policy (cont'd.)

2.5 Property, plant and equipment and depreciation (cont'd.)

(@)

(b)

()

Recognition and measurement

Any revaluation surplus is recognised in other comprehensive income and
accumulated in equity under the asset revaluation reserve, except to the extent
that it reverses a revaluation decrease of the same asset previously
recognised in profit or loss, in which case the increase is recognised in profit or
loss. A revaluation deficit is recognised in profit or loss, except to the extent
that it offsets an existing surplus on the same asset carried in the asset
revaluation reserve.

Any accumulated depreciation as at the revaluation date is eliminated against
the gross carrying amount of the asset and the net amount is restated to the
revalued amount of the asset. On disposal of property, plant and equipment,
the difference between net proceeds and the carrying amount is recognised in
profit or loss and the unutilised portion of the revaluation surplus on that item, if
any, is transferred directly to retained profits.

Subsequent costs

The cost of replacing part of an item of property, plant and equipment is
recognised in the carrying amount of the item if it is probable that the future
economic benefits embodied within the part will flow to the Company and its
cost can be measured reliably. The costs of the day-to-day servicing of
property, plant and equipment are recognised in profit or loss as incurred.

Depreciation

Freehold land has an unlimited useful life and therefore is not depreciated.
Work in progress are also not depreciated as these assets are not available for
use. When work in progress are completed and the asset is available for use,
it is reclassified to the relevant category of property, plant and equipment and
depreciation of the asset begins. During the period in which the assets is not
yet available for use, it is tested for impairment annually. Depreciation of other
property, plant and equipment is provided for on a straight-line basis to write
off the cost of each asset to its residual value over its estimated useful life at
the following annual rates:

Building 3%
Computer equipment 10% to 33.3%
Furniture and fittings 10%
Office equipment 10% to 33.3%
Motor vehicles 20%
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2.5 Property, plant and equipment and depreciation (cont'd.)
(c) Depreciation (cont'd.)

The residual values, useful lives and depreciation method are reviewed at the
end of each reporting period to ensure that the amount, method and period of
depreciation are consistent with previous estimates and the expected pattern
of consumption of the future economic benefits embodied in the items of
property, plant and equipment.

(d) Derecognition

An item of property and equipment is derecognised upon disposal or when no
future economic benefits are expected from its use or disposal.

2.6 Intangible assets

All intangible assets are initially recorded at cost. Subsequent to initial recognition,
intangible assets are stated at cost less any accumulated amortisation and any
accumulated impairment losses. Cost includes expenditures that are directly
attributable to the acquisition of the asset.

On disposal of intangible assets, the difference between net proceeds and the
carrying amount is recognised in profit or loss.

The useful lives of intangible assets are assessed to be either finite or indefinite.
Intangible assets with finite lives are amortised on a straight-line basis over the
estimated economic useful lives and assessed for impairment whenever there is an
indication that the intangible asset may be impaired. The amortisation period and
the amortisation method for an intangible asset with a finite useful life are reviewed
at least annually at the end of each reporting period. Amortisation is charged to
profit or loss.

Intangible assets with indefinite useful lives are not amortised but tested for
impairment annually or more frequently if events or changes in circumstances
indicate that the carrying value may be impaired either individually or at the cash-
generating unit level. The useful life of an intangible asset with an indefinite useful
life is also reviewed annually to determine whether the useful life assessment
continues to be supportable. During the period in which the assets is not yet
available for use, it is tested for impairment annually.
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2.6 Intangible assets (cont'd.)
(a) Software development in progress

Software development in progress represents development expenditure on
software. Following the initial recognition of the development expenditure, the
cost model is applied requiring the asset to be carried at cost less any
accumulated impairment losses. Software development in progress are not
amortised as these assets are not available for use. When development is
complete and the asset is available for use, it is reclassified to computer
software and amortisation of the asset begins. It is amortised over the period of
expected future use.

(b) Computer software and licences

The useful lives of computer software and licences are considered to be finite
because computer software and licences are susceptible to technological
obsolescence.

The acquired computer software and licences are amortised at 10% to 33.3%
using the straight-line method over their estimated useful lives. Impairment is
assessed whenever there is indication of impairment. The amortisation period
and method are also reviewed annually at the end of each reporting period.

2.7 Financial assets

Financial assets are recognised in the statements of financial position when, and
only when, the Company becomes a party to the contractual provisions of the
instrument.

Financial assets are initially measured at fair value. Transaction costs that are
directly attributable to the acquisition or issue of financial assets (other than
financial assets at fair value through profit or loss) are added to or deducted from
the fair value of the financial assets, as appropriate, on initial recognition.
Transaction costs directly attributable to the acquisition of financial assets at fair
value through profit or loss are recognised immediately in profit or loss.

80



200401025686 (664194-V)

Malaysian Reinsurance Berhad
(Incorporated in Malaysia)

2. Material accounting policy (cont'd.)
2.7 Financial assets (cont'd.)
(a) Classification of financial assets

The classification of financial assets at initial recognition depends on the
financial asset’s contractual cash flow characteristics and the Company’s
business model for managing them, as described in Notes 2.7(b) and 2.7(c).
All recognised financial assets are measured subsequently in their entirety at
either amortised cost or fair value, depending on the classification of the
financial assets.

Financial assets are classified, at initial recognition, as financial assets
measured at amortised cost (“AC”), fair value through other comprehensive
income (“FVOCI”) and fair value through profit or loss (“FVTPL”).

In order for a financial asset to be classified and measured at AC or FVOCI, it
needs to give rise to cash flows that are ‘solely payments of principal and
interest’ (“SPPI”) on the principal amount outstanding. This assessment is
referred to as the SPPI test and is performed at an instrument level.

The Company’s business model for managing financial assets refers to how it
manages its financial assets in order to generate cash flows. The business
model determines whether cash flows will result from collecting contractual
cash flows, selling the financial assets, or both.

Despite the above, the Company may make the following irrevocable
election/designation at initial recognition of a financial asset:

+ the Company may irrevocably elect to present subsequent changes in fair
value of an equity investment in other comprehensive income if certain
criteria are met; and

+ the Company may irrevocably designate a debt investment that meets the
AC or FVOCI criteria as measured at FVTPL if doing so eliminates or
significantly reduces an accounting mismatch.

For purposes of subsequent measurement, financial assets are classified in
four categories:

* Financial assets at AC (for debt instruments);

*  Financial assets at FVOCI with recycling of cumulative gains and losses
(for debt instruments);

* Financial assets designated at FVOCI with no recycling of cumulative
gains and losses upon derecognition (for equity instruments); or

*  Financial assets at FVTPL.
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2.7 Financial assets (cont'd.)

(a) Classification of financial assets (cont'd.)

(i)

Financial assets at AC

Debt instruments that meet the following conditions are measured at
amortised cost:

e the financial asset is held within a business model whose objective is
to hold financial assets in order to collect contractual cash flows; and

e the contractual terms of the financial asset give rise on specified
dates to cash flows that are solely payments of principal and interest
on the principal amount outstanding.

Financial assets at amortised cost are subsequently measured using the
effective interest/profit method and are subject to impairment. Gains and
losses are recognised in profit or loss when the asset is derecognised,
modified or impaired.

The effective interest/profit method is a method of calculating the
amortised cost of a debt instrument and of allocating interest/profit income
over the relevant period. For financial assets other than purchased or
originated credit impaired financial assets (i.e. assets that are credit
impaired on initial recognition), the effective interest/profit rate is the rate
that exactly discounts estimated future cash receipts (including all fees
and points paid or received that form an integral part of the effective
interest/profit rate, transaction costs and other premiums or discounts)
excluding expected credit losses, through the expected life of the debt
instrument, or, where appropriate, a shorter period, to the gross carrying
amount of the debt instrument on initial recognition. For purchased or
originated credit impaired financial assets, a credit adjusted effective
interest/profit rate is calculated by discounting the estimated future cash
flows, including expected credit losses, to the amortised cost of the debt
instrument on initial recognition.

The amortised cost of a financial asset is the amount at which the
financial asset is measured at initial recognition minus the principal
repayments, plus or minus the cumulative amortisation (using the effective
interest/profit method) of any difference between that initial amount and
the maturity amount, adjusted for any loss allowance. The gross carrying
amount of a financial asset is the amortised cost of a financial asset
before adjusting for any loss allowance.
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2.7 Financial assets (cont'd.)

(a) Classification of financial assets (cont'd.)

(i)

(i1)

Financial assets at AC (cont'd.)

Interest/profit income is recognised using the effective interest/profit
method for debt instruments measured subsequently at AC and at FVOCI.
For financial assets other than purchased or originated credit impaired
financial assets, interest/profit income is calculated by applying the
effective interest/profit rate to the gross carrying amount of a financial
asset, except for financial assets that have subsequently become credit
impaired. For financial assets that have subsequently become credit
impaired, interest/profit income is recognised by applying the effective
interest/profit rate to the amortised cost of the financial asset. If, in
subsequent reporting periods, the credit risk on the credit impaired
financial instrument improves so that the financial asset is no longer credit
impaired, interest/profit income is recognised by applying the effective
interest/profit rate to the gross carrying amount of the financial asset.

For purchased or originated credit impaired financial assets, the Company
recognises interest/profit income by applying the credit adjusted effective
interest/profit rate to the amortised cost of the financial asset from initial
recognition. The calculation does not revert to the gross basis even if the
credit risk of the financial asset subsequently improves so that the
financial asset is no longer credit impaired.

Financial assets at FVOCI with recycling of cumulative gains and
losses

Debt instruments that meet the following conditions are measured
subsequently at FVOCI:

+ the financial asset is held within a business model whose objective is
achieved by both collecting contractual cash flows and selling the
financial assets; and

+ the contractual terms of the financial asset give rise on specified
dates to cash flows that are solely payments of principal and
interest/profit on the principal amount outstanding.
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2.7 Financial assets (cont'd.)

(a) Classification of financial assets (cont'd.)

(i1)

(iii)

Financial assets at FVOCI with recycling of cumulative gains and
losses (cont'd.)

For debt instruments at FVOCI, interest/profit income, foreign exchange
revaluation and impairment losses or reversals are recognised in profit or
loss and computed in the same manner as for financial assets measured
at AC. The remaining fair value changes are recognised in Other
Comprehensive Income ("OCI"). Upon derecognition, the cumulative fair
value change recognised in OClI is recycled to profit or loss.

Financial assets designated at FVOCI with no recycling of
cumulative gains and losses upon derecognition

Upon initial recognition, the Company can make an irrevocable election to
present in other comprehensive income subsequent changes in the fair
value of an investment in equity instrument within the scope of MFRS 9
Financial Instruments that is neither held for trading nor contingent
consideration recognised by an acquirer in a business combination. The
classification is determined on an instrument-by-instrument basis.

A financial asset is held for trading if:

* it has been acquired principally for the purpose of selling it in the near
term; or

* on initial recognition it is part of a portfolio of identified financial
instruments that the Company manages together and has evidence
of a recent actual pattern of short-term profit-taking; or

. it is a Derivatives (except for a Derivatives that is a financial
guarantee contract or a designated and effective hedging instrument).

Investments in equity instruments at FVOCI are initially measured at fair
value plus transaction costs. Subsequently, they are measured at fair
value with gains and losses arising from changes in fair value recognised
in OCI and accumulated in the fair value reserve. Gains and losses on
these financial assets are never recycled to profit or loss. Dividends are
recognised as investment income in profit or loss when the right to receive
payment has been established, except when the Company benefits from
such proceeds as a recovery of part of the cost of the financial asset, in
which case, such gains are recorded in OCI. Equity instruments
designated at fair value through OCI are not subject to impairment
assessment.
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2.7 Financial assets (cont'd.)
(a) Classification of financial assets (cont'd.)
(iv) Financial assets at FVTPL

Financial assets that do not meet the criteria for being measured at
amortised cost or FVOCI are measured at FVTPL, specifically:

* Investments in equity instruments are classified as at FVTPL, unless
the Company designates an equity investment that is neither held for
trading nor a contingent consideration arising from a business
combination as at FVOCI on initial recognition.

*  Debt instruments that fail the SPPI test are classified as at FVTPL. In
addition, debt instruments that meet either the amortised cost criteria
or the FVOCI criteria may be designated as at FVTPL upon initial
recognition if such designation eliminates or significantly reduces an
accounting mismatch that would arise from measuring assets or
liabilities or recognising the gains and losses on them on different
bases. The Company has designated debt instruments under the
Family Retakaful Fund as financial assets at FVTPL.

Financial assets at FVTPL are measured at fair value. Any gains or losses
arising from changes in fair value are recognised in profit or loss. Net
gains or losses on financial assets at FVTPL do not include exchange
differences, interest and dividend income. Exchange differences, interest
and dividend income on financial assets at FVTPL are recognised
separately in profit or loss as part of other expenses or other income and
investment income respectively. Derivatives are presented as assets
when the fair value is positive and as liabilities when the fair value is
negative. Changes in the fair value of any Derivatives that do not qualify
for hedge accounting are recognised immediately in profit or loss.
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2.7 Financial assets (cont'd.)
(b) Business model assessment

The Company determines its business model at the level that best reflects how
it manages groups of financial assets to achieve its business objective.

The Company holds financial assets to generate returns and provide a capital
base to provide for settlement of claims as they arise. The Company considers
the timing, amount and volatility of cash flow requirements to support
insurance/takaful liability portfolios in determining the business model for the
assets as well as the potential to maximise return for shareholders as well as
for future business development.

The Company's business model is not assessed on an instrument-by-
instrument basis, but at a higher level of aggregated portfolios that is based on
observable factors such as:

*  How the performance of the business model and the financial assets held
within that business model are evaluated and reported by and to the
Company's key management personnel;

*  How the Company is compensated - e.g. whether compensation is based
on the fair value of the assets managed or the contractual cash flows
collected;

* The stated policies and objectives for the portfolio and the operation of
those policies in practice. These include whether management's strategy
focuses on earning contractual interest/profit income, maintaining a
particular interest/profit rate profile, matching the duration of the financial
assets to the duration of any related liabilities or expected cash outflows
or realising cash flows through the sale of the assets; and

* The risks that affect the performance of the business model (and the
financial assets held within that business model) and, in particular, the
way those risks are managed.

The business model assessment is based on reasonably expected scenarios
without taking 'worst case' or 'stress case’ scenarios into account. If cash flows
after initial recognition are realised in a way that is different from the

Company's original expectations, the Company does not change the

classification of the remaining financial assets held in that business model, but
incorporates such information when assessing newly originated or newly
purchased financial assets going forward.
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2.7 Financial assets (cont'd.)

(b)

()

(d)

Business model assessment (cont'd.)

The Company should assess its business models at each reporting period in
order to determine whether the models have changed since the preceding
period. Changes in business model are not expected to be frequent but should
such an event take place, it must be:

+ Determined by the Company's key management personnel as a result of
external or internal changes;

*  Significant to the Company's operations; and
+  Demonstrable to external parties.

A change in the business model will occur only when the Company begins or
ceases to perform an activity that is significant to its operations. Changes in
the objective(s) of the business model must be effected before the

reclassification date.

The SPPI Test

The Company assesses the contractual terms of financial assets to identify
whether they meet the SPPI test.

‘Principal’ for the purpose of this test is defined as the fair value of the financial
asset at initial recognition and may change over the life of the financial asset
(for example, if there are repayments of principal or amortisation/accretion of
the premium/discount).

The most significant elements of interest within a debt arrangement are
typically the consideration for the time value of money and credit risk. In
assessing the SPPI test, the Company applies judgement and considers
relevant factors such as the currency in which the financial asset is
denominated, and the period for which the interest/profit rate is set.

Reclassifications
The Company does not reclassify its financial assets subsequent to their initial

recognition, apart from the exceptional circumstances in which the Company
acquires, disposes of, or terminates a business line.
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2.7 Financial assets (cont'd.)
(e) Derecognition
A financial asset is derecognised when:
() the contractual right to receive cash flows from the asset has expired; or

(i) the Company has transferred their right to receive cash flows from the
asset or has assumed an obligation to pay the received cash flows in full
without material delay to a third party under a ‘pass-through’ arrangement;
and either:

(@) the Company has transferred substantially all the risks and rewards
of the asset; or

(b) the Company has neither transferred nor retained substantially all the
risks and rewards of the asset, but has transferred control of the
asset.

The Company considers control to be transferred if and only if, the transferee
has the practical ability to sell the asset in its entirety to an unrelated third party
and is able to exercise that ability unilaterally and without imposing additional
restrictions on the transfer.

When the Company has neither transferred nor retained substantially all the
risks and rewards and has retained control of the asset, the asset continues to
be recognised only to the extent of the Company’s continuing involvement, in
which case, the Company also recognises an associated liability. The
transferred asset and the associated liability are measured on a basis that
reflects the rights and obligations that the Company has retained.

When assessing whether or not to derecognise an instrument, amongst
others, the Company considers the following factors:

+  Change in currency of the debt instrument;

* Introduction of an equity feature;

*  Change in counterparty; and

« If the modification is such that the instrument would no longer meet the
SPPI criterion.

If the modification does not result in cash flows that are substantially different,
the modification does not result in derecognition. Based on the change in cash
flows discounted at the original effective interest/profit rate, the Company
records a modification gain or loss.
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2.7 Financial assets (cont'd.)
(f) Offsetting of financial instruments

Financial assets and financial liabilities are offset and the net amount is
reported in the statement of financial position if there is a currently enforceable
legal right to offset the recognised amounts and there is an intention to settle
on a net basis or to realise the assets and settle the liabilities simultaneously.

2.8 Fair value measurement

The Company measures financial instruments such as financial assets at FVTPL,
financial assets at FVOCI and non-financial assets such as self-occupied
properties at fair value at each financial year end. Also, fair values of financial
instruments measured at amortised cost are disclosed in Notes 19 and 36.

Fair value is the price that would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market participants at the measurement
date. The fair value measurement is based on the presumption that the transaction
to sell the asset or transfer the liability takes place either:

(@) In the principal market for the asset or liability; or

(b) In the absence of a principal market, in the most advantageous market for the
asset or liability.

The principal or the most advantageous market must be accessible by the

The fair value of an asset or a liability is measured using the assumptions that
market participants would use when pricing the asset or liability, assuming that
market participants act in their economic best interest. A fair value measurement of
a non-financial asset takes into account a market participant's ability to generate
economic benefits by using the asset in its highest and best use or by selling it to
another market participant that would use the asset in its highest and best use.

The Company uses valuation techniques that are appropriate in the circumstances
and for which sufficient data are available to measure fair value, maximising the
use of relevant observable inputs and minimising the use of unobservable inputs.

All assets and liabilities for which fair value is measured or disclosed in the financial
statements are categorised within the fair value hierarchy, described as follows,
based on the lowest level of input that is significant to the fair value measurement
as a whole:
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2.8 Fair value measurement (cont'd.)
Level 1 - Quoted prices (unadjusted) in active markets for identical assets or liabilities
Level 2 - Inputs that are based on observable market data, either directly or indirectly
Level 3 - Inputs that are not based on observable market data

An annual valuation is performed to reflect the fair value of the Company’'s self-
occupied property. At the end of each financial year, accredited independent
valuers having appropriate recognised professional qualification are appointed to
perform the annual valuation. The valuation techniques used by the accredited
independent valuers are verified to ensure that they are in accordance with the
requirements of MFRS 13 Fair Value Measurement.

Over-the-counter Derivatives comprise of foreign exchange forward contracts. Over-
the-counter Derivatives are revalued at each reporting date, based on valuations
provided by the respective counterparties in accordance with market conventions.

For assets and liabilities that are recognised in the financial statements on a
recurring basis, the Company determines whether transfers have occurred between
levels in the hierarchy by re-assessing categorisation (based on the lowest level
input that is significant to the fair value measurement as a whole) at the end of
each reporting period. The fair value hierarchy of assets that are measured at fair
value and/or for which fair value are disclosed is presented in Note 36.
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2.9 Impairment of assets
(a) Financial assets

The Company recognises an allowance for expected credit losses ("ECL") for
all financial assets not held at fair value through profit or loss. ECLs are based
on the difference between the contractual cash flows due in accordance with
the contract and all the cash flows that the Company expects to receive,
discounted at the appropriate effective interest/profit rate.

The ECL model applies to all financial assets held by the Company except for:
e  Financial assets measured at FVTPL;
e Equity instruments; and

e«  Malaysian government securities ("MGS/GII") are considered low credit
risk assets as the Malaysian federal government have strong capacity in
repaying the instruments upon maturity. In addition, there is no past
historical lost experiences arising from these government securities.

For credit exposures for which there has not been a significant increase in
credit risk since initial recognition, ECLs are provided for credit losses that
result from default events that are possible within the next 12-months (12-
month ECL). Credit exposures for which there have been a significant increase
in credit risk since initial recognition, a loss allowance is required for credit
losses expected over the remaining life of the exposure, irrespective of the
timing of the default (a lifetime ECL).

The Company will generally be required to apply the ‘three-bucket' approach
based on the change in credit quality since initial recognition:

Stage 1 Stage 2 Stage 3
. , Non

Performing Non Performing Performing
ECL Approach 12-month ECL |Lifetime ECL Lifetime ECL

No significant |Credit risk Credit-
Criterion increase in increased impaired

credit risk significantly assets
Recognition of interest/ Sar:)rsisn Gross carrying Net carrying
profit income ying amount amount

amount
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2. Material accounting policy (cont'd.)

2.9

Impairment of assets (cont'd.)

(@) Financial assets (cont'd.)

Forward-looking information and ECL measurement

The amount of credit loss recognised is based on forward-looking estimates to
reflect current and forecast economic conditions. The forward looking
adjustment is interpreted as an adjustment to the expected future economic
conditions, as indicated by different macroeconomic factors and/or expert
experienced in credit judgement.

The mechanics of the ECL calculations are outlined below and the key
elements are as follows:

- PD
- EAD
«  LGD

The Probability of Default is an estimate of the likelihood of
default over a given time horizon. It is estimated with

consideration of economic scenarios and forward-looking

information.

The Exposure at Default is an estimate of the exposure at a
future default date, taking into account expected changes in the
exposure after the financial year end, including repayments of
principal and interest/profit, whether scheduled by contract or
otherwise, and accrued interest from missed payments.

The Loss Given Default is an estimate of the loss arising in
the case where a default occurs at a given time. It is based on
the difference between the contractual cash flows due and
those that the Company would expect to receive. It is usually
expressed as a percentage of the EAD.

In its ECL models, the Company relies on a broad range of forward-looking
information as economic inputs, such as Gross Domestic Product ("GDP"),
inflation, currency rates and stock index.

(i) Debt instruments/sukuks at AC and FVOCI

In accordance with the 'three-bucket' approach, all newly purchased
financial assets shall be classified in Stage 1, except for credit impaired
financial assets. It will move from Stage 1 to Stage 2 when there is
significant increase in credit risk ("SICR"), and Stage 2 to Stage 3 when
there is an objective evidence of impairment. Financial assets which have
experienced a SICR since initial recognition are classified as Stage 2, and
are assigned a lifetime ECL.
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2. Material accounting policy (cont'd.)

2.9

Impairment of assets (cont'd.)

(@) Financial assets (cont'd.)

Forward-looking information and ECL measurement (cont'd.)

()

(ii)

Debt instruments/sukuks at AC and FVOCI (cont'd.)

The ECLs for debt instruments/sukuks at AC and at FVOCI do not reduce
the carrying amount of these financial assets in the statement of financial
position, which remains at fair value. Instead, an amount equal to the
allowance that would arise if the assets were measured at amortised cost
is recognised in OCI with a corresponding charge to profit or loss. The
accumulated gain recognised in OCI is recycled to the profit or loss upon
derecognition of the assets.

Insurance/takaful receivables

The impairment on insurance/takaful receivables is measured using the
simplified approach at initial recognition and throughout its life at an
amount equal to lifetime ECL. The ECL is calculated using a provision
matrix based on historical data where the insurance/takaful receivables
are grouped based on level of business segregation and different
reinsurance/retakaful  premium/contribution type's arrangement
respectively. Impairment is calculated on the total outstanding balances
including those balances aged from current to 12 months and above. Roll
rates are applied on the outstanding balances in the ageing bucket which
forms the base of the roll rate. Forward-looking factors are also
considered during the calculation of ECL.

(b) Non-financial assets

The carrying amounts of non-financial assets are reviewed at the end of each
reporting period to determine whether there is any indication of impairment. If
any such indication exists, then the asset’s recoverable amount is estimated.
For the purpose of impairment testing, assets are grouped together into the
smallest group of assets that generates cash inflows from continuing use that
are largely independent of the cash inflows of other assets or groups of assets
(the “cash-generating unit”). The goodwill acquired in a business combination,
for the purpose of impairment testing, is allocated to cash-generating units that
are expected to benefit from the synergies of the combination.
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2.9

Impairment of assets (cont'd.)

(b)

()

Non-financial assets (cont'd.)

The recoverable amount of an asset or cash-generating unit is the greater of
its value in use and its fair value less costs to sell. In assessing value in use,
the estimated future cash flows are discounted to their present value using a
pre-tax discount rate that reflects current market assessments of the time
value of money and the risks specific to the asset. An impairment loss is
recognised if the carrying amount of an asset or its cash-generating unit
exceeds its recoverable amount.

Impairment losses are recognised in profit or loss. Impairment losses
recognised in respect of cash-generating units are allocated first to reduce the
carrying amount of the other assets in the unit (or groups of units) on a pro rata
basis.

An impairment loss in respect of goodwill is not reversed. In respect of other
assets, impairment losses recognised in prior periods are assessed at the end
of each reporting period for any indications that the losses have decreased or
no longer exist.

An impairment loss is reversed if there has been a change in the estimates
used to determine the recoverable amount since the last impairment loss was
recognised. An impairment loss is reversed only to the extent that the asset’s
carrying amount does not exceed the carrying amount that would have been
determined, net of depreciation or amortisation, if no impairment loss had been
recognised. Reversals of impairment losses are credited to profit or loss in the
period in which the reversals are recognised.

Write-offs

Financial assets are written-off either partially or in their entirety only when the
Company has stopped pursuing the recovery. If the amount to be written-off is
greater than the accumulated loss allowance, the difference is first treated as
an addition to the allowance that is then applied against the gross carrying
amount. Any subsequent recoveries are credited to credit loss expense.
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2.10 Measurement and impairment of Qard

Any deficits in the retakaful funds are made good via a benevolent profit-free loan
or Qard, granted by the shareholder's fund to the retakaful funds. The Qard is
stated at cost less any impairment losses in the shareholder's funds and at cost in
the retakaful funds.

The Qard shall be repaid from future surpluses of the retakaful funds.

The Qard is tested for impairment on an annual basis via an assessment of the
estimated surpluses or cash flows from the retakaful funds to determine whether
there is any objective evidence of impairment. If the Qard is impaired, an amount
comprising the difference between its cost and its recoverable amount, less any
impairment loss previously recognised, is recognised in profit or loss.

Impairment losses are subsequently reversed in profit or loss if objective evidence
exists that the Qard is no longer impaired.

2.11 Share capital and dividend expenses

An equity instrument is any contract that evidences a residual interest in the assets
of the Company after deducting all of its liabilities. Ordinary shares are recorded at
the proceeds received, net of directly attributable incremental transaction costs.
Ordinary shares are classified as equity. Dividends on ordinary shares are
recognised in equity in the period in which they are declared.

2.12 Cash and cash equivalents

Cash and cash equivalents include cash in hand and at banks, excluding fixed and
call deposits with licensed financial institutions, which have an insignificant risk of
changes in value. The statement of cash flows has been prepared using the
indirect method.

2.13 Product classification

Financial risk is the risk of a possible future change in one or more of a specified
interest/profit rate, financial instrument price, commodity price, foreign exchange
rate, index of price or rate, credit rating or credit index or other variable, provided in
the case of a non-financial variable that the variable is not specific to a party to the
contract. Insurance/takaful risk is risk other than financial risk.
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2.13 Product classification (cont'd.)

A reinsurance/retakaful contract is a contract under which the Company has
accepted significant insurance/takaful risk from cedant by agreeing to compensate
the cedant if a specified uncertain future event adversely affects the cedant. As a
general guideline, the Company determines whether significant insurance/takaful
risk has been accepted by comparing claims payable on the occurrence of the
event with claims payable if the event had not occurred.

Conversely, investment contracts are those contracts that transfer financial risk with
no significant insurance/takaful risk.

On