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Board Chairman
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MANAGEMENT

Deputy Chief Executive Officer, Operation
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Yehuala Gessesse Alemayehu Wassie (PhD) Yilkal Adamu (PhD) Yihalem Mesfin Manager, Manager. Manager.
Director Director Director Director Underwriting & Branch Finance & Investment Claims Management
Operation Department Department Department
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Damenech Sileshi Tabor Shiferaw Yibeltal Anteneh Tadesse Worku
Asmamaw Alemayehu Elsa Tadele Mulugeta Abate Zemene Tsehai Getnet Girum Manager, Manager, Manager, Manager,
Director Director Director Director Board Secretary Audit Service Legal Service Enterprise Risk Engineering &

Management & Inspection Service

Compliance Service
(Rep. Manager, Resource Management
Department)
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A/Manager,
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Board of Directors

e Abate Sitotaw, Board Chairman

o Yehuala Gessesse, Director

e Alemayehu Wassie (PhD), Director
e Dr.Yilkal Adamu, Director

e Yihalem Mesfin, Director

e Asmamaw Alemayehu, Director

o Elsa Tadele, Director

o Mulugeta Abate, Director

o Zemene Tsehai, Director

o Getnet Girum, Board Secretary

Executive Management Team

e Yohannes Zewde, Chief Executive Officer

e Solomon Seifu, Deputy Chief Executive Officer, Operation

o Paulos Tadesse, Manager, Underwriting & Branch Operation Department
o Behailu Betsha, Manager, Finance & Investment Department

e Tewodros Lemma, Manager, Claims Management Department

o Tadesse Worku, Manager, Engineering & Inspection Service

o Damenech Sileshi, Vianager, Audit Service

e Tabor Shiferaw, Vianager, Legal Service

e Yibeltal Anteneh, Manager, Enterprise Risk Management & Compliance Service
e Adugna Belay, A/Manager, Marketing &Corporate Planning Department
o Tamirat Hailu, A/Manager, IT Service

Number of Branches

e Thirty (30)

Number of Staff as at June 30, 2020

e 219

Address

Head Office:

eTell: +251-11-5535300

e Fax: +251-11-5157690

e P.O.Box: 5879

e Website: http/www.abayinsurancesharecompany.com//

e Email: info@abayinsurancesharecompany.com

e Physical Address: Addis Ababa, Bole Sub City, Woreda 3, House No. 377
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Report of the Board of Directors

The Board of Directors of Abay Insurance S.C. is
highly pleased to present the annual report togeth-
er with the audited financial statements for the year
that ended June 30, 2020 to the 10" Ordinary An-
nual General Meeting of Share Holders.

The Business Environment

1. GLOBAL ECONOMIC CONDITION

More than a decade after the global financial cri-
sis, the world is struggling with the health and eco-
nomic effects of a profound new crisis caused by
the COVID-19 pandemic. According to WEQO, the
COVID-19 pandemic is inflicting high and rising hu-
man costs worldwide, and the necessary protection
measures are severely impacting economic activity.
As a result of the pandemic, the global economy
is projected to contract sharply by -3% in 2020,
much worse than during the 2009 global financial
crisis. In a baseline scenario, which assumes that
the pandemic fades in the second half of 2020 and
containment efforts can be gradually unwound,
the global economy is projected to grow by 5.8%
in 2021 as economic activity normalizes, helped by
policy support. The risks for even more severe out-
comes, however, are substantial.

Effective policies are essential to forestall the possi-
bility of worse outcomes, and the necessary meas-
ures to reduce contagion and protect lives are an
important investment in long-term human and eco-
nomic health.

Advanced economies entered this crisis with inter-
est rates at historical lows and public debts, on av-
erage, higher than they had been over the past 60
years. They will come out from the crisis with even
higher public debts. Growth in the advanced econ-
omy group, where several economies are experi-
encing widespread outbreaks and deploying con-
tainment measures, is projected at -6.1% in 2020.
Most economies in the group are forecast to con-
tract this year, including the United States (-5.9%),
Euro Area (-7.5%), Japan (-5.2%), and the United
Kingdom (-6.5%).

The COVID-19 pandemic is also impacting emerg-
ing markets through an unprecedented mix of
domestic and external shocks whose combined
effects are very hard to predict. All emerging mar-
ket and developing economies face a health crisis,

() aon+%
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severe external demand shock, dramatic tightening
in global financial conditions, and a plunge in com-
modity prices, which will have a severe impact on
economic activity in commodity exporters. Over-
all, the group of emerging market and developing
economies is projected to contract by -1% in 2020;
excluding China, the growth rate for the group is
expected to be -2.2%. Growth would be even
lower if more stringent containment measures are
necessitated by a wider spread of the virus among
these countries. Emerging Asia is projected to be
the only region with a positive growth rate in 2020
(1%). In China, indicators such as industrial produc-
tion, retail sales, and fixed asset investment suggest
that the contraction in economic activity in the first
quarter could have been about 8% year over year.
Even with a sharp rebound in the remainder of the
year and sizable fiscal support, the economy is pro-
jected to grow at a subdued 1.2% in 2020. Sever-
al economies in the region are forecast to grow at
modest rates, including India (1.9%) and Indonesia
(0.5%). Others are forecast to experience large con-
tractions like Thailand (-6.7%).

According to WEO, other regions are projected to
experience severe slowdowns or outright contrac-
tions in economic activity, including Latin Ameri-
ca (-5.2%), with Brazil's growth forecast at -5.3%
and Mexico's at -6.6%; emerging and developing
Europe (-5.2%)—with Russia’'s economy projected
to contract by -5.5%; the Middle East and Central
Asia (-2.8%)—with Saudi Arabia’s growth forecast
at -2.3%, with non-oil GDP contracting by 4%; and
sub-Saharan Africa (-1.6%)—with growth in Nige-
ria and South Africa expected at -3.4% and -5.8%
respectively. Following the dramatic decline in oil
prices since the beginning of the year, prospects
for oil-exporting countries have deteriorated signif-
icantly: the growth rate for the group is projected to
drop to -4.4% in 2020.

The rebound in 2021 depends critically on the pan-
demic fading in the second half of 2020, allowing
containment efforts to be gradually scaled back and
restoring consumer and investor confidence. Sig-
nificant economic policy actions have already been
taken across the world, focused on accommodating
public health care requirements, while limiting the
amplification to economic activity and the financial
system. The projected recovery assumes that these
policy actions are effective in preventing wide-
spread firm bankruptcies, extended job losses, and
system-wide financial strains.
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IMF has predicted uncertain recovery for 2021 on
pandemic fading helped by policy support. Hence,
global growth is expected to rebound to 5.8% in
2021, well above trend, reflecting the normalization
of economic activity from very low levels. The ad-
vanced economy group is forecast to grow at 4.5%,
while growth for the emerging market and develop-
ing economy group is forecast at 6.6%.

According to IMF report of April 2020, the recov-
ery of the global economy could be weaker than
expected after the spread of the virus has slowed
for a host of other reasons. These include lingering
uncertainty about contagion, confidence failing to
improve, and establishment closures and structur-
al shifts in firm and household behavior, leading to
more lasting supply chain disruptions and weakness
in aggregate demand. Depending on the duration,
global business confidence could be severely affect-
ed, leading to weaker investment and growth than
projected in the baseline. Related to the uncertainty
around COVID-19, an extended risk-off episode in
financial markets and tightening of financial condi-
tions could cause deeper and longer-lasting down
turns in a number of countries.

2. DOMESTIC ECONOMIC SITUATION
Ethiopia is the second most populous country in
Africa (more than 106 million people). According to
the Ethiopian Economic Outlook, the country has
experienced sustained growth of around 10% per
year on average over the past decade. Main drivers
of growth are agricultural production and services,
sustained by foreign development aid. In 2018/19,
real gross domestic product (GDP) is estimated to
have grown by 9%, driven by manufacturing and
services. However, performance of goods exports
remained weak and foreign exchange shortages
persist. Policies appropriately targeted at containing
public investment and debt contributed to a further
narrowing of the current account deficit to 4.5% of
GDP. Inflation remained elevated in double digits,
largely due to higher food prices, though non-food
inflation has also been trending upward. While rev-
enues came in below target, cuts in expenditure
contained the fiscal deficit to 2.5% of GDP, below
budget.

The authorities have announced a Homegrown
Economic Reform Plan, consisting of a mix of mac-
roeconomic, structural and sectorial policies, to
address vulnerabilities and tackle structural bottle-

10 ABAY INSURANCE S.C.

necks inhibiting private sector activity. The macroe-
conomic policy measures envisaged under the Plan
to address external imbalances, debt vulnerabilities,
and inflation are expected to contribute to a slow-
er growth in real GDP of 6.2% in 2019/20. Public
expenditure restraint and tighter monetary policy
are expected to contribute to a gradual reduction
in inflation.

According to IMF, Ethiopian GDP growth in 2019
was at 7.4%. It's expected to slightly decrease to
7.2% and 7.1% in 2020 and 2021 respectively

Although data showing healthy export growth
points to a good start to fiscal year 2019/20, the
outbreak of coronavirus will be taking a heavy toll
on the economy. On 23 March and 3 April, the gov-
ernment announced two rounds of fiscal measures
amounting to around 1.6% of GDP aimed at sup-
porting health spending and the agricultural sector,
as well as providing emergency food and shelter for
the most vulnerable groups. At the end of March,
the government also postponed the 5th parliamen-
tary election until a later date once the pandemic is
over. Due to Covid-19, potential effects on Ethio-
pian economic and fiscal metrics, on 10 April S&P
Global Ratings revised its outlook on Ethiopia to
negative from stable. On a more positive note, in
early April 2020 the World Bank approved USD 83
million in emergency funds for the country.

According to the Ethiopian economic outlook, the
Country’s real GDP growth is positive, and project-
ed to stabilize at 7.1% and 7.2% in 2020 and 2021
respectively due to ongoing political and economic
reforms and normalizing relations with Ethiopia’s
neighbors. Growth should benefit from the Home-
grown Economic Reform Program, which seeks to
address macroeconomic imbalances and unlock
structural and sectorial bottlenecks, improving gov-
ernance of state-owned enterprises and strength-
ening institutional capacities. Measures to open key
sectors to competition notably transport, logistics,
manufacturing, and telecommunication will attract
private investment, catalyze high value-added ser-
vices, and boost competitiveness

The Great Lockdown provoked by the Covid-19
pandemic is taking a massive toll on global econom-
ic activity and causing huge uncertainty inside the
realm of economic forecasting, particularly regard-
ing the shape of the economic recovery. The prev-

10 Yerrs
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alence of Covid-19 pandemic and its prolonged
effect along with limited competitiveness, under-
developed private sector, political instability and
environmental hazards like locust invasion might
pose impacts on the Ethiopia’s economy in the year
2020/21.

According to the Ministry of Finance, Ethiopian
economic growth projected for 2019/20 was 9%
but due to Covid-19 pandemic its growth has de-
clined to 6%. Considering the possible macroeco-
nomic and social impact of COVID-19 pandemic,
the Country’s economic growth for 2020/21 is pro-
jected to be 8.5%.

Ethiopia’s Council of Ministers has approved a
bill that allocates 47/5.7 billion birr in government
spending for the 2020/21 budget. Of the total
budget, 160.3 billion birr is allocated for capital ex-
penditure, 133 billion birr for recurrent spending,
176.4 billion birr to subsidize regional states, and 6
billion birr for Sustainable Development Goal (SDG)
projects. The total amount has shown an 88.8 bil-
lion birr increase from the current fiscal year budget
which is 386.9 billion birr (Source: ethiopianmoni-
tor.com).

The Ethiopian Insurance Industry

The Ethiopian Insurance Market has registered
a premium volume of Birr 11.1 Billion as at June
30, 2020 with an average growth rate of 22.6%
from last year same period. The total number of
Insurance Companies operating in the country is
17 from which 16 are privately owned. According
to the report of Association of Ethiopian Insurers
(AEI), in 2019/20 the total number of branches has
reached 603 of which 334 branches are located in
the capital and the rest in the regions.

According to the data obtained from NBE, over
the last ten years (2010-2019) the average annual
growth rate of the insurance industry in terms of
total GWP of Non-life and Life insurance is 20.8%
& 21.4% respectively. The Growth rate was signifi-
cant in the early years of the mentioned period but
had shown a significant decline for the final four
years.

As per the data collected from all insurance com-
panies in March 2020, about 47.4% of the Market
share is possessed by the only State-Owned com-
pany and the private companies share the remain-

() aon+%
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ing 52.6%. The average annual capital growth rate
of the industry for the last ten years (2010-2019) is
27.9% and the capital has reached more than Birr
8.2 Billion as of June 2019. Currently, a national
reinsurance company which is believed to have a
significant positive impact in the industry in particu-
lar and the country in general is under operation.

Even though the overall performance of the in-
dustry is encouraging, there are some observed
threats like deterioration of professional practice
and unhealthy competition that is confined only to
reduction of premium rate. In addition, absence of
a well-coordinated information exchange within the
industry can also be mentioned as a weakness.

Most of the insurance companies are poorly capi-
talized and will struggle to survive in an increasing-
ly competitive environment characterized by low-
er profit margins, higher costs for distribution and
product development as well as consistently low
investment returns.

Concisely, insurance uptake is very low in this mar-
ket due to a high poverty rate and lack of capital
and expertise within the insurance companies that
would help tap into the market. The lack of effec-
tive and transparent legal and regulatory systems
in combination with immature financial markets and
the common usage of informal types of insurance
contribute to the low penetration.

Besides, critical shortage of hard currency, gov-
ernment’s attention towards poverty rehabilitation
impacting investment, and the prevalence of Coro-
na Virus (COVID-19) Pandemic and its prolonged
effect on the Country’'s economy would possibly
hamper the Insurance Industry.

Still a number of underlying positive factors sup-
port the outlook for a booming insurance market.
A very low insurance penetration rate means high
growth opportunities and potential. In addition,
the continued growth of international investments
in this country is driving the demand for insurance
product. The awareness to insure against natural
disasters is rising. And finally, insurers are benefiting
from positive changes in regulation and compliance
systems. Shifting demographics, changing cultural
norms, an increasing urbanization and the declining
influence of informal insurance are likely to acceler-
ate insurance sales further.
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COMPANY’'S PERFORMANCE REVIEW 2019/20
Premium Production

The company has registered a Gross Written Premi-
um of Birr 270,546,775 (Birr 259,751,988 from the
General Insurance Business and Birr 10,794,787
from Life Business) in the budget year under review.
This shows a growth rate of 8.5% from the previous
year's performance of Birr 249,351,927 and 87%
achievement of the target (Birr 311,064,192). Ac-
tual performance was lower than the target mainly
due to unfair competition among insurance compa-
nies focusing on price cutting. Consequently, the
company was forced to give significant discounts
for existing customers at time of renewal to remain
competitive.

From the total production for the year 2019/20,
Motor class of business took the lion share (48.6%)
followed by pecuniary class of business 19.7%. The
average annual premium production growth rate
for the past ten years is 35.3%.

As it is depicted from chart 2 above, the Company’s portfolio is dominated by Motor and Pecuniary busi-
nesses. However, underwriting measures have been taken to discourage loss making categories of vehicles
such as Sino Truck and Dump Truck, Isuzu Trucks, Mini Buses, etc. In some cases, however, the company
accepts such vehicles when proposed in packages as an accommodation.

In Life Assurance business the company has registered a total premium of Birr 10,794,787 which is 22.3%
growth compared to last year same period performance of Birr 8,829,850. As a new market entrant, the
volume of business is very encouraging and maximum effort has been exerted to strengthen life business.

The Net Earned Premium of General Insurance for
the period under review is Birr 171,303,355 which
shows a 0.9% increment from the previous year’s
performance of Birr 169,695,593. The Company
has sold 47,690 policies in 2019/20, out of which
33,033 new policies and 14,657 are renewed pol-

Thousands

Thousands

Chart 3: Premium Production Trend 2010/11 to 2019/20

As can be seen from the graph, the growth from last year performance is 8%. This lower growth is due to
the pressure of unprofessional competition in the market and the selective underwriting strategy of the

whole country, Abay Insurance S.C. is operating
through 30 branches; out of which 17 are located
in Addis Ababa and the rest 13 branches are locat-
ed in different regions (Bahir Dar, Gondar, Dessie,
Weldiya, Mekelle, Debre Markos, Debre Berhan,
Adama, Hawassa, Dire Dawa, Assosa, Debre Tabor
and Wolaita Sodo).

Reinsurance and Premium Cession

The Reinsurance Treaties have been led by Africa
Re and it is A rated giant, and followed by Zep/PTA
Re and Tunis Re, both are B+ rated, and the young
indigenous Ethiopian Re.

Chart 1: Gross written Premium Trend by Class of Business

With the exception of Motor, Marine, Workers Compensation and Travel all classes have registered growth
compared to last year same period performance. This growth is significantly acquired from the motor and

pecunary classes of business. The Total

Premium Cession amount
77,614.483.75 from the Gross Written Premium of
Birr 259,751,988.12 which makes the cession ratio
of 29.9%. The ratio is slightly above the previous
year’s ratio of 26.7% and within the standard ratio

of up to 30% which is set by the regulator.

Currently our company is offering different types of
General and Long-term Insurance Products to the
public. The company has been implementing the
last year of its five years strategic plan in a syner-
gized manner.

The primary objective of the reinsurance backing is
to safeguard the company against unexpected ca-
tastrophes. The reinsurance cession is the second
largest cost of the company next to the claims cost.
Every year the company retains more by increasing
its capital and free reserves.

The company has incurred a total net claim cost
of Birr 92,834,784 from General Insurance Busi-
ness during the period under review. This shows
(8%) decline from last year same period of Birr
100,452,429. The Company has paid a net claims
cost of Birr 88,875,223 which shows an increment
of 24.1 % from the previous year’s performance of

Workers Compensation

Group Personal Accident

Fire & Lightening Travel &Others
Branch Networks

: - of Entertaining a determined plan of addressing the
Chart 2: Premium Portfolio composition 2019/20
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Birr 71,621,686 that can be considered acceptable in comparison to the growth and customer service of
the company. Motor class of business constitutes 71.6% from the total net claims incurred, which domi-
nate all other classes of business.

® Motor

H Marine

B Engineering

B Workers' Compensatin
m GPA

B Pecuinary

Fire

Liability
Chart 4: Claims Incurred by Class of Business 2019/20

As can be seen from the above chart, 71.6% of the net claims incurred emanated from Motor class of
business. This does not include the claims incurred from the Life business.

Loss Ratio Underwriting Result

The net earned premium with respect to non-life  The Company has registered Underwriting Surplus
insurance business for the year 2019/20 is Birr of Birr 95,482,363 which has increased by 17.1%
171,303,355 and the net claims incurred for the from the preceding year's performance of Birr
same period is Birr 92,419,116. This has resulted 81,529,107. The result is achieved due to the im-
in an overall loss ratio of 54% for the period under plementation of prudent underwriting practice and
review which has declined by 5.2% from the pre- utmost professionalism. Underwriting surplus is the
vious year’s performance of 59.2%. The loss ratio  main factor to assess the strength of an insurance
of the Company is below the industry’s ten years company since it is a direct result of the core op-
average of 66.8%. This result is achieved as a result  eration. Consequently, the achievement of Abay
of the company’s prudent and selective underwrit-  Insurance S.C. can be regarded as a significant op-
ing practice. The Company will continue its prudent  erational success and shows the long term viability
and professional underwriting philosophy so as to  of the company.

maintain a profitable growth from its core business.

120,000

100,000
80,000

Thousands

60,000

40,000
20,000

Chart 6: Underwriting Surplus 2010/11-2019/20
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Investment Result

The Company has acquired a Return of Birr 40,064,646 on Investment from non-life insurance business. It
shows an increment of 16.7% from the previous year’s performance of Birr 34,322,066. This achievement
is attributed to the careful actions taken in order to have a better return on the investment activities spe-
cifically from interest income & dividend income.

50,000.00

(7]
T

S 40,000.00
3

230,000.00
=
20,000.00
10,000.00 i
- — = i T T T T T T

T T T

2010/11 2011/12 2012/13 2013/14 2014/15 2015/16 2016/17 2017/18 2018/19 2019/20

Chart 7: Investment Income 2010/11-2019/20

Trade Debtors

The trade debtor’s balance as at June 30, 2020 is Birr 439,740.58 which remains the same as the preced-
ing year balance of Birr 439,740.58. The Company is still determined towards collecting the remaining
balance even though it is difficult since the time is very long and the amount is very small (less than Birr
10,000.00) per customer. We already set 100% provision and significant amount of this figure is still under
legal process. We will proceed to the write-off process up on finalizing the legal process and collection
effort.

2,000.00

Thousands

1,000.00

- T ' T i T i T i T i T i T i—\

2012/13 2013/14 2014/15 2015/16 2016/17 2017/18 2018/19 2019/20

Chart 8: Trade Debtor’s Balance 2012/13-2019/20

Expenses

The total expense for the year 2019/20 is Birr 67,371,125. The figure has shown a 20.3% growth from
the previous year's performance of Birr 56,001,320 and a reduction of (6%) from the budget of Birr
71,709,109. The Company’s expansion and increased volume of activities long with associated costs has
contributed to the rising of administrative expenses. As usual the company is determined to continue be-
ing cost conscious in all activities.

Profit

Abay Insurance S.C. has registered a Gross Profit of Birr 68,175,884 from non-life insurance business for
the year 2019/20. The profit shows 13.9% increment from the previous year’s result of Birr 59,843,500
and a reduction of (14.8%) from its budget Birr 80,017,848. The Company has a clear and practical strate-
gy with respect to profit and the whole team is quite directed towards executing the same. The strategy of
the Company is to maintain a profitable growth, even though very difficult in practice to strike the balance
between the volume growth and the profit growth.
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Earning per share of the fiscal year 2019/20 is 27.9%.

80,000
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Chart 9: General Insurance Business Gross Profit/Loss 2010/11-2019/20

The Life Assurance Fund

In 2019/20 fiscal year, the Gross Written Premium
from Long Term Insurance business stood at birr
10,794,787 registering a 22.3% growth from last
year production of Birr 8,827,785. The net earned
premium after deducting the reinsurer’s share of
premium Birr 1,309,885 and it increased by 14.3%
as compared with the previous year actual of birr
8,301,309. Total income from underwriting in-
cluding reinsurance commission and investment
reached Birr 13,816,681 which shows 34.8% in-
crease from the last year of Birr 10,250,018.

On the other hand, during the year under review net
claim and policyholder’s benefits is Birr 4,787,787
which has increased by 73% from Birr 2,766,636 of
last year same period, Moreover, during the peri-
od the total commission and management expense
amounted to Birr 1,022,158.51, which is (15.2%)
lower than last year similar period of Birr 1,204,994.

Consequently, net increase in life fund for the year
is Birr 6,696,850, which shows an increase of 16.4%
from last fiscal year same period of Birr 5,751,911.

The actuarial valuation of Life Assurance Fund of
the Company as at 30 June 2020 revealed an Ac-
tuarial Surplus of Birr 7,055,948. From the total
actuarial surplus, the actuary recommended Birr
3,527,974 to be made available for distribution to
shareholders, while Birr 3, 133,155 is to be carried
forward unappropriated.

Asset Structure

The total asset of the company has reached Birr
860,231,996 showing 17.3% increment from the

16 ABAY INSURANCE S.C.

previous year same period of Birr /33,661,218.
Out of the General Insurance, current assets con-
stitute 61.6% followed by fixed asset, share invest-
ment, and statutory deposit with a contribution of
20.7 %, 12.4%, and 4.8% respectively. The total li-
ability of the Company for the same period is Birr
526,959 217 .

Equity

The total paid-up capital of the company as at June
30, 2020 is Birr 234,308,000 showing a 30.2% in-
crement from the previous year same period of Birr
180,000,000. Share premium, legal reserve and Re-
tained Earnings are Birr 1,351,000, Birr 34,238,526
and Birr 63,775,040 respectively making the total
share holders’ funds of Birr 333,672,779.

Proposal on Dividend and Capital

The company has sold those remaining few shares
from those subscribed in the fiscal period under re-
view to those who have requested to buy addition-
al shares. The Board of Directors approved to issue
new shares so as to make the total Paid-Up Capital
Birr 300,000,000.

The Management and Board of Directors recom-
mend distributing the whole net profit after tax,
legal reserve, Board member annual remuneration,
retained earning of Birr 51,097,246 to the share-
holders as a dividend in cash or used for purchas-
ing of the Company’s shares depending upon the
choice of shareholders.

Human Resource
The total number of employees has reached to 219
as at June 30, 2020 out of which 50.2% are fe-

10 Yerrs
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males. The employees are composed of different
field of studies. The majority share 60.3% are first
degree holders followed by 21.9% Diploma hold-
ers. The remaining share goes to Second Degree
and Vocational/TVET level at a share of 5.9% and
11.9% respectively. The company believes that em-
ployees are its key strategic resources and hence
has a strong belief in staff training and development.
Owing to this fact; it has offered multi-dimensional
capacity building trainings for a considerable num-
ber of employees in the budget year. The company
strongly believes in merit based carrier develop-
ment and promotion and is determined to continue
on the same principle.

Projects Underway

IT Project: Technology will have a massive impact
on the whole insurance value chain including but
not limited to customer acquisition, product distri-
bution, pricing, risk management, predictive analyt-
ics and report compiling. In view of this, the com-
pany has already acquired an Insurance Software
Package for its General Business from abroad. The
project has been underway and is expected to live
at the end of December 2020.

Corporate Social Responsibility

The Company strongly believes that its success de-
pends on the wellbeing and goodness of the society
where it operates. To this end, it has contributed its
part in creating job opportunity by opening branch-
es in different areas of the country. It has also been
contributing for development of the country by
timely settling its respective tax obligations. In ad-
dition, it has participated in different community
based developmental activities including the sup-
port in risk management and awareness creation
endeavors. Furthermore the company has been
fulfilling its responsibility in the fight against COV-
ID-19. The company is determined to continue be-
ing a partner to the community.

The way forward

Insurance business is technical and its business
model is unique and complex. It involves charging
a price now for a product the cost of which is both
unknown and uncontrollable. Its products need to
be designed professionally and prices need to be
determined scientifically. Both customers and reg-
ulators require more stability. Insurance Companies
thus need to be financially sound at all times, i.e.:

() aon+%

NANTIR99% A5 et

® They need to have sufficient capital
® They need to run professionally

® They need to be run at profit

® They must pay claims fairly

Despite all these, what the industry has been ex-
periencing is unethical competition which will not
benefit the consumer, the regulator, the Insurance
Companies themselves. As a result, fewer players
will able to sustain the current level of thin prof-
it margin and hence they will either install a more
disciplined underwriting approach or possibly will
even exit the market. That would have a positive
effect on pricing. The Board and management of
Abay Insurance S.C. will continue with the current
prudent and professional underwriting practice and
risk management.

This insurance market still has not captured its full
potential. Many of the risks that are insurable re-
main uncovered. Thus in order to boost the pen-
etration rate and hence raise the market share of
our company, we will work on customer awareness.
The company must also continue to develop and
expand its distribution networks for a greater prox-
imity to customers.

There is a global shift towards risk based super-
vision, which means capital requirement changes
with risk profile (risk nature, scale, and complexity)
of a specific Insurance Company. This regulatory
shift requires additional resources. Abay Insurance
S.C. will thus strengthen its capital base by floating
shares to the existing shareholders and the public
and will start exercising to assess own risk and sol-
vency margin.

Good corporate governance is an important pillar
of the market economy that enhances customers
and investors’ confidence. Thus the Board of Direc-
tors and management of Abay Insurance S.C. Shall
continue to adhere in the processes of check and
balance and will strengthen the internal control
functions:

® The Enterprise Risk Management and Compliance
® The Internal Audit

In connection with these, the policy and procedure

manuals have been redrafted, approved, and imple-
mented.

ANNUAL REPORT 2019-20 17

{:."-.:." .:::E::
&
T

o0
e

F e Sy
{;:-E{b{;}i{b{}
R e
"::'E-:'.'-E"}E-i'-? e

L]
L]
s,

L5
bt
G

o -:__:_.:-;@:g-f
SR

By
REEE
FNnnr
':'-:'{:.".:."-.{f..'::::-.-

.:-':. iy
‘?{}ﬁ
o !
-Z*'E-:‘.‘-E e

e
o
o
S
et

b
g
o

o
o)

r .‘.::. =
R

o _i_%}

e
{i::}__.f
o
e

o m N m m W

bt
G

EIREEAE
ok
gy

ST

]
,:_-:_'l.':'
b
e

-=.'=-:-=.'=-
L. E“J‘:‘E o R

L5
bt
G

o
bk
e {?{:- 7

L N B By B

__.:%.{:__-
e

>

Gt
G 2
o

G
G

S
i
o

o

bt
e
bt
G

e
A

R
i
b
<

.l.-':.-:...-:-";}
&
T

o
PR e L

.:::. X
-
o
& E&f{a

N T Sy
S c:-é-} 2
L {}{i}{?
~fﬁf¢f&f¢f{f¢

Gt

-
"
*.
i
o

A e

E’fﬂ-{* {:'{?%
e

f*}f&f*}fi.



<
.
2
2

e
_:::_'i} O
o

_____{?

e
e
<

B

e
{?{‘%}}{?
*E?'{}

i
R
i
7

bt
-=.'=-
Wt
£t

bt
L

e
¢.f:;;.
L

v
e

il
o
*}3

A
b
e

o
.-;:':-:_'-{i-
o

o
o
2
o

i
-=.'=-:-=.'=-
A

)
R
e
R

e
-=.'=-:-=.'=-
L

i
i

s
i

e
_:-:_'l.':'

o
{?{}.-'-.

e
-=.'=-:-=.'=-
r

bt
L5
bt
L

e e

{?:{?

L
il

bt
L5
bt
Lt

i
e
ey
o

bt
-=.'=-
Wt
£t

e
i :;:-
S
e

Ak

bt
-=.'=-
Wt
Gt

o
T
-

e e e e 4
R ‘3'-:?‘_3;%?{?
e i
SRR

i
-=.'=-:-=.'=-
AR

ST
;;2;. £
e
';'-.':} ':}{l
i .
PR

e e e
?%} -&E{? {:;:;
. e
e
S

e

e e T

et
ﬁiﬁ
R
.ﬂ}?-:-?{?_ e

e

n

b e

g ACKNOWLEDGMENT

E The Board of Directors of Abay Insurance S.C. would like to express a heartfelt grati-

tude to all esteemed customers of the Company for their continued support and pa-
tronage. The same level of appreciation and gratitude also extends to shareholders,

Sister Companies, intermediaries, business partners, reinsurers, and the regulatory

authority.

The company's registered success for the period under review would have not been
possible without the expertise and dedication of all the staff and Management of
Abay Insurance S.C. They have exhibited exceptional commitment and ambition to

provide a wonderful service to esteemed customers which in turn has resulted in a

remarkable success. Thus, the Board of Directors is exceptionally proud of them and

would like to extend a high level of recognition for their unreserved effort. Finally, the

that it will provide a continued support in their endeavor towards achieving the

’ Board of Directors would like to assure the Management and Staff of the Company
'b

planned goals for the upcoming period.

|
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YOHANNES ZEWDIE

Chief Executive Officer
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actserv

ACTUARY CERTIFICATE

I have conducted an actuarial valuation of the General and Life Insurance liabilities and

Severance

Benefits of Abay Insurance Company S.C.

The valuation was conducted in accordance with generally accepted actuarial principles. These

principles
upon the

require that prudent provision for future outgo under contracts, generally based
assumptions that current conditions will continue. Provision is therefore not made

for all possible contingencies.

In comple

ting the actuarial valuation, I have relied upon the data provided and the financial

statements by the Company.

In my opinion:

(i)
(i)

(iii)

&

The actuarial value of the liabilities in respect of all classes of general insurance
business of the company reflect a fair value as at 30 June 2020;

The actuarial value of the liabilities in respect of the life assurance business did not exceed
the amount of the life fund as at 30 June 2020; and

The severance liability as at 30 June 2020 can be incorporated in the financial
statements in line with the International Accounting Standards 19.

Signed in my capacity as an employee of Actuarial Services(EA) Ltd.

Abed Mureithi
Fellow of the Institute and Faculty of Actuaries

Actuary

Actuarial Services (E.A) Ltd

www.actserv.co.ke

26th Flr. UAP-Old Mutual Towers, Upper Hill Road. Upper Hill info@actserv.co.ke
P.O.Box 10472 - 00100, Nairobi, Kenya

Tel: +254 (0) 20 271 0028, +254 (0) 708 710 028, +254 (0) 786 710 028
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INDEPENDENT AUDITOR’S REPORT TO THE SHAREHOLDERS OF 2
ABAY INSURANCE SHARE COMPANY

Auditor’s Responsibilities for the Audit of the Financial Statements
’ Report on the Audit of the Financial Statements Our objectives are to obtain reasonable assurance about whether the financial statements as a
whole are free from material misstatement, whether due to fraud or error, and to issue an auditor’s
report that includes our opinion. Reasonable assurance is a high level of assurance, but is not a
guarantee that an audit conducted in accordance with ISAs will always detect a material misstate-
ment when it exists. Misstatements can arise from fraud or error and are considered material if,
individually or in the aggregate, they could reasonably be expected to influence the economic de-
cisions of users taken on the basis of these financial statements.

Opinion

We have audited the financial statements of Abay Insurance Share Company (S.C), which comprise
the statement of financial position as of 30 June 2020, the statement of comprehensive income,
statement of changes in equity and statement of cash flows for the year then ended, and notes to
the financial statements, including a summary of significant accounting policies.

‘ . ) . o , ) Report on Other Legal and Regulatory Requirements
In our opinion, the accompanying financial statements present fairly, in all material respects, or give

f a true and fair view of the financial position of the Corapamy-a
performance and its cash flows for the year /"' G Tt
Reporting Standards (IFRSs). 4

We have no comment to make on the report of your directors so far as it related to these financial
statements and pursuant to Article 375 of the Commercial Code of Ethiopia of 1960, recommend-
ed approval of the above mentioned financial statements.

Aep W E Ny

i Basis for Opinion

o ) 0 . Tafesse, Shisema and Ayalew (TMS Plus) Certified Audit Partnership
We conducted our audit in accordance with Interiatigs 28 Auditing (ISAs). Our respon- Chartered Certified Accountants (UK)
sibilities under those standards are further describés L @Agg. s Responsibilities for the Audit Authorized Auditors (ETH)
of the Financial Statements section of our report. We aréhdependent of the Company in accord-
ance with the International Ethics Standards Board for Accountants’ Code of Ethics for Professional Addis Ababa
Accountants (IESBA Code), and we have fulfilled our other ethical responsibilities in accordance 29 September 2020

with the IESBA Code. We believe that the audit evidence we have obtained is sufficient and appro-
priate to provide a basis for our opinion.

Responsibilities of Directors and Management for the Financial Statements

e

The Directors are responsible for the preparation and fair presentation of the financial statements

X in accordance with International Financial Reporting Standards, and for such internal control as Di-
rectors determine is necessary to enable the preparation of financial statements that are free from
material misstatement, whether due to fraud or error.

In preparing the financial statements, Directors are responsible for assessing the Company’s ability
to continue as a going concern, disclosing, as applicable, matters related to going concern and using
the going concern basis of accounting unless Directors either intend to liquidate the company or to
cease operations, or have no realistic alternative but to do so.

Directors are responsible for overseeing the Company’s financial reporting process.
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ABAY INSURANCE S.C.

STATEMENTS OF FINANCIAL POSITION

AS AT JUNE 30, 2020

ASSETS

Cash and bank balances
Investment securities:

- Available for sale

- Loans and receivables
Trade receivables
Reinsurance assets
Deferred acquisition cost
Other assets

Intangible assets

Current Income tax asset
Property, plant and equipment
Statutory deposit

Total assets

LIABILITIES
Insurance contract liabilities
Trade payables
Other liabilities
Current income tax liabilities
Retirement benefit obligations
Deferred tax liabilities

Total liabilities

EQUITY
Share capital
Share premium
Retained earnings

Legal reserve

Total equity

Total equity and liabilities

Notes

15

16
16
17
18
19
20
21
14
22
23

Currency: Ethiopian Birr

30 June 2020 30 June 2019
Birr'000 Birr'000
304,321 298,631
106,900 63,608
108,814 75,822
93,646 74,440
5,783 4,817
17,455 14,684
4,619 4,619
- 966
177,676 164,661
41,018 31,414
860,232 733,662
331,186 294,385
134,708 114,012
54,865 62,638
677 -
1,133 762
3,990 2,555
526,559 474,352
234,308 180,000
1,351 1,351
63,775 49,857
34,239 28,102
333,673 259,310
860,232 733,662

The notes on pages 7 to 66 are an integral part of these financial statements.

The financial statements and the notes to the financial statements were approved and authorised for issue by
the board of directors on Septemberr 28, 2020 and were signed on its behalf by:

CAA

A e,

e -

ABAY INSURANCE S.C,

—
& Ay%
™

N
o« \* \

Abate Sitotaw
Board Chairman

September 28, 2020

————
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ABAY INSURANCE S.C.

STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME

FOR THE YEAR ENDED 30 JUNE, 2020

Notes
Gross premium income 6
Premiums ceded to reinsurers 6
Net premium income
Fee and commission income 7
Net underwriting income
Claims expenses 8.1
Claims recoverable from reinsurers 8.2
Gross change in contract liabilities 8.3
Net claims expenses
Underwriting expenses 9
Total underwriting expenses
Underwriting profit
Investment income 10
Other operating income 11
Net income
Impairment reversal/(Impairment) on trade receivables 17
Depreciation and impairment of property, plant and 22
Impairment on other assets 20
Employee benefit expense 12
Other operating expenses 13
Profit before tax
Income tax expense 14
Profit for the year
Other comprehensive income (OCI) net of income tax
Items that will not be subsequently reclassified into profit
Remeasurement gain/(loss) on retirement benefits 27
Deferred tax (liability)/asset on remeasurement gain or 14
Total comprehensive income for the year

Basic & diluted earnings per share (Birr) e, 29

Currency: Ethiopian Birr

30 June 2020 30 June 2019

() aon+%

NANTIR99% A5 et

Birr'000 Birr'000
259,713 242,781
(78.925) (64.784)
180,788 177,997

29.036 22425
209,824 200,422
106,955 90,513
(31,235) (26,022)

21,904 38.730

97,624 103,221

11,760 10.378
109,384 113,599
100,440 86,823

38,527 33,082

4,078 2,509

42,605 35,591

143,045 122,414
(1) -

(8,403) (6,096)
(39,411) (31,185)
(20.359) (19.543)

74,871 65,590
(11.849) (9.465)

63,022 56,125

214 72
64 22
278 924
63.300 56219
0.28 0.31
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ABAY INSURANCE S.C.

STATEMENTS OF CHANGES IN EQUITY

FOR THE YEAR ENDED 30 JUNE, 2020

As at 1 July 2018

Profit for the year 30
Other comprehensive income:

Re-measurement gains on defined 14
benefit plans (net of tax)
Total comprehensive income for the

Issue of shares 28
Statutory reserve - IBNR (10%)

Transfer to legal reserve 31
policyholders

Prior years adjustment 30
Actuarial Surplus - Distributable

Dividend paid 30
As at 30 June 2019

As at 1 July 2019

Profit for the year 30
Other comprehensive income:

Re-measurement gains on defined 14
benefit plans (net of tax)

Total comprehensive income for the

Issue of shares 28
Transfer to legal reserve 31
Statutory reserve - IBNR (10%)

Transfer to life fund liability of

policyholders Liabilities

Unappropriated actuarial surplus

Actuaria Surplus - Distributable

Dividend paid 30

Currency: Ethiopian Birr

Share Share Retained Legal

capital premium  earnings reserve Total
Notes  Birr'000  Birf000  Birf0O0  Birr'000 Birr'000
179,675 1,351 57,845 23,533 262,404
56,132 56,132
74 94
56,226 56,226
325 - - 325
931 (931) -
(5,500) 5,500 -
(1,138) (1,138)
352 352
- (58,859) - (58,859)
325 - (64,214) 4,569 (59,320)
180,000 1,351 49857 28,102 259,310
180,000 1,351 49857 28,102 259,310
63,023 63,023
278 278
63,301 63,301
54,308 54,308
(6,137) 6,137 -
(1,956) (1,956)
(41,289) (41,289)
54,308 (49,382) 6,137 11,063
234,308 1,351 63,776 34,239 333,674

As at 30 June 2020

ABAY INSURANCE S.C,

=

= —

|0 Yeres
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ABAY INSURANCE S.C.
STATEMENTS OF CASH FLOWS

FOR THE YEAR ENDED 30 JUNE, 2020

Currency: Ethiopian Birr

30 June 2020 30 June 2019

Notes Birr'000 Birr'000
Cash flows from operating activities
Cash generated from operations 32 75,289 159,144
Interest and dividend income (38,527) (33,082)
Interest paid (490)
Income tax paid (8,707) (11,883)
Net cash (outflow)/inflow from operating activities 27,565 114,179
Cash flows from investing activities
Purchase of equity investments (43,292) (11,326)
Dividend received 10 10,569 7,891
Interest received 27,958 24,957
Purchase of intangible assets - -
Purchase of property, plant and equipment 22 (16,241) (143,036)
Interest on Government bonds 16 - -
Proceeds from sale of property, plant and equipment 335 313
Additional investment in fixed time deposit (44) 108,333
Increase in Statutory deposit 23 (9,604) (1,648)
Net cash (outflow)/inflow from investing activities (30,319) (14,516)
Cash flows from financing activities
Proceeds from issues of shares 28 54,308 325
Payment of Lease liability (4,619) -
Dividend paid 30 (41,289) (58,859)
Net cash (outflow)/inflow from financing activities 8,400 (58,534)
Net increase/(decrease) in cash and cash equivalents 5,646 41,129
Cash and cash equivalents at the beginning of the year 15 77,764 36,635
Cash and cash equivalents at the end of the year 15 83,410 77,764

The notes on pages 7 to 66 are an integral part of these financial statements.

I-O“"II]'I]:"E-

NANTIR99% A5 et

—— - —— — e

ANNUAL REPORT 2019-20

¥

T

[ e

i
-

=3

e
E Ty
-‘;} i}{i
P
ey
o c:-‘}c:-:
-‘;} {}{i
P
o
S :
T
ST
h}@{}{f
G
e <
T
P

£
‘?{.’fﬁ
o !
-Z*'E-:‘.‘-E e

_:::. e
e
o
Sy
et

e
{*,{;:E 0

c}; i
e
P

!

-=.'=::_-:_{=- -=.'=::_-:_
- -
R

ST
gy

b

,:_-:_'l.':'

b

{?{:..-' 5

-:?:'-:?
L. E&E o R

e _:::_ e
o '1}_:::_
bk bk
e {?':}__.-_;_-.__{:"i}

L R B By B )

>

T
*

2
i

2
S

e
b : i
*}2‘}

bt
L5
bt
G

“
“
bt
<

-:J‘fc}
R

y
e
.-'.:.‘-.{}

e
;f} * i}{i
e
b
e
e
-‘;} i}{i
e
s
HEEGE
T

L
{}%
o i
':::::::-.-'-._:.

G

L B R B B B e

Ak

%
X

s
bt



'h-:-r-l' o

o -:%
-

s
f.':-{:'.-'-.{:'#

e
e {:;}i
+
s
{?{:'.-'-.{}

M
b
o
o
e,

bt
L5
bt
L

'\.__-::_.-
ot

*
e

o

&

e
-=.'=;:-:;=.'=-

it

e e
é{{?} -&3
et

ot
R
i,
R

e
Aty
i

G
i

Gt

e
{%}
A
R

e
o
)
Pt

e e
L

et
{iﬁ
Dy
i {:'c}?-:-?i}

ot
o
bk
CERh

o
S
*
S

<
E
&

i

e

il
&
*}3

::.-:_{:'
o
L

Y __.-;::".;_';.

R ﬂ}_:}-iii
o

acte o e e
o f’%c:- s
s

T

o
)
bk
EEN

i
<

S
2

S

bt

e

bt
L)

e e
g c}ﬁ-& o
s
R A

o

bt
Gt

R R
N
) .::::+-::}
'=-'=":}-'-':}

-
i

5

E"i:'. T

Gt
S

ABAY INSURANCE S.C.
Notes to the Financial Statements

FOR THE YEAR ENDED 30 JUNE, 2020

1 General information

Abay Insurance S.C. ("the Company") is a private commercial Insurance company domiciled in Ethiopia. The Company
was established on January 1, 2010 in accordance with the provisions of the Commercial code of Ethiopia of 1960 and
it is licensed by the National Bank of Ethiopia on July 31, 2010 (G.C) to underwrite non-life insurance risk. On June
20,2016, the Company received the license from the National Bank of Ethiopia to start Long term (Life) Insurance
business. The company's registered Head office is at:

Bole Kifle Ketema,
Woreda 3

House No. 377
Addis Ababa,
Ethiopia

The Company is principally engaged in the provision of insurance services to a wholesale, retail and SME clients base in
Ethiopian market.

2 Summary of significant accounting policies
2.1 Introduction to summary of significant accounting policies

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

2.2 Basis of preparation

The financial statements for the year ended 30 June 2020 have been prepared in accordance with International
Financial Reporting Standards ("IFRS") as issued by the International Accounting Standards Board ("IASB"). Additional
information required by National regulations are included where appropriate.

The financial statements comprise the statement of profit or loss and other comprehensive income, the statement of
financial position, the statement of changes in equity, the statement of cash flows and the notes to the financial
statements.

The financial statements for the year ended 30 June 2020 are the first the Company has prepared in accordance with
IFRS. Refer to note 34 for information on how the Company adopted IFRS.

The financial statements have been prepared in accordance with the going concern principle under the historical cost
concept.

All values are rounded to the nearest thousand, except when otherwise indicated. The financial statements are
presented in thousands of Ethiopian Birr (Birr' 000).

The preparation of financial statements in conformity with IFRS requires the use of certain critical accounting estimates.
It also requires management to exercise its judgment in the process of applying the Company's accounting policies.
Changes in assumptions may have a significant impact on the financial statements in the period the assumptions
changed. Management believes that the underlying assumptions are appropriate and that the Company's financial
statements therefore present the financial position and results fairly.

The areas involving a higher degree of judgment or complexity, or areas where assumptions and estimates are
significant to the financial statements, are disclosed in Note 3.

28 ABAY INSURANCE S.C.
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ABAY INSURANCE S.C.
Notes to the Financial Statements

FOR THE YEAR ENDED 30 JUNE, 2020

2.2.1 Going concern
The financial statements have been prepared on a going concern basis. The management have no doubt that the
Company would remain in existence after 12 months.

2.2.2 Changes in accounting policies and disclosures
New Standards, amendments, interpretations issued but not yet effective.

A number of new standards and amendments to standards and interpretations are effective for annual periods
beginning after 30 June 2019, and have not been applied in preparing these financial statements, except IFRS 16 -
Leases which has been applied during the current year. None of these is expected to have a significant effect on the
financial statements of the Company, as set out below:

IFRS 16 - Leases

This standard was issued in January 2016 (effective 1 January 2019) . It sets out the principles for the recognition,
measurement, presentation and disclosure of leases. The objective is to ensure that lessees and lessors provide relevant
information in a manner that faithfully represents those transactions. The standard introduces a single lessee accounting
model and requires a lessee to recognise assets and liabilities for all leases with a term of more than 12 months, unless
the underlying asset is of low value.

A lessee is required to recognise a right-of-use asset representing its right to use the underlying leased asset and a lease
liability representing its obligation to make lease payments. It also substantially carries forward the lessor accounting
requirements in IAS 17. The Company has adopted IFRS 16 effective from July 1, 2019 and assessed the impact of this
standard (See Note 37).

IFRS 17 - Insurance contracts

IFRS 17 was issued in May 2017 and establishes the principles for the recognition, measurement, presentation and
disclosure of insurance contracts within the scope of the standard. The objective of IFRS 17 is to ensure that an entity
provides relevant information that faithfully represents those contracts. This information gives a basis for users of
financial statements to assess the effect that insurance contracts have on the entity's financial position, financial
performance and cash flows. This standard requires a company that issues insurance contracts to report insurance
obligations and risks on the balance sheet as the total of:

(a) the fulfilment cash flows—the current estimates of amounts that the insurer expects to collect from premiums and
pay out for claims, benefits and expenses, including an adjustment for the timing and risk of those cash flows; and
(b) the contractual service margin—the expected profit for providing future insurance coverage (ie unearned profit).

The measurement of the fulfilment cash flows reflects the current value of any interest-rate guarantees and financial
options included in the insurance contracts. The standard replaces IFRS 4 ‘Insurance contracts’. The standard is effective
for annual periods beginning on or after 1 January 2021 and earlier application is permitted. The Company is yet to
assess the expected impact on this standard.

2.3 Investment in associates

An associate is an entity over which the Company has significant influence. Significant influence is the power to
participate in the financial and operating policy decisions of the investee, but is not control or joint control over those
policies. The Company’s investments in its associates are accounted for using the equity method. Under the equity
method, the investment in an associate is initially recognised at cost. The carrying amount of the investment is adjusted
to recognise changes in the Company's share of net assets of the associate since the acquisition date. Goodwill relating
to the associate is included in the carrying amount of the investment and is neither amortised nor individually tested for
impairment.
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ABAY INSURANCE S.C.
Notes to the Financial Statements

FOR THE YEAR ENDED 30 JUNE, 2020

The income statement reflects the Company's share of the results of operations of the associate . Any change in OCI of
those investees is presented as part of the Company’s OCI. In addition, when there has been a change recognised
directly in the equity of the associate, the Company recognises its share of any changes, when applicable, in the
statement of changes in equity. Unrealised gains and losses resulting from transactions between the Company and the
associate are eliminated to the extent of the interest in the associate.

After application of the equity method, the Company determines whether it is necessary to recognise an impairment
loss on its investment in its associate. At each reporting date, the Company determines whether there is objective
evidence that the investment in the associate is impaired. If there is such evidence, the Company calculates the amount
of impairment as the difference between the recoverable amount of the associate and its carrying value, then
recognises the loss as ‘Share of profit of an associate and a joint venture’ in the income statement.

Upon loss of significant influence over the associate, the Company measures and recognises any retained investment at
its fair value. Any difference between the carrying amount of the associate upon loss of significant influence and the fair
value of the retained investment and proceeds from disposal is recognised in income statement.

2.4 Foreign currency translation

a) Functional and presentation currency
Items included in the financial statements are measured using the currency of the primary economic environment in
which the Company operates (‘the functional currency'). The functional currency and presentation currency of the
Company is the Ethiopian Birr (Birr).

b) Transactions and balances

Foreign currency transactions are translated into the functional currency using the exchange rates prevailing at the
dates of the transactions. Foreign exchange gains and losses resulting from the settlement of foreign currency
transactions and from the translation at exchange rates of monetary assets and liabilities denominated in currencies
other than the Company's functional currency are recognised in profit or loss within other (loss)/income. Monetary
items denominated in foreign currency are translated using the closing rate as at the reporting date.

Changes in the fair value of monetary securities denominated in foreign currency classified as available for sale are
analysed between translation differences resulting from changes in the amortised cost of the security and other
changes in the carrying amount of the security. Translation differences related to changes in amortised cost are
recognised in profit or loss, and other changes in carrying amount are recognised in other comprehensive income.

Translation differences on non-monetary financial assets and liabilities such as equities held at fair value through profit
or loss are recognised in profit or loss as part of the fair value gain or loss. Translation differences on non-monetary
financial assets measure at fair value, such as equities classified as available for sale, are included in other
comprehensive income.

2.

w

Property, plant and equipment

Property, plant and equipment is stated at cost, net of accumulated depreciation and accumulated impairment losses, if
any. Such cost includes the cost of replacing part of the property, plant and equipment if the recognition criteria are
met. When significant parts of property, plant and equipment are required to be replaced at intervals, the Company
recognises such parts as individual assets with specific useful lives and depreciates them accordingly. All other repair
and maintenance costs are recognised in income statement as incurred.
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Notes to the Financial Statements

FOR THE YEAR ENDED 30 JUNE, 2020

Subsequent costs are included in the asset’s carrying amount or recognised as a separate asset, as appropriate, only
when 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. The carrying amount of the replaced part is derecognised.

Depreciation is calculated using the straight-line method to allocate their cost to their residual values over their
estimated useful lives, as follows:

Asset class Depreciation rate (years)  Residual value (%)
Buildings 2% (50 Years) 5%
Motor vehicles 10% (10 Years) 5%
Furniture & fittings 10% (10 Years) 1%
Office equipment 14.29% (7 Years) 1%
Computer & accessories 14.29% (7 Years) 1%
Lift 6.67% (15 Years) 1%

The Company commences depreciation when the asset is available for use.

Capital work-in-progress is not depreciated as these assets are not yet available for use. They are disclosed when
reclassified during the year.

An item of property, plant and equipment and any significant part initially recognised is derecognised upon disposal or
when no future economic benefits are expected from its use. Any gain or loss arising on derecognition of the asset
(calculated as the difference between the net disposal proceeds and the carrying amount of the asset) is included in
income statement when the asset is derecognised.

The residual values, useful lives and methods of depreciation of property, plant and equipment are reviewed at each
financial year end and adjusted prospectively, if appropriate.

2.6 Intangible assets

Intangible assets acquired separately are measured on initial recognition at cost. Following initial recognition, intangible
assets are carried at cost less any accumulated amortisation and accumulated impairment losses, if any. Internally
generated intangibles, excluding capitalised development costs, are not capitalised and the related expenditure is
reflected in income statement in the period in which the expenditure is incurred .

The useful lives of intangible assets are assessed to be either finite or indefinite. Intangible assets with finite lives are
amortised over the useful economic life. The amortisation period and the amortisation method for an intangible asset
with a finite useful life are reviewed at least at each financial year-end. Changes in the expected useful life, or the
expected pattern of consumption of future economic benefits embodied in the asset, are accounted for by changing the
amortisation period or methodology, as appropriate, which are then treated as changes in accounting estimates. The
amortisation expenses on intangible assets with finite lives is presented as a separate line item in the income statement.
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ABAY INSURANCE S.C.
Notes to the Financial Statements

FOR THE YEAR ENDED 30 JUNE, 2020

Amortisation is calculated using the straight-line method to write down the cost of intangible assets to their residual
values over their estimated useful lives, as follow:

Useful lives (vears)
12.5% (8 Years)

Intangible assets class
Core application software

2.7 Deferred acquisition costs (DAC)
Commissions and other acquisition costs that vary with and are related to securing new contracts and renewing
existingcontracts are capitalised as an intangible asset (DAC). All other costs are recognised as expenses when incurred.
For the non life business, it is calculated by applying to the acquisition expenses the ratio of unearned premium to
written premium; while no assets are established in respect of deferred acquisition cost for the life business.The DAC is
subsequently amortised over the life of the contracts as follows:

- For property, casualty and short-duration life insurance contracts, DAC is amortised over the terms of the policies as
premium is earned

- For long-term insurance contracts with fixed and guaranteed terms, DAC is amortised in line with premium revenue
using assumptions consistent with those used in calculating future policy benefit liabilities

2.8 Statutory deposits
Statutory deposits are cash balances held with the National Bank of Ethiopia in line with Article 20 of Insurance
Business Proclamation No. 746/2012 and may not be withdrawn except with the written permission of the National
Bank, or be used as pledge or security for any loan. They have been seperately disclosed due to their nature and
liquidity. Statutory deposits are measured at cost.

The company has acquired saving bonds from the government of the federal democratic republic of Ethiopia bearing
interest at rate of 6% &/or 8% per annum. Interest income from these bonds are exempted from income tax.

2.9 Impairment of non-financial assets

The Company assesses, at each reporting date, whether there is an indication that an asset may be impaired. If any
indication exists, or when annual impairment testing for an asset is required, the Company estimates the asset’s
recoverable amount. An asset’s recoverable amount is the higher of an asset’s or cash-generating unit's (CGU) fair value
less costs of disposal and its value in use. Recoverable amount is determined for an individual asset, unless the asset
does not generate cash inflows that are largely independent of those from other assets or groups of assets. When the
carrying amount of an asset or CGU exceeds its recoverable amount, the asset is considered impaired and is written
down to its recoverable amount.

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. In
determining fair value less costs of disposal, recent market transactions are taken into account. If no such transactions
can be identified, an appropriate valuation model is used. These calculations are corroborated by valuation multiples,
quoted share prices for publicly traded companies or other available fair value indicators.

The Company bases its impairment calculation on detailed budgets and forecast calculations which are prepared
separately for each of the Company’s CGUs to which the individual assets are allocated. These budgets and forecast
calculations generally cover a period of five years. For longer periods, a long-term growth rate is calculated and applied
to project future cash flows after the fifth year.
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FOR THE YEAR ENDED 30 JUNE, 2020

For assets excluding goodwill, an assessment is made at each reporting date to determine whether there is an indication
that previously recognised impairment losses no longer exist or have decreased. If such indication exists, the Company
estimates the asset’s or CGU's recoverable amount. A previously recognised impairment loss is reversed only if there
has been a change in the assumptions used to determine the asset’s recoverable amount since the last impairment loss
was recognised. The reversal is limited so that the carrying amount of the asset does not exceed its recoverable amount,
nor exceed the carrying amount that would have been determined, net of depreciation, had no impairment loss been
recognised for the asset in prior years. Such reversal is recognised in the income statement.

2.10 Financial instruments - initial recognition and subsequent measurement

A financial instrument is any contract that gives rise to a financial asset of one entity and a financial liability or equity
instrument of another entity.

2.10.1 Financial assets
Initial recognition and measurement

All financial assets are recognised initially at fair value plus, in the case of financial assets not recorded at fair value
through profit or loss, transaction costs that are attributable to the acquisition of the financial asset. Purchases or sales
of financial assets that require delivery of assets within a time frame established by regulation or convention in the
market place (regular way trades) are recognised on the trade date, i.e., the date that the Company commits to purchase
or sell the asset.

Subsequent measurement

For purposes of subsequent measurement of the Company's financial assets are classified into two categories:
e Loans and receivables
« Available-for-sale financial investments

a) Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in an
active market. After initial measurement, such financial assets are subsequently measured at amortised cost using the
effective interest rate (EIR) method, less impairment. Amortised cost is calculated by taking into account any discount or
premium on acquisition and fees or costs that are an integral part of the EIR. The EIR amortisation is included in interest
and similar income in income statement. The losses arising from impairment are recognised in income statement in loan
impairment charge.

The Company's loans and receivables comprise of trade receivables, investment securities and other financial assets.
Receivables arising from insurance contracts are also classified in this category and are reviewed for impairment as part
of the impairment review of loans and receivables.

b

<

Available-for-sale (AFS) financial assets

AFS investments include equity investements. Equity investments classified as AFS are those which are neither
classified as held for trading nor designated at fair value through profit or loss.

After initial measurement, AFS financial investments are subsequently measured at fair value with unrealised gains or
losses recognised in other comprehensive income and credited in the AFS reserve until the investment is derecognised,
at which time the cumulative gain or loss is recognised in other operating income, or the investment is determined to be
impaired, when the cumulative loss is reclassified from the AFS reserve to income statement in impairment loss on
financial instrument. Interest earned whilst holding AFS financial instrument is reported as interest and similar income
using the EIR method. Unquoted equity securities whose fair value cannot be reliably measured are carried at cost.
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ABAY INSURANCE S.C.
Notes to the Financial Statements

FOR THE YEAR ENDED 30 JUNE, 2020

'Day 1' profit or loss

When the transaction price differs from the fair value of other observable current market transactions in the same
instrument or based on a valuation technique whose variables include only data from observable markets, the Company
immediately recognises the difference between the transaction price and fair value (a ‘Day 1’ profit or loss) in ‘Other
operating income’.

In cases where fair value is determined using data which is not observable, the difference between the transaction price
and model value is only recognised in the profit or loss when the inputs become observable, or when the instrument is
derecognised.

Reclassification of financial assets

Reclassification is at the election of management, and is determined on an instrument by instrument basis. The
Company does not reclassify any financial instrument into the fair value through profit or loss category after initial
recognition.

The Company may reclassify a non-derivative trading asset out of the ‘held-for-trading’ category and into the ‘loans
and receivables’ category if it meets the definition of loans and receivables and the Company has the intention and
ability to hold the financial asset for the foreseeable future or until maturity.

If a financial asset is reclassified, and if the Company subsequently increases its estimates of future cash receipts as a
result of increased recoverability of those cash receipts, the effect of that increase is recognised as an adjustment to the
EIR from date of change in estimate.

Derecognition of financial assets

A financial asset (or, where applicable a part of a financial asset or part of a group of similar financial assets) is primarily
derecognised (i.e. removed from the Company’s statement of financial position) when:

o the rights to receive cash flows from the asset have expired, or
« the Company has transferred its rights 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

(a) 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.

When the Company has transferred its rights to receive cash flows from an asset or has entered into a pass-through
arrangement, it evaluates if and to what extent it has retained the risks and rewards of ownership. When it has neither
transferred nor retained substantially all of the risks and rewards of the asset, nor transferred control of the asset, the
Company continues to recognise the transferred asset to the extent of the Company’s continuing involvement. In that
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.

Continuing involvement that takes the form of a guarantee over the transferred asset is measured at the lower of the
original carrying amount of the asset and the maximum amount of consideration that the Company could be required to
repay.
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Notes to the Financial Statements

FOR THE YEAR ENDED 30 JUNE, 2020

Impairment of financial assets

The Company assesses at each reporting date, whether there is any objective evidence that a financial asset or a group
of financial assets is impaired. An impairment exists if one or more events that has occurred since the initial recognition
of the asset (an incurred ‘loss event’), has an impact on the estimated future cash flows of the financial asset or the
Company of financial assets that can be reliably estimated.

Evidence of impairment may include indications that the borrower or a group of borrowers is experiencing significant
financial difficulty, the probability that they will enter bankruptcy or other financial reorganisation, default or
delinquency in interest or principal payments and where observable data indicates that there is measurable decrease in
the estimated future cash flows, such as changes in arrears or economic conditions that correlate with defaults.

(i) Financial assets carried at amortised cost

For financial assets carried at amortised cost (such as loans and receivables), the Company first assesses individually
whether objective evidence of impairment exists for financial assets that are individually significant, or collectively for
financial assets that are not individually significant. If the Company determines that no objective evidence of impairment
exists for an individually assessed financial asset, it includes the asset in a group of financial assets with similar credit risk
characteristics and collectively assesses them for impairment. Assets that are individually assessed for impairment and
for which an impairment loss is, or continues to be, recognised are not included in a collective assessment of
impairment.

If there is objective evidence that an impairment loss has been incurred, the amount of the loss is measured as the
difference between the asset's carrying amount and the present value of estimated future cash flows (excluding future
expected credit losses that have not yet been incurred). The carrying amount of the asset is reduced through the use of
an allowance account and the amount of the loss is recognised in income statement. Interest income continues to be
accrued on the reduced carrying amount and is accrued using the rate of interest used to discount the future cash flows
for the purpose of measuring the impairment loss.

The interest income is recorded as part of ‘Interest and similar income’. Loans together with the associated allowance
are written off when there is no realistic prospect of future recovery and all collateral has been realised or has been
transferred to the Company. If, in a subsequent year, the amount of the estimated impairment loss increases or
decreases because of an event occurring after the impairment was recognised, the previously recognised impairment
loss is increased or reduced by adjusting the allowance account. If a future write-off is later recovered, the recovery is
credited to the 'loan impairment charge’.

The present value of the estimated future cash flows is discounted at the financial asset’s original EIR. If a loan has a
variable interest rate, the discount rate for measuring any impairment loss is the current EIR.

The calculation of the present value of the estimated future cash flows of a collateralised financial asset reflects the
cash flows that may result from foreclosure less costs for obtaining and selling the collateral, whether or not foreclosure
is probable.

For the purpose of a collective evaluation of impairment, financial assets are grouped on the basis of the Company’s
internal credit grading system, that considers credit risk characteristics such as asset type, industry, geographical
location, collateral type, past-due status and other relevant factors.

Future cash flows on a group of financial assets that are collectively evaluated for impairment are estimated on the basis
of historical loss experience for assets with credit risk characteristics similar to those in the Company.
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ABAY INSURANCE S.C.
Notes to the Financial Statements

FOR THE YEAR ENDED 30 JUNE, 2020

Historical loss experience is adjusted on the basis of current observable data to reflect the effects of current conditions
on which the historical loss experience is based and to remove the effects of conditions in the historical period that do
not exist currently. Estimates of changes in future cash flows reflect, and are directionally consistent with, changes in
related observable data from year to year (such as changes in unemployment rates, property prices, commodity prices,
payment status, or other factors that are indicative of incurred losses in the Company and their magnitude). The
methodology and assumptions used for estimating future cash flows are reviewed regularly to reduce any differences
between loss estimates and actual loss experience.

(i) Available-for-sale (AFS) financial assets

Available-for-sale financial assets are impaired if there is objective evidence of impairment, resulting from one or more
loss events that occurred after initial recognition but before the reporting date, that have an impact on the future cash
flows of the asset. In addition, an available-for-sale equity instrument is generally considered impaired if a significant or
prolonged decline in the fair value of the instrument below its cost has occurred. Where an available-for-sale asset,
which has been remeasured to fair value directly through equity, is impaired, the impairment loss is recognised in profit
or loss. If any loss on the financial asset was previously recognised directly in equity as a reduction in fair value, the
cumulative net loss that had been recognised in equity is transferred to profit or loss and is recognised as part of the
impairment loss. The amount of the loss recognised in profit or loss is the difference between the acquisition cost and
the current fair value, less any previously recognised impairment loss.

If, in a subsequent period, the amount relating to an impairment loss decreases and the decrease can be linked
objectively to an event occurring after the impairment loss was recognised, where the instrument is a debt instrument,
the impairment loss is reversed through profit or loss. An impairment loss in respect of an equity instrument classified as
available-for-sale is not reversed through profit or loss but accounted for directly in equity.

2.10.2 Financial liabilities

Initial recognition and measurement

Financial liabilities are classified at initial recognition, as financial liabilities at fair value through profit or loss and other
financial liabilities. All financial liabilities are recognised initially at fair value and, in the case of other financial liabilities,
net of directly attributable transaction costs. The Company's financial liabilities include customer's deposits, margin held
on letter of credits, and other liabilities. Interest expenditure is recognised in interest and similar expense.

Subsequent measurement
The measurement of financial liabilities depends on their classification, as described below:
Financial liabilities at amortised cost

These are financial liabilities issued by the Company, that are not designated at fair value through profit or loss but are
classified as financial liabilities at amortised cost, where the substance of the contractual arrangement results in the
Company having an obligation either to deliver cash or another financial asset to the holder, or to satisfy the obligation
other than by the exchange of a fixed amount of cash or another financial asset for a fixed number of own equity
shares.
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After initial measurement, financial liabilities at amortised cost are subsequently measured at amortised cost using the
EIR. Amortised cost is calculated by taking into account any discount or premium on the issue and costs that are an
integral part of the EIR. All financial liabilities of the Company are carried at amortised cost.

Derecognition of financial liabilities

Financial liabilities are derecognised when they have been redeemed or otherwise extinguished.

2.10.3 Offsetting financial instruments

Financial assets and liabilities are offset and the net amount reported in the statement of financial position where the
Company has a legally enforceable right to offset the recognised amounts, and there is an intention to settle on a net
basis or realise the asset and settle the liability simultaneously. The legal enforceable right must not be contingent on
future events and must be enforceable in the nOrmal course of business and in event of default, insolvency or
bankcruptcy of the Company or the couterparty.

2.11 Reinsurance assets

The Company cedes business to reinsurers in the normal course of business for the purpose of limiting its net loss
potential through the transfer of risks as described in note 2.12. Premium ceded comprise gross written premiums.
Reinsurance arrangements do not relieve the Company from its direct obligations to its policy holders.

Reinsurance assets are recognized when the related gross insurance claim is recognized according to the terms of the
relevant contract. The Company has the right to set off reinsurance payables against amounts due from reinsurers and
brokers in line with the agreed arrangements between both parties.

2.12 Other assets

Other assets are generally defined as claims held against other entities for the future receipt of money or other benefits.
The other assets in the Company's financial statements include the following:

(a) Prepayments

Prepayments are payments made in advance for services to be enjoyed in future. The amount is initially capitalized in
the reporting period in which the payment is made and subsequently amortised over the period in which the service is

to be enjoyed.

(b} Other receivables

Other receivables are recognised upon the occurrence of event or transaction as they arise and cancelled when
payment is received. The Company's other receivables are rent receivables and other receivables from debtors.
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Notes to the Financial Statements

FOR THE YEAR ENDED 30 JUNE, 2020

(c) Staff loan
Staff loans are given to staff at an interest rate of 5%. The loans are measured at amortised cost using the effective
interest rate. Loans granted to staff at below market rates are fair valued by reference to expected future cash flows
and current market interest rates for instruments in a comparable or similar risk class and the difference between the
historical cost and fair value is accounted for as employee benefits under staff costs.

2.13 Cash and cash equivalents

Cash and cash equivalents comprise balances with less than three months’ maturity from the date of acquisition,
including cash in hand, deposits held at call with Banks and other short-term highly liquid investments with original
maturities of three months or less. For the purposes of the cash flow statement, cash and cash equivalents include cash
and bank balances.

2.14 Insurance contracts
Classification

The Company enters into insurance contracts as its primary business activity. Insurance contracts are those that the
Company accepts significant insurance risk from another party (the policyholder) by agreeing to compensate the
policyholder or other beneficiary, if a specified uncertain future event (the insured event) adversely affects the
policyholder or the other beneficiary.

Recognition and measurement

In line with IFRS4p37(a), the Company's Insurance contracts are classified into two main categories, depending on the
duration of risk and whether or not the terms and conditions are fixed.

i) Short-term insurance contracts

These contracts are accidents and casualty, property and short-duration life insurance contracts.

Accidents and casualty insurance contracts protect the Company’s customers against the risk of causing harm to third
parties as a result of their legitimate activities. Damages covered include both contractual and non-contractual events.
The typical protection offered is designed for employers who become legally liable to pay compensation to injured
employees (employers’ liability) and for individual and business customers who become liable to pay compensation to a
third party for bodily harm or property damage (public liability).
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Property insurance contracts mainly compensate the Company's customers for damage suffered to their properties or
for the value of property lost. Customers who undertake commercial activities on their premises could also receive
compensation for the loss of earnings caused by the inability to use the insured properties in their business activities
(business interruption cover).

Short-duration life insurance contracts protect the Company’s customers from the consequences of events (such as
death or disability) that would affect the ability of the customer or his/her dependants to maintain their current level of
income. Guaranteed benefits paid on occurrence of the specified insurance event are either fixed or linked to the extent
of the economic loss suffered by the policyholder. There are no maturity or surrender benefits.

For all these contracts, premiums are recognised as revenue (earned premiums) proportionally over the period of
coverage. The portion of premium received on in-force contracts that relates to unexpired risks at the balance sheet
date is reported as the unearned premium liability. Premiums are shown before deduction of commission and are gross
of any taxes or duties levied on premiums.

Claims and loss adjustment expenses are charged to income as incurred based on the estimated liability for
compensation owed to contract holders or third parties damaged by the contract holders. They include direct and
indirect claims settlement costs and arise from events that have occurred up to the end of the reporting period even if
they have not yet been reported to the Company. the Company does not discount its liabilities for unpaid claims other
than for disability claims. Liabilities for unpaid claims are estimated using the input of assessments for individual cases
reported to the Company and statistical analyses for the claims incurred but not reported, and to estimate the expected
ultimate cost of more complex claims that may be affected by external factors (such as court decisions).

iy Long-term insurance contracts
These contracts insure events associated with human life (for example, death or survival) over a long duration.
Premiums are recognised as revenue when they are paid by the contract holder. Premiums are shown before deduction
of commission. Benefits are recorded as an expense when they are incurred.

A liability for contractual benefits that are expected to be incurred in the future is recorded when the premiums are
recognised. The liability is determined as the sum of the expected discounted value of the benefit payments and the
future administration expenses that are directly related to the contract, less the expected discounted value of the
theoretical premiums that would be required to meet the benefits and administration expenses based on the valuation
assumptions used (the valuation premiums). The liability is based on assumptions as to mortality, persistency,
maintenance expenses and investment income that are established at the time the contract is issued. A margin for
adverse deviations is included in the assumptions.

Where insurance contracts have a single premium or a limited number of premium payments due over a significantly
shorter period than the period during which benefits are provided, the excess of the premiums paid over the valuation
premiums is deferred and recognised as income in line with the decrease of unexpired insurance risk of the contracts in
force or, for annuities in force, in line with the decrease of the amount of future benefits expected to be paid. The
liabilities are recalculated at each end of the reporting period using the assumptions established at inception of the
contracts.

2.15 Liability adequacy test of insurance contracts liabilities and related assets

At each end of the reporting period, liability adequacy tests are performed to ensure the adequacy of the contract
liabilities net of related deferred acquisition costs. In performing these tests, current best estimates of future contractual
cash flows and claims handling and administration expenses, as well as investment income from the assets backing such
liabilities, are used. Any deficiency is immediately charged to profit or loss initially by writing off DAC and by
subsequently establishing a provision for losses arising from liability adequacy tests (the unexpired risk provision).
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ABAY INSURANCE S.C.
Notes to the Financial Statements

FOR THE YEAR ENDED 30 JUNE, 2020

As set out in (a) above, long-term insurance contracts are measured based on assumptions set out at the inception of
the contract. When the liability adequacy test requires the adoption of new best estimate assumptions, such
assumptions (without margins for adverse deviation) are used for the subsequent measurement of these liabilities. Any
DAC written off as a result of this test cannot subsequently be reinstated.

2.16 Reinsurance contracts held
Contracts entered into by the Company with reinsurers under which the Company is compensated for losses on one or
more contracts issued by the Company and that meet the classification requirements for insurance contracts in Note
2.12 are classified as reinsurance contracts held. Contracts that do not meet these classification requirements are
classified as financial assets. Insurance contracts entered into by the Company under which the contract holder is
another insurer (inwards reinsurance) are included with insurance contracts.

The benefits to which the Company is entitled under its reinsurance contracts held are recognised as reinsurance
assets. These assets consist of short-term balances due from reinsurers, as well as longer term receivables that are
dependent on the expected claims and benefits arising under the related reinsured insurance contracts. Amounts
recoverable from or due to reinsurers are measured consistently with the amounts associated with the reinsured
insurance contracts and in accordance with the terms of each reinsurance contract. Reinsurance liabilities are primarily
premiums payable for reinsurance contracts and are recognised as an expense when due.

In certain cases, a reinsurance contract is entered into retrospectively to reinsure a notified claim under the Company’s
property or accident and casualty insurance contracts. Where the premium due to the reinsurer differs from the liability
established by the Company for the related claim, the difference is amortised over the estimated remaining settlement

period.

The Company assesses its reinsurance assets for impairment on an anual basis. If there is objective evidence that the
reinsurance asset is impaired, the Company reduces the carrying amount of the reinsurance asset to its recoverable
amount and recognises that impairment loss in the income statement. The Company gathers the objective evidence that
a reinsurance asset is impaired using the same process adopted for financial assets held at amortised cost. The
impairment loss is calculated following the same method used for these financial assets. These processes are described
in Note 2.9.

2.17 Receivables and payables related to insurance contracts
Receivables and payables are recognised when due. These include amounts due to and from agents, brokers and
insurance contract holders. If there is objective evidence that the insurance receivable is impaired, the Company
reduces the carrying amount of the insurance receivable accordingly and recognises that impairment loss in the income
statement. The Company gathers the objective evidence that an insurance receivable is impaired using the same
process adopted for loans and receivables.

The impairment loss is calculated under the same method used for these financial assets. These processes are described
in Note 2.9.

2.18 Salvage and subrogation reimbursements

Some insurance contracts permit the Company to sell (usually damaged) property acquired in settling 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 allowance in the measurement of the
insurance liability for claims, and salvage property is recognised in other assets when the liability is settled. The
allowance is the amount that can reasonably be recovered from the disposal of the property.
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Subrogation reimbursements are also considered as an allowance in the measurement of the insurance liability for claims
and are recognised in other assets when the liability is settled. The allowance is the assessment of the amount that can
be recovered from the action against the liable third party.

2.19 Revenue recognition

a) Gross premiums
Gross recurring premiums on life and non-life contracts are recognised as revenue when paid by the policyholder. For
single premium business, revenue is recognised on the date on which the policy is effective. Gross general insurance
written premiums comprise the total premiums received for the whole period of cover provided by contracts entered
into during the reporting period. They are recognised on the date on which the policy commences. Premiums include
any adjustments arising in the reporting period for premiums received in respect of business written in prior accounting
periods. Rebates that form part of the premium rate, are deducted from the gross premium; others are recognised as an
expense.

Unearned premiums are those proportions of premiums written in a year that relate to periods of risk after the reporting
date. Unearned premiums are calculated using 1/24th method. The proportion attributable to subsequent periods is
deferred as a provision for unearned premiums.

Based on National Bank of Ethiopia’s “No Premium No Cover " guidelines which state that “all insurance covers shall be
provided on a strict 'no premium no cover’ basis”, only cover for which payment has been received are recognised.

b) Reinsurance premiums
Gross outward reinsurance premiums on life and investment contracts are recognised as an expense on the earlier of
the date when premiums are paid or when the policy becomes effective. Gross general reinsurance premiums ceded
comprise the total premiums paid for the whole cover provided by contracts entered into in the period and are
recognised on the date on which the policy incepts. Premiums include any adjustments arising in the accounting period
in respect of reinsurance contracts incepting in prior accounting periods.

Unearned reinsurance premiums are those proportions of premiums ceded in a year that relate to periods of risk after
the reporting date. Unearned reinsurance premiums are deferred over the term of the underlying direct insurance
policies for risks-attaching contracts and over the term of the reinsurance contract for losses-occurring

contracts.

Reinsurance premiums and claims on the face of the statement of profit or loss have been presented as negative items
within premiums and net benefits and claims, respectively, because this is consistent with how the business is managed.

¢) Fees and commission income
Insurance and investment contract policyholders are charged for policy administration services, investment management
services, surrenders and other contract fees. These fees are recognised as revenue over the period in which the related
services are performed. If the fees are for services provided in future periods, then they are deferred and recognised
over those future periods.

d) Investment income

Investment income comprises interest income earned on short term deposits and dividend income.

Interest income is recognised in the statement of profit or loss as it accrues and is calculated by using the EIR method.
Fees and commissions that are an integral part of the effective yield of the financial asset are recognised as an
adjustment to the EIR of the instrument.

e) Dividend income
This is recognised when the Company’s righ
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ABAY INSURANCE S.C.
Notes to the Financial Statements

FOR THE YEAR ENDED 30 JUNE, 2020

2.20 Gross benefits and claims

Gross benefits and claims for life insurance contracts include the cost of all claims arising during the year, including
internal and external claims handling costs that are directly related to the processing and settlement of claims and
policyholder bonuses declared. Changes in the gross valuation of insurance are also included. Death claims and
surrenders are recorded on the basis of notifications received. Maturities and annuity payments are recorded when due.

General insurance and health claims include all claims occurring during the year, whether reported or not, related
internal and external claims handling costs that are directly related to the processing and settlement of claims, a
reduction for the value of salvage and other recoveries, and any adjustments to claims outstanding from previous years.

2.21 Reinsurance claims

Reinsurance claims are recognised when the related gross insurance claim is recognised according to the terms of the
relevant contract.

2.22 Finance cost

Finance cost is recognised in the statement of profit or loss as it accrues and is calculated by using the EIR method.
Accrued interest is included within the carrying value of the interest bearing financial liability.

2.23 Employee benefits

The Company operates various post-employment schemes, including both defined benefit and defined contribution
pension plans and post employment benefits.

(a) Wages, salaries and annual leave

Wages, salaries, bonuses, other contributions, paid annual leave are accrued in the year in which the associated services
are rendered by employees of the Company.

g

Defined contribution plan

Defined contribution plans is a plan where an entity pays fixed contributions into a separate entity (a fund) and will have
no legal or constructive obligation to pay further contributions if the fund does not hold sufficient assets to pay all
employee benefits relating to employee service in the current and prior periods.

The Company operates two defined contribution plans;
i) pension scheme in line with the provisions of Ethiopian pension of private organisation employees proclamation
715/2011. Funding under the scheme is 7% and 11% by employees and the Company respectively;

ii) provident fund contribution, funding under this scheme is 7% and 11% by employees and the Company respectively
based on the employees' salary.

The Company has no further payment obligations once the contributions have been paid. Employer's contributions to
this scheme are charged to profit or loss in the year in which they relate.
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FOR THE YEAR ENDED 30 JUNE, 2020

(b) Defined benefit plan

The Company operates a defined benefit severance scheme in Ethiopia where members of staff who have spent 5
years or more in employment are entitled to benefit payments upon retiremtent. The benefit payments are based on
final emolument of staff and length of service. A defined benefit plan is a pension plan that is not a defined contribution
plan. Typically, defined benefit plans define an amount of gratuity benefit that an employee will receive on retirement
usually dependent on one or more factors such as age, years of service and compensation.

The liability or asset recognised in the statement of financial position in respect of defined benefit pension plans is the
present value of the defined benefit obligation at the end of the reporting period less the fair value of plan assets. The
defined benefit obligation is calculated annually by independent actuaries using the projected unit credit method.

The present value of the defined benefit obligation is determined by discounting the estimated future cash outflows
using interest rates of high-quality corporate bonds that are denominated in the currency in which the benefits will be
paid, and that have terms to maturity approximating to the terms of the related pension obligation.

The current service cost of the defined benefit plan, recognised in the income statement in employee benefit expense,
except where included in the cost of an asset, reflects the increase in the defined benefit obligation resulting from
employee service in the current year, benefit changes curtailments and settlements.

Past-service costs are recognised immediately in income. Actuarial gains and losses arising from experience adjustments
and changes in actuarial assumptions are charged or credited to equity in other comprehensive income in the period in
which they arise.

2.24 Fair value measurement

The Company measures financial instruments classified as available-for-sale at fair value at period end/or year end. Fair
value related disclosures for financial instruments and non-financial assets that are measured at fair value or where fair
values are disclosed are, summarised in the following notes:

o Disclosures for valuation methods, significant estimates and assumptions Note 4.7.1 and Notes 3
o Quantitative disclosures of fair value measurement hierarchy Note 4.7.2
« Financial instruments (including those carried at amortised cost) Note 4.7.3

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:

o In the principal market for the asset or liability, or
« 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 Company.
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ABAY INSURANCE S.C.
Notes to the Financial Statements

FOR THE YEAR ENDED 30 JUNE, 2020

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.

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 input that is significant to the fair value
measurement as a whole:

e level 1 — Quoted (unadjusted) market prices in active markets for identical assets or liabilities.

e Level 2 — Valuation techniques for which the lowest level input that is significant to the fair value measurement is
directly or indirectly observable.

e Level 3 — Valuation techniques for which the lowest level input that is significant to the fair value measuremt is
unobservable.

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 Company’s management determines the policies and procedures for both recurring fair value measurement, such as
available-for-sale financial assets.

For the purpose of fair value disclosures, the Company has determined classes of assets and liabilities on the basis of
the nature, characteristics and risks of the asset or liability and the level of the fair value hierarchy as explained above.

2.25 Provisions
Provisions are recognised when the Company has a present obligation (legal or constructive) as a result of a past event,
it is probable that an outflow of resources embodying economic benefits will be required to settle the obligation and a
reliable estimate can be made of the amount of the obligation. When the Company expects some or all of a provision to
be reimbursed, for example, under an insurance contract, the reimbursement is recognised as a separate asset, but only
when the reimbursement is virtually certain. The expense relating to a provision is presented in income statement net of
any reimbursement.

If the effect of the time value of money is material, provisions are discounted using a current pre-tax rate that reflects,
when appropriate, the risks specific to the liability. When discounting is used, the increase in the provision due to the
passage of time is recognised as other operating expenses.

2.26 Share capital

Incremental costs directly attributable to the issue of new shares or options or to the acquisition of a business are
shown in equity as a deduction, net of tax, from the proceeds. The excess of the issue price over the par value is
recorded in the share premium reserve.

2.26.1 Dividend
Dividend on the Company's ordinary shares are recognised in equity in the period in which they are approved by the
Company's shareholders. Dividend distribution to the Company’s shareholders is recognised as equity in the financial
statements in the period in which the dividend is paid to the Company’s shareholders.

2.27 Earnings per share
The Company presents basic and diluted earnings per share (EPS) for its ordinary shares. Basic EPS are calculated by
dividing the profit or loss attributable to ordinary shareholders of the Company by the weighted average number of
shares outstanding during the period.
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FOR THE YEAR ENDED 30 JUNE, 2020

2.28 Government grants
Government grants are recognised where there is reasonable assurance that the grant will be received and all attached
conditions will be complied with. When the grant relates to an expense item, it is recognised as income on a systematic
basis over the periods that the related costs, for which it is intended to compensate, are expensed. When the grant
relates to an asset, it is recognised as income in equal amounts over the expected useful life of the related asset.

When the insurance company receives grants of non-monetary assets, the asset and the grant are recorded at nominal
amounts and released to income statement over the expected useful life in a pattern of consumption of the benefit of
the underlying asset by equal annual instalments.

2.29 Leases

Leases of property, plant and equipment where the group, as lessee, has substantially all the risks and rewards of
ownership are classified as finance leases. Finance leases are capitalised at the lease’s inception at the fair value of the
leased property or, if lower, the present value of the minimum lease payments. The corresponding rental obligations, net
of finance charges, are included in other short-term and long-term payables. Each lease payment is allocated between
the liability and finance cost. The finance cost is charged to the profit or loss over the lease period so as to produce a
constant periodic rate of interest on the remaining balance of the liability for each period. The property, plant and
equipment acquired under finance leases is depreciated over the asset’s useful life or over the shorter of the asset’s
useful life and the lease term if there is no reasonable certainty that the group will obtain ownership at the end of the
lease term.

Leases in which a significant portion of the risks and rewards of ownership are not transferred to the group as lessee
are classified as operating leases. Payments made under operating leases (net of any incentives received from the lessor)
are charged to profit or loss on a straight-line basis over the period of the lease.

2.30 Income taxation

(a) Current income tax
The income tax expense or credit for the period is the tax payable on the current period’s taxable income based on the
applicable income tax rate adjusted by changes in deferred tax assets and liabilities attributable to temporary differences
and to unused tax losses.

The current income tax charge is calculated on the basis of the tax laws enacted or substantively enacted at the end of
the reporting period in Ethiopia. Management periodically evaluates positions taken in tax returns with respect to
situations in which applicable tax regulation is subject to interpretation. It establishes provisions where appropriate on
the basis of amounts expected to be paid to the tax authorities.
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ABAY INSURANCE S.C.
Notes to the Financial Statements

FOR THE YEAR ENDED 30 JUNE, 2020

(b) Deferred tax

Deferred tax is recognised on temporary differences arising between the tax bases of assets and liabilities and their
carrying amounts in the financial statements. However, deferred tax liabilities are not recognised if they arise from the
initial recognition of goodwill; deferred tax is not accounted for if it arises from initial recognition of an asset or liability
in a transaction other than a business combination that at the time of the transaction affects neither accounting nor
taxable profit or loss.

Deferred tax is determined using tax rates (and laws) that have been enacted or substantively enacted by the balance
sheet date and are expected to apply when the related deferred tax asset is realised or the deferred tax liability is
settled.

Deferred tax assets are recognised only to the extent that it is probable that future taxable profit will be available
against which the temporary differences can be utilised.

Deferred tax assets and liabilities are offset when there is a legally enforceable right to offset current tax assets against
current tax liabilities and when the deferred taxes assets and liabilities relate to income taxes levied by the same
taxation authority on either the same taxable entity or different taxable entities where there is an intention to settle the
balances on a net basis.

2.31 Segment reporting
A segment is a distinguishable component of the Company that is engaged in providing products or services (business
segment), or in providing products or services within a particular economic environment (geographical segment), which
is subject to risks and rewards that are different from those of other segments. The company's primary format for
segment reporting is based on business segment.

3 Significant accounting judgements, estimates and assumptions

The preparation of the Company’s financial statements requires management to make judgements, estimates and
assumptions that affect the reported amount of revenues, expenses, assets and liabilities, and the accompanying
disclosures, as well as the disclosure of contingent liabilities. Uncertainty about these assumptions and estimates could
result in outcomes that require a material adjustment to the carrying amount of assets or liabilities affected in future
periods.

Other disclosures relating to the Company’s exposure to risks and uncertainties includes:
« Capital management Note 4.6

« Financial risk management and policies Note 4
« Sensitivity analyses disclosures Note 4.5.2

3.1 Judgements

In the process of applying the Company's accounting policies, management has made the following judgements, which
have the most significant effect on the amounts recognised in the financial statements:
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3.2 Estimates and assumptions

The key assumptions concerning the future and other key sources of estimation at the reporting date, that have a
significant risk of causing a material adjustment to the carrying amounts of assets and liabilities within the next financial
year, are described below.

The Company based its assumptions and estimates on parameters available when the financial statements were
prepared. Existing circumstances and assumptions about future developments, however, may change due to market
changes or circumstances beyond the control of the Company. Such changes are reflected in the assumptions when
they occur.

Valuation of insurance contract liabilities

The liability for life insurance contracts is either based on current assumptions or on assumptions established at the
inception of the contract, reflecting the best estimate at the time together with a margin for risk and adverse deviation.
All contracts are subject to a liability adequacy test, which reflect management’s best current estimate of future cash
flows.

Certain acquisition costs related to the sale of new policies are recorded as deferred acquisition costs (DAC) and are
amortised to the consolidated statement of profit or loss over time. If the assumptions relating to future profitability of
these policies are not realised, the amortisation of these costs could be accelerated and this may also require additional
impairment write-offs to the consolidated statement of profit or loss.

The main assumptions used relate to mortality, morbidity, longevity, investment returns, expenses, lapse and surrender
rates and discount rates. The Group bases mortality and morbidity on standard industry Euroland and American
mortality tables which reflect historical experiences, adjusted when appropriate to reflect the Company’s unique risk
exposure, product characteristics, target markets and own claims severity and frequency experiences. For those
contracts that insure risk related to longevity, prudent allowance is made for expected future mortality improvements, as
well as wide ranging changes to life style, these could result in significant changes to the expected future mortality
exposure.

Non-life insurance contract liabilities

For non-life insurance contracts, estimates have to be made both for the expected ultimate cost of claims reported at
the reporting date and for the expected ultimate cost of claims incurred, but not yet reported, at the reporting date
(IBNR). It can take a significant period of time before the ultimate claims cost can be established with certainty and for
some type of policies, IBNR claims form the majority of the liability in the statement of financial position.

The ultimate cost of outstanding claims is estimated by using a range of standard actuarial claims projection
techniquesknown as Chain Ladder.

The main assumption underlying these techniques is that a Group’s past claims development experience can be used to
project future claims development and hence ultimate claims costs. As such, these methods extrapolate the
development of paid and incurred losses, average costs per claim and claim numbers based on the observed
development of earlier years and expected loss ratios. Historical claims development is mainly analysed by accident
years, but can also be further analysed by geographical area, as well as by significant business lines and claim types.
Large claims are usually separately addressed, either by being reserved at the face value of loss adjuster estimates or
separately projected in order to reflect their future development. In most cases, no explicit assumptions are made
regarding future rates of claims inflation or loss ratios. Instead, the assumptions used are those implicit in the historical
claims development data on which the projections are based.

Similar judgements, estimates and assumptions are employed in the assessment of adequacy of provisions for unearned
premium. Judgement is also required in determining whether the pattern of insurance service provide by a contract
requires amortisation of unearned premium on a basis other than time apportionment.
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ABAY INSURANCE S.C.
Notes to the Financial Statements

FOR THE YEAR ENDED 30 JUNE, 2020

Impairment losses on loans and receivables

The Company determines that available-for-sale equity financial assets are impaired when there has been a significant
or prolonged decline in the fair value below its cost. This determination of what is significant or prolonged requires
judgement. In making this judgement, the Company evaluates among other factors, the normal volatility in share price,
the financial health of the investee, industry and sector performance, changes in technology, and operational and
financing cash flow. Impairment may be appropriate when there is evidence of deterioration in the financial health of
the investee, industry and sector performance, changes in technology, and financing and operational cash flows.

Fair value measurement of financial instruments

When the fair values of financial assets and financial liabilities recorded in the statement of financial position cannot be
measured based on quoted prices in active markets, their fair value is measured using valuation techniques including the
discounted cash flow (DCF) model. The inputs to these models are taken from observable markets where possible, but
where this is not feasible, a degree of judgement is required in establishing fair values. Judgements include
considerations of inputs such as liquidity risk, credit risk and volatility. Changes in assumptions about these factors could
affect the reported fair value of financial instruments. See Note 4.7.2 for further disclosures.

Defined benefit plans

The cost of the defined benefit pension plan, long service awards, gratuity scheme and post-employment medical
benefits and the present value of these defined benefit obligations are determined using actuarial valuations. An
actuarial valuation involves making various assumptions that may differ from actual developments in the future. These
include the determination of the discount rate, future salary increases, mortality rates and future pension increases. Due
to the complexities involved in the valuation and its long-term nature, a defined benefit obligation is highly sensitive to
changes in these assumptions. All assumptions are reviewed at each reporting date.

Income taxes

Uncertainties exist with respect to the interpretation of complex tax regulations, changes in tax laws, and the amount
and timing of future taxable income. Given the long-term nature and complexity of existing contractual agreements,
differences arising between the actual results and the assumptions made, or future changes to such assumptions, could
necessitate future adjustments to tax income and expense already recorded. The amount of such provisions is based on
various factors, such as experience of previous tax audits and differing interpretations of tax regulations by the taxable
entity and the responsible tax authority.

Deferred tax assets are recognised for unused tax losses to the extent that it is probable that taxable profit will be
available against which the losses can be utilised. Significant management judgement is required to determine the
amount of deferred tax assets that can be recognised, based upon the likely timing and the level of future taxable profits
together with future tax planning strategies.

Liabilities arising from insurance contracts

Liabilities for unpaid claims are estimated on case by case basis.

The reserves made for claims fluctuate based on the nature and severity of the claim reported. Claims incurred but not
reported are dertermined using statistical analyses and the Company deem the reserves as adequate.
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4 Insurance and financial risk management

4.1 Introduction

Risk is inherent in the Company’s activities, but is managed through a process of ongoing identification, measurement and
monitoring, subject to risk limits and other controls. This process of risk management is critical to the Company’s continuing
profitability and each individual within the Company is accountable for the risk exposures relating to his or her responsibilities. The
Company is exposed to insurance and financial (credit, liquidity and market) risk. It is also subject to country risk and various
operating risks.

The independent risk control process does not include business risks such as changes in the environment, technology and industry.
The Company's policy is to monitor those business risks through the Company’s strategic planning process.

4.1.1 Risk management structure

Abay Insurance S. C. follows a five step process to Enterprise Risk Management (ERM) which is in line with the approaches of both
COSO (The Committee of Sponsoring Organizations of the Treadway Commission) and ISO (International Organization for
Standardization). The steps are establish context, identify risks, analyze risks, evaluate risks and address risks. The Board of Directors
is ultimately responsible for the company’s ERM policies and practices. The Chief Executive Officer is responsible for ensuring risks
are managed across all activities and supporting the implementation of the ERM framework. The ERM and Compliance manager is
responsible for establishing and monitoring the process for the management of risk throughout the company.

The Enterprise Risk Management (ERM) and Compliance Unit is responsible for implementing and maintaining risk related
procedures, independently assesses and monitor the level of risk assumed by the Company. Besides, the Risk Management Unit is
responsible for monitoring compliance with risk principles, policies and limits across the Company. It carries out an assessment of
risk on periodic basis to monitor the Company’s overall risk, including monitoring the risk of exposures against limits and the
assessment of risks of new products and structured transactions. Exceptions are reported, where necessary, to the Board’s Risk
Committee and the relevant actions are taken to address exceptions and any areas of weakness. The unit works closely with the
Management Risk Committees to ensure that procedures are compliant with the overall framework. The unit is functionally
responsible to the Board. The risk management has also reporting relationship with internal audit function. Internal audit function
among others ensures the effectiveness of the risk management function periodically. Internal Audit Function discusses the results
of its assessments with management, and reports its findings and recommendations to the Board Audit Committee.

The Finance & Investment Department is responsible for managing the financial assets, financial liabilities and the overall financial
structure. It is also primarily responsible for the funding and liquidity risks of the Company.

4.1.2 Risk measurement and reporting systems

The Company'’s risks are measured using a method that reflects both the expected loss likely to arise in normal circumstances and
unexpected losses, which are an estimate of the ultimate actual loss based on statistical model. The models make use of probabilities
derived from historical experience, adjusted to reflect the economic environment.

Monitoring and controlling risks is primarily performed based on limits established by the Company. These limits reflect the business
strategy and market environment of the Company as well as the level of risk that the Company is willing to accept, with additional
emphasis on selected regions. In addition, the Company measures and monitor the overall risk bearing capacity in relation to the
aggregate risk exposure across all risk types and activities.
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FOR THE YEAR ENDED 30 JUNE, 2020

4.1.3 Risk mitigation

4.2

The Company uses various risk mitigating techniques to reduce it's risk to the level acceptable. Risk controls and mitigants, identified
and approved for the Company, are documented for existing and new processes and systems.

The adequacy of these mitigants is tested on a periodic basis through administration of control self-assessment questionnaires, using
an operational risk management tool which requires risk owners to confirm the effectiveness of established controls. These are
subsequently reviewed as part of the review process.

Insurance risk

The principal risk the Company faces under insurance contracts is that the actual claims and benefit payments or the timing thereof,
differ from expectations. This is influenced by the frequency of claims, severity of claims, actual benefits paid and subsequent
development of long-term claims. Therefore, the objective of the Company is to ensure that sufficient reserves are available to
cover these liabilities.

The risk exposure is mitigated by diversification across a large portfolio of insurance contracts and geographical areas. The variability
of risks is also improved by careful selection and implementation of underwriting strategy guidelines, as well as the use of
reinsurance arrangements. the Company purchases reinsurance as part of its risks mitigation programme. Reinsurance ceded is
placed on both a proportional and non-proportional basis. The majority of proportional reinsurance is surplus which is taken out to
reduce the overall exposure of the Company to certain classes of business. Non-proportional reinsurance is primarily
excess-of-loss reinsurance designed to mitigate the Company’s net exposure to catastrophe losses. Retention limits for the
excess—-of-loss reinsurance vary by product line and territory.

Amounts recoverable from reinsurers are estimated in a manner consistent with the outstanding claims provision and are in
accordance with the reinsurance contracts. Although the Company has reinsurance arrangements, it is not relieved of its direct
obligations to its policyholders and thus a credit exposure exists with respect to ceded insurance, to the extent that any reinsurer is
unable to meet its obligations assumed under such reinsurance agreements. the Company’s placement of reinsurance is diversified
such that it is neither dependent on a single reinsurer nor are the operations of the Company substantially dependent upon any
single reinsurance contract.

Factors that aggravate insurance risk include lack of risk diversification in terms of type and amount of risk, geographical location
and type of industry covered.

Life insurance contracts

Life insurance contracts offered by the Company include: endowment, term assurance, and permanent health.

The main risks that the Company is exposed to are as follows:

» Mortality risk - risk of loss arising due to policyholder death experience being different than expected

» Morbidity risk - risk of loss arising due to policyholder health experience being different than expected

» Expense risk - risk of loss arising from expense experience being different than expected

» Policyholder decision risk - risk of loss arising due to policyholder experiences (lapses and surrenders) being different than
expected. These risks do not vary significantly in relation to the location of the risk insured by the Company, type of risk insured or
by industry.

The Company’s underwriting strategy is designed to ensure that risks are well diversified in terms of type of risk and level of insured
benefits. This is largely achieved through diversification across industry sectors and geography, the use of medical screening in order
to ensure that pricing takes account of current health conditions and family medical history, regular review of actual claims
experience and product pricing, as well as detailed claims’ handling procedures. Underwriting limits are in place to enforce
appropriate risk selection criteria. For example, the Company has the right not to renew individual policies, it can impose deductibles
and it has the right to reject the payment of fraudulent claims. Insurance contracts also entitle the Company to pursue third parties
for payment of some or all costs. the Company further enforces a policy of actively managing and promptly pursuing claims, in order
to reduce its exposure to unpredictable future developments that can negatively impact the Company.

30 June 2020
Gross Reinsurance Net
Birr'000 Birr'000 Birr'000
Endowment 62 62
Term assurance 572 572
Permanent Health 318 318
Total life insurance 952 - 952

ABAY INSURANCE S.C.
Notes to the Financial Statements

FOR THE YEAR ENDED 30 JUNE, 2020

30 June 2019

Gross Reinsurance Net

Birr'000 Birr'000 Birr'000
Endowment 148 148
Term assurance 466 466
Permanent Health 217 217
Total life insurance 831 - 831

Key assumptions

Material judgement is required in determining the liabilities and in the choice of assumptions. Assumptions in use are based on past
experience, current internal data, external market indices and benchmarks which reflect current observable market prices and other
published information. Assumptions and prudent estimates are determined at the date of valuation and no credit is taken for
possible beneficial effects of voluntary withdrawals. Assumptions are further evaluated on a continuous basis in order to ensure
realistic and reasonable valuations.

The key assumptions to which the estimation of liabilities is particularly sensitive are, as follows:

» Mortality and morbidity rates

Assumptions are based on standard industry and national tables, according to the type of contract written andthe territory in which
the insured person resides. They reflect recent historical experience and are adjusted when appropriate to reflect the Company’s
own experiences. An appropriate, but not excessive, prudent allowance is made for expected future improvements. Assumptions are
differentiated by sex, underwriting class and contract type.

An increase in rates will lead to a larger number of claims (and claims could occur sooner than anticipated), which will increase the
expenditure and reduce profits for the shareholders.

» Longevity

Assumptions are based on standard industry and national tables, adjusted when appropriate to reflect the Company’s own risk
experience. An appropriate, but not excessive, prudent allowance is made for expected future improvements. Assumptions are
differentiated by sex, underwriting class and contract type.

An increase in longevity rates will lead to an increase in the number of annuity payments made, which will increase the expenditure
and reduce profits for the shareholders.

» Expenses

Operating expenses assumptions reflect the projected costs of maintaining and servicing in-force policies and associated overhead
expenses. The current level of expenses is taken as an appropriate expense base, adjusted for expected expense inflation if
appropriate.

An increase in the level of expenses would result in an increase in expenditure, thereby reducing profits for the shareholders.

» Discount rate

Life insurance liabilities are determined as the sum of the discounted value of the expected benefits and future administration
expenses directly related to the contract, less the discounted value of the expected theoretical premiums that would be required to
meet these future cash outflows. Discount rates are based on current industry risk rates, adjusted for the Company's own risk
exposure.

A decrease in the discount rate will increase the value of the insurance liability and therefore reduce profits for the shareholders.

Sensitivities

The following analysis is performed for reasonably possible movements in key assumptions with all other assumptions held constant,
showing the impact on gross and net liabilities, profit before tax and equity. The correlation of assumptions will have a significant
effect in determining the ultimate claims liabilities, but to demonstrate the impact due to changes in assumptions, assumptions had
to be changed on an individual basis.

It should be noted that movements in these assumptions are non-linear. Sensitivity information will also vary according to the
current economic assumptions, mainly due to the impact of changes to both the intrinsic cost and time value of options and
guarantees. When options and guarantees exist, they are the main reason for the asymmetry of sensitivities.
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ABAY INSURANCE S.C.
Notes to the Financial Statements

FOR THE YEAR ENDED 30 JUNE, 2020

Mortality rate

Expenses

Lapse and surrenders rate
Investment return/discount rate

Mortality rate

Expenses

Lapse and surrenders rate
Investment return/discount rate

Non- life insurance contracts

Change in assumptions
+10%
+10%
1%
+10%

Change in assumptions
+10%
+10%
+10%
+1%

30-Jun-20
Best
estimate Increase Decrease
Birr'000 Birr'000 Birr'000
7,810 8 (8)
7,810 38 (36)
7,810 (48) 49
7,810 (155) 167
30-Jun-19
Best Increase Decrease
estimate
Birr'000 Birr'000 Birr'000
6,006 1 (1)
6,006 13 (11)
6,006 (30) 31
6,006 (44) 51

The Company principally issues the following types of general insurance contracts: engineering& energy, general liability, marine and
transit, motor, personal accident, pecuniary, fire and lightening, workmen compensation, aviation. Risks under non-life insurance

policies usually cover twelve months duration.

For general insurance contracts, the most significant risks arise from climate changes, natural disasters and terrorist activities. For
longer tail claims that take some years to settle, there is also inflation risk. For healthcare contracts, the most significant risks arise
from lifestyle changes, epidemics and medical science and technology improvement.

The table below sets out the concentration of non-life insurance contract liabilities by type of contract:

Engineering & Energy
General liability

Marine and Transit
Motor

Personal accident
Pecuniary

Fire and Lightening
Workmen Compensation
Aviation

Total non-life insurance

Engineering & Energy
General liability

Marine and Transit
Motor

Personal accident
Pecuniary

Fire and Lightening
Workmen Compensation
Aviation

Total non-life insurance

30 June 2020
Gross Reinsurance Net

Birr'000 Birr'000 Birr'000
33,731 (23,939) 9,792
14,832 (9,540) 5292
7,818 (3,901) 3,917
148,147 (13,078) 135,069
29,142 (23,559) 5,583
107,474 (41,552) 65,922
11,153 (5,182) 5971
2,744 (107) 2,637
355,041 (120,858) 234,183

30 June 2019

Gross Reinsurance Net

Birr'000 Birr'000 Birr'000
24,309 (16,810) 7,499
13,131 (9,099) 4,032
5,072 (1,841) 3,231
161,080 (13,312) 147,768
18,337 (13,518) 4,819
74,183 (31,840) 42,343
9,292 (4,536) 4,756
3,347 (151) 3,196
308,751 (91,107) 217,644

ABAY INSURANCE S.C.
Notes to the Financial Statements

FOR THE YEAR ENDED 30 JUNE, 2020

Key assumptions

The principal assumption underlying the liability estimates is that the Company’s future claims development will follow a similar
pattern to past claims development experience. This includes assumptions in respect of average claim costs, claim handling costs,
claim inflation factors and claim numbers for each accident year. Additional qualitative judgements are used to assess the extent to
which past trends may not apply in the future, for example: one-off occurrence; changes in market factors such as public attitude to
claiming, economic conditions, as well as internal factors such as portfolio mix, policy conditions and claims handling procedures.
Judgement is further used to assess the extent to which external factors such as judicial decisions and government legislation affect

the estimates.

Sensitivities

to be changed on an individual basis.

It should be noted that movements in these assumptions are non-linear.

Average claim cost

Average number of claims

Average claim cost

Average number of claims

Claims development table

accident year at each reporting date, together with cumulative payments to date.

Gross non-life insurance contract outstanding claims provision for 2020:

Accident year

2016
2017
2018
2019
2020

Cumulative Incurred
IBNR

The following analysis is performed for reasonably possible movements in key assumptions with all other assumptions held constant,
showing the impact on gross and net liabilities, profit before tax and equity. The correlation of assumptions will have a significant
effect in determining the ultimate claims liabilities, but to demonstrate the impact due to changes in assumptions, assumptions had
Change in liability
30 June 2020 30 June 2019
Change in assumptions Birr'000 Birr'000
+10% 36,518 30,841
+10% 36,518 30,841
Change in liability
30 June 2020 30 June 2019
Change in assumptions Birr'000 Birr'000
-10% (36,448) (31,501)
-10% (36,448) (31,501)
The following tables show the estimates of cumulative incurred claims, including both claims notified and IBNR for each successive
2016 2017 2018 2019 2020 Total
Birr'000 Birr'000 Birr'000 Birr'000 Birr'000 Birr'000
110,626 94,536 111,778 117,650 145,273 579,863
712 1,441 1,841 4,538 - 8,531
449 41 848 1,338
735 400 1,135
7,623 7,623
120,144 96,418 114,466 122,188 145,273 598,490
120,144 96,418 114,466 122,188 145,273 598,490
- - 24 5,624 16,827 22,475
120,144 96,418 114,490 127,812 162,100 620,965

Ultimate Claims Projected
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ABAY INSURANCE S.C.

Notes to the Financial Statements

FOR THE YEAR ENDED 30 JUNE, 2020

Gross non-life insurance contract outstanding claims provision for 2019:

2014 2015 2016 2017 2018 2019 Total
Accident year Birr'000 Birr'000 Birr'000 Birr'000 Birr'000 Birr'000 Birr'000
2013 16,547 42,155 88,046 101,262 92,924 132,592 473,527
2014 63 552 745 708 1,634 2,201.75 5,905
2015 110 17 54 459 73 - 714
2016 60 43 4 135 - 241
2017 - - - - -
2018 48 48
2019 34 34

16,861 42,768 88,849 102,564 94,632 134,794 480,469
Cumulative Incurred 16,861 42,768 88,849 102,564 94,632 134,794 480,469
IBNR - - - - 749 10,603 11,352
Ultimate Claims Projected 16,861 42,768 88,849 102,564 95,381 145,397 491,821

4.3 Financial risk
Financial instruments by category

The Company's financial assets are classified into the following measurement categories: available-for-sale and loans and receivables
and the financial liabilities are classified into other liabilities at amortised cost.

Financial instruments are classified in the statement of financial position in accordance with their legal form and substance.

The Company's classification of its financial assets is summarised in the table below:

30 June 2020

Cash and bank balances
Investment securities:

- Available for sale

- Loans and receivables
Trade receivables
Other assets

Statutory deposit

Total financial assets

30 June 2019

Cash and bank balances
Investment securities:

- Available for sale

- Loans and receivables
Trade receivables
Other assets

Statutory deposit

Total financial assets

4.4  Credit risk

Notes

Notes

Available- Loans and
For-Sale receivables Total
Birr'000 Birr'000 Birr'000
304,321 304,321
106,900 106,900
108,814 108,814
9,346 9,346
41,018 41,018
106,900 463,499 570,399
Available- Loans and Total
For-Sale receivables
Birr'000 Birr'000 Birr'000
298,631 298,631
63,608 63,608
75,822 75,822
6,864 6,864
31414 31414
63,608 412,731 476,339

Credit risk is the risk of financial loss resulting from the failure of a debtor to honour its obligations to the company. It includes

defaults related to fixed income investments like.

reinsurers and sundry debtors.

lie.of bonds, outstanding premiums, staff loan, amounts that are due from

54  ABAY INSURANCE S.C.
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44,1 Management of credit risk

The company measures credit risk by considering the following points; Ratio of total debtors to statutory equity should be less than
50%; Ratio of due from reinsurers to statutory equity should be less than the same ratio computed at industry level; Investment in
treasury bills/bonds and bank deposits should be more than 65% of admitted assets for general insurance business and more than
50% of admitted assets for long term insurance businesses; Aggregate bank deposits held with any one bank shall not exceed 25%
of total admitted assets for both general insurance and long term insurance businesses.

The company does not hold collateral or any other enhancements against any of its receivables as at 30 June 2020.

The Company has placed more responsiveness on effective management of credit risk exposure that relates to trade receivables. In
general, the regulator has laid great emphasis on “No Premium, No Cover” and this has positively changed the phase of credit
management within the industry. The Company defines credit risk as the risk of counterparty’s failure to meet its contractual
obligations. Credit risk arises from insurance cover granted to parties with payment instruments or payments plan issued by stating
or implying the terms of contractual agreement. The Company has placed stringent measures to guard against credit default. The
Company’s credit risk exposure to brokered business is very low as the Company does not allow brokers receive premium on its
behalf.

The Company has made full provision of all its trade receivables that it had before the "No Premium, No Cover" policy.

Impairment model

Premium debtors are measured at amortized cost, less provision for impaired receivables. Under IFRS, an asset is impaired if the
carrying amount is greater than the recoverable amount. The standard favours the use of the incurred loss model in estimating the
impairment of its receivables. By the provisions of IAS 39, the impairment of the premium debtors is to be assessed at two different
levels, individually or collectively. However, based on National Bank of Ethiopia’s “No Premium No Cover " guidelines which state
that “all insurance covers shall be provided on a strict ‘no premium no cover’ basis”, only cover for which payment has been received
shall be booked.

4.4.2 Maximum exposure to credit risk before collateral held or credit enhancements
(a) Types of credit exposure

The Company's maximum exposure to credit risk at 30 June 2020 and 30 June 2019 respectively, is represented by the carrying
amounts in the statement of financial position. The maximum exposure is shown gross, before the effect of mitigation.

30 June 2020 30 June 2019
Birr'000 Birr'000

Cash and bank balances 304,321 298,631
Investment securities:

- Available for sale 106,900 63,608
- Loans and receivables - -
Trade receivables 108,814 75,822
Reinsurance assets 93,646 74,440
Other assets 9,346 6,864
Statutory deposit 41,018 31414
Total maximum exposure 664,045 550,779

4.4.3 Credit quality analysis

(a) Credit quality of cash and cash equivalents

The credit quality of cash and bank balances and shor_t:t\erm investments that were neither past due nor impaired at as 30 June
2020 and, 30 June 2019 and are held in Ethi een classified as non-rated as there are no credit rating agencies in
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ABAY INSURANCE S.C.
Notes to the Financial Statements

FOR THE YEAR ENDED 30 JUNE, 2020

(b) Investment securities

The Company's investment portfolio is exposed to credit risk through its fixed income and money market instruments. The Company
further manages its exposure to credit risk through counterparty risk via established limits as approved by the Board. All fixed
income investments are measured for performance on a quarterly basis and monitored by management. The credit risk exposure

associated with money market investments is low.

(c) Credit quality of reinsurers assets

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

renewal of the reinsurance contract.

(d) Credit quality of other financial assets

30 June 2020

Trade receivables:

Due from policy holders

Due from re-insurers

Gross

Less: Impairment allowance (note 19a)

Net

Other assets
Staff loan
Staff saving
Staff debtors
Other debtors

Gross
Less: Impairment allowance (note 19a)
Net

Neither past Past due
due nor but not
impaired impaired Impaired Total
Birr'000 Birr'000 Birr'000 Birr'000
- 440 440
108,814 - 108,814
108,814 440 109,254
- (440) (440)
108,814 - 108,814
Neither past Past due
due nor but not
impaired impaired Impaired Total
Birr'000 Birr'000 Birr'000 Birr'000
5,829 5,829
260 260
646 646
2,611 2,611
9,346 - 9,346
9,346 - 9,346

56 ABAY INSURANCE S.C.

|0 Yeres

Yt okl Spvie!

ABAY INSURANCE S.C.
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Neither past Past due

due nor but not
impaired impaired Impaired Total
30 June 2019 Birr'000 Birr'000 Birr'000 Birr'000
Trade receivables:
Due from policy holders - - 440 440
Due from re-insurers 75,821 - - 75,821
Gross 75,821 - 440 76,261
Less: Impairment allowance (note 19a) - - (440) (440)
Net 75,821 - - 75,821
Neither past Past due
due nor but not
impaired impaired Impaired Total
Birr'000 Birr'000 Birr'000 Birr'000
Other assets
Staff loan 4,360 4,360
Staff saving 260 260
Staff debtors 490 - - 490
Other debtors 1,754 1,754
6,864 - - 6,864
Gross
Less: Impairment allowance (note 19a)
Net 6,864 - - 6,864

Trade receivables - neither past due nor impaired

The credit quality of the portfolio of trade receivables that were neither past due nor impaired can be assessed by reference to the
customer's ability to pay based on loss experience. Trade receivables in this category are receivables from contract holders
(government customers) that are past due for less than 30 (thirty) days.

Trade receivables that have been classified as neither past due nor impaired are assessed on a collective basis.

Other assets

Other assets balances constitute, interest receivables, staff loan, staff saving, staff debtors and other debtors. The Company has an
internal system of assessing the credit quality of other receivables through established policies and approval systems. The Company
constantly monitors its exposure to these receivables via periodic performance review. The Company further manages its exposure
to credit risk through deduction of transactions at source. The exposure to credit risk associated with other receivables is low.
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4.4.4 Allowance for impairment

The Company establishes an allowance for impairment losses that represents its estimate of incurred losses in its loan portfolio. The
main components of this allowance are a specific loss component that relates to individually significant exposures, and a collective
loan loss allowance, established for Companies of homogeneous assets in respect of losses that have been incurred but have not
been identified on receivables subject to individual assessment for impairment.

30 June 2020 30 June 2019

Birr'000 Birr'000
Due from policy holders 440 440
Other assets - -
Total allowance for impairment 440 440

4.5  Liquidity risk

Liquidity risk is the risk that the Company is unable to meet its maturing obligations when they become due, at reasonable cost and
in a timely manner. Liquidity risk arises because of the possibility that the Company might be unable to meet its payment obligations
when they fall due as a result of mismatches in the timing of the cash flows under both normal and stress circumstances. Such
scenarios could occur when funding needed for illiquid asset positions is not available to the Company on acceptable terms. It is
measured based on the following standards: the ratio of total current liabilities to total current assets (liquidity ratio) should be less
than 105%; the ratio of net claims incurred to net earned premium (claims ratio) should be less than 70%.

4.5.1 Management of liquidity risk

Cash flow forecasting is performed by the finance department. The finance department monitors rolling forecasts of liquidity
requirements to ensure it has sufficient cash to meet operational needs. The Company evaluates its ability to meet its obligations on
an ongoing basis. Based on these evaluations, the Company devises strategies to manage its liquidity risk.

Prudent liquidity risk management implies that sufficient cash is maintained and that sufficient funding is available to meet its
liabilities when due, under both normal and stressed conditions, without incurring unacceptable losses or risk damage to the
Company's reputation.

4.5.2 Maturity analysis of financial liabilities

The table below analyses the Company’s financial liabilities into relevant maturity groupings based on the remaining period at the
statement of financial position date to the contractual maturity date. The cash flows presented are the undiscounted amounts to be
settled in future.

0-1 year 1-3years  3-5vyears > 5 years Total
30 June 2020 Birr'000 Birr'000 Birr'000 Birr'000 Birr'000
Insurance contract liabilities 321,422 9,764 331,186
Trade payables 134,708 134,708
Other liabilities 19.270 35,595 54,865
Total financial liabilities 475,400 45,359 - - 520,759

0-1 year 1-3years  3-5years > 5 years Total
30 June 2019 Birr'000 Birr'000 Birr'000 Birr'000 Birr'000
Insurance contract liabilities ~295,475 6,953 302,428
Trade payables ‘T‘M:Q,%\ 114,012
Other liabilities Mb%i 17,958 62,638

Total financial liabilities 479,078

— e — — — ——
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4.6

4.6.1

Market risk

Market risk is defined as the risk of loss risk that the fair value or future cash flows of a financial instrument will fluctuate because of
changes in market risk factors such as interest rates, foreign exchange rates, equity prices, credit spreads and their volatilities.
Market risk can arise in conjunction with trading and non-trading activities of a financial institutions. The standard for determining
the level of market risk is stated as follows: the ratio of investment in shares to admitted assets should be less than 15% for both
general insurance and long term insurance businesses; the ratio of investment in real estate to admitted assets should be less than
10% for general insurance business and less than 25% for long term insurance business.

The Company does not ordinarily engage in trading activities as there are no active markets in Ethiopia.

Management of market risk

The main objective of Market Risk Management is to manage and control market risk exposures within acceptable parameters, while

optimising the return on risk.

Market risk is monitored by the risk management department on regularly, to identify any adverse movement in the underlying

variables.
Interest rate risk

Interest rate risk is the risk that the value of a financial instrument will be affected by changes in market interest rates. Borrowings

obtained at variable rates give rise to interest rate risk.

The Company's exposure to the risk of changes in market interest rates relates primarily to the Company’s obligations and financial
assets with floating interest rates. The Company is also exposed on fixed rate financial assets and financial liabilities. The Company’s
investment portfolio is comprised of fixed time deposit, shares, Ethiopian government bonds and cash deposits.

The table below sets out information on the exposures to fixed and variable interest instruments.

30 June 2020 Fixed Non-interest Total
bearing

Birr'000 Birr'000 Birr'000
Assets
Cash and bank balances 304,321 304,321
Investment securities: -
- Available for sale 106,900 106,900
- Loans and receivables - -
Trade receivables - 108,814 108,814
Statutory deposit 41,018 - 41,018
Total 345,339 215,714 561,053
Liabilities
Trade payables 134,708 134,708
Other liabilities 15,881 15,881
Total 150,589 150,589
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30 June 2019

Assets

Cash and bank balances
Investment securities:

- Available for sale

- Loans and receivables
Trade receivables
Statutory deposit

Total

Liabilities

Debt securities issued
Borrowings

Trade payables

Other liabilities

Total

(i) Foreign exchange risk

Fixed Non-interest Total
bearing

Birr'000 Birr'000 Birr'000

298,631 298,631

63,608 63,608

- 75,822 75,822

31414 - 31414

330,045 139,430 469,475

114,012 114,012

38,702 38,702

152,714 152,714

Foreign exchange risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate due to the changes in

foreign exchange rates.

The Company is not exposed to exchange rate risks as the Company does not have balances and transactions denominated in a

currency other than the Ethiopian Birr.

47  Capital management

The Company's objectives when managing capital are to comply with the capital requirements set by the National Bank of Ethiopia,
safeguard its ability to continue as a going concern, and to maintain a strong capital base so as to maintain investor, creditor and

market confidence and to sustain future development of the business.

4.7.1 Margin of Solvency ratio

According to the Licensing & Supervision of Insurance Business Margin of Solvency Directives No. SIB/45/2016 of the National
Bank of Ethiopia, an insurer carrying on general insurance business shall keep admitted capital amounting to the highest of 25% of
its technical provisions, or 20% of the net written premiums in the last preceding financial year, or the minimum paid capital. An
insurer carrying on long term insurance business shall keep admitted capital amounting to the higher of 10% of technical provisions

or the minimum paid up capital.

Margin of Solvency ratio is the excess of assets over liabilities to be maintained for General Insurance Business and Long-term

Insurance Business. Admissable assets and liabilities stated below is in accordance with Margin of Solvency Directives No.

SIB/45/2016.
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A Admissable assets
Cash and bank balances
Investment securities:
- Available for sale
- Loans and receivables
Trade receivables
Reinsurance assets
Deferred acquisition cost
Other assets
Property, plant and equipment
Statutory deposit
Excluded assets:
Prepaid Expense
Furniture & Fixture
Sundry Debtors

B  Admissable liabilities
Insurance contract liabilities
Trade payables
Other liabilities
Current income tax liabilities
Retirement benefit obligations
Deferred tax liabilities

C  Admitted capital (A-B)
D Net premium
E  Techical Provision
Solvency Margin
F  Limit of net premiume
20% of net premium
G Limit of technical provision
25% technical provisoin.
H  Minimum paid up capital
Since C >H, Positive Solvency margin

4.8  Fair value of financial assets and liabilities

30 June 2020 30 June 2019
Birr'000 Birr'000
304,321 298,631
106,200 63,608
108,814 75,822

93,646 74,440
5,783 4,817
17,455 14,684
177,676 164,661
41,018 31,414
(1,119) (2,850)
(2,066) (1,918)
(14,037) (12,756)
838,391 710,553
331,186 294,385
134,708 114,012
54,865 62,638
- 965
1,133 762
3,990 2,555
525,882 475,317
312,509 235,236
177,997 173,632
331,186 294,385
35,599 34,726
82,797 73,596
75,000 75,000

IFRS 13 requires an entity to classify measured or disclosed fair values according to a hierarchy that reflects the significance of

observable inputs.

All assets and liabilities for which fair value is measured or disclosed in the financial statements are categorised within the fair value
hierarchy, which comprises of three levels as described below, based on the lowest level input that is significant to the fair value

measurement as a whole.
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4.8.1 Valuation models

IFRS 13 specifies a hierarchy of valuation techniques based on whether the inputs to those valuation techniques are observable or
unobservable. Observable input reflect market data obtained from independent sources; unobservable inputs reflect the Company's

market assumptions.

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 input that is significant to the fair value measurement as a whole.

e Level 1: Inputs that are quoted market prices (unadjusted) in active markets for identical assets or liabilities.

e Level 2: Inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either directly (i.e. as
prices) or indirectly (i.e. derived from prices) .This category includes instruments valued using: quoted market prices in active markets
for similar instruments; quoted prices for identical or similar instruments in markets that are considered less than active, or other
valuation technique in which all significant inputs are directly or indirectly observable from market data.

In conclusion, this category is for valuation techniques for which the lowest level input that is significant to the fair value

measurement is directly or indirectly observable.

e Level 3: Inputs for the asset or liability that are not based on observable market data (unobservable inputs). This category includes
all assets and liabilities for which the valuation technique includes inputs not based on observable date and the unobservable inputs
have a significant effect on the asset or liability's valuation. This category includes instruments that are valued based on quoted
prices for similar instruments for which significant unobservable adjustments or assumptions are required to reflect differences

between the instruments.

4.8.2 Financial instruments not measured at fair value

The following table summarises the carrying amounts of financial assets and liabilities at the reporting date by the level in the fair
value hierarchy into which the fair value measurement is categorised. The amounts are based on the values recognised in the

statement of financial position.

Financial assets

Cash and bank balances
Investment securities:

- Available for sale

- Loans and receivables
Trade receivables
Other assets

Statutory deposit

Total

Financial liabilities
Trade payables

Debt securities issued
Borrowings

Other liabilities

Total

4.8.3 Fair value methods and assumptions
Loans and advances to customers
Trade receivables are carried at amortis

amount of estimated future cash flo
determine fair value.

Investment securities

30 June 2020 30 June 2019
Carrying Fair value  Carrying amount Fair value
amount
Birr'000 Birr'000 Birr'000 Birr'000
304,321 304,321 298,631 298,631
106,900 106,900 63,608 63,608
108,814 108,814 75,822 75,822
9,346 9,346 6,864 6,864
41,018 41,018 31414 31414
570,399 570,399 476,339 476,339
134,708 134,708 114,012 114,012
15,881 15,881 38,702 38,702
150,589 150,589 152,714 152,714
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Notes to the Financial Statements

FOR THE YEAR ENDED 30 JUNE, 2020

Government Bonds are classified as loans and receivables and are measured at amortised cost. At inception, the fair value of the

bond is the consideration paid and is adjusted for transaction costs.

4.8.4 Valuation technigue using significant unobservable inputs - Level 3

The Company has no financial asset measured at fair value on subsequent recognition.

4.8.5 Transfers between the fair value hierarchy categories

During the three reporting periods covered by these annual financial statements, there were no movements between levels as a
result of significant inputs to the fair valuation process becoming observable or unobservable.

4.9  Offsetting financial assets and financial liabilities

There are no offsetting arrangements except proportional reinsurance arrangements.

5  Segment information

Segment information is presented in respect of the Company's business segments which represents the primary segment reporting

format and is based on the Company's management and reporting structure.

Revenue in these segments is derived primarily from insurance premium and investment income. Expenses for corporate units that
render services for all business segments are initially paid by the general business segment and transferred to other business units at
cost price. The expenses are allocated based on service man hours rendered by the corporate units to the various business

segments.

Business segments

The Company operates the following main business segments:

Non- life (General) Business- Includes general insurance transactions with individual and corporate customers.

Life Business- Includes life insurance policies with individual and corporate customers.

The segment information for the reporting segments for the year ended 30 June 2020 is as follows:

Statement of Financial Position - 30 June 2020

General
Business Life Business Total
Birr'000 Birr'000 Birr'000
ASSETS
Cash and bank balances 280,517 23,804 304,321
Investment securities: -
- Available for sale 106,900 106,900
- Loans and receivables - -
Trade receivables 108,814 108,814
Reinsurance assets 93,646 93,646
Deferred acquisition cost 5,783 - 5,783
Other assets 17,205 250 17,455
Intangible assets 4,619 - 4,619
Deferred tax asset - - -
Property, plant and equipment 177277 399 177,676
Statutory deposit 38.018 3.000 41,018
Total assets 832,779 27,453 860,232
LIABILITIES
Insurance contract liabilities 321,071 10,115 331,186
Trade payables 133,364 1,344 134,708
Other liabilities 54,677 188 54,865
Current income tax liabilities (642) 1,319 677
Branch account 11,159 (11,159) -
Retirement benefit obligations 1,133 - 1,133
Deferred tax liabilities 3.990 3.990
Total liabilities 524,752 1,807 526,559
— o -

62 ABAY INSURANCE S.C.

|0 Yeres

Yt okl Spvie!

() aon+%

NANTIR99% A5 et

ANNUAL REPORT 2019-20

63

L.

e
Wt
- -'-'J-Eﬁﬁﬂ-

fah

bt
G

e
G

R
iy

)
e
bt
G

-:4:-:?
L. E&E o R

£
o
o
S

-

it
St

bt

AR

<
L

o
R e e T

e
*
L. E‘}E o

_:::. e
P
i
<
i
et

o
<>
ity

W
G
2
S

E
&
i

b
ik
o

R
-=.'=-
-
Wt
<

oL
bt
"

e
»
.
O N L L

>
bt
A

1},:_-:_'1} k)
b
'E}{:-.-'-.{:.

o

L R B B B e

s e e
,:_-:_'l.':'
b
{?{:..-' 5

R
S

¢.
S

L5
bt
G

>

A,
s
Ll

o
i
i
2

L5
bt
G

{=-_i____{=-{=-=.'=-

L

2
e

2
'\:::::'-'.}'-'- o

e
¢
.-'.:.‘-.{}

Gt
bt

&
=
&
i

e
7

o

:i*fffi 0

Gt
ks

e
r
o

-~

GE)

S
8
A%

el
G
e
'\::::.iﬂ.flﬁi o R

oy
o
ks

S
':::::}__.-'-..
i
L e

A
PR T LR S

-=.'=-

bt
e
bt
G

o
-
-

:___ﬂ.':-



e
P
e

S

e
e
¢
B

e
{?{‘%}}{3
E}{}

i
T
&

%

bt
L

I
s,
ST
> %
s :
e
S
E‘f&‘}ﬁ‘}c}ﬁ;
s
e
R
ﬁ}ﬂ}{%
RN
N
5“'<:-¢-{:
E{fﬂ}{}ﬁi}c}ﬁ
RN
N
e
Sorel
¢
PR
e
e,
Efe}*} *}c}ﬁ;
e
D __.;.___-=.‘=-___:
- {:--\.__-.-.- _:}1':
gfé}*} *}e}ﬁg
AR
e
S
E‘fe}‘} ‘}e}‘_}:;
%} c}g{rj
i i
S
o
%} c}g{rj
oy o
i .
PR

ey
o
i

¢.:-:-l::j}$..

e
el
S
AN
T

b
o
o
5
E:'{i'_ o

-,

ABAY INSURANCE S.C.
Notes to the Financial Statements

FOR THE YEAR ENDED 30 JUNE, 2020

EQUITY

Share capital
Share premium
Retained earnings
Legal reserve

Total equity
Total equity and liabilities
Statement of Financial Position - 30 June 2019

ASSETS

Cash and bank balances
Investment securities:

- Available for sale

- Loans and receivables
Trade receivables
Reinsurance assets
Deferred acquisition cost
Other assets

Intangible assets
Deferred tax asset

Property, plant and

Total assets
LIABILITIES

Insurance contract liabilities
Trade payables

Other liabilities

Current income tax liabilities
Branch account

Retirement benefit obligations
Deferred tax liabilities

Total liabilities
EQUITY

Share capital
Share premium

Retained earnings
Legal reserve

Total equity

Total equity and liabilities

214,308 20,000 234,308
1,081 270 1,351
58,399 5376 63,775
34,239 - 34,239
308,027 25,646 333,673
832,779 27,453 860,232
General
Business Life Business Total
Birr'000 Birr'000 Birr'000
281,201 17,430 298,631
63,608 63,608
75,822 75,822
74,440 74,440
4,817 - 4,817
14,458 226 14,684
4,619 - 4,619
(234) 1,196 965
164,261 400 164,661
28414 3.000 31414
711,406 22,252 733,662
288,570 5815 294,385
113,498 514 114,012
62,459 179 62,638
11,471 (11,471) -
762 - 762
2,555 2,555
479,315 (4,963) 474,352
160,000 20,000 180,000
1,081 270 1,351
42,908 6,945 49,856
28,102 - 28,102
232,091 27,215 259,309
711,406 22,252 733,662

The consolidated financial data for the reporting segments for the year ended 31 July 2020 is as follows:

l equipment
i Statutory deposit
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Gross premium written
Gross premium income
Reinsurance expenses
Net premium income

Fee and commission income
Net underwriting income

Claims expense paid

Claims expenses recoverable
Gross change in contract liabilities
Net claims expenses

Underwriting commission expenses

Total underwriting expenses
Underwriting profit

Investment income
Other operating income

Net income

Impairment reversal/(Impairment) on trade receivables
Depreciation and impairment of property, plant and equipment
Impairment on other assets

Employee benefit expense

Other operating expenses

Profit before tax from reportable segments

Actuarial value of policy holders liability

Income tax expense
Profit for the year

Assets and liabilities
Total assets

Total liabilities

Net assets/(liabilities)

External revenue

Net premium earned

Net fees and commission

Other income

Total segment revenue

Reportable segment profit before tax
Reportable segment assets
Reportable segment liabilities

30 June 2020

() aon+%

NANTIR99% A5 et

General

Business Life Business Total
Birr'000 Birr'000 Birr'000

259,752 10,795 270,547
248,918 10,795 259,713
(77,615) (1,310) (78,925)
171,308 9,485 180,788
28,555 481 29.036
199,858 9,966 209,824
103,022 3,933 106,955
(31,235) 0 (31,235)
21,049 855 21,904
92,836 4,788 97,624
11,542 218 11,760
104,378 5,006 109,384
95,481 4,960 100,441
35,987 2,540 38,527
4,078 - 4,078
135,546 7,500 143,046
(1) (1)
(8,407) 4 (8,403)
(38,666) (745) (39,411)
(20,297) (62) (20,359)
68,175 6,697 74,872
68,175 6,697 74,872
(10,532 (1.317) (11.849)
57,643 5,380 63,023
832,779 27,453 860,232
524,755 1,807 526,559
308,024 25,646 333,673
171,303 9,485 180,788
28,555 481 29,036
40,065 2,540 42,605
239,923 12,506 252,429
57,643 5,380 63,023
832,779 27,453 860,232
524,755 1,807 526,562
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ABAY INSURANCE S.C.
Notes to the Financial Statements

FOR THE YEAR ENDED 30 JUNE, 2020

Gross premium income
Premiums ceded to reinsurers
Net premium income

Fee and commission income
Net underwriting income

Claims expenses

Claims expenses recoverable
Gross change in contract liabilities
Net claims expenses

Underwriting expenses

Total underwriting expenses
Underwriting profit

Investment income

Other operating income
Net income

Depreciation and impairment of property, plant and equipment
Impairment on other assets
Employee benefit expense

Other operating expenses

Profit before tax from reportable segments

Actuarial value of policyholders liability
Income tax expense

Profit for the year

Assets and liabilities
Total assets

Total liabilities

Net assets/(liabilities)

External revenue

Net premium earned

Net fees and commission

Other income

Total segment revenue

Reportable segment profit before tax
Reportable segment assets
Reportable segment liabilities

E
i Impairment reversal/(Impairment) on trade receivables

30 June 2019

General

Business Life Business Total
Birr'000 Birr'000 Birr'000
233,953 8,828 242,781
(64,258) (52¢) (64,784)
169,695 8,302 177,997
22272 153 22425
191,967 8,455 200,422
88,251 2262 90,513
(26,022) - (26,022)
38,225 505 38,730
100,454 2,767 103,221
9,986 392 10,378
110,440 3,159 113,599
81,527 5,296 86,823
31,812 1,270 33,082
2509 - 2,509
115,848 6,566 122,414
0 0 -

(5,954) (142) (6,096)
(30,692) (493) (31,185)
(19,365) (178) (19,543)
59,837 5,753 65,590
(1,138) (1,138)
(8,266) (1,199) (9,465)
51,571 3416 54,987
711,641 21,056 732,697
479,082 (3.766) 475316
232,559 24,822 257,381
169,695 8,302 177,997
22,272 153 22425
34,321 1,270 35,591
226,288 9725 236,013
59,837 5,753 65,590
711,406 22,252 733,658
479,315 (4,963) 474,352

————— T ——— — - ——
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ABAY INSURANCE S.C.
Notes to the Financial Statements

FOR THE YEAR ENDED 30 JUNE, 2020

6 Net premium income
6.1 Gross premiums on insurance contracts

Life insurance
Non-life insurance
Total gross written premium

Change in unearned premium provision
Total gross premium income

6.2 Premiums ceded to reinsurers on insurance contracts

Life insurance premium ceded
Non-life insurance premium ceded
Total premiums ceded to reinsurers

Total net premium income

30 June 2020 30 June 2019
Birr'000 Birr'000
10,795 8,828
259.752 240,483
270,547 249,311
(10.834) (6.530)
259,713 242,781
(1,310) (526)
(77.615) (64.258)
(78,925) (64,784)
180,788 177,997

An excess of loss reinsurance cover for long-term insurance contracts was purchased at a cost of ETB 167 (2019: ETB 143). There were no events in the
reporting periods that prompted losses of sufficient size to trigger a recovery from these contracts. The excess of loss reinsurance cover for life
insurance business was purchased with an inception date of 1 July; there is therefore no unearned reinsurance asset at year-end.

7 Fee and commission income

Profit commission Income
Reinsurance commission income

Total fees and commission income

30 June 2020 30 June 2019
Birr'000 Birr'000

5,262 3,617

23,774 18.808

29.036 22,425

Fee and commission income represents commission received on direct business and transactions ceded to re-insurance during the year under review.

8 Net benefits and claims

8.1  Claims expenses
Life insurance contracts
Non-life insurance contracts
Total claims expenses

8.2  Claims recoverable from reinsurers
Claims recoverable from life insurance contracts
Claims recoverable from non-life insurance contracts
Increase in provision for outstanding claims recoverable
Total claims recovered from reinsurers

8.3  Gross change in contract liabilities
Change in life insurance contract liabilities
Change in non-life insurance contract liabilities
Change in life insurance contract IBNR provision
Change in non-life insurance contract IBNR provision
Claims recoveries
Total gross change in contract liabilities

30 June 2020 30 June 2019
Birr'000 Birr'000

3,933 2,262

103.022 88.251

106,955 90,513

(14,146) (16,628)

(17.089) (9.394)

(31,235) (26,022)

737 269

25,666 42,945

118 236

1,791 (67)

(6.408) (4.653)

21,904 38,730

97.624 103,221
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ABAY INSURANCE S.C.

Notes to the Financial Statements
FOR THE YEAR ENDED 30 JUNE, 2020

9 Underwriting expenses

Commision paid
Changes in defered acquisition cost

Total underwriting expenses

10  Investment income

Dividend income
Interest income on cash and bank balances

Total investment income

11 Other operating income

Profit from sale of property, plant & equipment
Interest income on staff loans
Sundry income

Total other operating income

12 Employee benefits expense

Short term employee benefits:

Salaries

Staff allowances

Other staff expenses

Pension costs

Defined contribution plan

Defined benefit plan expense (Note 27)

30 June 2020 30 June 2019
Birr'000 Birr'000

10,794 11,029

966 (651)

11,760 10,378

30 June 2020

30 June 2019

Birr'000 Birr'000
10,569 7.891
27.958 25,191

38,527 33,082

30 June 2020

30 June 2019

Birr'000 Birr'000
254 241
3.824 2,268
4,078 2,509
30 June 2020 30 June 2019
Birr'000 Birr'000
25,556 20,941
2,125 1,582
8,878 6,049
2,267 2,313
585 300
39411 31,185

30 June 2020

30 June 2019

Birr'000 Birr'000
13  Other operating expenses

Rental expenses 3,297 7,273
Communication 955 783
Utilities 177 75
Stationery and printing 1,210 828
Advertising and Notices 820 857
Transport, per diem 903 822
Fuel and lubricant 1,450 1,283
Repair and maintenance 1,980 2,332
Membership fee and contribution 3,753 2,847
Property insurance 736 560
Penalties and fines 19 13
Entertainment 243 160
Legal and professional fee 306 78
Audit fee 1083 126
Board of directors' fee 854 254
Financial expenses 41 82
Other operating expenses 3,512 1.170

20,359 19,543
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ABAY INSURANCE S.C.
Notes to the Financial Statements

FOR THE YEAR ENDED 30 JUNE, 2020

14
14a

14b

14c

Company income and deferred tax

Current income tax

Company income tax

Deferred income tax/(credit) to profit or loss
Total charge to profit or loss

Tax (credit) on other comprehensive income
Total tax in statement of comprehensive income

Reconciliation of effective tax to statutory tax

10,350 8.595
1.499 870
11,849 9,465
(64) (22)
11,785 9.443

The tax on the Company’s profit before income tax differs from the theoretical amount that would arise using the statutory income tax rate as follows:

Profit before tax
Less: Profit from life insurance business

Add: Disallowed expenses
Entertainment

Penalty

Staff leave provision

Provision for doubtful debts
Donation

Lease Amortization

Severance Expense

Depreciation for accounting purpose
Amortization for accounting purpose
Total disallowable expenses

Less: Allowed expenses

Depreciation for tax purpose

Dividend income taxed at source

Bonus Paid

Rent Expense

Prepaid tax on Rental

Unappropriated Actuarial surplus taxed on 2018/19
Interest income taxed at source-Local Deposit
Total allowed expenses

Taxable profit

Current tax at 30%
Deferred tax
Income tax expense/ (credit) recognised in profit or loss

Current income tax liability

Balance at the beginning of the year
Charge for the vear:

Income tax expense (Note 14b)
Withholding tax paid

Payment during the year

Balance at the end of the year

30 June 2020 30 June 2019
Birr'000 Birr'000
74,872 65,597
- (1.138)
74,872 64,459
758 320
20 34
817 378
5,409 -
724
2,372
1,133 300
8,403 6,089
19.636 7121
13,039 8,491
10,569 7,891
2,946 495
2,935
2,307 618
28212 25433
60,008 42,928
34,500 28,651
10,350 8,595
1.499 870
11,849 92465
30 June 2020 30 June 2019
Birr'000 Birr'000
(966) 2,323
10,350 8,595
(3,161) (3,050
(5.54¢) (8.834)
677 (966)
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ABAY INSURANCE S.C.

Notes to the Financial Statements
FOR THE YEAR ENDED 30 JUNE, 2020

14d Deferred income tax

Deferred income tax assets are recognised only to the extent that it is probable that future taxable profit will be available against which the temporary

differences can be utilised.

The analysis of deferred tax assets/(liabilities) is as follows:

To be recovered after more than 12 months

To be recovered within 12 months

30 June 2020 30 June 2019

Birr'000 Birr'000
(3,990) (2,555)
(3,990) (2,555)

Deferred income tax assets and liabilities, deferred income tax charge/(credit) in profit or loss ("p or 1), in equity and other comprehensive income are

attributable to the following items:

Deferred income tax At 1 July Credit/ Credit/ (charge) 30 June 2020
assets/(liabilities): 2019 (charge) to to equity
profit or loss
Birr'000 Birr'000 Birr'000 Birr'000
Property, plant and equipment (2,784) (1,546) - (4,330)
Post employment benefit obligation 229 47 64 340
Total deferred tax assets/(liabilities) (2,555) (1,499 64 (3,990)
Deferred income tax At 1 July Credit/ Credit/ (charge) 30 June
assets/(liabilities): 2018 (charge) to to eauitv 2019
Birr'000 Birr'000 Birr'000 Birr'000
Property, plant and equipment (1,884) (900) - (2,784)
Post employment benefit obligation 177 30 22 229
Total deferred tax assets/(liabilities) (1,707) (870) 22 (2,555)
30 June 2020 30 June 2019
15  Cash and bank balances Birr'000 Birr'000
Cash in hand 1,819 141
Short term deposit with local banks 81,591 77,623
Fixed term deposit with local banks 220,911 220867
304,321 298,631
30 June 2020 30 June 2019
Birr'000 Birr'000
Current 83,410 77,764
Non- current 220,911 220.867
304,321 298,631
For the purpose of the cash flow statement, cash and cash equivalents comprise of cash in hand, cash at bank and short term deposit with banks.
— i — ———
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ABAY INSURANCE S.C.
Notes to the Financial Statements

FOR THE YEAR ENDED 30 JUNE, 2020

Cash in hand
Short term deposit with local banks

16  Investment securities
Available for sale:

Equity Investments

Loans and receivables:
Ethiopian Government Bonds

Current
Non-Current

30 June 2020 30 June 2019

Birr'000 Birr'000
1,819 141
81,591 77,623
83,410 77.764
30 June 2020 30 June 2019
Birr'000 Birr'000
106,900 63.608
106,900 63,608
106,200 63,608
30 June 2020 30 June 2019
Birr'000 Birr'000

The Company hold equity investments in Abay Bank S.C of 1.95% (30 June 2020: 1.58%, 30 June 2019: 1.60%, 1 July 2018: 1.60%), Ethiopian Re-
insurance Company 4.44% (30 Junen2020: 4.44%, 30 June 2019: 3.37%, 1 July 2018: 3.44%), Abay Industry S.C 0.782%(30 June 2020: 0.782%, 30
June 2019: 2.49%, 1 July 2018), Amhara Bank S.C. 0.25% (30 June 2020) and Enat Bank S.C. 0.29% (30 June 2020: 0.29%, 30 June 2018: .32%, 1 July

2017: 1.58%). These investments are unquoted equity securities measured at cost.

The fair value of the unquoted equity securities carried at cost cannot be reliably estimated as there are no active market for these financial instruments;

they have therefore been disclosed at cost less impairment.

17  Trade receivables
Due from policy
Due from re-insurers

Less: impairment allowance

30 June 2020 30 June 2019
Birr'000 Birr'000
440 440
108.814 75.821
109.254 76,261
(440) (439)
108,814 75,822
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ABAY INSURANCE S.C.
Notes to the Financial Statements

FOR THE YEAR ENDED 30 JUNE, 2020

17.1 The movements in impairment allowance on trade receivables is analyzed as follows:

Balance beginning of the year
Impairment (reversal)/Impairment charge during the year
Balance end of year

18  Reinsurance assets

Reinsurers’ share of claims reported and loss adjustment expenses
(Note 24)

Reinsurance share of Incurred But Not Reported (IBNR claims)
(Note 24)

Reinsurer's share of unearned premium (Note 24)

Reinsurer's share of expected recoveries from salvage (Note 24)

30 June 2020

30 June 2019

Birr'000 Birr'000
439 439
1 -
440 439

30 June 2020

30 June 2019

Birr'000 Birr'000
53,543 36,429
5,047 6,312
38,946 35,089
(3.820) (3.320)
93,646 74,440

The Company conducted an impairment review of the reinsurance assets and no impairment is required in respect of these assets as the Company has
the right to set-off reinsurance assets against reinsurance liabilities on settlement. The carrying amounts disclosed above in respect to the reinsurance of

insurance contracts approximate fair value at the reporting date.

30 June 2020

30 June 2019

19  Deferred acquisition cost Birr'000 Birr'000
Deferred acquisition cost - Engineering 634 992
Deferred acquisition cost -Fire 426 533
Deferred acquisition cost -Liability 476 299
Deferred acquisition cost -Marine 171 97
Deferred acquisition cost -Motor 1,191 421
Deferred acquisition cost -Accident 62 67
Deferred acquisition cost -Bonds 2,719 2277
Deferred acquisition cost -Workmens 104 131

5,783 4,817

This represents commission on unearned premium relating to the unexpired tenure of risk.

30 June 2020 30 June 2019

Birr'000 Birr'000
The movement in deferred acquisition costs is as follows:
As at 1 July 4,817 5468
Movement during the year 966 (651)
As at 30 June 5,783 4817
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ABAY INSURANCE S.C.
Notes to the Financial Statements

FOR THE YEAR ENDED 30 JUNE, 2020

30 June 2020 30 June 2019
Birr'000 Birr'000
20  Other assets
Financial assets
Staff loan 5,829 4,360
Staff saving 260 260
Staff debtors 646 490
Other debtors 2,611 1,754
Gross amount 9,346 6,864
Less: Specific impairment - -
9.346 6,864
Non-Financial assets
Prepaid staff expense 1,571 600
Witholding tax receivable 619 614
Prepayments 5919 6,606
8,109 7.820
Net amount 17,455 14,684
30 June 2020 30 June 2019
Birr'000 Birr'000
Current 8,306 5,710
Non- current 9.149 8.974
17455 14,684
The movement in impairment allowance for other assets is analysed as follows:
30 June 2020 30 June 2019
Birr'000 Birr'000
Balance at beginning of the year - -
(Recovery)/allowance made during the year for doubtful recoverables
Balance at end of year
21  Intangible Assets
30 June 2020 43,646
Birr'000 Birr'000
As at 1 July 4,619 4,619
Software in development
As at 30 June 4,619 4,619
22 Property, plant and equipment
Furniture,
Lease fixture and Computer
properties Building fittings Equipment  Automobiles equipment Total
Birr'000 Birr'000 Birr'000 Birr'000 Birr'000 Birr'000 Birr'000
Cost
As at 1 July 2018 2,701 448 35,360 2,685 41,194
Additions 419.00 137.803 632 641 3,302 240 143,036
Reclassifications - - - - - - -
Disposals - - - - (1.155) - (1.155)
As at 30 June 2019 419 137,803 3,333 1,089 37,507 2,925 183,075
As at 1 July 2019 419.00 137,803 3,333 1,089 37,506 2,925 183,075
Additions 4619 28 513 515 8,587 6,597 20,860
Disposals - —— - - 268 - 268
Reclassification /N e - - - -
As at 30 June 2020 7S, 7 1,604 46,361 9.522 204,203
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ABAY INSURANCE S.C.
Notes to the Financial Statements

FOR THE YEAR ENDED 30 JUNE, 2020

Accumulated depreciation

As at 1 July 2018 1,136 222 10,221 1,347 12,926
Charge for the year 10.00 1,617 279 92 3,707 390 6,096
Disposals - - - - (609) - (609)
As at 30 June 2019 10 1,617 1415 314 13,319 1,737 18,413
Furniture,
Lease fixture and Computer
properties Building fittings Equipment  Automobiles equipment Total
Birr'000 Birr'000 Birr'000 Birr'000 Birr'000 Birr'000 Birr'000

Accumulated depreciation cont'd
As at 1 July 2019 10 1617 1415 314 13,320 1,737 18,413
Charge for the year 10 2,745 366 179 3,936 1,168 8,403
Disposals - - (249) - (249)
As at 30 June 2020 20 4,362 1,781 493 17,007 2,905 26,567
Net book value
As at 1 July 2018 - - 1,565 226 25,139 1,338 28,268
As at 30 June 2019 409 136,185 1,918 775 24,187 1,188 164,661
As at 30 June 2020 5,017 133,467 2,066 1,111 29,397 6,617 177,676

23  Statutory deposit

This relates to the amount deposited with National Bank of Ethiopia in line with Article 20 of the Insurance Business Proclamation No. 746/2012. The
law requires that in respect of each main class of insurance, the insurer carries an amount equal to 15% of the Company's paid up capital in cash or

government securities.

The statutory deposit below includes (2020: Birr 41,018 2019: Birr 31,414) that is transferred to Ethiopian Government Saving Bond for the acqusition
of Great Renaissance dam. The Bonds bears interest income of 6% &/or 8% per annum.

Balance beginning of the year

Additions

Interest receivable on statutory deposit invested in government bond
Balance end of year

24 Insurance contract liabilities

Gross

Non-life insurance contracts

Claims reported and loss adiustment expenses
Claims incurred but not reported (IBNR)

Total outstanding claims provision

Unearned premium

Life insurance contracts

Life fund liability

Claims incurred but not reported (IBNR)

Total Life fund

Claims reported and loss adjustment expenses

Expected recoveries from salvage and subrogation reimbursements
Total insurance liabilities, gross

- — ———— — ————

ABAY INSURANCE S.C,

30 June 2020

30 June 2019

Birr'000 Birr'000
31,414 29,767
49 49
9.555 1.598
41,018 31414
30 June 2020 30 June 2019
Birr'000 Birr'000
170,163 149,131
22475 21.980
192,638 171,111
139.082 124,364
331,720 295475
7,810 5,854
948 830
8,758 6,684
1,006 269
(10,298) (8.043)
331,186 294,385

————

|0 Yeres

Yt Qoo Sowtet

() aon+%

NANTIR99% A5 et

ABAY INSURANCE S.C.
Notes to the Financial Statements

FOR THE YEAR ENDED 30 JUNE, 2020

Reinsurance assets:

Non-life insurance contracts

Reinsurers’ share of claims reported and loss adjustment expenses
Reinsurers' share of Incurred But Not Reported (IBNR claims)
Reinsurer's share of unearned premium

Expected recoveries from salvage and subrogation reimbursements

Life insurance contracts
Reinsurers' share of outstanding claims provision

Total reinsurers' share of insurance liabilities

Net

Non-life insurance contracts

Claims reported and loss adjustment expenses
Claims incurred but not reported (IBNR)

Total outstanding claims provision

Unearned premium

Life insurance contracts
Outstanding claims provision

Expected recoveries from salvage and subrogation reimbursements
Total insurance liabilities, net

Maturity analysis
Current
Non-current

30 June 2020 30 June 2019

53,543 36,429
5,047 6,312
38,946 35,089
(3.890) (3.390)
93,646 74,440
93,646 74,440
116,620 112,702
17,428 15,668
134,048 128,370
100.136 89.275
234,184 217,645
8.758 6.684
8,758 6,684
(6.408) (4.653)
236,534 219,676
227,776 212,992
8.758 6.684
236,534 219,676

The gross claims reported, the loss adjustment expenses liabilities and the liability for claims incurred but not reported are net of expected recoveries

from salvage and subrogation.
Movements in insurance liabilities and reinsurance assets
a Non-life insurance contracts:

30 June 2020 30 June 2019
Gross Reinsurance Net Gross Reinsurance Net
Birr'000 Birr'000 Birr'000 Birr'000 Birr'000 Birr'000
Short-term insurance contracts:
(i) Outstanding claims provision

At 1 July 171111 (42,741) 128370 130,075 (32,464) 97,611
Notified claims 21,032 (17,114) 3,918 39,567 (9,672) 29,895
IBNR 2.017 1.265 3.282 548 (605) -57
As at 30 June 194,160 (58,590) 135,570 170.190 (42,741) 127449
At 1 July 171,111 (42,741) 128370 130,075 (32,464) 97,611
Cash paid for claims settled in year (Note 8) (103,022) 16,628 (86,394) (88,251) 14,249 (74,002)
Increase in liabilities: -
- Arising from current-year claims 119,835 (832.477) 87,358 122,130 (24,52¢6) 97,604
- Arising from prior-year claims 6,236 6,236 6,236 6,236
As at 30 June 194,160 (58,590) 135,570 170.190 (42,741) 127449
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ABAY INSURANCE S.C.
Notes to the Financial Statements

FOR THE YEAR ENDED 30 JUNE, 2020

(if) Provisions for unearned premiums

30 June 2020 Gross Reinsurance Net
Birr'000 Birr'000 Birr'000
Engineering & Energy 18,225 (13,241) 4,984
General liability 5,535 (1,284) 4,251
Marine and Transit 3,033 (552) 2,481
Motor 63,476 (3,178) 60,298
Personal accident 4,096 (185) 3,911
Pecuniary 33,999 (16,402) 17,597
Fire and Lightening 9,073 (4,031) 5,042
Workmen Compensation 1.645 (73) 1,572
139,082 (38,94¢) 100,136
30 June 2019 Gross Reinsurance Net
Birr'000 Birr'000 Birr'000
Engineering & Energy 13,341 (9,150) 4,191
General liability 3,729 (1,223) 2,506
Marine and Transit 4,158 (1,255) 2,903
Motor 63,680 (3,295) 60,385
Personal accident 3,446 (174) 3,272
Pecuniary 26,324 (16,158) 10,166
Fire and Lightening 7,854 (3,743) 4,111
Workmen Compensation 1.832 91 1.741
124,364 (35,089) 89,275
30 June 2020 30 June 2019
Gross Reinsurance Net Gross Reinsurance Net
Birr'000 Birr'000 Birr'000 Birr'000 Birr'000 Birr'000
At 1 July 124,364 (35,089) 89,275 111,329 (28,583) 82,746
Change in unearned premium 14,718 (3,857) 10,861 13,035 (6,506) 6,529
As at 30 June 139,082 (38,946) 100,136 124,364 (35,089) 89,275
These provisions represent the liability for short-term insurance contracts for which the Company’s obligations are not expired at year-end.
b Life insurance contracts:
30 June 2020 30 June 2019
Life insurance fund Birr'000 Birr'000
At 1 July
Increase in claims incurred but not reported:
Term 572 465
Endowment 62 148
Permanent health 315 217
949 830
Increase in individual life fund:
Net premium income 9,485 8,302
Fee and commission income 481 153
Net claims expenses (4,788) (2,767)
Underwriting expenses (218) (392)
Investment income 2540 1,270
Employee benefit (745) (493)
Other operating expenses (58) (320)
6.697 5,753
As at 30 June 6.697 5753

76 ABAY INSURANCE S.C.
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ABAY INSURANCE S.C.
Notes to the Financial Statements

FOR THE YEAR ENDED 30 JUNE, 2020

The Company did not cede any of these liabilities to its reinsurers.

The Company carried out an actuarial valuation to determine the actuarial liabilities for its life fund as at the reporting date. The results of the actuarial

valuation are summarised below

Actuarial liabilities
Unappropriated profit
Actuarial surplus

Life fund

Trade payables

Due to reinsurer

Other liabilities

Financial liabilities
Commission payable
Bonus accrued

Sundry creditors

Staff accrued leave pay
Dividend payable
Directors' allowance

Non-financial liabilities
Withholding Tax Payable
Payroll taxes payable

NBE payable

Cost sharing payable

Accrued charges

VAT payable

Defined Contribution liabilities
Other payables

Deferred commission income

Gross amount

Current
Non- current

Defined benefit obligations

Defined benefits liabilities:
- Severance pay (Note27a)
Liability in the statement of financial position

Income statement charge included in personnel expenses:
- Severance pay (Note27a)
Total defined benefit expenses

Remeasurements for:
- Severance pay (Note27a)

() aon+%
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30 June 2020 30 June 2019

Birr'000 Birr'000
5615 5854
1,689 2,307
3.528 2,307
10,832 10.468

30 June 2020 30 June 2019

Birr'000 Birr'000
134,708 114,012
134,708 114,012

30 June 2020 30 June 2019

Birr'000 Birr'000
1,704 1,234
5,059 2,956

910 456
2,868 2,052
5,340 32,004

15,881 38,702

773 257

809 554
9011 10,107

-1 4

529 672
1104 29

529 495

13961 1,087
12269 10.731
38,984 23,936
54,865 62,638

30 June 2020 30 June 2019

Birr'000 Birr'000
19,270 44,680
35,595 17,958
54,865 62,638

30 June 2020 30 June 2019

Birr'000 Birr'000
1.133 762
1,133 762
585 300
585 300
(214) (72)
(214) (72)
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ABAY INSURANCE S.C.
Notes to the Financial Statements

FOR THE YEAR ENDED 30 JUNE, 2020

The income statement charge included within personnel expenses includes current service cost, interest cost, past service costs on the defined benefit

schemes.

27a Severance pay

The Company employees are entitled to a Severance Benefit. The Severance Benefit Entitlement is provided under the Labour Proclamation No.
1159/2019 effective from September from 05 September 2019, and 494/2006 effective date date 29 June 2006 if an employee is terminated due to
redundancy. In the first year, the pay is thirty times the average daily wages of the last week of service, if less than one year service, severance pay is
calculated in proportion to the period of service . For more than one year of service, payment is increased by a third of the benefit for every additional
year of service provided that the total amount does not exceed twelve months’ wage of the employee. This benefit is also entitled to employees in the

event of death in service, voluntary resignation and disability after 5 years of service.

Where a worker dies before receiving severance pay, his dependents will be paid:
. 2 months wages for funeral expenses

. Asum of 5 times the annual salary of the deceased and shall be paid in lump sum 50% to spouse, 10% each child, and 10% each parent. The total

amount of the dependents' benefit should be add up to 100%

The overall net effect of these additional benefits is an increase in the past service cost.

Below are the details of movements and amounts recognised in the financial statements:

A Liability recognised in the financial position

B Amount recognised in the profit or loss

Current service cost
Interest cost

C Amount recognised in other comprehensive income:
Remeasurement (gains)/losses arising from
Tax credit /(charge)

The movement in the defined benefit obligation over the years is as follows:

At the beginning of the year
Current service cost

Interest cost

Remeasurement (gains)/ losses
Past service cost

Benefits paid

At the end of the year
The significant actuarial assumptions were as follows:

i) Financial Assumption Long term Average

Discount Rate (p.a)

Future salary increases (p.a)
Mortality assumptions - Males
Mortality assumptions - Females
Weighted average duration of

30 June 2020 30 June 2019
Birr'000 Birr'000
1.133 762
30 June 2020 30 June 2019
Birr'000 Birr'000
465 215
120 85
585 300
30 June 2020 30 June 2019
Birr'000 Birr'000
(214) (72)
(214) (72)
30 June 2020 30 June 2019
Birr'000 Birr'000
762 589
769 215
120 85
(214) (72)
205
(509) (55)
1,133 762
30 June 2020 30 June 2019
Birr'000 Birr'000
14.25% 12.75%
7% 7%

A1945 - 52 males

A1945 - 52 males

A1945 - 52 A1945 - 52 females

4.9

5.6
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ABAY INSURANCE S.C.
Notes to the Financial Statements

FOR THE YEAR ENDED 30 JUNE, 2020

ii) Mortality in Service

The rate of mortality assumed for employees are those according to the A1949/52 table published by the Institute of Actuaries. These rates combined

are approximately summarized as follows:

iii) Withdrawal from Service

Age

20
25
30
35
40
45
50
55
60

Mortality rate

Male (%)
0.111
0.112
0.116
0.132
0.188
0.330
0.599
1.035
1.720

Female (%)
0.111
0.111
0.113
0.120
0.147
0.231
0.420
0.750
1.272

The withdrawal rates are believed to be reasonably representative of the Ethiopian experience. The valuation assumed a rate of withdrawal of 15% at the

youngest ages falling with increasing age to 0% at age 60.

The sensitivity of the overall defined benefit liability to changes in the weighted principal assumption is:

30 June 2020

Scenario 1 Scenario 2 Scenario 3 Scenario 4 Scenario 5

Base  Discount Salary rate Discount rate Salary rate

Discount rate 14.25% 15.25% 14.25% 13.25% 14.25%

Salary rate 7.00% 7.00% 8.00% 7.00% 6.00%

Birr'000 Birr'000 Birr'000 Birr'000

Net liability at start of period 762 762 762 762 762

Total net expense recognised in 1,094 1,094 1,094 1,094 1,094

Net increase recognised in other (214) (265) (160) (158) (263)

Employer (509) (509) (509) (509) (509)

Net liability at end of period 1,133 1,082 1,187 1,189 1,084
30 June 2019

Scenario 1 Scenario 2 Scenario 3 Scenario 4 Scenario 5

Base _ Discount Salary rate Discount rate Salary rate

Discount rate 13.50% 14.50% 13.50% 12.50% 13.50%

Salary rate 7.00% 7.00% 8.00% 7.00% 6.00%

Birr'000 Birr'000 Birr'000 Birr'000

Net liability at start of period 590 590 590 590 590

Total net expense recognised in 300 300 300 300 300

Net increase recognised in other (72) (108) (29) (32) (111)

Emplover (56) (56) (56) (56) (56)

Net liability at end of period 762 726 805 802 723

The current arrangements are unfunded with no pre-determined contributions. The Company however meets benefit payments on a pay- as-you-go

basis. The expected contribution to post-employment benefit plan for the year ending 30th June 2020 is ETB509.

The above sensitivity analysis is based on a change in an assumption while holding all other assumptions constant. In practice, this is unlikely to occur and
changes in some of the assumptions may be correlated. When calculating the sensitivity of the defined benefit obligation to significant actuarial
assumptions the same method (present value of the defined benefit obligation calculated with the projected unit credit method at the end of the
reporting period) has been applied as when calculating the pension liability recognised within the statement of financial position.
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ABAY INSURANCE S.C.
Notes to the Financial Statements

FOR THE YEAR ENDED 30 JUNE, 2020

28 Share capital and share premium

Authorised:
Ordinary shares of Birr 1,000 each

Issued and fully paid:
Ordinary shares of Birr 1,000 each

Share premium

Total share capital and share premium

30 June 2020 30 June 2019
Birr'O00 Birr'000
300,000 180,000
234,308 180,000
1,351 1,351
235,659 181,351

The board of directors had proposed to decrease the par value of each share issued by the
company from ETB25,000 to ETB1,000 on the 10" extraordinary meeting held December 14,

2019.

28.1 Movements in ordinary shares and share premium:

At 1 July 2018
Issued during the year

As at 30th June 2019

At 1 July 2019
Issued during the year

As at 30th June 2020

No. of Share premium Total
shares

Birr'000 Birr'000

179,675 1,351 181,026
325 325
180,000 1,351 181,351
180,000 1,351 181,351
54,308 54,308
234,308 1,351 235,659
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29 Earnings per share
Basic earnings per share (EPS) is calculated by dividing the profit after taxation by the weighted
average number of ordinary shares in issue during the year.
30 June 2020 30 June 2019
Profit attributable to shareholders (Birr'000) 63,022 56,132
Weighted average number of ordinary shares in issue 226,156 180,000
Basic & diluted earnings per share (Birr'0O00) 0.28 0.31
Diluted earnings per share is calculated by adjusting the weighted average number of ordinary
shares outstanding to assume conversion of all dilutive potential ordinary shares. There were no
potentially dilutive shares at the reporting date (30 June 2020:nil, 1 July 2019: nil), hence the basic
and diluted loss per share have the same value.
30 June 2020 30 June 2019
Birr'000 Birr'000
30 Retained earnings
At the beginning of the year 49,856 57,845
Profit/ (loss) for the year 63,023 56,132
Other comprehensive income 278 94
Transfer to legal reserve (6,137) (5,500)
Dividend paid (41,289) (58,859)
Statutory reserve - IBNR (10%) - 931
Transfer to life fund liability (1,956) (1,138)
Actuarial Surplus - -
Unappropriated life fund -
Prior years Adjustment - 352
At the end of the year 63,775 49,857
30 June 2020 30 June 2019
Birr'000 Birr'000
31 Legal reserve
At the beginning of the year 28,102 23,533
Statutory reserve - IBNR (10%) - -931
Transfer from profit or loss 6,137 5,500
At the end of the year 34,239 28,102
[0 o0 ANNUAL REPORT 2019-20 81
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FOR THE YEAR ENDED 30 JUNE, 2020

30 June 2020 30 June 2019
Notes Birr'000 Birr'000
32 Cash generated from operating activities
Profit before tax 74,872 65,597
Adijustments for non- cash items:
Depreciation of property, plant and equipment 22 8,403 6,096
Amortisation of intangible assets 21 - -
Retirement benefit obligations 27 585 300
Gain/(Loss) on disposal of property, plant and equipment (37) (373)
Interest paid 490
Change in operational assets:
-Decrease/ (Increase) in trade receivables (32,992) (19,766)
-Decrease/ (increase) in deferred acquisition cost (966) 651
-Decrease/ (increase) in other assets (1,805) 15,207
-Decrease/ (Increase) in reinsurance assets (19,2006) (18,632)
Change in operational liabilities:
-Increase/ (decrease) in other liabilities (11,551) 33,057
-Increase/(decrease) in insurance payables 20,695 19,822
-Increase/(decrease) in insurance contract liabilities™™ 36,801 57,185
75,289 159,144

In the statement of cash flows, profit on sale of property, plant and equipment comprise:

30 June 2020 30 June 2019

Birr'000 Birr'000

Proceeds on disposal 335 908
Net book value of property, plant and equipment disposed (Note 20) 298 535
Gain/(loss) on sale of property, plant and equipment 37 373

“*Increase/(decrease) in insurance contract liabilities does not include transfer of life fund from retained
earnings.

33 Related party transactions

The Licensing & Supervision of Insurance Business Directive No SIB/53/2012 of the National Bank of Ethiopia
defined a related party as a shareholder, a director, a chief executive officer, or a senior officer of a Insurance
Company and/or their spouse or relation in the first degree of consanguinity or affinity; and a partnership, a
common enterprise, a private limited company, a share company, a joint venture, a corporation, or any other
business in which officers of the Company and/or their spouse or relation in the first degree of consanguinity
or affinity of the officers of the Company has business interest as shareholder, director, chief executive officer,
senior officer, owner or partner . The directive stipulates that the identification of related parties shall be the
responsibility of the Company.

From the above, only directors were identified to be related parties to the Company. A number of transactions
were entered into with related parties in the normal course of business. These are disclosed as follows:

30 June 2020 30 June 2019
Birr'000 Birr'000
a Transactions with related pgrties
Loans and advances to kg, 724 470
724 470
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34

35

36

b Key management compensation

Key management has been determined to be the members of the Board of Directors and the Executive
Management of the Company. The compensation paid or payable to key management for is shown. There
were no sales or purchase of goods and services between the Company and key management personnel as at

30 June 2020.

Salaries and other short-term employee benefits
Post-employment benefits

Termination benefits

Sitting allowance

Other expenses

30 June 2020 30 June 2019
Birr'000 Birr'000

4,014 2,840

449 295

4,463 3,135

Contingent liabilities

Claims and litigation

The Company, like all other insurers, is subject to litigation in the normal course of its business. The Company
does not believe that such litigation will have a material effect on its profit or loss and financial condition.

The Company, together with other industry members, will continue to litigate the broadening judicial
interpretation of the insurance coverage contained in the casualty insurance contracts it issued. If the courts
continue in the future to expand the intent and scope of coverage contained in the insurance contracts issued
by the Company, as they have in the past, additional liabilities would emerge for amounts in excess of the
carrying amount held. These additional liabilities cannot be reasonably estimated but could have a material
impact on the Company’s future results. The liabilities carried for these claims as at this year end are reported
in Note 24 and are believed to be adequate based on known facts and current law.

Commitments

Operating lease commitments - Company as lessee

The Company leases various properties under non-cancellable operating lease agreements. The lease terms are
between two and five years, and majority of these lease agreements are renewable at the end of the each lease
period at market rate. The future aggregate minimum lease payments under non-cancellable operating leases

are as follows:

No later than 1 year
Later than 1 year and no later than 2 years
Later than 2 years but not later than 5 years

Total

30 June 2020 30 June 2019
Birr'000 Birr'000

3,176 8,968

7,877

11,152

3,176 27,997

Events after reporting period

In the opinion of the Directors, there were no significant post balance sheet events which could have a material
effect on the state of affairs g -e‘CEﬁ“ﬁw&/‘n
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ABAY INSURANCE S.C.
Notes to the Financial Statements

FOR THE YEAR ENDED 30 JUNE, 2020

37 Adoption of IFRS 16 (Leases) for the Company
Leases in which the company is a Lessee

The company'’s leases is mainly dominated by branch offices leases. It had been classified these as operating leases under IAS 17.
Office building: the company leases 29 branch offices from which it conducts business. The lease terms, and the remaining lease terms
at the date of initial application, vary. In some cases, the remaining lease terms at the date of initial application is less than 12 months.
The leases do not include any renewal options.

The leases of 28 branch offices features fixed lease payments. The leases of one branch offices lease feature lease payments that are
variable based on predetermined percentage by the Lessor, subject to a minimum annual percentage amount.

For the purpose s of applying the modified retrospective approach to these leases, the company elect to:

- Measure the right of use assets as if it had applied IFRS 16 since the commencement date using its incremental borrowing rate at the
date of initial application.

- Apply the practical expedient not to recognize a right of use asset or lease liability to lease for which the lease term ends within 12
months of the date of initial application; and

- Apply the practical expedient to exclude initial direct costs from right-of use asset.

IFRS 16 offers a range of transaction options. As stated above the company applies IFRS 16 using the modified retrospective approach.
As a lessee, the company elects to use a number of practical expedients. Under this approach, the company doesn'’t restate its
comparative figures but recognizes the cumulative effect of adopting IFRS 16 is recognized in retained earnings at the date of initial
application- 1 July 2019.

The company has presented right of use of assets that don’t meet the definition of investment property within property, plant &
equipment - i.e the same line item as it presents underlying assets of the same nature that it owns. Lease payments for short-term
leases & lease payments for leases of low-value assets not included in the measurement of the lease liability are classified as cash flows
from operating activities. The company has classified cash flows from operating leases as operating activities. Cash flows from the
finance lease receivables received are classified as investing activities. The company has classified the principal portion of lease
payments within financing activities and the interest portion within the operating actives.

The company has presented lease liabilities within other liabilities. We have also presented the interest expense on the lease liability
separately from depreciation charge for the right of use of asset. Interest expense on the lease liability is the component of finance
costs.

1) Leases

The company has applied IFRS 16 using the modified retrospective approach and therefore the comparative information has not been
restated and continues to be reported under IAS 17 and IFRIC 4. The details of accounting policies under IAS 17 and IFRIC 4 are
disclosed separately if they are different from those under IFRS 16 and the impact of changes is disclosed in Notes.

A) Significant accounting policy

At the inception of a contract, the company assesses whether a contract is, or contains, a lease. A contract is, or contains, a lease if the
contract conveys the right to control the use of an identified asset for a period of time in exchange for consideration.

a) Asalease

The company recognizes a right of use asset and a lease liability at the lease commencement date. The right-of-use asset is initially
measured at cost, which comprises the initial amount of the lease liability adjusted for any lease payments made at or before the
commencement date, plus any initial direct cost incurred and an estimate of costs to dismantle and remove the underlying asset or to
restore the underlying asset or the site on which it is located, less any lease incentives received.

The right-of-use asset is subsequently depreciated using the straight-line method from the commencement date to the earlier of the
end of the useful life of the right-of-use asset or the end of the lease term. The estimated useful lives of right of use assets are
determined on the same basis as those of property, plant and equipment. In addition, the right of use of asset is periodically reduced by
impairment losses, if any, and adjusted for certain premeasurements of the lease liability.
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The lease liability is initially measured at the present value of the lease payment that are not paid at the commencement date,
discounting using the interest rate implicit in the lease or, if the rate cannot be readily determined, the company incremental borrowing
cost. Generally, the company uses its incremental borrowing rate as the discount rate.

Lease payments included in the measurement of the lease liability comprise the following:

- Fixed payments, including in-substance fixed payments;

- Variable lease payments that depend on an index or a rate, initially measured using index or rate as at the commencement date;

- Amounts expected to be payable under the residual value guarantee; and

- The exercise price under a extension option of the company is reasonably certain to exercise, lease payments in an optional renewal
period if the company is reasonably certain to exercise an extension option, and penalties for early termination of a lease unless the
company is reasonably certain not to terminate early.

The lease liability is measured at amortized cost using the effective interest method. It is remeasured when there is a change in future
lease payments arising from a change in an index or rate, if there is a change in the company’s estimate of the amount expected to be
payable under a residual value guarantee, or if the company changes its assessment of whether it will exercise a purchase, extension or
termination option.

When the lease liability is remeasured in this way, a corresponding adjustment is made to the carrying amount of the right of use asset,
or is recorded in profit or loss if the carrying amount of the right of use of asset has been reduced to zero.

Applying this exemption means that the Company would not disclose information about claims development i.e actual claims compared
with previous estimates that occurred earlier than five years before the end of its first IFRS financial year (1 July 2016). If however the
information for the five years is not available, the Company would disclose the fact.

The company presents right of use of assets that do not meet the definition of investment property in ‘property, plant and equipment’
and lease liabilities in “other liabilities” in statement of financial position (see (B)).

Short-term leases and leases of low value assets

The company has elected not to recognize right-of-use assets and lease liability for short term leases of branch office rent that have a
lease term of 12 months or less and leases of low-value assets. The company recognizes the lease payments associated with these
leases as an expense on straight-line basis over the lease term.

b) As a lessor

When the company acts as a lessor, it determines at lease inception whether each lease is a finance lease or an operating lease. To
classify each lease, the company makes an overall assessment of whether the lease transfers substantially all of the risks and rewards
incidental to ownership of the underlying asset. If this is the case, then the lease is a finance lease; if not, then it is an operating lease. As
part of this assessment, the company considers certain indicators such as whether the lease is for the major part of the economic life of
the asset.

If an arrangement contains lease and non-lease components, the company applies IFRS 15 to allocate the consideration in the contract.
The company recognizes lease payment received under operating leases as income on a straight line basis over the lease term as part of
‘other income.

Estimates under IFRS at 1 July 2016 are consistent with estimates made for the same date under its previous accounting framework,
unless there is evidence that those estimates were in error. The estimates used by management in preparing the transition date
statement of financial position are consistent with those used under previous GAAP for the same date.

2 Change in accounting policies

Except for the changes below, the company has consistently applied the accounting policies to all periods presented in these
consolidated financial statements.

The company applied IFRS 16 with a date of initial application 1 July 2019. As a result, the company has changed its accounting policy
for lease contracts as detailed below.

The company applied IFRS 16 using the modified retrospective approach, under which the cumulative effect of initial application is
recognized in retained earnings at 1 July 2019. The details of the changes in accounting policies are disclosed below.
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ABAY INSURANCE S.C.
Notes to the Financial Statements

FOR THE YEAR ENDED 30 JUNE, 2020

A) Definition of a lease
Previously, the company determined at contract inception whether an arrangement is or contains a lease under IFRS 16, the company
elected to apply the practical expedient to grandfather the assessment of which transactions are leases. It applied IFRS 16 only to
contracts that were previously identified as leases. Contracts that were not identified as leases under IAS 17 and IFRIC 4 were not
reassessed for whether there is a lease. Therefore, the definition of a lease under IFRS 16 was applied on to contracts entered into or
changed on after 1 July 2019.
B) As alease

As a lease, the company previously classified leases as operating or finance leases based on its assessment of whether the lease
transferred significantly all of the risks and rewards incidental to ownership of the underlying asset to the company. Under IFRS 16, the
Group recognizes right of use of assets and lease liabilities for most leases - i.e these leases are on the balance sheet.

The company decided to apply recognition exemptions to short-term leases. For leases of other assets, which were classified as
operating under IAS 17, the company recognized right of use assets and lease liabilities.

i) Leases classifies as operating leases under IAS 17

At transaction, lease liabilities were measured at present value of the remaining lease payments, discounted at the company's
incremental borrowing rate of similar characteristics as at July 2019. Right of use assets are measured at either:

Their carrying amount as if IFRS 16 had been applied since the commencement date, discounted using the lessee’s incremental
borrowing rate as the date of initial application - the company applied this approach to its largest property leases; or

An amount equal to the lease liability, adjusted by the amount of any prepaid or accrued lease payments - the company applied
this approach to all other leases.

The company used the following practical expedient when applying IFRS 16 to leases previously classified as operating leases under IAS
17.

Applied a single discount rate to a portfolio of leases with similar characteristics.

Adjusted the right of use of asset by the amount of IAS 37 onerous contract provision immediately before the date of initial
application, as an alternative to an impairment review.

Applied the exemption not to recognize right of use assets and liabilities for leases with less than 12 months of lease terms.

Excluded initial direct costs from measuring the right of use asset at the date of initial application.

Used hindsight when determining the lease term if the contract contains options to extend or terminate the lease.

A) As a Lessor
The company is not required to make any adjustments on transaction to IFRS 16 for leases in which it acts as a lessor. The company
accounted for its leases in accordance with IFRS 16 from the date of initial application.

The company applied IFRS 15 revenue from contracts with customers to allocate consideration in the contract to each lease and non-
lease component.

2) Impact on financial statements

One transaction to IFRS 16, the company recognizes an additional ETB 6,261 thousands of right of use of assets and ETB 4,548
thousands of lease liabilities, recognizing the difference ETB1,713 in retained earnings.

When measuring lease liabilities, the company discounted lease payments using incremental borrowing rate at 1 January 2019, the
weighted average rate applied is 11.5%.

A) As aLessee

Property, plant and equipement' comprise owned and leased assets that do not meet the defination of investment property.
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In thousands of ETB
Property, plant and equipement' owned

Right-of-use assets

The company leases Office rooms.

Information about leases for which the compay is a leassee is presented below.

Right-of-use assets

Balance as 1 January

Additions to the right-of-use assets during the year.

Depreciation charge for the year

Balance as 31 December

Additions to the right-of-use assets during 2019/20 wereETB6,501 thousand.

Lease liabilities

Maturity analysis - Contractual undiscounted cash flows
Less than one year

One to five years

More than five years

Total discounted lease liabilities at 30 June 2020

Lease liabilities included in the statement of financial position at 30 June 2020
Current

Non-current

Amount recognised in profit or loss
In thousands of ETB

Interest on lease liabilities
Expenses relating short-term leases

Expenses relating to leases of low-valued assets, excluding short-term leases of low-value assets

B) As a Lessor
Lease income from lease contracts in which the company acts as a lessor is as below.

Lease income

Tlgrship o

N

7

30 June 2020
Birr'000
173,066
4,619
177,685

30 June 2020
Birr'000

6,501
1,882
4,619

30 June 2020
Birr'000

1,745
681

2,426

30 June 2020
Birr'000
1,745

681

30 June 2020
Birr'000
2,020

490

3297

30 June 2020
Birr'000
3,287
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Tafesse,Shisema and Ayalew Certified Audit Partnership o Tafesse,Shisema and Ayalew Certified Audit Partnership o
TMS S Chartered Certified Accountants (UK) and Authorised Auditors (Ethiopia) #rLg) Ethiopia TMS SSWEl Chartered Certified Accountants (UK) and Authorised Auditors (Ethiopia) £Lg) Ethiopia

Member Firm of HLB International Member Firm of HLB International
THE GLOBAL ADVISORY AND ACCOUNTING NETWORK THE GLOBAL ADVISORY AND ACCOUNTING NETWORK
Tel. 251-011-8961752 /011 6180638 Mob. 0911 229425 /0930 034356/0930 034357 Fax: 251-011 662 12 70/60 Tel. 251-011-8961752 /011 6180638 Mob. 0911 229425 /0930 034356/0930 034357 Fax: 251-011 662 12 70/60
E-mail:- tmsplus@ethionet.et / tafessef@hotmail.com P.O.Box 110690 Addis Ababa - Ethiopia E-mail:- tmsplus@ethionet.et / tafessef@hotmail.com P.O.Box 110690 Addis Ababa - Ethiopia

29N A1 LTN ANALT T9UNC 2

22012 9.9° N2t Acot NHHIZ® YAN AL LN PDEDs AQ+CF LTCT
RA2+CF ALY

NYAN coIARPT 22} AL ePLN LTCH
OA% YALTT OPLH QUAN GOINERLPT F1 NP P71 NAU+E NTRABI® AU AU+ 49 AATOPEFD

Qoo ANHET qENI9FP 09¢II6R, conMts LU ANHERFFTT NLTCHFT 009G 1D qOATEFP QU T9LII6R,
AGOAMY POUNEDID QALY +INC NYAMR @AM AP Q9% FaU AUHFTT Noon 4d) €15a Hoe

NHU ¢TCH DC +HPRH®@ @b 1S K.A.A &30/ 2020 (NAT A@MMC (' 23 P71 2012 8.9°) AM+MEPP@ ALMNP IO ONTL+GO qONTRFP TQLI 6B, (NG+E &L8 00RFQ QORI Yo NO L't ANGP A QALT

PN+ qoot +HIS+T RAN AIFLTIN ANALT TQUNC QUNTE 02 9HCES NAL A At MPAA INPF: 2L8PF Naontd IYNEDTI® ALTAC NPT FaU AUHFTT Ud 1K 480 9977 PAtHE ANTI_AD 1D+

N+Mé& YNE AL 040 A 06 TTHN &MY a0INEBLPT RI1&UG0 NNIPD OUNFATDT 0UAN ANGC AUHET U1 HNde @190 NAUHT 09R4R004 N+6Ma @L.9° N1290C AU 1@ YA aoneBLPTFT aon

TAAPT AE ONGLOPT ONHEHT QUAN GOINERPT AL ALCICA:: A2CH NTRDAT ANPIREP DAL AL +ROF NOALL LFAN::

i

NAT ANHERT NHU LTCH IC +0OHD 0L H QUAN d0INERPTE ANLPFFD ANGP APE 0406T1A LTCH et VIR U PT A% LTCH

2(8PF (IFRS) @ e+HIE AP NAMPAL ANALT TRUNE A.A.A 81 30/2020 Q1NLDT UNHE 08

AT2U NHOD O ANPD Gaot Q1NLDT QYUAN KIPAPA RS Db TTHN AT NTQIN 0AQN:: N1952 .90 NOM@ PATR? 192 U A1PK 375 NIRRHD 0oLt LN RCLLNTCT LTCHAL YA
TOINRPET (1Ha0ANT NPLND LTCHRHAR ANTERT 0T OLPTT AR TINBTMPAN MAD R22LNTCFT

ANTER+¥1 aonlt LTCHRIR9BLPD ANTORFFTT ATAMAT:: '\\.‘.g}\fvgné};\

ALY AGFTT ONEOTID ANTGC APE 0ALT 8L8PFT Naon+d AT NATHU 2L8PF aoAlt RaumNPN /( a){ Q| Q /\/‘7 3 Ak \‘ \s

YALTHNHU N+F 0AL+CT YALTH NTRAD COM NC +ooaNEA:: RANGD APE PYAN NATOPPF A1G)NC ! (2 »_N:\“a 1%

2(8PT NCL AYAN NATDLPT OMD QN1-GOINC N NTUMLPD doNLt NANALT TRUNE 1] AE FANT ANTY ARG AND QAT A1ATNT RUNCHACNS 09NC = 0 &)

2001 P11 NG ANGDI6A:: KIZUGP 0N190INC &1 QIAMRPTFDT A6 RTUMNRNTY At JALTFT Q+a0ANATD UAN APLPF () ‘\f\ S

ATRATEA: 0 5 Ayaio\ CHAPOATD AHCT (ATRRY) N Hiflad MO

(5N e
NHU NAS °AMI® f0v@ AN+eeY 28D +nat nn;;’cp?@ %%\.:ﬁz,c‘\ngé}gnm eret aqn(8 19 goAN(9P 2013
(1go+0QgoT 1@ {1 e - ‘,y" 1
AP 59
AN / K7

UAN 0oARLPTT Ntooant 02LNHCT NCR ALY ‘\f\ S

ANTD APE 942610 LTCH 2LEPTI NN+ 4AN ToINBLPTI AHIBHOTE N KIQUP 171 +HNowedo 1P s

@190 NAU+ NIRABTP FAU AU+ 18 Pt ©4AN aoN6BLPFT ATIHIET ANAAD §FD e PooHNTFOT

POAD ML ACGFF doHOY PAIRLIN Q2LNHCT NCE HALTH 1D NCE QYAN coINBLPFT

NORPHIZNT @+ ONNTIP@Y PMRYE N00IGOIGO A QIRADE U+ PF N906 TRooaNnt, onNIeDT

006 (N ORGP RATLIL ATLACTT AL AP 9L Q09N I3 PF Nov NA+PC NNTe@T MLt NTRAN

YAM ©+HDE dolPF1 0a0Ne JALTH ADNT::

022.LNTCT NCL PNNTPDT 0426714 LTCHYLY QooNFH+a JALTH ANNT = ¢
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N12C AL +nNNN

178 taNAN

nMmn& Pats APT +ANAn
PHIR €LINE 0975 D6ky

Nt UNFF
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MPAA NAANARTE UNt

MPAN NAANARET UNHE 08

NLTCE etaopntt TUNGLEPT QUUN c0INERPT ANd (FD

TTHN NATeHe NC

¥

aNe AN A.09
R1C& /NAL/ AS it AMPAL INPF G0)NER,
Ate.A 30 (% 2020 ANPD oot

T

THN NATeHe NC

T T P

NaoLT NPT +ANL
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@L4T e0RNAd (& MC

S% 30/2020 S 30/2019
11C 000 1C 000

304,321 298,631
106,900 63,608
108,814 75,822
93,646 74,440
5,783 4,817
17,455 14,684
4,619 4,619
- 966
177,676 164,661
41,018 31,414
860,232 733,662
331,186 294,385
134,708 114,012
54,865 62,638

677 -
1,133 762
3,990 2,555
526,559 474,352
234,308 180,000
1,351 1,351
63,775 49,857
34,239 28,102
333673 259,310
860,232 733,662
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THN NATete NC
67 30/2020 1C

87 30/2019 NC

000 000

75,289 159,144
(38,527) (33,082)

(490) -
(8,707) (11,883)
27,565 114,179
(43,292) (11,326)
10,569 7,891
27,958 24,957
(16,241) (143,036)
335 313
(44) 108,333
(9,604) (1,648)
(30,319) (14,516)
54,308 325

(4,619) -
(41,289) (58,859)
8,400 (58,534)
5,646 41,129
77,764 36,635
83,410 77,763

I() Yerrs

Y /4# 71»&4// :W/

QNe AN A.09
N+Mé Ut AR 042 AD P YU GO)AER,
Ate.A 30 (% 2020 ANPD oot

TIHN DATRR? NC

AN
eHnAN AR etmiPad  ADP

Nt e 6 omNN®e MM

aNGLe 000 AIC 000 NC 000  IC 000 1C 000
AR 1/2018 @101C 179,675 1351 57,845 23533 262,404
QATO+ (G 30 - - 56132 - 56,132

et AMPAL NPT - - - - -
RALAE MPIYRPAO 90t +(§ 14 - - 94 ; 94
QATOE AMPAL ML - - 56,226 - 56,226
RANNST 7IP6Rs 28 325 - - - 325

QUIP 9% +PITERs (10%) - - 931 (931) -

VP comNNee 31 - - (5,500) 5,500 -
DL ehemt PAYE QHC (1,138) (1,138)
904 oot TYAFTNING 30 352 352

RANTPL 00+ - -
H(E NGEA P+N&AN 30 - - (58,859) - (58,859)
325 - (64,214) 4,569 (59,320)
27 30/2019 #9N¢ 180,000 1351 49,857 28,102 259,310
A 1/2019 94NL 180,000 1351 49,857 28,102 259,310
QATO+ +(§ 30 63,023 63,023

NIeF AMPAL NPT

RALAE MPIYDPAD 0% +(6 14 278 278
RATOE AMPAR M . - 63,301 - 63,301
RANNRT 7IP6Ds 28 54,308 54,308

VP comnNee 31 (6,137) 6,137 -

QUIP 9% +PITERs (10%) - - -
D2 OheDt PAYE QHL (1,956) (1,956)
PH(E NGGA P+N&AN 30 (41,289) (41,289)
54,308 - (49,382) 6,137 11,063
€7 30/2020 234,308 1,351 63776 34,239 333,674
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Branch Adress

S/N Telephone E-mail
il IM55€6383 mainbranch@abayinsurancesharecompany.com
2 112133396 merkato@abayinsurancesharecompany.com
3 116670115 megenagna@abayinsurancesharecompany.com
4 115523944 kera@abayinsurancesharecompany.com
5 114666363 beklobet@abayinsurancesharecompany.com
6 114391982 kality@abayinsurancesharecompany.com
7 116672490 bole@abayinsurancesharecompany.com
8 115546496 legehar@abayinsurancesharecompany.com
9 111266560 piazza@abayinsurancesharecompany.com
10 116394376 gergi@abayinsurancesharecompany.com
11 1115573501 lideta@abayinsurancesharecompany.com
12 111264688 aratkilo@abayinsurancesharecompany.com
13 114713918 lebu@abayinsurancesharecompany.com
14 115571828 life@abayinsurancesharecompany.com
15 0582263873/21 bahirdar@abayinsurancesharecompany.com
16 0581112122/2223 gonder@abayinsurancesharecompany.com
17 331120462 dessie@abayinsurancesharecompany.com
18 462122517 hawassa@abayinsurancesharecompany.com
19 254110189 diredawa@abayinsurancesharecompany.com
20 344418830 mekele@abayinsurancesharecompany.com
21 228110036 adama@abayinsurancesharecompany.com
22 581780062 debremarkos@abayinsurancesharecompany.com
23 116815105 debrebirhan@abayinsurancesharecompany.com
24 334312027 woldiya@abayinsurancesharecompany.com
25 SYRSY.07 assosa@abayinsurancesharecompany.com
26 581414605 d/tabor@abayinsurancesharecompany.com
27 115793662 olympia@abayinsurancesharecompany.com
28 461806454 w/sodo@ abayinsurancesharecompany.com
30 111547828 addisugebeya@abayinsurancesharecompany.com

el +254-11-5535300
Fax: +251-11-5586328

P.O.Box:5879

ABAY INSURANCE S.C

Website: http/www.abayinsurancesharecompany.com//
Email: info@abayinsurancesharecompany.com
Physical Address: Addis Ababa, Bole Sub City, Woreda 3 (Atlas)
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ABAY INSURANCE S.C

Head Office:
Tel.: +251-11-5535300
Fax.: +251-11-5586328

P.O. Box: 5879
www.abayinsurancesharecompany.com

Email: info@abayinsurancesharecompany.com

Addis Ababa, Bole Sub City (Atlas),
Abay Insurance S.C. Building
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Your Peace of Mind!



