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STATEMENT OF MANAGEMENT'S RESPONSIBILITIES

Management of Intemational Insurance Company IRAO JSC (the "Company"), is responsible for the

accompanying separate financial statements presented on pages 6 to 43.

This responsibility includes :

r preparation of separate financial statements in accordance with International Financial Reporting

Standards issued by IASB as adopted by the European Union;
o selection ofsuitable accounting policies and their consistent application;
. making judgments and estimates which are reasonable and prudent;
r preparation of the separate financial statements on the going concern basis, unless circumstances make

this inappropriate.

Management is also responsible for:

o creation, implementation and maintaining effective accounting and intemal control systems;

. keeping proper accounting records in compliance with local regulations;

taking as are reasonably to them to safeguard the assets of the Company, and

detection other irregularities.

the year ended 3l December 2016 were approved by the management

its behal

Chief Financial Officer
International Insurance

Date: l6 March2017

tJ6rlt, l,,Iqt,tc.it 1l : 
^r;\ 
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KPMG Georgia LLC
2nd Floor, Besiki Business Centre
4, BesikiStreet
0108 Tbilisi, Georgia
Telephone +995 322 93 5713
Fax +995322982276
Internet www.kpmq'qe

Independent Auditors' Report

To the SuPervisory Board of
lnternational Insurance Company IRAO JSC

Opinion

We have audited the separate financial statements of lnternational Insurance Company IRAO

JSC (the .Company"j, ilh;h comprise the separate statement of financial position as at

31 Decembe r 2016,the separate statements of profit or loss and.other comprehensiv-e income'

changes in equity and cash flows for the year ihen ended, and notes, comprising significant

accointing potlcies and other explanatory information'

In our opinion, the accompanying unconsolidated financial statements present fairly, in all

material respects, the 'uncbnjolidated financial position of the company as at

31 Decemb er 2016,and its unconsolidated financial performance and its separate cash flows

for the year then ended in accordance w1h Internaiional Financial Reporting Standards' as

adopted by the European Union (EU IFRS)'

Basis for OPinion

we conducted our audit in accordance with International Standards on Auditing (lsAs)

Our responsibilities under those standards are further described in the Auditors'

Responsibilities for the Audit of the separate Financiat statements section of our report' we

are independent of the Company in accordance with the International Ethics Standards Board

for Accountants' Coie of Ethics for Professional Accountanfs (IESBA^Code),.and we have

fulfilled our other etnical responsibilities in accordance with the IESBA Code' we believe that

the audit evidence we have obtained is sufficient and appropriate to provide a basis for our

opinion.

Responsrb ilities of Management and Those charged with Governance for the

Separate Fi nanci al Statements

Management is responsible for the preparation and fair presentation of the separate financial

statements in accordance with EU IFRS, and for such internal control as management

determines is necessary to enable the preparation of separate financial statements that are

free from material misstatement, whether due to fraud or error.

In preparing the separate financial statements, management is responsible for assessing the

Company's ability to continue as a going concern, disclosing, as applicable, matters related to

joinj coircern and using the going concern basis of accounting unless management either

intends to liquidate the company or to cease operations, or has no realistic alternative but to

do so.

The supervisory Board are responsible for overseeing the company's financial reporting

process.



lnternational Insurance Company IRAO JSC

lndePendent Auditors' RePort

Page 2

Auditors,ResponsibilitiesfortheAuditoftheSeparateFinancialstatements

ourobjectivesaretoobtainreasonable.assuranceaboutwhethertheseparatefinancial
statements ", " 

*noi! Jr!'ii"" tro, materii'riisli"i"1'r"rt wnetner oue to fraud or error' and

to issue an auditors, report that inctudes #ffi''il1;?il"il;;t;""nt" is a high level of

assurance, but is not a guarantee tngli.iuoiifonoucteo in accordance with lsAs will always

detect a materiar misstaiement when it exisis. Misstatements ."n ,iii" trom fraud or error and

are consider"o rrt"i"j ii,'i.oi"ior"rr' o," in i-ne'affi"t9,, tney couto ieasonably be-expected

to inftuence *n" ".on;ri.',i".i"".i'ot 
urei, t"[6n 6n tne oasis oi these separate financial

statements.

Aspartofanaudit.inaccordancewithlsAs,weexerciseprofessiona|judgmentandmaintain
professionat sceptrcism throughout the audit' We also:

-ldentifyandassesstherisksofmateria|misstatementof.theseparatefinancia|Statements'whether due to irauo or error, desigrl;ffi;"f# auoit procioures responsive to those

risks, and ootain'iiJt-"uio"ni" thaiis;;tffient and 
"pp'opii"t" 

to provide a basis for our

opinion. rrre risr<?not oetecting " 
;;[;";imit'tate'mtn[ resurtinb from fraud is higher

than for one resulting from 
"*or,, 

ur"ir-"; ;"t involve cottusioi' forgery' intentional

omissions, misrepresentations' or the override of lnternal control'

-obtainanunderstandingof.interna]-controlrelevanttotheauditinordertodesignauditprocedures *"i'"[ iipi"d':S :,#tfutti"n."s, 
but not for the purpose of expresstng

an opinion on tnl effeitiveness of the Company's internal control'

-Eva|uatetheappropriatenessofaccountingpo|.rciesus-edandthereasonab|enessofaccounting"rtifi"ut*andrelatedoiscroJrieimadebymanagement'

-ConcludeontheappropriatenessSfmanagement,suseofthegoingconcernbasisofaccounting and, based on the 
"uOit ""il*1" 

oOtaineO' *n"tft"iu riaterial uncertainty

exists retateo 6 events or condition's=il;;;;;i signif'rcani doubt on the company's

ability to continue as a going.con""t] fi,i" ""'i.frOe 
tnlt a material uncertainty exists' we

are required to o'"* Ittention it J; ;;i;;' t"pt 
'9 

tn" related disclosures in the

separate finan;iaj';;t#"ni, or, it sucn disclosures are inaJequate' to modify our opinion'

our conctusions are based on the ;;it;''d;; ontainel-up'io tn" date of our auditors'

report. However, future event, or.oniiiiJn*"V t"ut" tne fbmpany to cease to continue

ffi;';'1"u",."r' presentatiol 't'::lu1:,^:111"',"#"1:"31"$i,.'"T.11?':,#il?il-il?:H:X,:::JI:iiui^':T::ffi ,l'J:::";li*i:'l"i;m:""J'ffi :i'*l3l"J"li;
il?l1l5ii"in" 

-""Juirvi"s 
transactions and events il;I;;;;r that achieves fair

Andrew Coxshall

KPMG Georgia LLC

as a going concern'

Presentation'

Wecommunicatewiththosechargedwithgovernanceregarding,amongothermatters,the
pranned scope and timin! orlle ?ultfl:-l;iii6i:yllilF*s' 

incrtidins anv sisniricant

deficiencies in internai co"nttot tn"t we identify during our auoll'

Theengagementpartnerontheauditresultinginthisindependentauditors,reportis:

16 March 2017

lk&



International Insura.nce Company IRAO ISC
Separate Statement ofProfit or Loss and Other Comprehensive Incomefor 2016

Note 2016 20ls'OOO GEL

Gross premiums written

Less: written premiums ceded

Net premiums

Change in the gross provision

Change in reinsurers' share in
unearned premiums

Net earned premiums

Gross benefits and claims paid

to reinsurers

for unearned premiums

the gross provision for

Reinsurance share ofgross benefits and claims paid

Gross change in outstanding claims

Change in reinsurers' share in outstanding claims

Net claims

Subrogations and recoveries

Acquisition costs

Reinsurance commission income

lnsurance activity result

Investment income

Interest expense

Administrative expenses

Other operating expenses

Impairment loss of other assets

Profit/(loss) before income tax

Income tax expense

Loss and total comprehensive loss for the year

27,765

(7,2s7)

28,616

(8,764)

20,508

2,112

(2,300)

19,852

(3,27s)

(442)

20,320

(29,048)

14,372

54

(e54)

16,135

(20,610)

6,810

2,314

(1,845)

(15,576)

575

(4,378)

1,568

(13,331)

469

(4,0e0)

r,709

8

8

9

2,509

735

(506)

(r,77s)

(146)

(4r2)

892

1,835

(778)

(r,692)

(24s)

(6s)

10

405

(1,580)

(s3)

(181)

(1,u5) (234)

on 16 March 2017 bv:

The separate statement of profit or loss and other comprehensive income is to be read

and forming part of, the separate financial statements set out on pages l0 to 43.
in conjunction with the notes to,

6
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International Insurance Company IRAO fSC
Separate Sntement of Financial Position as at 3I December 20 I6

'OOO GEL

ASSETS

Property and equipment

Investment property

Intangible assets

Investment in associates

Deferred acquisition costs

Other assets

Reinsurer's share of insurance contract provisions

Deferred tax asset

Insurance receivables

Placements with banks

Cash and cash equivalents

Total assets

LIABILITIES AND SHAREHOLDERS' EQUITY

Liabilities
Insurance contract liabilities

Loans and borrowings

Insurance and reinsurance payables

Other liabilities

Total liabilities

Equity
Share capital

Accumulated losses

Total equity

Total liabilities and equitY

The separate statement of financial position is to be read

separate financial statements set out on pages l0 to 43.

31 December 2016 31 December 2015Note

l1
t2

13

7

l4
18

10

15

l6
t7

18

t9
20

4,471

3,687

36s

5,600

839

? n41

1.0,756

204

12,437

5,874

2,321

4,171

3,806

449

5,600

967

3,081

14,010

1,784

13,580

4,235

850

49,597 52,533

23,167

9,344

4,700

548

?5 ???

13,53 I
< lql

628

37,759 44,885

2l 17,281

(5,443)

tr,916
(4,268)

11,838 7,648

49,597 52,533

to, and forming part of, the

'7

in conjunction with the notes



International Insurance Company IRAO ISC
Separate Statement ofCash Flowsfor 2016

'OOO GEL

Cash flows from operating activities

Insurance premiums received

Reinsurance premiums paid

Claims and benefits paid

Reinsurance claims received

Subrogation and recoveries

Other acquisition costs

Interest received

Commission, administrative and other expenses paid

Increase/(decrease) in operating assets

Placements with banks

Cash flows from(used in) operations

Cash flows from investing activities
Acquisition of property and equipment, investment
property and intangible assets

Cash flows used in investing activities

Net increase/(decrease) in cash and cash equivalents

Cash and cash equivalents at I January

Effect ofmovements in exchange rate on cash and cash

equivalents

Cash and cash equivalents at 31 December

Note 2016 2015

29,607

(8,492)

(27,588)

1 5,1 00

174

(3,445)

628

(3, l 82)

25,941

(s,ee5)

(1e,056)

3,802

lll
(3,333)

535

(3,3e6)

2,802
(1,3 87)

(1,391)

.488

1,415 (e03)

(42) (378)

(42)

1,373

850

98

(378)

(1,281)

1,946

185

2,321 8s0

The separate statement of cash flows is to be read in conjunction with the notes to, and forming part of, the separate

financial statements set out on pages l0 to 43.
8
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Share capitaU
Charter capital

(note I (a))

Intemational Insurance Company IfulO fSC
Separate Statement ofChanges in Equityfor 2016

Accumulated
losses

Total,OOO GEL

Balance at I January 20 I 5

Total comprehensive loss

Loss for the year

Total comprehensive loss for the year

Increase in share capital (note I 9)

Balance at 31 December 2015

,OOO GEL

Balance at I January 2016

Total comprehensive loss

Loss for the year

Total comprehensive loss for the year

Increase in share capital (note 19)

Balance at 31 December 2016

9,405 (4,034)

(234) (234)

2,5t1

(234) (234)

2,5r1

LL,916 (4,268) 7,648

Share capital
Accumulated

losses
fotal

ll,9l6 (4,268)

(1,175)

7,648

(1,175)

(1,175) (1,175)

5,365

17,281 (5,443) 11,838

The separate statement of changes in equity is to be read in conjunction with the notes to, and forming part of, the
separate financial statements set out on pages l0 to 43.
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1 Background

(a) Principalactivities

International Insurance Company IRAO JSC (the "Company"), as defined in the Civil Code of Georgia,

was established in 2004. The Company changed its legal form from a Limited Liability Company to a

Joint Stock Company on 23 Novemb.i ZO1S. fn" Company's registered office is #88/15 Bochorishvili

Street, Tbilisi 0160, Georgia'

The Company is licensed to provide life and non-life insurance services in Georgia. However,

Intemational Insurance Company IRAO JSC only offers insurance services in health, property and other

non-life segments.

As at 3l December 2016 the Company had 3 branches from which it conducts insurance business

throughout Georgia. At 3lDecember2016 the company employed 217 full time employees

(3 I December 2015: 215)'

(b) Georgian business environment

The Company,s operations are located in Georgia. Consequently, the Company is exposed to the economic

and financial markets of Georgia, which display characteiistics of an emerging market. The legal, tax and

regulatory frameworks contiriue development, but are subject to varying interpretations and frequent

.tiung., which together with other legai and fiscal impediments contribute to the challenges faced by

entit[s operating ir the Georgia. The separate financial statements reflect management's assessment of the

impact of tfre Ceirgian businiss environment on the operations and the financial position of the Company'

thi future business environment may differ from management's assessment.

2 Basis of preParation

(a) Statement of comPliance

These separate financial statements have been prepared in accordance with Intemational Financial

Reporting Standards 0FRS) issued by IASB, as adopted by the European Union (EU IFRS)'

The Company does not prepare consolidated financial statements based on IFRS l0 Consolidated Financial

Statementsas the Company itself is a partially-owned subsidiary of another entity and its other ovsners have

been informed about, and'do not object to, ihe Company not preparing consolidated financial statements;

the Company,s debt or equity instruments are not traded in a public market; the Company did not file, nor

is it in the process of niing, its financial statements with a securities commission or other regulatory

organisation for the purposJof issuing any class of instruments in a public market;,the intermediate parent

VIG produce, 
"onrolidut.d 

financial statements available for public use that comply with EU IFRS'

The consolidated financial statements of VIG can be obtained from the VIG Group web site www'vig'com'

3 Functional and presentation currency

The national currency of Georgia is the Georgian Lari ("GEL"), which is the Company's functional

currency and the ,rrrr"n.y in which these separate financial statements are presented'

All financial information presented in GEL has been rounded to the nearest thousands, except when

otherwise indicated.

10
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Notes to the SeParate Financ

Use of estimates and judgements

ThepreparationofseparatefinancialstatementsinconformityY''hPUIFRS,requiresmanagementto
make judgm.ntr, "rt,#iJ 

unJ urr.r*prior,, i#^uirio irtt uppri*tion oiu""ounting policies and the

reporred amounts o, urrJri-tiuuiliti"r, intorn" #;;;;;'' et*ur t"tJs mav differ ftom those estimates'

Estimates and underlying assumptions are reviewed on an ongoingbasis' Revisions to accounting estimates

are recognised in the peiioo in which trre 
"rtimJJJ"* 

tt"ltJa un"d in nny future periods affected'

Managementhasnotmadeanycriticaljudgmentsapartfromt|gseinvolvingestimationsintheProcessof
aoolying the Company,?;;;i;g poti"l", i#ffi;,'u ,ignin.u,.,. "ii..,"o" 

the amounts recognised in

ii# ;il;" nnun"iur statements'

Information about assumptions and _estimation 
uncertainties thal 

hale a significant risk of resulting in a

material adjustment *#iffi;;rifrnun"iut y"ut it included in the following notes:

o Note 18 - lnsurance conffact liabilities; and

o Note 22 - Insurance risk management'

Measurement of foir values

A number of the company,s accounting.poricies and disclosures require the determinatiol of fair values

for financial urr"o #ii#iiities. rne r"ii ""r""i"tt 
uttn determined for disclosure purposes'

Whenmeasuringthefairvalueofanassetoraliability,theCompanyusesmarketobservabledataasfar
as Possible'

Fair values afe categoris€d into different levels in a fair value hierarchy based on the inputs used in the

uutuution techniques as follows:

oLeyell:quotedprices(unadjusted)inactivemarketsforidenticalassetsorliabilities.
. Level2: inputs o'tG trrun quoted pri*, i""r"i"al" l*"r *tt"t *" "uttrvable 

for the asset or liability'

'."":f*"!i,i:;i{.?J#l',",'JJ#l*:;y,* 
"xl"#,t 

x:fr11'l'J;*"ole market data (unobservabre

inPuts)'

If the inputs used to measure the fair^value of an asset or a liability might be categorised in different levels

of the fair value hierarchy, thgn tlt. f.T,"1;;"u'u'"-*t i' "uit;;;:;;it 
itt !"tr"tv in the same level

of the fair value hierarchy as the lowest t.".i** tl* is 
'igniftcant 

to the entire measurement'

Further information about the assumptions made in measuring fair values is included in

nitezZ - Financial risk management'

11
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International Insurance Company IRAO JSC
Notes to the Sepavate Financial Statements Jor 20 I 6

7 Acquisition costs

Insurance commission expense

Other acquisition costs

Total acquisition costs

Change in deferred acquisition costs

Acquisition costs for the year

Analysis of movement in deferred acquisition costs

Defened acquisition cost at the beginning of the year

Change in deferred acquisition costs

Deferred acquisition costs at the end of the year

Investment income and interest expense

Interest income

Loans issued

Placements with banks

Total interest income

Oth er inco me/(exp ens es)

Net foreign exchange gair/(loss)

(Loss)/gain on currency forward contract

Rent income

Reversal of impairment losses on properfy and equipment and

investment property

Other

Total investment income

lnterest expense on loans and borrowings

2016

'OOO GEL

2015

'OOO GEL

804

3,446

684

4,250

128

4,016

74

4,378 4,090

20t6

'OOO GEL
2015

,O()() GEL

967

(128)

I,041

(74)

839 967

8

2016

'OOO GEL

2015

'OOO GEL

2

247

J

zJt

249 240

224

(10)

263

9

(787)

700

240

t,409

JJ

486 1,595

735 1,835

(s06) (778)

t4



International Insurance Company IRAO JSC
Notes to the Separate Financial Statementsfor 2016

9 Administrative expenses

Employee compensation

Office maintenance

Depreciation and amortization

Legal and other professional fees

Other administrative expenses

Total administrative expenses

Income tax

The Company's applicable taxrate

Current tox expense

Adjustment for prior years

2016

'O()O GEL

2015

'OOO GEL

1,338

198

t43

55

4l

1,266

212

119

)(,

45

1,775 1,692

10

is the income taxrate of 15% (2015: l5%).

Defened tax Income
Change in legislatior/origination and reversal of temporary
differences

Total income tax expense/benefit

Reconciliation of effective tax rate:

Profit(loss) before income tax

Income tax at the applicable tax rate

Non-deductible expense

Recognition oftax effect ofpreviously unrecognised tax losses

Change in recognised deductible temporary differences due to
reversal ofdeferred tax asset

Change in legislation

Adjustment for prior years

2016

'OOO GEL

2015

'OOO GEL
(274)

I,580

(274)

455

1,580 l8l

2016

'OOO GEL

2015

'OOO GEL

405 (5 3)

61

(40)

1,559

(8)

72

391

(274)

1,580 181

l5



International Insutance Company IRAO ISC
Notes to the Separate Financial Statementsfor 2016

(a) Movement in temporary differences during the year

"OOO GEL

Assets

Property and equipment

Defened acquisition costs

Other assets

Insurance and reinsurance receivables

Insurance and reinsurance payables

Other liabilities

Tax loss carry-forwards

Investment property

Net deferred tax asset

'OOO GEL

Assets

Properfy and equipment

Defened acquisition costs

Other assets

Insurance and reinsurance receivables

Insurance and reinsurance payables

Other liabilities

Tax loss carry-forwards

Investment property

Net deferred tax asset

I January 2016

1,784

1 January 2015

Recognized in
profit or loss

(1le)
145

(264)

(es2)

53

(16)

(213)

(214)

31 December

71

(145)

264

1,009

t\{l

t6

408

214

(or]

>t

19;

(1,580) 2Q4

214

(1 56)

J)6

969

(50)

18

554

7l
(145)

264

1,009

(53)

l6
408

214

Recognized in
profit or loss

(143)

1l
(e4)

40

(3)

(2)

(r46)
(118)

31 December

2,239 (4ss) 1,784

On 13 May 2016 the Parliament of Georgia passed a bill on corporate income tax reform (also known as

the Estonfun model of corporate taxation), which mainly moves the moment of taxation from when

taxable profits are earned to when they are distributed. The law has entered into force in 2016 and is

effective fortaxperiods starting after I January 2017 for all entities except for financial institutions (such

as banks, insurance companies, microfinance organizations, pawnshops), for which the law will become

effective from I January 2019.

Due to the nature of the new taxation system described above, the financial institutions registered in

Georgia will not have any differences befween the tax bases of assets and their carrying amounts from

I January 2019 andhence, no deferred income tax assets and liabilities will arise, there on.

Considering that the change in the Georgian Tax Code was enacted before the reporting date,

the defened tax asset GEL 204 thousand was recognized to the extent that is probable that the Company

will generate sufficient taxable profit until 1 January 2019, agatnst which the deductible temporary

differences can be utilised.

t6



Intematlonal Insurance Company IRAO JSC
Notes to the Separate Financial Statements for 20 I 6

(b) Unrecognized deferred tax assets:

The Company's tax loss carry-forwards by expiration date comprise:

31 December 2016 31 December 2015
'OOO GEL
2017

20r8
2019

2020

'OOO GEL

Cost

At I January 2016

Additions

At 31 December 2016

Depreciation

At 1 January 2016

Depreciation charge

At 31 December 2016

Net book value

At 31 December 2016

'OOO GEL

Cost

At I January 2015

Additions

Impairment reversal

At 31 December 2015

Depreciation

At I January 2015

Depreciation charge

At 31 December 2015

Net book value

At 3l December 2015

*li,i:: '"Tl;"^ #;,:i:,Dullotngs software

Furniture & Total
equrpment

2t9 472

82

245

799

As at 3l December 2016, deferred tax asset in respect of tax losses, amounting to GEL 351 thousand,

have not been recognised, as it is not probable thaf future taxable profit will be available against which

the Company can utilise the benefits there from'

11 Property and equiPment

4,388

392

657

JI

45r
,23

5,580

452

4,780

566

80

694 474

242

26

6,032

547

40

54

6

1,409

152

1,561646 587

4,134 t07

Land and ComPuters
buillUgs equipment

Motor Furniture&
Vehicles equipment

84 416

-35

60

24 206:

Total

3,613 619

- 38

775

4,732

IJ

77s

4,388 84657

49

5

493

t)

451

215

27

5,580

1,272

137

515

32

s66 242547: 1,409

4,171110:

t7

3,822

54

209



* Building with a carrying amount of GEL 3,701

the parent company as at 31 December 2016 (31

12 Investment property

Cost

At 1 January
Acquisitions
Reclassification to property and equipment
Depreciation

Impairment Reversal

At 31 December

Geo Hospitals LLC

Receivables from subrogation

Accrued income on placements with banks

Advances paid to emploYees

Profit tax paid in advance

Prepayment to Public PharmacY

Receivable from currency forward agreement

Other

Allowance for impairment

International Insurance Company IRAO JSC

Notes to the Separate Fitnncial Statementsfor 2016

thousand is pledged to secure borowings received from
December 2015: GEL 3,781 thousand).

2016

'OOO GEL
3,806

346
(3e2)
(73)

3,687

Country of incorporation Principal activities

Georsia Medical service

20t6

'OOO GEL
4,243

l3
21

3l

5t7

266

2015

'()()O GEL
3,240_

(68)

634

3,806

Management estimates that the fair value of the land approximates to its carrying amount. The fair value

is catJgorized into Level 3 of the fair value hierarchy, because of signifrcant unobservable adjustments to

observable inputs to the valuation technique used. The fair value was determined based on market prices

in recent transactions or announced asking prices ofsimilar properties'

lnvestment properly with a carrying amount of GEL 3,028 thousand is pledged to secure borrowings

received from the parent company ai at 3 I December 2016 (31 December 2015: GEL 3,093 thousand).

13 Investment in associate

Ownership 7o

2016 2015

35%35Yo

All of the shares in the associate is pledged secure the borrowings received from the parent company'

14 Other assets

2015

'OOO GEL
3,3s1

l2
25

)t
zzl

s60

586

5,091

(2,048)

4,812

(1,731)

3,043 3,081

l8



Balance at the beginning ofthe year

Write off
Net charge for the year

Balance at the end ofthe year

l5 fnsurance receivables

'OOO GEL

Receivables arising out ofdirect insurance operations

Allowance for insurance receivables

Gross

2016

Analysis of movements in the allowance for impairment

Intemational Insurance Company IRAO JSC
Notes to the Sepa/ate Firnncial Statements for 2016

2,185

(520)

66

2,048 1,731

31 December 2016 31 December 2015

317

75,414

(2,977)

75,602

(2,022)

12,437 13,580

Analysis of movements in the allowance for insurance receivables:

,OO() GEL
Balance at the beginning ofthe year

Net charge for the year

Balance at the end of the vear

2016
) o)')

v))

2015

1,3 83

639

2,977 2,022

The Company is not subject to significant credit risk on receivables arising out of direct insurance
operations as policies are cancelled and the uneamed premium reserve relating to the policy is similarly
cancelled when there is objective evidence that the policyholder is not willing or able to continue paying
policy premiums.

The Company creates allowance on insurance and reinsurance receivables based on their aging analysis.
The Company also makes specific provision when facts and circumstances suggest that particular
counterparty cannot pay.

The following table shows aging of insurance receivables as at 3l December 2016 and20l5:

Impairmenl

20r6
Gross

2015

Impairment

2015GEL'OOO

Not Past Due

Past due 0-30 days

Past due 31-60 days

Past due 6l-90 days

Past due 91-120 days

Past due 121-365 days

Past due more the one year

l l,03 l
994

132

258

40

264

2,695

(26)

(78)

(20)

(ls8)
(2,695)

10,563

2,667

77

IJ

58

520

1,644

(ls)
(22)

(2e)

(312)

(1,644)

15,414 (2,977) 15,602

Management believes that the unimpaired amounts that are past due by 30 days are still collectable in
full, based on historic payment behaviour.

l9



,OOO GEL

Term deposits

'OOO GEL

TBC Bank

Terabank

Basis Bank

Bank Republic

Total

17 Cash and cash equivalents

'OOO GEL
Petfy cash

Current accounts with banks

Total cash and cash equivalents

International Insurance Company IRAO JSC
Notes to the Separate Financial Statements for 2016

16 Placements with banks

31 December 2016 31 December 2015

5,874 L )?5

The placements with banks are held with Georgian banks with short term issuer default rating of B, based

on Fitch Rating. The Company does not expect any counterparty to fail to meet its obligations.

Concentration of placements with banks

As at 3l December 2016 and 2015 placements with banks which individually comprised more than

10% of total placements with banks were as follows:

31 December 2016 3l December 2015

1 ))7

2,499

5,87 4 \ 1'r1

31 December 20t6 31 December 2015

27

2,294

2,321

The cash and cash equivalents are mainly held with Georgian banks with short term issuer default rating

of B, based on Fitch Rating. The Company does not expect any counterparty to fail to meet its obligations.

18 lnsurance contract liabilities

2016'000 GEL 2015'000 GEL

Gross
Reinsur

ance

(5,930)

(8,080)

1,035

1,382

1,420

2,037

26

824

8s0

ReinsuraGross nce

Unearned premiums

Incurred but not
reported
Notified claims
provision
Total insurance. 23,167 (10,256) t2,4ll 25,333 (14,010) 11,323
contract provisions

(a) Analysis of movements in provisions for unearned premiums (gross of reinsurance)

Net Net

13,494

4s3

9,220

(3,630)

(7,126)

9,864

453

2,094

15,606

134

9,593

9,676

134

151?

'OOO GEL
Balance at I January

Gross premiums written (Note 5)

Gross eamed premiums (Note 5)

Balance at 31 December

20r6
15,606

27,765

(29,877)

2015

12,331

28,516

(25,341)

15,606L30494

20



Intemational Insutance Company IRA(

Notes to the Separate Financial Statements Jor

(b)Analysisofmovementsinclaimsprovisions(grossofreinsurance)
2016 2015

'OOO GEL

Balance at January I

Expected cost of current year claims

Change in estimates in respect of prior year claims

Claims Paid during the Year

Balance at December 31

(c) Assumptions and sensitivities

(t) Unearned Premium Provision

9,',127

27,920

(14)

(27,960)

I
I

(l'

(ir)

The provision for unearned premium is based on written premiums and is calculated on a propo

basis in respect 
"f 

th. ;;;;;ir"Jt .- of tn" poticy for which the premium has been received'

Pr ov is io n fot o utst an ding c I aims

For non-life insurance contracts, estimates have to be made both for the expected ultimate cost of

reported at the reporting date, but not vet settLJ 13BNS) and for the expected ultimate cost of

incurred, but not yet rep-orted, at the reporting date (IBNR)'

RBNS is created for known outstanding claims that include an appropriate provision for settlem

handling expenses. rttJrlr""irion i, uui.i,o"i"rv on an individuaivaluation for each claim accot

the opinion obtained ao* tt 
" 

insured, legal advisors and the companyos experts that handle the c

IBNR claims reserve is calculated by the Company's actuaries' The ultimate cost of these cl

estimated by using a range of standard u"tu.iur iruims projection techniques' such as chain Lad

Bornheutter-Ferguson, or in some cases, the expected losi ratio method is applied in order tc

reasonable estimations when the statistical methld fails. The actuaries carry out estimations us:

regarding claims payments, numbers of claims reported and case-reserves'

The assumptions and models usedfot determining the ptovisions

For the purpose of valuing outstalding claims' or supplementing the claims

reserves for IBNR, th" Jctuariul models detailed below have been used

assumPtions:

o chain ladder: this method is based on the development of historical claims (development of p

and/or d"v"topm"nt of amount of claims, deveiopment of the number of claims' etc')' in

evaluate the anticipated developm.nt oi.*irtiog und future claims' The use of this method i

suitable after a suffrcient period ,in". tt 
" "uent 

iccurred or the policy il writlen' when there ir

information rro*}r. 
"*isting 

claims in order to evaluate the total anticipated claims;

o Bornhuetter-Ferguson (or modified vgrsion thereofl; this method combines early estimates I

the Company o. "G*Gb*i*.r, 
und uddition"ol .tti-ates based on the claims themselves' '

estimates utilize fr"rniu., and irre loss ratio for evaluating. the ,:,:t :]?1Til *:^.^:"*1,
utilizes actual claims 

"*p".i.n". 
based on other methods (suJh as chain ladder)' The combinr

valuation weights the two estimates while a larger weight is given to the valuation based on tl

experience as time purr", and additional infOfrationl, a.cumulated for the claims' The u

method is mainly suitable for the recent period where there is not enough information from tl

or for a new business or one with insufficient historical infOrmation;

9,673

departments' Per-clz
in conjunction with

(w
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. The average payment per glaim: at times, as in the Bomhuetter-Ferguson method, when the claims

experience is insuffrcient, the historical average method is utilized. In this method the provision is
. calculated based on the forecast of the number of claims (chain ladder method) and historical average

claim size.

There are no material assumptions made in determining the outstanding claims provisions, other than the

general broad-based assumptions that past experience regarding claims reporting and settlement pattems

will be repeated in the future with changes based on fiends in claim frequency and severity due to changes

in regulatlons, policy conditions, customer mix, etc. All other assumptions only exist on a claim-by-claim

basis, regarding issues such as the probability of winning a claim dispute.

Liability adequacy tests sre cutried out by the Company as follows

a) For most of the liability (e.g. in respect of motor and health business) for outstanding claims net of
recoverable reinsurance, subrogation and salvage, an actuarial analysis is carried out in order to

determine that the recorded liability (net of relevant assets) is adequate based on the current best

estimates of future claims development. If the liabilities are not adequate they are increased through

profit or loss.

b) For the liability for unexpired risks (the uneamed premium reserve net of DAC) an actuarial estimate

is carried out ofthe expected future loss ratio in respect ofunexpired risks on in-force contracts. Ifthe
expected loss ratio implies that the unearned premium provision net of DAC is inadequate, the DAC

is reduced, and if necessary the uneamed premium reserve is increased, until it is adequate.

The liability adequacy test revealed a shortfall as at 3l December 2016, as a result of which

deferred acquisition cost with the carrying value of GEL 690 thousand was written-off.

19 Loans and borrowings

2016

GEL'OOO

20r5

GEL'OOO

Secured parent comPanY loan

Terms and conditions

9,344 13,53 I

31 December 2016 31 December 2015

'OOO GEL

Secured parent
company loan
Secured parent
company loan

NominalLurrencY interest rate

EUR

EUR

3%o+3 Month
EI.'RIBOR

5olo+3 Month
EURIBOR

Year of
maturity

2021

2021

Face Carrying
value amount

Face Carrying
value amount

9,344 q 144

1 3,53 1

13,531

13,53 l

9,344 9,344 13,531

On 30 November 2016, loans and borrowings with the carrying value of GEL 5,365

(3 I August 201 5 : GEL 2,5 I I thousand) was contributed to the share capital of the company.

20 Insurance and reinsurance payables

2016

'OOO GEL

2015
,OOO GEL

Agents' and brokers' fees PaYable

Reinsurance premiums payable

494

4,206

r63
5.230

5,3934,700

22



International Insurance Company IRAO JSC

Notes to the Separate Financial Statements for 20 I 6

2l EquitY

(a) Share caPital

Theauthorizedandpaid-insharecapitaloftheCompanyisspecifiedbelow'Eachshareentitlestheholder
to one vote in the shareholders meetings of the Company'

3l December2016 31 December 2015
Authorized, issued and

paid-in caPital

Ordinary shares

Number Par Value Number
of shares

11,916,250

Par Value
GEL'OOO

of shares GEL'000

tl.zst.zso 17,281

The holders of ordinary shares are entitled to receive dividends' as declared' from time to time'

(b) Dividends

lnaccordancewithGeorgianlegislationtheCompany,sdistributablereservesarelimitedtothebalance
of retained eamings as recorded in tt 

" 
compffi ,"purut" t-*cial statements prepared in accordance

with EU mns, wliich l, itt" tu1n" as the Company's retained earnings'

No dividends were declared or paid during 2016 and20l5'

22 Insurance risk management

(a)Riskmanagementobjectivesandpoliciesformitigatinginsurancerisk

TheprimaryinsuranceactivitycarriedoutbytheCom-nallassumestheriskoflossfromindividualsor
organisations ttrai are direct$ subject to the risk. Such risks may relate to property, liability' accident'

health,cargoorotherperilsthatmlyarisefromaninsurable"u"nt'A'suctrthecompanyisexposedto
the uncertainty surrounding the timing uni ,.u.rltv of claims under the insurance contract' The principal

risk is that the frequency and severity oi.tui*, is greater than expected. Insurance events are' by their

nature, random, tia tft. actual numte.^""d ;i;t oi events during any one year may vary from those

estimated using established statistical techniques'

Risksundernonlifeinsurancepoliciesusuallycovertwelvemonthduration.Forgeneralinsurance
contracts the most significant ,irt, urir" nom changes in the relevant legal environment' changes in

behaviour of policyholders, natural aiturtor-"nJ teriorist activities. For healthcare contracts the most

significant risr., arise from epidemics, natural disasters and increases in health care costs'

TheCompanyalsohasexposureto.marketriskthroughitsinsuranceactivities.TheCompanymanages
its insurance risk through the use or"rtuuilrrr.a statistlcal techniques, reinsurance ofrisk concentrations'

underwriting limits, approuul p.o".d*.r"i"t n"tt"oi"ns, pricing guidelines and monitoring of emerging

issues.

(, UnderwritingsftategY

TheCompany,sunderwritingstrategyseeksdiversitySothattheportfolioatalltimesincludesseveral
classes of non-correlating risks and thar each class of ti'k, in tum' is spread across a large number of

policies. rurunug;"ni u"il"u"r that this approach reduces the variability of the outcome'

I 1 ,916

ZJ
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TheunderwritingStrategyissetoutinthebusinessplanthatstipulatestheclassesandsubclassesof
business to be written. The strategy i, ;pi;;;;ted through unierwriting guidelines that determine

detailed underwriting rules for 
"u"r, 

typ' Ti;;il r1t friia"ri"t' "otttuitt 
insurance concepts and

procedures, o.r"rip'ii""r";i t"h";;;11, ,.r,n, and conditiorrr, ,ight' and obligations' documentation

requirements, template agregment/.qgli.y ;;;pl;;, r"ii"t"r. of app"licable tariffs and factors that would

affect the appticauie[i#. rt " 
turifr"ui.,riutions aie based on probability and variation'

Adherence to the underwriting guidelines is monitored by management on an on-going basis'

strict claim review policies to assess all new and on-going claims' regular detailed review of claims

handling oro."u*r"uirJi"uJtg"rton gf GibF^"fii:Y3t*t l*ill policies and processes put in

place to reduce .fu-frr. Wft.re alpropriate, the Company further tnfott"t a policy of actively managing

and promotin, ourr"ing'oi;;ft in ora., to reduci its exposure to unpredictable future developments

that can negatively impact the compani in" z"*p""v 
^has 

also limited its exposure by imposing

maximum ciaim amounts on certain contracts'

(ii) ReinsurancestategY

The company reinsures a portionof the risks it underwrites in order to control its exposures to losses and

protect capital ,"ro*..r.'The company 
^.""iJv 

u"vt ?:ultative 
and Excess-of-Loss ("XL") based

reinsruance to reduce the net exposure t"ittt c",'io"t io iz". or"q.,ity for every individual contract or rn

orher specifi.o .1."u*rtunces. The c"d;;-;ilo 9,r1. '"in*inf" 
treaties for the main lines of its

business that protect the company f'"#;;i' tu*oluiiu" to"t' irtat may arise from multiple claims

resulting from the same event or occurrence'

Cededreinsurancecontainscreditrisk,.andsuchreinsurancefe--c.overablearereportedafterdeductionsfor
knowninsolvenciesanduncollectibleitems.TheCompanymonitorsthefinancialconditionofreinsurers
on an on_going ;;il;;d ;;;;s its reinsurance arrangements periodicallv'

The Company does not utilize any stopJoss reinsurance'

(b)Termsandconditionsofinsurancecontractsandnatureofriskscovered

Thetermsandconditionsofinsurancecontractsthathaveamaterialeffectontheamount'timingand
uncertainty ol nrture cash flows aririrrg"from insurance 

"onttutit 
ut" set out below' ln addition' the

following si""r;;;;;;e* of the dilcil;;p'oJu"o u"J the wavs in which it manages the

associated risks'

(t) Medical insurunce

Product featares

The largest part of the Company's insurance portfolio relates to medical insurance' These contracts pay

benefits for medical fieatment and hospital expenses'

Management of risk

Health insurance cover is subject to the primary peril of the need for a medical treatment' The company

manages its risks through wi-ting pr"dornirruntty corporate p"ritrtt and through the use of medical

screening t" tttut ptiti"l"considers cunent health conditions'

u
u
u
u

[il
ln
ln
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International Insurance Company IRAO JSC

Notes to the Separate Financial Statementsfor 2016

(iil ProPertY insurunce

Product features

The company writes property insurance. This includes both private property insurance and industrial

propefty insurance. Property insurance indemnifies the policyholder' subject to any limits or excesses'

igui"rtit 
" 

loss or damage to their own tangible property.

Theeventgivingrisetoaclaimfordamagetobuildingsor.contentsusuallyoccurssuddenly(asforfire
and burglaryl "niltL 

cause is easily deteiminable. Thi claim will thus be notified promptly and can be

settled without oi"v. pr"p"nv trri".rr is therefore classified as short-tailed'

Management of risk

The key risks associated with this product are underwriting risk' competitive risk and claims experience

risk (including u.. u*l"ure incidence oinutrrut disasters). The company is also exposed to the risk of

exaggeration and dishonest action by claimants'

Underwriting risk is the risk that the company does not charge premiums appropriate for the different

properties it insures, For private prop,erty inr*uor", it is expected that theri will be large numbers of

properties *itf, J*liur risil profiles. i#.;;"t6 ***o"iut business this may not be the case' Many

commercial property proposals compris" u *iqu. combinatiorr of location, type of business' and safety

meas,res in place. Caiculating u pr..iuri "o-r*.tr*ute 
with the risk for these policies will be subjective'

and hence riskY.

Theserisksaremanagedprimarilythroughthepricingandreinsuranceprocesses'TheCompanyuSeS
strict underwriting criteria to ensure ttratitre risk of losses is acceptable to the company' The company

reinsures ir, prd|;"'irkr;;;;f;;;.;;"il;';;"aties, which limit the companv's exposure to EUR

35 thousand for each property policy'

(ii, Motor insurance

Product featutes

The company has two types of Molor insurance, fully comprehensive insurance ("casco") and motor

thirdpartyliabilityinsurance(..MTPL',).UnderCasco.contracts,corporateentitiesandindividualsare
reimbursed for any loss of, or damage cuu,ed to their vehicles' MTPL contracts provide indemnity cover

to the owner of the motor vehicle ugui; compensation_payable to third parties for property damage'

death or personal injury. Motor insura*, th"r"fo.. includes both short and longer tail coverage' claims

that are typically settled quickly u.. tno," tttut indemniff the policyholder against motor physical damage

or loss. claims that take longer to nnanse-, ;;;;;;";. iirr.utt to.ttimate;elate to bodilv injury claims'

Munagement of risk

lngeneral,motorclaimsreportinglagsareminor,andclaimcomplexityisrelativelylow.overallthe
claims liabilities for this line of business create a moderate estimations riit<. ttre company monitors and

reacts to tr"no, in."puir costs, injury awards and the frequency of theft and accident claims'

The frequency of claims is affected by adverse weather conditions, and the volume of claims is higher in

the winter months'

MotorlinesofinsuranceareunderwrittenbasedontheCompany,sproprietaryaccidentstatisticsdatabase.
The company ..inr*", its casco risks by facultative reiniurance conffacts, which limit the company's

exposrrretoultimatenetlossforeachund.u..ylossoccurrencefromUSD30thousandtoUSD60
thousand.
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(c) Concentrations of insurance risk

A key aspect of the insurance risk faced by the Company js the extent of concentration of insurance risk

which may exist where a particular event or series of events could impact significantly upon the

company's liabilities. such concentrations may arise from a.single insurance contract or through a

number of related contracts with similar risk ieatures, and relate to circumstances where significant

liabilities could arise. An important aspect of the concentration of insurance risk is that it may arise from

the accumulation of risks wiinin a number of individual classes or contract tranches'

Concentrations ofrisk can arise in both high-severity, low frequency events, such as. natural disasters and

in situations where underwriting is biasei"to*ards a particulai group, such as a particular geography'

The Company,s key methods in managing these risks are two-fold. Firstly, the risk is managed through

appropriate underwriting. underwriterc o[ ,rot permitted to underwrite risks unless the expected profits

are commensurate with the risks urr*"J. Secondly, the risk ismanaged through the use of reinsuranie"

The company purchases reinsurance ,ou.rug" foi various classes of its motor, properry and other

business. The Company assesses the costs and benefits associated with the reinsurance programme on an

on-going basis.

Key assumptions in estimating outstanding claims

The principal assumptions underlying the estimates relate to how the Company's future claims

development experience will differ, if uirit, t orn the past claims development experience' This includes'

for each accident period, assumptions in iespect of uu.rug. claim coits, claim handling costs' claim

inflation factors, number of claims unJ a.tuy, between tie claim events, claim reporting and claim

settlement. eaoiti"""r qualitative judgments are used to assess the extent to which past trends may not

apply in the future, for .^u-pt" on*-Jff o".rrrence, changes in market factors such as public attitude to

claiming, ""ooo*i" 
conditions, as well as internal factori such as portfolio mix, policy conditions and

claims handling procedures. Judgment is further used to assess the ixtent to which external factors such

as judicial decisiins ana governrient t.gltuilon affect the estimates' other assumptions include variation

in interest rates and changes in foreign currency rates'

Sensitivities

Management believes that, due to the short-tailed nature of the company's business, the performance of

the company,s portfolio is sensitive mainty to changes in expected iossratios. The company adjusts its

insurance tarifti or a regular basis based on the iatest developments in these variables so that any

emerging trends are taken into account'

(d) Reinsurance risk

The company cedes insurance risk to limit exposure to underwriting losses under various agreements that

cover individuuiunO portroho risks. These reinsurance agreements spread the risk andminimise the effect

of losses. The amount of each risk retained depends on tle Company's evaluation of the specific risk, but

in any event does not exceed 3% ofequity for any policy'

Under the terms of the reinsurance agreements, the reinsurer agrees to rgimbqsg the c.eded amount in the

event the claim is paid. However, the company re-ains liable to its policyholders with respect to ceded

insurance if any reinsurer fails to meet the obligations it assumes'

When selecting a reinsurer the Company considers their relative creditworthiness. The creditworthiness

of the reinsur"ii, urr.rr.a from pubtic iating information and from intemal investigations.

n

n
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(e) Claims develoPment

claims development information is disclosed in order to illustrate the insurance risk inherent in the

company. The table compares the claimspaid on an accident year basis with the provisions established

for these claims. irr. i"p p"n of the table p"*ia"r a review of current estimates of cumulative claims and

demonstrates how the estimated claims iave chang"d at subsequent reporting or accident year-ends'

The estimate is increased or decreased u, iorr", are p'aid and more informition becomes known about the

frequency and severity of unpaid claims. rtr" to*eipurt of the table provides a reconciliation of the total

provision inctuOeJ initre statement of financial posiiion and the estimate of cumulative claims'

While the information in the table provides a historical perspective on the adequacy of unpaid claims

estimates established in previous years, readers of theie financial statements are cautioned against

extrapolating ,"Ouniun"ie, or defiiiencies of the past on current unpaid loss balances' The Company

believes that the estimate of total claims outstanding at the end of 2016 is adequate. However, due to the

inherent *""rtuinti., in the provisiorrirrgpiol.ts, iicannot be assured that such balances will ultimately

prove to be adequate.

Analysis of claims development (gross) - Total

2012 20t3 2014 2015 2016

GEL'OOO GEL'OOO GEL'OOO GEL'OOO GEL'OOO GEL'OOO

28,282 41,270 30,105 17,322 )1 g)o I

27,969 44.450 30,262 16,950 119,631

2',1 44.441 29.858 I

28.088 44 10

28.157 28.157

28.157 44,522 29,858 16,950 27,920 147,401

1,420

27.456 40,411 29.237 16,379 25,671 1390154

10r 4,lll 571 2,249 9,673

23 Financial risk management

Management of risk is fundamental to the insurance business and is an essential element ofthe Company's

operatlons. The major risks faced by the Company are those related to market risk, which includes interest

rite and currency risks, credit risk and liquidity risk'

(a) Accounting classifications and fair values

Management believes that the fair value of the Company's financial assets and financial liabilities

approiimates their carrying amounts due to short maturities of most of the aforementioned instruments.

(b) Risk management policies and procedures

The Company,s risk management policies aim to identiff, analyze and manage the risks faced by the

Company, to set appropriite risk'limits and controls, and to continuously monitor risk levels and

Estimate of cumulative
claims

Accident year

One year later

Two years later

Three years later

Four years later

Current estimate of
incurred claims

Outstanding Claims For
Periods Prior 2012

Cumulative claims Paid
to 31 December 2016

Gross outstanding claims
liabilities

621
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adherence to limits. Risk management policies and procedures are reviewed regularly to reflect cfanges

in market conditions, products arrd services offered and emerging best practice. The Company through

its training and management standards and procedures, aims to develop a disciplined and constructive

control environment in which utt e-ptoy"es understand their roles and obligations. Management also

seeks to engage in currency forward 
"onttcts, 

to minimize its exposure to currency risk (see note 23 (d))'

The Supervisory Board of the company has ov-erall responsibility.-ryt the oversight of the risk

management framework. The Manag"-"nt of the company is responsible for the management of key

risks, designing and implementing ,iJ munugement ani control piocedures as well as approvinglarge

exposures.

Both external and internal risk factors are identified and managed throughout the c9mg1n1's

organizational structure. particular attention is given to developing riskmaps that are used to identi$r the

full range ofrisk factors and serve as a basis fJr determining ihe Ievel ofaisurance over the current risk

mitigation Procedures.

(c) Market risk

Market risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate

because ofchanges in market prices such as foreign exchange rates and interest rates'

Market risk comprises culrency risk and interest rate risk'

Market risk arises from open positions in interest rate' curency and

are exposed to general and specific market movements and changes

prices.

The objective of market risk management is to manage and control market risk exposures within

acceptable parameters, whilst optimizing the return on risk'

(d) Interest rate risk

Interest rate risk is the risk that fluctuations in market interest rates will

position and the results of operations of the Company'

affect adverselY the financial

December 2016
interest rates are

Average
effective

interest rate
2015

'OOOGEL

Interest bearing Assets

Loans issued
.GEL

Placements with banl<s

-GEL
-EUR
Int er est b e ar ing Li ab iliti es

-EUR

t7%

The table below displays the company's interestbearing assets and liabilities as at 3l

and 2015 and their corresponding iuerug" effective interest rates as atthat dates' These

un uppro*i-ation of the yields tJmaturity of these assets and liabilities'

equity financial instruments, which

in the level of volatility of market

Value

2016

'OOO GEL

8

825
4,959

9,344

Average
effective

interest rate
2016

'OOO GEL

Value

2015

'OOO GEL

t't%

r0%
3Yo

4%

l6

il
tl
u
I
il

409 r0%
3,690 50

1? 5?l 6%

maturity period are either greater
Interest rate risk arises when the actual or forecasted assets of a given

o. t"r, than the actual or forecasted liabilities in that maturity period'
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An analysis of sensitivity of the Company's projected net income for the year and equlty to interest rate

re-pricing risk based on a simplified scenario of a 100 basis point (bp) symmetrical fall or rise in all yield

"u*", and positions of interest-bearing assets and liabilities existing as at 3l December 2016 and

31 December 2015 is as follows:

Assets

100 bp parallel increase

100 bp parallel decrease

Laibilities

100 bp parallel increase

100 bp parallel decrease

Net

100 bp parallel increase

100 bp parallel decrease

Currency risk

2016

GEL'OOO

2015

GEL'OOO

49

(4e)

35

(3s)

2016

GEL'OOO

20ls
GEL 'OOO

(7e)

79

(l1s)
I l)

2016

GEL'OOO

2015

GEL'OOO

(30)

30

(80)

80

The Company's assets and liabilities are denominated in more than one curency. If the assets and

liabilities in one cunency do not match, the Company has an open currency position (OCP) and is exposed

to potentially unfavorable changes in exchange rates'

Management is responsible for continuously monitoring the development of exchange rates and foreign

cunency markets. The Company aims to close currency positions and ensures that an open currency

position remains within the limits at all times'

As part of its risk management, the Company uses foreign exchange forward contracts to manage

"*porur"r 
resulting from changes in foreign curency exchange rates. Accordingly, at the start of each

financial year,lhe Company concludes the agreement and hedges its EURO OCP. During 2016, the

Company hedge its EURO OCP as follow:

. Nominal value of EUR 3,000 thousand against GEL, from 1 January 2016 to 3 0 Novemb er 20\6;
o Nominal value of EUR 1 ,000 thousand against GEL, from 1 December 2016 to 3 1 December 2016;

and
o NominalvalueofEUR500thousandagainstUSD,from I January2016to 31December2016;
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364
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1
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International Insurance Company IRAO JSC

Notes to the Separate Financial Statements for 2016

The following tabte shows the foreign crlrency structure of monetary assets and liabilities and insurance

contract asseis and liabilities at 3 I Decemb er 2016 and 3 1 December 2015 :

GEL USD

'OOO GEL 'OOO GEL

EUR Total

'OOO GEL 'OOO GEL

Assets

Other assets

Insurance receivables

Placements with banks

Cash and cash equivalents

Reinsurer's share of insurance contract

provisions

Total assets

Liabilities
Insurance contract Provisions

Insurance and reinsurance payables

Other liabilities

Loans and borrowings

Total liabilities

Net position as at 31 December 2016

Net position as at 31 December 2015

l0% appreciation of USD against GEL

10% depreciation of USD against GEL

l0% appreciation of EUR against GEL

l0% depreciation of EUR against GEL

1,848

4,228

863

1,51 I

8,005

16,455

r,195

8,091

391

2,689

118

5,01I

4t9

62

? 04i

t2,437

\ R14

z,tzr

10,756

19,625
1 \6')

100

12,366

14?l

3,13 8

13

5,610

111

435

9,344

34,431

23,167

4,700

548

9,344

21,287

(4,832)

(4,300)

6,582

5,784

4,167

9.890 37,759

(4,280) (J'328)

(9,299) (9'432)

A reasonably possible strengthening (weakening) of GEL-, as indicated below, against USD and EUR

at 3l December would have affected the measurJment of financial instruments denominated in a foreign

currency and affected equity and profit or loss after tax by the amounts shown below' The analysis

urru-", that all other variables, in particular interest rates' remain constant:

2016 2015

GEL'OOO GEL'OOO

354

(3s4)

(e) Credit risk

The Company reinsures certain risks with reinsurance companies. The selection of reinsurance companies

is based on criteria related to solvency and reliability and, to a lesser degree, diversification (the spreading

of risk across counterParties).

The Company also has insurance and other receivable balances subject to credit risk" The most significant

of these balances are pr"mi.rm, and subrogation receivables. To mitigate the risk of policyholders not

paying amounts arr., utt issued policies co-"ntain provisions that cancel the policy in the event of non-

payment of the premium on the due aut". cr.Jit.ist< is also mitigated through strict underwriting criteria'

For the insurance receivables aging, see note 15'
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Intemational Insurance Company IRAO JSC
Notes to the Separate Financial Statements /or 20 I 6

The Company routinely assesses the recoverability ofits subrogation receivables and, as a consequence,

believes that their credit risk exposure is limited. Subrogation receivables are carried at either the amount

estimated to be recovered or at the amount, agreed between the Company and the third party, less an

estimate made for doubtful subrogation receivables, based on a review of all outstanding amounts on a

quarterly basis. A valuation allowance is provided for known and anticipated credit losses, as determined

by management, on an individual basis. In case of default, the Company pursues legal actions against the

third parties

To mitigate the credit risk of placements with banks, the Company invests its funds with the top Georgian

banks.

The Company's exposure to credit risk is monitored on an ongoing basis.

Liquidity risk

Liquidity risk is the risk that the Company will encounter difficulty in raising funds io meet its

commitments. Liquidity risk exists when the maturities of assets and liabilities do not match. The

matching and/or controlled mismatching of the maturities and interest rates of assets and liabilities is

fundamental to the management of financial institutions, including the Company. It is unusual for

financial institutions ever to be completely matched since business transacted is often of an uncertain term

and of different types. An unmatched position potentially enhances profitability, but can also increase the

risk oflosses.

The Company maintains liquidity management with the objective of ensuring that funds will be available

at all times to honor all cash flow obligations as they become due. The Company's liquidity positions are

reviewed by the management on a daily basis.

The following tables show the undiscounted cash flows on financial liabilities on the basis of their earliest

possible contractual maturity. The total gross outflow disclosed in the tables is the contractual,

undiscounted cash flow on the financial liability.

Less than I
year

'OOO GEL

- Total gross
lvearto) -' J --- -- - amount

vears" outltow

'OOO GEL 'OOO GEL

Carrying
amount

'OOOGEL

Liabilities

Loans and borrowings

Insurance and reinsurance payables

Other liabilities

31 December 2016

3l December 2015

4,700

548

t0,746 10,746

4,700

548

9,344

4,700

548

5,248 10,746 ____J:,ee!_
23,278

14,592

24

a)

6,021 17,257 19,552

Management estimates that the timing of cash outflows from insurance contract liabilities does

not exceed one year.

Capital management

Capital management objectives' policies and approach

The main objective of capital management is to monitor and maintain, at all times, an appropriate level

of capital which is commensurate with the Company's risk profile. The capital management of the

Company has the following objectives:

JI
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r Compliance with the requirements of Insurance State Supervision Services of Georgia; and

Maintaining the composition and structure of the assets accepted to cover insurance liabilities, when

due and to exceed regulatory requirements; and

Maintaining the required level of stability of the Company thereby providing a degtee of security to

policyholders.

It is in the Company's interest to maintain adequate capital resources at all times and to fulfill respective

minimum reguiatory capital requirements. The Company has traditionally had very good capital

resources. Maintaining thls good Capital base in the future is also important to the Company, both to allow

to take advantage ofprofitable growth opportunities and to cushion the effects oflarge loss events"

As part of the process in monitoring and managing its capital, the Company refers to its Investment and

Risi< Strategy (,.IRS";, which is foiused on enabling the Company to constantly maintain a minimum

level of funds, placed in top Georgian banks. Control of the structure of assets to the is carried out by

means of monthly reports to the shareholder, containing the relevant calculations to be verified by

Chief Financial Officer of the Company.

Regulatory requirements

The insurance sector in Georgia is regulated by the lnsurance State Supervision Service of Georgia

(,,ISSSG',). The ISSSG imposes minimum capital requirements for insurance companies. These

requirements are put in place to ensure sufficient solvency margins'

According to the ISSSG directive Ns04, issued on 20 April 2015, the minimum capital throughout the

period should be not less than GEL2,200 thousand and the Company should, at all times, maintain total

of this amount in either cash and cash equivalents or in bank balances.

The company makes certain adjustments to the EU IFRS equrty in these separate statements of financial

position in order to arrive to the ISSSG prescribed capital'

The Company manages its capital requirements by preventing shortfalls between reported and required

capital levets on a regular basis. tn order to maintain or adjust the capital structure, the Company may

adjust the amount of dividends paid or inject fuilher capital'

The Company was in compliance with the externally imposed capital requirements at the end of the

reporting period and no changes were made to its objectives, policies and processes from the previous year

for managing capital.

On 16 September 2016, ISSSG issued directives Nql5 and Nsl6 on the determination of the Regulatory

Solvency Margin (,,RSM") and Regulatory Capital, respectively. The laws also impose the requirements

on mainiaining minimum Regulatory Capital ai opposed to RSM. Considering that financial year 2017 is

the transitional period for the implemeniation of the directives, the adherence requirements to the above

are as follows:

The Regulatory Capital should be not less than either 50% of RSM or GEL 2,200 thousand throughout

the period from 1 January 2017 to I July 2017;

The Regulatory Capital should be not less than e ither 7 5Yo of RSM or GEL 2,200 thousand throughout

the period from I July 2017 to I January 2018; and

o The Regulatory Capital should be at least either RSM or GEL 2,200 throughout the period from

January 2018.



(a)

(b)
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Notes to the Separate Financial Statements for 20 I 6

The Regulatory Capital is determined based on the EU IFRS equity, adjusted for, for example, investments
in subsidiaries and associates, unsecured loans and borrowings, etc. as prescribed by the ISSSG
directive N016.

As at the date these separate financial statements were authorized for issue, the Company was in
compliance with the level of Regulatory Capital as opposed to RSM.

Contingencies

Litigation

ln the ordinary course of business, the Company is subject to legal actions and complaints. Management
believes that the ultimate liability, if any, arising from such actions or complaints will not have a material
adverse effect on the financial condition or the results of future operations.

Taxation contingencies

The taxation system in Georgia is relatively new and is characterised by frequent changes in legislation,
official pronouncements and court decisions, which are sometimes unclear, contradictory and subject to
varying interpretation. tn the event of a breach of tax legislation, no liabilities for additional taxes, f,rnes

or penalties may be imposed by the tax authorities three six years have passed since the end of the year
in which the breach occurred.

These circumstances may create tax risks in Georgia that are more significant than in other countries.
Management believes that it has provided adequately for tax liabilities based on its interpretations of
applicable Georgian tax legislation, official pronouncements and court decisions. However, the
interpretations ofthe relevant authorities could differ and the effect on these separate financial statements,
if the authorities were successful in enforcing their interpretations, could be significant.

Debt related commitments

As at 20 December 201 5 the Company, together with its related party entities, became a party to the new
loan agreement, according to which the Company guaranteed the repayment of the loan, with the carrying
amount of EUR 15,998 thousand as at 31 December 2016 (31 December 2015: EUR 16,399 thousand),
if Geo Hospitals LLC fails to meet its obligations, when they fall due. The guarantee issued by the
Company was for no consideration. Geo Hospitals LLC loan matures on 31 December 2025,

The amounts of outstanding debt related commitments represent the maximum accounting loss that would
be recognised at the reporting date ifcounterparties failed completely to perform as contracted.

As at 31 December 2016, no events of default under the agreement occurred and management believes
that the probability of the counterparties failing to meet its contractual obligations under the agreement is
remote. Therefore, no provision was recognised for the arrangement.

26 Related party transactions

(a) Controlrelationships

The Company's parent company is TBIH Financial Services Group N.V., which is controlled by
VIENNA INSURANCE GROUP AG Wiener Versicherung Gruppe, Vienna. The party with the ultimate
control over the Company is Wiener Stadtische Wechselseitiger Versicherungsverein
Vermogensverwaltung - Vienna lnsurance Group, Vienna.

(c)

JJ
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(b) Transactions with the members of the supervisory Board and Management Board

Total remuneration ofthe supervisory Board and Management Board

is as follows:

Members of Supervisory Board and Management Board

Salary related taxes

Total remuneration

(c) Transactions with other related parties

included in administration expenses

Transactions with other related parties include transactions with associate and companies related to the

parent company of the ComPanY'

The outstanding balances and transactions as at and for the year ended 31 Decembet 2016 and 2015 with

other related parties are as follows:

2016
,OOO GEL

20r5

'OOO GEL

475

118 108

1 593 540

1

1

1

1

7

1

7

1

1

1

1

1

1

I
;

r-tll

31 December 2016

'OOO GEL

31 December 2015

'OOO GEL
Separate statement of financial position

Assets

Other assets (associate and fellow subsidiary)

Insurance receivable (fellow subsidiary)

Forward agreement (fellow subsidiary) *

Liabilities
Loans and borrowings (Parent)

Insurance and reinsurance payables (fellow subsidiary)

Insurance and reinsurance payables (intermediate parent)

Insurance and reinsurance payables (associate)

Separate statement ofprofit or loss and other

comprehensive income

Gross premium written (fellow subsidiary and associate)

Written premium ceded to reinsurers (fellow subsidiary)

Interest expense (parent and intermediate parent)

Claims paid (associate and fellow subsidiary)

Claims paid (fellow subsidiary)

Written premium ceded to reinsurer (intermediate parent)

Other expense (intermediate parent)

Forward agreement (fellow subsidiary) *

Rent income (fellow subsidiary)

383

s17

9,344

1,475

9l
(47)

22r

347

560

13,531

739

528

48

20r6

'OOO GEL

2015

'OOO GEL

2l
3,776

(4ss)

(364)

(78)

( 1,5 01)

92

75

263

r66
36s

(7se)

(3,667)

(3 8)

( 1,148)

82

850

240

* The forward agreements was concluded with Insurance Company GPI_ Holding JSC to hedge the

Company,s EURb OCP with the nominal value of EUR 1,000 thousand, with the maturity date of

31 December 2016 (see note 22 (d))'

27 Basis of measurement

The separate financial statements are prepared on the historical cost basis'

al
J.l



International Insurance Company IRAO ISI
Notes to the Separate Financial Statements for 201'

28 Significant accounting policies

The accounting policies set out below have been applied consistently to all periods presented in thesr
' separate financial statements.

(a) Investmentsassociates

Associates are those entities in which the Company has significant influence, but not control, over thr

financial and operating policies. Significant influence is presumed to exist when the Company hold
between 20%o and 50% of the voting power of another entity.

Investments in associates are accounted at cost less impairment losses.

(b) Foreign currency transactions

Transactions in foreign currencies are translated to the functional currency of the Company at exchangr
rates at the dates ofthe transactions.

Monetary assets and liabilities denominated in foreign currencies at the reporting date are translated t<

the functional currency at the exchange rate at that date. The foreign currency gain or loss on moneta4
items is the difference between amortised cost in the functional currency at the beginning of the period
adjusted for effective interest and payments during the period, and the amortised cost in foreign culrencl
translated at the exchange rate at the end ofthe reporting period.

Non-monetary items in a foreign currency that are measured based on historical cost are translated usinl
the exchange rate at the date ofthe transaction.

Foreign cuffency differences arising in translation are recognised in profit or loss.

(c) Insurancecontracts

(, ClassiJication of contracts

Contracts under which the Company accepts significant insurance risk from another party (tht

"policyholder") by agreeing to compensate the policyholder or other beneficiary if a specified uncertair

future event (the "insured event") adversely affects the policyholder or other beneficiary are classified ar

insurance contracts.

Insurance risk is risk other than financial risk.

Financial risk is the risk of a possible future change in one or more of a specified interest rate, financia
instrument price, commodity price, foreign exchange rate, index of prices or rates, credit rating or credi
index or other variable, provided in the case of a non-financial variable that the variable is not specific t<

a pary y to the contract. Insurance contracts may also transfer some financial risk.

Insurance risk is significant i[ and only if, an insured event could cause the Company to pay significan
claims. Once a contract is classified as an insurance contract, it remains classified as an insurance contrac

until all rights and obligations are extinguished or expire. Contracts under which the transfer of insuranct
risk to the Company from the policyholder is not significant are classified as financial instruments.

Financial suarantee contracts are accounted for as insurance contracts.

3:
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(i0 Recognition and meusurement of conttacts

Premiums

Gross premiums written comprise premiums on contracts entered into during the year, irrespective of

whether they relate in whole or in part to a later accounting period' Premiums are disclosed gross of

commission payable to intermediari"* *A exclude taxes aid levies based on premiums' The earned

portion of premiums written is recognised as revenue. Premiums are earned from the date of attachment

of risk, over the indemnity period using the daily pro-rata method' outward reinsurance premiums are

recognised as an expense in accordance with-the daily pro-rata method' The portion of outward

reinsurance premiumi not recognised as an expense is treated as a prepayment.

PolicY cancellstions

policies are cancelled if there is objective evidence that the policyholder is not willing or able to continue

paying policy premiums. cancellaiions therefore affect.ortly those policies where policy premiums arb

paia m i.tttatments over the term of the policy'

(J ne ar ne d Pr emiu m Provis io n

The provision for unearned premiums comprises the proportion

estimated to be earned in the following or subsequent financial

insurance contract using the daily pro-rata method'

Claims

Net claims incurred comprise claims paid during the financial year together with the movement in the

provision for outstanding claims'

claims outstanding comprise provisions for the company's estimate of the ultimate cost of settling all

claimsincurredbutunpaidatthestatem"ntorfinancialpositiondate,whetherreportedornot,and
provisions for related external claims handling expenses'

Claims outstanding are assessed by reviewing individual claims and making allowance for claims

incurred but not y"? ,.po.t"a, the efflct of both Intemal and external foreseeable events' such as changes

in extemal claims fr"t'Oiitg .*p.nr.r, legislative changes and past experience and trends' Provisions for

claims outstanding are not discounted'

AnticipatedreinsuranceandsubrogationrecoveriesarerecognisedseparatelyaSassets.Reinsuranceand
subrogation recoveries ar" ars"rs"d in a manner similar to the assessment of claims outstanding'

Adjustments to the amounts of claims provisions established in prior years are reflected in the separate

financial statements ior the period in which the adjustments are made, and disclosed separately ifmaterial'

The methods used, and the istimates made, are reviewed regularly'

(iit) Reinsurance

The company cedes reinsurance in the normal course of business for the purpose of limiting its potential

netlossthroughthepartialtransferofrisktoreinsurers.Reinsurancearrangementsdonotrelievethe
Company from its direct obligations to its policyholders'

premiums ceded and benefits reimbursed are presented in profit or loss and statement of hnancial position

on a gross basis.

of gross premiums written which is
years, computed separately for each

I
.l

l
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Reinsurance assets include balances due from reinsurance companies for ceded instnance liabilities'

Amounts recoverable from reinsurance are estimated in a manner consistent with the outstanding claims

provision or settled claims associated with the reinsured policy'

premiums on reinsurance assumed are recognised as revenue and accounted for as if the reinsurance was

considered direct business, taking into account the product classification ofthe reinsured business'

Amounts recoverable under reinsurance contracts are assessed for impairment at each statement of

financial position date. Such assets are deemed impaired if there is objective evidence, as a result of an

event that occurred after its initial recognition, thai the Company may not recover all-amounts due and

that the event has a reliably measurablJimpact on the amounts that the Company will receive from the

reinsurer. Only rights undei contracts that give rise to significant transfer ofinsurance risk are accounted

for as reinsurance assets. Rights under contracts that do not transfer significant insurance risk are

accounted for as financial instruments.

@ Deferred ucquisition costs (DAC)

Those direct and indirect costs incurred during the financial period arising from the w|-ting or renewing

of insurance contracts are deferred to the extent that these costs are recoverable out of future premiums'

All other acquisition costs are recognised as an expense when incurred.

Subsequent to initial recognition, DAC for general insurance and health products are amofiised over the

period in which the related revenues are earned'

(v) Liability adequacY test

At each reporting date, a liability adequacy test is performed, to ensure the adequacy of uneamed

premiums net of ielated DAC asseis for each line of business which are managed together. ln performing

ih" t"rt, cunent best estimates of future contractual cash flows, claims handling and policy administration

expenses attributable to the unexpired periods of policies in force, as well as investment income from

assets backing such liabilities, are used. if a shortfail is identified the related deferred acquisition cost and

related intangiUte assets are written down and, if necessary, an additional provision (unexpired risk

provision) isistablished. The deficiency is recognised in profit or loss for the year'

(v0 Insurance receivables und payables

Amounts due to and from policyholders, agents and reinsurers are financial instruments and are included

in insurance receivables and payables, and not in insurance contract provisions or reinsurance assets' The

Company reviews its insurance receivables to assess impairment on a regular basis.

(d) Cash and cash equivalents

Cash and cash equivalents comprise cash balances and call deposits with maturities of three months or

less from the acquisition date thit are subject to insignificant risk ofchanges in their fair value.

Financial instruments

Non-derivativeJinancial assets and jinancial liabilities - recognition and measurement

The Company initially recognises loans and receivables, bank deposits and cash and cash equivalents on

the date that they are originated.

Loans and receivables are a category of financial assets with fixed or determinable payments that are not

quoted in an active market. Such assets are recognised initially at fair value plus any directly attributable

(e)
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transaction costs. Subsequent to initial recognition loans and receivables are measured at amortised cost

using the effective interest method, less any impairment losses.

Loans and receivables category comprise the following classes offinancial assets:

r lnsurance receivables as presented in note 15;

o Receivables from subrogation as presented in note 14;

The Company classifies non-derivative financial liabilities into the other financial liabilities category'

Such financial liabilities are recognised initially at fair value less any directly attributable transaction

costs. Subsequent to initial recognition, these financial liabilities are measured at amortised cost using the

effective interest method.

Other financial liabilities comprise loans and borrowings, bank overdrafts, and insurance and reinsurance

payables.

Non-derivative Jinancial assets and tinancial liubililies - derecognition

The Company derecognises a financial asset when the contractual rights to the cash flows from the asset

expire, oiit transfers the rights to receive the contractual cash flows on the financial asset in a transaction

in which substantially all the risks and rewards of ownership of the financial asset are transferred. Any
interest in transferred financial assets that is created or retained by the Company is recoglised as a

separate asset or liability.

The Company derecognises a financial liability when its contractual obligations are discharged or

cancelled or expire.

Offsetting

Financial assets and liabilities are offset and the net amount presented in the statement of hnancial

position when, and only when, the Company currently has a legally enforceable right to set off the

iecognised amounts and intends either to settle on a net basis or to realise the asset and settle the liability

simultaneously.

The Company currently has a legally enforceable right to set off if that right is not contingent on a future

event and enforceable both in the normal course ofbusiness and in the event ofdefault, insolvency or

bankruptcy of the Company and all counterparties.

Gains and losses on subsequent meusuremenl

For financial assets and liabilities carried at amortised cost, a gain or loss is recognized in profit or loss

when the financial asset or liability is derecognized or impaired, and through the amortization process.

Property and equipment

Rec o g nitio n und me as u remenl

Items of properfy and equipment, are measured at cost less accumulated depreciation and any accumulated

impairment losses.

Cost includes expenditure that is directly attributable to the acquisition of the asset'

If significant parts of an item of property and equipment have different useful lives, they are accounted

for as separate items (major components) of properly and equipment.

(iv)
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Any gain or loss on disposal of an item of property and equipment is determined by comparing the

proce"ds from disposal with the carrying amount of properly and equipment, and is recognised net in
profit or loss.

Depreciation

Items of property and equipment are depreciated from the date that they are installed and are ready for

use. Depreciation is based on the cost of an asset less its estimated residual value.

Depreciation is generally recognised in profit or loss on a straightline basis over the estimated useful

lives of each part of an item of property and equipment, since this most closely reflects the expected

pattem of consumption of the future economic benefits embodied in the asset. Land is not depreciated.

The estimated useful lives of significant items of property and equipment for the current and comparative

periods are as follows:

. Buildings 50 years
o Office and computer equipment 3-10 years
o Vehicles 5 years
o Others 5 years

Depreciation methods, useful lives and residual values are reviewed at each reporting date and adjusted

ifappropriate.

Investment property

Investment properties are properties which are held either to eam rental income or for capital appreciation,

or for both. These include properties with cunently undetermined future use. Investment properties are

measured initially at cost, including transaction costs. The carrying amount includes the cost of replacing

part of an existing investment property at the time that cost is incurred if the recognition criteria are met,

ind excludes the costs of day-to-day servicing of an investment property. Subsequent to initial
recognition, investment properties are stated at cost less accumulated depreciation and any impairment.

Land is not depreciated.

The estimated useful life of building for the cunent and comparative periods is 50 years.

Investment properties are derecognised when either they have been disposed of or when the investment
property is permanently withdrawn from use and no future economic benefit is expected from its disposal.

Any gains or losses on the retirement or disposal of an investment property are recognised in profit or loss

in the year of retirement or disposal.

Transfers are made to investment property when, and only when, there is a change in use, evidenced by

ending of owner-occupation or commencement of an operating lease to another party. Transfers are made

from investment property when, and only when, there is a change in use, evidenced by commencement

of owner-occupation or commencement of development with a view to sale.

Intangible assets

Acquired intangible assets are stated at cost less accumulated amortisation and impairment losses.

Amortisation is charged to profit or loss on a straight-line basis over the estimated useful lives of
intangible assets. The estimated useful lives are three to five years.

G)
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Impairment

Finuhciat assets carried at umortized cost

Financial assets carried at amortized cost consist principally of loans and receivables ("loans and

receivables"). The Company reviews its loans and receivables, to assess impairment on a regular basis. A
loan and receivable is impaired and impairment losses are incurred if, and only if, there is objective

evidence of impairment as a result of one or more events that occurred after the initial recognition of the

loan and receivable and that event (or events) has had an impact on the estimated future cash flows of the

loan and receivable that can be reliably estimated.

The Company considers evidence of impairment for these assets at both an individual asset and a
collective level. All individually significant assets are individually assessed for impairment. Those found

not to be impaired are then collectively assessed for any impairment that has been incurred but not yet

identified. Assets that are not individually significant are collectively assessed for impairment by'
grouping together loans and receivables with similar risk characteristics. Loans and receivables 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.

An impairment loss is calculated as the difference between an asset's carrying amount, and the present

value of the estimated future cash flows discounted at the asset's original effective interest rate. Losses

are recognised in proht or loss and reflected in an allowance account. When the Company considers that

there are no realistic prospects ofrecovery ofthe asset, the relevant amounts are written off. Interest on

the impaired asset continues to be recognised through the unwinding of the discount. When a subsequent

event causes the amount of impairment loss to decrease and the decrease can be related objectively to an

event occurring after the impairment was recognised, the decrease in impairment loss is reversed through

profit or loss.

Contractual cash flows and historical loss experience adjusted on the basis of relevant observable data

that reflect current economic conditions provide the basis for estimating expected cash flows.

Non-jlnancial assets

Other non-hnancial assets, other than deferred taxes, are assessed at each reporting date for any

indications of impairment. The recoverable amount of non-financial assets is the greater of their fair value

less costs to sell and their value in use. In assessing value in use, the estimated future cash flows are

discounted to their present value using a pre-tax discount rate thatreflects current market assessments of
the time value of money and the risks specific to the asset. For an asset that does not generate cash inflows

largely independent of those from other assets, the recoverable amount is determined for the cash-

generating unit to which the asset belongs. An impairment loss is recognised when the carrying amount

ofan asset or its cash-generating unit exceeds its recoverable amount.

All impairment losses in respect of non-financial assets are recognized in profit or loss and reversed only

if there has been a change in the estimates used to determine the recoverable amount. Any impairment

loss reversed is only reversed to the extent that the asset's carrying amount does not exceed the carrying

amount that would have been determined, net of depreciation or amortisation, if no impairment loss had

been recognised.

(it)
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International Insurance Company IRAO JSC
Notes to the Seqarate Financial Statements for 2016

Provisions

A provision is recognised in the statement of financial position when the Company has a legal or

constructive obligation as a result of a past event, and it is probable that an outflow of economic benefits

will be required to settle the obligation and a reliable estimate can be made ofthe amount of the obligation.

If the effect is material, provisions are determined by discounting the expected future cash flows at a pre-

tax rate that reflects current market assessments of the time value of money and, where appropriate, the

risks specific to the liability.

Share capital

Ordinary shares are classified as equity. Incremental costs directly attributable to issue ofordinary shares

and share options arerecognized as a deduction from equity, net ofany tax effects.

Taxation

Income tax

lncome tax expense comprises current and deferred tax. lncome tax is recogttised in profit or loss except

to the extent that it relates to items recognised directly in equity or in other comprehensive income.

Current tax

Current tax expense is the expected tax payable on the taxable income for the year, using tax rates enacted

or substantially enacted at the reporting date, and any adjustment to tax payable in respect of previous
years. Current tax payable also includes any tax liability arising from dividends.

On 13 May 2016 the Parliament of Georgia passed the bill on corporate income tax reform (also known

as the Estonian model of corporate taxation), which mainly moves the moment of taxation from when

taxable profits are eamed to when they are distributed. The law has entered into force in 2016 and is

effective fortax periods starting after I January 2017 for all entities except for financial institutions (such

as banks, insurance companies, microfinance organizations, pawnshops), for which the law will become

effective from 1 January2019.

The new system of corporate income taxation does not imply exemption from Corporate lncome Tax
(CIT), rather CIT taxation is shifted from the moment of eaming the profits to the moment of their
distribution; i.e. the main tax object is distributed earnings. The Tax Code of Georgia defines Distributed
Earnings (DE) to mean profit distributed to shareholders as a dividend. However some other transactions

are also considered as DE, for example non-arm's length cross-border transactions with related parties

andlor with persons exempted from tax are also considered as DE for CIT purposes. ln addition, the tax
object includes expenses or other payments not related to the entity's economic activities, free of charge
supply and overlimit representative expenses.

Tax reimbursement is available for the current tax paid on the undistributed earnings in the years

2008-2016, if those eamings are distributedin2019 or further years.

The corporate income tax arising from the payment of dividends is accounted for as an expense in the
period when dividends are declared, regardless of the actual payment date or the period for which the
dividends are paid.
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International Insurance Company IRAO JSC
Notes to the Separate Financial Statementsfor 2016

Deferred tax

Defened tax is provided for temporary differences between the carrying amounts of assets and liabilities

for financial reporting purposes and the amounts used for taxation purposes. The following temporary

differences are not provided for: goodwill not deductible for tax pulposes, the initial recogrition ofassets

or liabilities that affect neither accounting nor taxable profit and temporary differences related to

investments in subsidiaries, branches and associates where the parent is able to control the timing of the

reversal of the temporary difference and it is probable that the temporary difference will not reverse in the

foreseeable future. The amount of deferred tax provided is based on the expected manner of realisation or

settlement of the carrying amount of assets and liabilities until I January 2019, using tax rates enacted or

substantially enacted at the reporting date.

A deferred tax asset is recognised only to the extent that it is probable that future taxable profits will be

available until I January 2019 against which the temporary differences, unused tax losses and credits can

be utilised. Deferred tax assets are reviewed at each reporting date and are reduced to the extent that it is .

no longer probable that the related tax benefit will be realised.

Due to the nature of the new taxation system described above, the financial institutions registered in

Georgia will not have any differences between the tax bases of assets and their carrying amounts from

I January 2019 andhence, no deferred income tax assets and liabilities will arise, there on.

Interest income and expenses and fee and commission income

Interest income and expense are recognised in profit or loss as they accrue, taking into account the

effective interest rate of the asset/liability or an applicable floating rate. Interest income and expense

includes the amortisation of any discount or premium or other differences between the initial carrying

amount of an interest bearing instrument and its amount at maturity calculated on an effective interest

rate basis.

Other fee and commission income is recognised when the corresponding service is provided,

(m)
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29 New Standards and Interpretations not yet adopted

A number ofnew Standards, amendments to Standards and lnterpretations are effective for annual periods

beginning after I January 2016 and,have not been applied in preparing these separate financial statements'

Of these pronouncements, potentially the following will have an impact on the Company's operations'

The Company plans to adopt these pronouncements when they become effective.

o In July 2014, the International Accounting Standards Board issued the final version of

IFRS 9 Financ,ial Instruments.IFRS 9 is effective for annual periods beginning on or after I January

201g, with early adoption permitted. IFRS 9 includes revised guidance on the classification and

measurement oi financial instruments, including a new expected credit loss model for calculating

impairment on financial assets, and the new general hedge-accounting requirements. It also carries

forward the guidance on recognition and derecognition of financial instruments from IAS 39. IFRS

9 is effective"for annual ,"porting periods beginning on or after 1 January 201 8, with early adoption

permitted. It must be notid thai ihere is a draft for an amendment to IFRS 9 that would allow

insurance companies to apply IFRS 9 at the same time as the forthcoming IFRS for insurance

contracts. ln this case, IFRS 9 would be applicable as late as 2021.

o IFRS 15 establishes a comprehensive framework for determining whether, how much and when

reyenue is recognised. h replaces existing revenue recognition guidance, including*lAS 18 Revenue,

IAS I I Constru;tion Contracts and IFNC 13 Customer Loyalty Programmes. IFRS 15 is effective

for annual periods beginning on or after I January 2018, with early adoption permitted' The

Company does not cunintly expect the standard to have a material effect on the Company's separate

financial statements, since IFRS l5 does not apply to insurance contracts.

o IFRS 16 replaces the existing lease accounting guidance in IAS 17 Leases, IFRIC 4 Determining

whether an Aryangement contains a lease, SIC-15 Operating Leases - Incentives and SIC-27

Evaluating the Suistance of Transactions Involving the Legal Form of a Leasg.It eliminates the

current dual accountlng moOet for lessees, which distinguishes between on-balance sheet finance

leases and off-balance Jheet operating leases. Instead, there is a single, on-balance sheet accounting

model that is similar to currint finance lease accounting. Lessor accounting remains similar to

current practice - i.e. lessors continue to classifr leases as finance and operating leases. IFRS 16 is

effective for annual reporting periods beginning on or after 1 January 2019, early adoption is

permitted if IFRS lS RZvenui from Contracts with Customers is also adopted. The effects have not

teen fully examined, however, the Company is assuming that the standard will not have a material

effect on the Company's separate financial statements.

. Disclosure Initiative (Amendments to IAS 7) requires disclosures that enable users of financial

statements to evaluate changes in liabilities arising from financing activities, including both changes

arising from cash flow and non-cash changes. The amendments are effective for annual periods

beginning on or after 1 January 2017, with early adoption permitted. To satisfu the new disclosure

requirements, the Company intends to present a reconciliation between the opening and closing

balances for liabilities with changes arising from financing activities.

30 Subsequent events
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