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NOTES ON THE FINANCIAL STATEMENTS

BHE_ZEA+F+_A=+—RHILEE
For the year ended 31 December 2007

GENERAL

The Company is a private limited company incorporated
in Macau Special Administrative Region, People’s
Republic of China (“Macau SAR”). Its immediate holding
company is China Insurance H.K. (Holdings) Company
Limited and its ultimate holding company is China
Insurance (Holdings) Company Limited (“CIH”), which
are incorporated in Hong Kong and the People’s Republic
of China, respectively. The address of the registered
office and principal place of business of the Company is
Alameda Dr. Carlos D’Assumpcao, No. 398, Edificio
CNAC, 10-andar, Macau.

The Company is registered under the Macau Insurance
Ordinance as an insurer to underwrite general insurance
business in Macau.

The financial statements are presented in Macau Patacas
(“MOP”), which is also the functional currency of the
Company.

FIRST-TIME ADOPTION FINANCIAL
REPORTING STANDARDS OF MACAU SAR

In the current year, the Company has applied, for the
first time, Macau Financial Reporting Standards of Macau
SAR (“MFRS”) that are mandated and effective for
accounting periods beginning on or after 1 January 2007,
and prepared the financial statements in accordance with
MFRS.

MFRS comprises the following International Financial
Reporting Standards (“IFRS”) and International
Accounting Standards (“IAS”) adopted in Macau SAR.
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For the year ended 31 December 2007

FIRST-TIME ADOPTION FINANCIAL
REPORTING STANDARDS OF MACAU SAR

(continued)

Framework Framework for the preparation and
presentation of financial statements

IFRS 1 First-time adoption of International
Financial Reporting Standards

IAS 1 Presentation of Financial Statements

IAS 2 Inventories

IAS 7 Cash flow statements

IAS 8 Accounting policies, change in
accounting estimates and errors

IAS 10 Event after the balance sheet date

IAS 11 Construction contracts

IAS 12 Income taxes

IAS 16 Property, plant and equipment

IAS 17 Leases

IAS 18 Revenue

IAS 21 The effects of change in foreign
exchange rates

IAS 23 Borrowing costs

IAS 36 Impairment of assets

IAS 37 Provisions, contingent liabilities and
contingent assets

IAS 38 Intangible assets

The adoption of the MFRS has no material effect on how
the Company’s results and financial position for the
current or prior accounting years have been prepared
and presented. Accordingly, no prior year adjustment has
been required.

SIGNIFICANT ACCOUNTING POLICIES

The financial statements have been prepared on
historical cost basis except for certain financial
instruments, which are measured at fair values, as
explained in the accounting policies set out below.

These financial statements have been prepared in
accordance with MFRS and the Macau Insurance
Ordinance.
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For the year ended 31 December 2007

SIGNIFICANT ACCOUNTING POLICIES

(continued)
Revenue recognition

Revenue is measured at the fair value of the
consideration received or receivable and represents
receivable for services provided in the normal course of
business, net of discounts and sales related taxes.

Premiums from insurance contracts

Premiums for direct and facultative business are
accounted for in the period in which the amount is
determined, which is generally the period in which the
risk commences.

Dividend income

Dividend income from investments is recognised when
the shareholders’ rights to dividend have been
established.

Interest income

Interest income from a financial asset is accrued on a
time basis, by reference to the principal outstanding and
at the effective interest rate applicable, which is the rate
that exactly discounts the estimated future cash receipts
through the expected life of the financial asset to that
asset’s net carrying amount.

Classification of insurance contracts

Contracts under which the Company accepts significant
insurance risk from another party (the policyholder) by
agreeing to compensate the policyholder or other
beneficiary if a specified uncertain future event (the
insured event) adversely affects the policyholder or other
beneficiary are classified as 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, security price, commodity
price, foreign exchange rate, index of prices or rates,
credit rating or credit index or other variable, provided in
the case of non-financial variable that the variable is not
specific to a party to the contract. Insurance contracts
may also transfer some financial risk.



\

FESTTEHE @

RBRENDTE B
EAREMHAEIBARRBMNEKR
BN RBRERIIBEKX - —
BAHNBERRRRAH  E2HMEN
REVERRXIERN  E—ER
BREREK -

'f%'zﬁ': =] n’] E’JﬁEwu& u_i_i

R B IR B (i 1
RimPAREFHEERERKFEERE
AR B HI B R B — F IR A
FIEF H e ERR B BB - DR
RAIFTAGE R m R B R 15 3
ENRFAERES -

FE1E
—RERBEBHEENBERREFNA
EXMHBEEMEEREER Uk
RREEEEENES -

KRG E 1
ARAREREEE BN BAMERE
N REBHE(ERAR(TEHEEERS
H)MRENGTTEBELER - It
Sh o RRREREEE B EBAE
REMHRENGEFEARERLE
REHRANRE N HFL &R

B 75 ¥R B

NOTES ON THE FINANCIAL STATEMENTS

BE-FTLE+-_A=t—BLFHE
For the year ended 31 December 2007
SIGNIFICANT ACCOUNTING POLICIES

(continued)
Classification of insurance contracts (continued)

Insurance risk is significant if, and only if, an insured
event could cause the Company to pay significant
additional benefits. Once a contract is classified as an
insurance contract it remains classified as an insurance
contract until all rights and obligations are extinguished
or expire.

Recognition and measurement of insurance
contracts

Unearned premium reserve

Unearned premium reserve comprises the proportion of
gross premiums written in a year relating to the period
of risk in the following years to the subsequent date of
expiry of policies calculated on a time-apportioned basis.
Reinsurers’ share of unearned premium reserve is
calculated and presented separately in the financial
statements.

Claims

Claims incurred in respect of general business consist
of claims and claims handling expenses paid during the
year together with the movement in the provision for
outstanding claims.

Outstanding claims reserve

Provision is made for the estimated cost of claims notified
but not settled at the balance sheet date and for the
estimated cost of claims incurred but not reported
(“IBNR”) by that date. Provision is also made for the
estimated cost of servicing claims notified but not settled
at the balance sheet date and to meet expenses on
claims incurred but not reported at the balance sheet
date.
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For the year ended 31 December 2007

SIGNIFICANT ACCOUNTING POLICIES

(continued)

Recognition and measurement of insurance
contracts (continued)

Reinsurance

The Company cedes reinsurance in the normal course
of business for the purpose of limiting its net loss
exposure through the diversification of its risks. Assets,
liabilities and income and expenses arising from ceded
reinsurance contracts are presented separately from the
assets, liabilities, income and expenses of the related
insurance contracts because the reinsurance
arrangements do not relieve the Company from its direct
obligations to its policyholders.

Only contracts that give rise to a significant transfer of
insurance risk are accounted for as reinsurance
contracts. Rights under contracts that do not transfer
significant insurance risk are accounted for as financial
instruments.

Reinsurance premiums and claims recovery are
recognised on a gross basis. Reinsurance commissions
recoverable are recognised as income in the income
statement, when the related reinsurance contracts are
accepted by the reinsurers.

Premiums ceded to reinsurers are recognised as an
expense on a basis that is consistent with the recognition
basis for the gross premiums written on the related
insurance contracts. Premiums ceded to reinsurers are
expensed over the period that the reinsurance cover is
provided based on the expected pattern of the reinsured
risks. The unexpired portion of premiums ceded to
reinsurers is included in the reinsurers’ share of unearned
premium reserve.

Recoveries due from reinsurance companies in respect
of claims paid are classified as receivables and are
included within the insurance receivables in the balance
sheet.
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NOTES ON THE FINANCIAL STATEMENTS

HE_ZEA+F+_A=+—RHILEE
For the year ended 31 December 2007
SIGNIFICANT ACCOUNTING POLICIES

(continued)

Recognition and measurement of insurance
contracts (continued)

Reinsurance (continued)

Recoveries due from reinsurance companies are
assessed for impairment at each balance sheet date. An
asset is deemed impaired if there is objective evidence,
as a result of an event that occurred after its initial
recognition, that the Company may not recover all
amounts due, and that the event has a reliably
measurable impact on the amounts that the Company
will receive from the reinsurer.

Liability adequacy test

At each balance sheet date, the Company assesses its
recognised insurance liabilities to determine whether they
are adequate, using current estimates of future cash
flows under its insurance contracts. If the assessment
shows that the carrying amounts of its insurance liabilities
are inadequate in the light of the estimated future cash
flows, the entire deficiency is recognised in profit or loss.

Property, plant and equipment

Property, plant and equipment are stated at cost less
subsequent accumulated depreciation and accumulated
impairment losses.

Depreciation is provided to write off the cost of items of
property, plant and equipment over their estimated useful
lives and after taking into account of their estimated
residual value, using the straight-line method.

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

Annual Report 2007
—EELFEER

21



e oy

_E:—\.

_.-.—_1

?

22

=

ey

\

FTESHEE @

REYZ
RIVRFERE - REMETIARAK (8
EREERBESH) 5T E - IR
& - WEWRIIRK AR & RETT
ERRFBEEBEIR - EDNE
BORBR AMH IR E M R AR o

BEMERDE - IXKATHER -
3 T8 B TN B 18 H & Hh & BUAS 75 Al 2
RIEFER - R ERZEERES
BE R s B 1B A B E B E SR
BFEMREMEMNERTE) IR
WRZIBENFEFABRRE °

HE

BN NIETEEREEMBENE
KB Bk & B HREE FABA - %
HMOBBAMERD - AAEEMBELD
AIREAKEEN -

AR Al BEHBEA
REBOMES WA TDREBERYF
HIABEARZNBRRAER - RER
R ZHEEHOS| NI E R KA
DMEZHEEENKRAEL - XX
MHFMUBEREER AL -

China Insurance (Macau) Company Limited

D R B (R

F) BRDERDE

B SRS MY AL

NOTES ON THE FINANCIAL STATEMENTS
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For the year ended 31 December 2007

SIGNIFICANT ACCOUNTING POLICIES

(continued)
Investment properties

On initial recognition, investment properties are
measured at cost, including any directly attributable
expenditure. Subsequent to initial recognition, investment
properties are stated at cost less subsequent
accumulated depreciation and any accumulated
impairment losses. Depreciation is charged so as to write
off the cost of investment properties using the straight-

line method.

An investment property is derecognised upon disposal
or when the investment property is permanently
withdrawn from use or no future economic benefits are
expected from its disposals. Any gain or loss arising on
derecognition of the asset (calculated as the difference
between the net disposal proceeds and the carrying
amount of the asset) is included in the income statement
in the year in which the item is derecognised.

Leasing

Leases are classified as finance leases whenever the
terms of the lease transfer substantially all the risks and
rewards of ownership to the lessee. All other leases are
classified as operating leases.

The Company as lessor

Rental income from operating leases is recognised in
the income statement on a straight-line basis over the
term of the relevant lease. Initial direct costs incurred in
negotiating and arranging an operating lease are added
to the carrying amount of the leased asset and
recognised as an expense on a straight-line basis over
the lease term.
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NOTES ON THE FINANCIAL STATEMENTS

HE_ZEA+F+_A=+—RHILEE
For the year ended 31 December 2007

SIGNIFICANT ACCOUNTING POLICIES

(continued)
Foreign currencies

In preparing the financial statements of the Company,
transactions in currencies other than the functional
currency of that entity (foreign currencies) are recorded
in the respective functional currency at the rates of
exchanges prevailing on the dates of the transactions.
At each balance sheet date, monetary items
denominated in foreign currencies are retranslated at the
rates prevailing on the balance sheet date. Non-monetary
items carried at fair value that are denominated in foreign
currencies are retranslated at the rates prevailing on the
date when the fair value was determined. Non-monetary
items that are measured in terms of historical cost in a
foreign currency are not retranslated.

Exchange differences arising on the settlement of
monetary items, and on the translation of monetary items,
are recognised in profit or loss in the period in which
they arise. Exchange differences arising on the
retranslation of non-monetary items carried at fair value
are included in profit or loss for the period except for
differences arising on the retranslation of non-monetary
items in respect of which gains and losses are recognised
directly in equity, in which cases, the exchange
differences are also recognised directly in equity.

Retirement benefit costs

Payments to defined contribution retirement benefit plans
are charged as an expense when employees have
rendered service entitling them to the contributions.

Taxation

Income tax expense represents the sum of the tax
currently payable and deferred tax.

The tax currently payable is based on taxable profit for
the year. Taxable profit differs from profit as reported in
the income statement because it excludes items of
income or expense that are taxable or deductible in other
years and it further excludes items that are never taxable
or deductible. The Company’s liability for current tax is
calculated using tax rates that have been enacted or
substantively enacted by the balance sheet date.
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SIGNIFICANT ACCOUNTING POLICIES

(continued)
Taxation (continued)

Deferred tax is recognised on differences between the
carrying amounts of assets and liabilities in the financial
statements and the corresponding tax base used in the
computation of taxable profit, and is accounted for using
the balance sheet liability method. Deferred tax liabilities
are generally recognised for all taxable temporary
differences and deferred tax assets are recognised to
the extent that it is probable that taxable profits will be
available against which deductible temporary differences
can be utilised.

The carrying amount of deferred tax assets is reviewed
at each balance sheet date and reduced to the extent
that it is no longer probable that sufficient taxable profits
will be available to allow all or part of the asset to be
recovered.

Deferred tax is calculated at the tax rates that are
expected to apply in the period when the liability is settled
or the asset is realised. Deferred tax is charged or
credited to profit or loss, except when it relates to items
charged or credited directly to equity, in which case the
deferred tax is also dealt with in equity.

Financial instruments

Financial assets and financial liabilities are recognised
on the balance sheet when the Company becomes a
party to the contractual provisions of the instrument.
Financial assets and financial liabilities are initially
measured at fair value. Transaction costs that are directly
attributable to the acquisition or issue of financial assets
and financial liabilities (other than financial assets and
financial liabilities at fair value through profit or loss) are
added to or deducted from the fair value of the financial
assets or financial liabilities, as appropriate, on initial
recognition. Transaction costs directly attributable to the
acquisition of financial assets or financial liabilities at fair
value through profit or loss are recognised immediately
in profit or loss.
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SIGNIFICANT ACCOUNTING POLICIES

(continued)
Financial instruments (continued)
Financial assets

The Company’s financial assets are classified into
financial assets at fair value through profit or loss and
loans and receivables. All regular way purchases or sales
of financial assets are recognised and derecognised on
a trade date basis. Regular way purchases or sales are
purchases or sales of financial assets that require
delivery of assets within the time frame established by
regulation or convention in the marketplace. The
accounting policies adopted in respect of each category
of financial assets are set out below.

Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss has
two subcategories, including financial assets held for
trading and those designated at fair value through profit
or loss on initial recognition.

A financial asset other than a financial asset held for
trading may be designated as at fair value through profit
or loss upon initial recognition if:

. such designation eliminates or significantly reduces
a measurement or recognition inconsistency that
would otherwise arise; or

. the financial asset forms part of a group of financial
assets or financial liabilities or both, which is
managed and its performance is evaluated on a fair
value basis, in accordance with the Company’s
documented risk management or investment
strategy, and information about the grouping is
provided internally on that basis; or

. it forms part of a contract containing one or more
embedded derivatives and the entire combined
contract (asset or liability) is designated as at fair
value through profit or loss.
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For the year ended 31 December 2007
SIGNIFICANT ACCOUNTING POLICIES

(continued)
Financial instruments (continued)
Financial assets (continued)

Financial assets at fair value through profit or loss
(continued)

At each balance sheet date subsequent to initial
recognition, financial assets at fair value through profit
or loss are measured at fair value, with changes in fair
value recognised directly in profit or loss in the period in
which they arise.

Loans and receivables

Loans and receivables are non-derivative financial assets
with fixed or determinable payments that are not quoted
in an active market. At each balance sheet date
subsequent to initial recognition, loans and receivables
including loan to a fellow subsidiary, insurance
receivables, other receivables, pledged bank deposits
and cash at banks, are carried at amortised cost using
the effective interest method, less any identified
impairment losses. An impairment loss is recognised in
profit or loss when there is objective evidence that the
asset is impaired, and is measured as the difference
between the asset’s carrying amount and the present
value of the estimated future cash flows discounted at
the original effective interest rate. Impairment losses are
reversed in subsequent periods when an increase in the
asset’s recoverable amount can be related objectively to
an event occurring after the impairment was recognised,
subject to a restriction that the carrying amount of the
asset at the date the impairment is reversed does not
exceed what the amortised cost would have been had
the impairment not been recognised.

Financial liabilities and equity

Financial liabilities and equity instruments issued by the
Company are classified according to the substance of
the contractual arrangements entered into and the
definitions of a financial liability and an equity instrument.
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NOTES ON THE FINANCIAL STATEMENTS

HE-_ZZ+HF+-_A=+—HLEE
For the year ended 31 December 2007
SIGNIFICANT ACCOUNTING POLICIES

(continued)
Financial instruments (continued)
Financial liabilities and equity (continued)

An equity instrument is any contract that evidences a
residual interest in the assets of the Company after
deducting all of its liabilities. The accounting policies
adopted in respect of financial liabilities and equity
instruments are set out below.

Financial liabilities

Financial liabilities, including insurance payables, other
payables and dividend payable, are subsequently
measured at amortised cost, using the effective interest
method.

Equity instruments

Equity instruments issued by the Company are recorded
at the proceeds received, net of direct issue costs.

Derecognition

Financial assets are derecognised when the rights to
receive cash flows from the assets expire or the financial
assets are transferred and the Company has transferred
substantially all the risks and rewards of ownership of
the financial assets. On derecognition of a financial asset,
the difference between the asset’s carrying amount and
the sum of the consideration received and receivable and
the cumulative gain or loss that had been recognised
directly in equity is recognised in profit or loss.

Financial liabilities are derecognised when the obligation
specified in the relevant contract is discharged, cancelled
or expires. The difference between the carrying amount
of the financial liability derecognised and the
consideration paid and payable is recognised in profit or
loss.
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NOTES ON THE FINANCIAL STATEMENTS

HE_ZZA+F+_A=+—"HILFE
For the year ended 31 December 2007

SIGNIFICANT ACCOUNTING POLICIES

(continued)
Provisions

Provisions are recognised when the Company has a
present obligation as a result of a past event, and it is
probable that the Company will be required to settle that
obligation. Provisions are measured at the directors’ best
estimate of the expenditure required to settle the
obligation at the balance sheet date, and are discounted
to present value where the effect is material.

Impairment of non-financial assets

At each balance sheet date, the Company reviews the
carrying amounts of its non-financial assets to determine
whether there is any indication that those assets have
suffered an impairment loss. If the recoverable amount
of an asset is estimated to be less than its carrying
amount, the carrying amount of the asset is reduced to
its recoverable amount. An impairment loss is recognised
as an expense immediately.

Where an impairment loss subsequently reverses, the
carrying amount of the asset is increased to the revised
estimate of its recoverable amount, but so that the
increased carrying amount does not exceed the carrying
amount that would have been determined had no
impairment loss been recognised for the asset in prior
years. A reversal of an impairment loss is recognised as
income immediately.

Cash and cash equivalents

Cash and cash equivalents comprise bank balances, and
other short-term highly liquid investments that are readily
convertible to a known amount of cash and subject to an
insignificant risk of changes in value.
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For the year ended 31 December 2007

INSURANCE AND FINANCIAL RISK
MANAGEMENT

Risk management objectives and policies

The Company is principally engaged in the underwriting
of general insurance business in Macau. The Company
has built up and maintains a risk management framework
which controls exposure to risks in connection with the
underwriting business. The Underwriting Committee and
Claims Committee identify, control and monitor the
Company’s exposure to the risks taken, and also
recommend and implement necessary and reasonable
measures to mitigate them. These committees consist
of members from the management office and heads of
relevant departments. The guidelines and decisions of
these committees are implemented by the relevant
departments. It is the Company’s policy that these
committees hold regular meetings to review and revise
the Company’s underwriting guidelines, claims
procedures and business strategies from time to time. It
is the Company’s strategy to promote and maintain a
culture of high level of professional standard, moral value
and integrity. In adopting a rigorous approach to risk
management, the Company requires that all employees
must strictly observe and comply with the guidelines.

Risk management objectives of the Company are:

(i)  Toreduce the uncertainty and volatility by controlling
aggregate exposures and arranging adequate
reinsurance.

(i) To have a clear, accurate and thorough
understanding of the risks that the Company
underwrites.

(iii) To ensure adequate pricing of risks.

(iv) To arrange prudent and adequate reinsurance with
the reinsurers, approved by CIH, to protect the
capital of the Company.

(v) To ensure adequate reinsurance to support the
development of the core insurance business of the
Company.

(vi) To observe, satisfy and comply with laws, the

requirements of CIH and the internal guidelines.
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NOTES ON THE FINANCIAL STATEMENTS

BE-FTLF+- A=t ALEE
For the year ended 31 December 2007

INSURANCE AND FINANCIAL RISK
MANAGEMENT (continued)

Risk management objectives and policies
(continued)

Members of the management office are appointed by
CIH. Each member is given a specific delegated authority
to conduct business of the Company according to the
business plans approved by CIH. The management office
follows a system of collective responsibility.

The aim of establishing a risk management framework
is to allow the Company to manage the following risks
effectively:

(i) Risks directly associated with the core business of
the Company, namely direct insurance underwriting
and claims management.

(i) Risks directly associated with the other non-core
operations of the Company, namely human
resources, asset valuation, corporate and reinsurers
for reinsurance outwards and information
technology.

(iii) Risks directly associated with funds management,
namely, operational, cash flow, trading and security
risks.

The Company reviews and improves the risk
management framework from time to time to protect the
interests of shareholders and policyholders.
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For the year ended 31 December 2007

INSURANCE AND FINANCIAL RISK
MANAGEMENT (continued)

Underwriting strategy

The nature of insurance contracts is to protect
policyholders financially from random or unpredictable
events. Policyholders transfer risks by insurance to
insurers. Uncertainty is an inherent part of insurance,
and uncertainty arising from insurance contracts can
have a profound impact on the amount, timing and
uncertainty of cash flows of the Company. The Company
has considered the possible contingencies of the
occurrence of events, and the severity and frequency of
loss. Changes in the general price level, legislation and
judicial interpretation as well as the trend of legal award
may have a significant impact on the level of claims
reserves. As there are significant time lags between the
report and settlement of claims, it is the policy of the
Company to maintain prudent reserves for outstanding
and unexpired claims. Reserves are established by
analysing historical records of underwriting results and
claims development, subject to rigorous review from time
to time. Each underwriting personnel is required to
assess the accumulation of risks and aggregate exposure
before acceptance of risk, and should arrange adequate
reinsurance to control aggregate exposure.

The Company delegates underwriting authority to the
head of underwriting department and the experienced
underwriters. The Underwriting Committee has issued
an underwriting manual which specifies the different
underwriting authorities for underwriters at each level.
Risks that exceed the underwriting authority of the head
of underwriting department have to be reviewed and
approved by the Underwriting Committee.

The Company is subject to various litigation, mediation
and arbitration risks during the course of its operation.
This is not uncommon in the insurance industry.
Nevertheless, there is no assurance that future litigation,
mediation and arbitration will not materially affect the
financial position and cash flows of the Company in any
accounting period.

Annual Report 2007
—EELFEER

31



- B 5 R P R

gm0 = :_L’_ NOTES ON THE FINANCIAL STATEMENTS
e BE-—TTLE+-A=+—BILEE
w_;..a =i For the year ended 31 December 2007

=

Rk ERRER ©

BRI
RABEAE K REGR T N & HEL B
BRERIELOIBRE - BEHRR
BRRERTMR  MSEHNRER
MEMmME - FRBPOISHSBERL
HEOBRE - WAEARQRBLE
= RPERE GER) #LE - 508K
SNENETFED - MERRR K
BERANBRBEENBHAHNBER
fREE - BleLHERR BIRE o 28
BB RBRERRBPINER - Hx
EREME THOEECESHES R
B FERR ] ©

BRETEBEBRAQDAHEERERER
BEANEEEMT - AR AT BT
FEEPRARENEANNBRRE
HALEERNEENUDMTEE
2. BREEHERR  ARFIEEH
ESHSRARNUBEN -BE &
EHHBRIEF  ARF2RBPEH
RE& (AR B2MBRBIES] - K&
RERER (R EM DR AR B E

REMTEDRAT - ARRETH
B BREBIEPBEENEE -

/\l:l 1%“ = EE

B ETHRRIRTEES
FEEREERNEEREAR - &
%*BF'EJE BEEBERERR - BEZE

FEEEFM - 2heAEs
Hj %“Jf BABMES - WEEE
%Etﬁﬁ*%f% FIEERE  RIAR
HEEEZEeRMLEL - HEZE
SREREREAEREFTEENE
HATERIE -

\

China Insurance (Macau) Company Limited
REREE CRPY) RO BRA A

INSURANCE AND FINANCIAL RISK
MANAGEMENT (continued)

Reinsurance strategy

The Company arranges proportional reinsurance and
non-proportional reinsurance on both treaty and
facultative basis. The choice of reinsurance contract
depends on market conditions, market practice and the
nature of business. The underwriting department
arranges treaty reinsurance for all classes of business,
subject to the approval of the management office of the
Company and CIH. Treaty reinsurance contracts are
renewed annually. Facultative reinsurance is arranged
when an individual risk is not covered by treaty
reinsurance or exceeds treaty reinsurance capacity. The
arrangement of facultative reinsurance is the
responsibility of the underwriting department, the head
of which is given clear guidelines and specific limits on
his or her delegated authority.

Reinsurance does not relieve the Company from its
primary obligation to direct insurance policyholders. The
Company’s financial position may be affected by the
insolvency of reinsurers, and disputes on reinsurance
contracts and claims settlement. To reduce such risks,
the Company monitors the financial strength of its
reinsurers on a regular basis. Furthermore, the Company
carefully selects reinsurers from the list of reinsurers
approved by CIH when placing reinsurance, and adheres
to CIH’s prudent reinsurance guidelines. The Company
regularly reviews the progress of settlement of the
reinsurance accounts.

Claims management

The Company delegates claims management to the head
of claims department and the experienced claims
handlers. The claims department is responsible for all
classes of claims. The Claims Committee has issued a
claims management manual which specifies the authority
of claims handlers at each level. Settlement of claims
that exceed the delegated authority of the head of claims
department has to be reviewed and approved by the
Claims Committee. The Claims Committee requires
claims handlers to review and update all claims on a
quarterly basis.
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For the year ended 31 December 2007

INSURANCE AND FINANCIAL RISK
MANAGEMENT (continued)

Claims management (continued)

The Company estimates reported claims on individual
basis, based on past experience of similar losses and
the judgment of the head of claims department. Estimates
of reported claims are reviewed and revised quarterly
when more up-to-date information is available. The
estimates are reviewed regularly by comparing the
estimated amount to the final settlement amount to
ensure that the established level of reserves is adequate
and prudent.

IBNR claims of individual losses are estimated on
historical claims development of similar cases. The overall
IBNR reserves are reviewed regularly.

Product features

The Company writes general insurance primarily in
Macau, which includes classes of insurance, inter alia,
Property, Liability, Construction All Risks (“CAR”), Motor,
and Employee’s Compensation (“EC”).

Each policy usually covers only one class of insurance
except for Motor and CAR policies, whereby they cover
both damage to motor cars and construction works,
respectively, as well as third party liability. Property
insurance covers loss of and damage to material property
and business interruption arising from such damage,
subject to limits and excesses. Liability insurance
indemnifies the insured for legal liabilities of
compensation in respect of bodily injury and loss of or
damage to property of any person subject to limits of
liability and excesses.

Motor insurance is compulsory in Macau, which consists
of both own damage and legal liabilities benefits. It takes
a short time to indemnify the insured for own damage of
motor vehicles and third party property damage claims,
subject to limits and excesses. But it takes a longer period
of time to settle claims for losses in respect of third party
bodily injury or death.
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MANAGEMENT (continued)
Product features (continued)

EC is also compulsory in Macau, which indemnifies the
insured employer for death or bodily injuries of its
employees arising out of and in the course of
employment, subject to the limits and benefits stipulated
under the Macau Employee Compensation Ordinance.

CAR insurance covers loss of or damage to works insured
and legal liabilities arising out of the construction works,
subject to limits and excesses.

Property insurance is considered ‘short-tailed’, which
means that expense deterioration is less important,
because most of these claims can be settled promptly.
The majority of the claims in respect of EC and Motor,
and Liability insurance have a relatively short tail, but it
takes a relatively longer period of time to finalise and
settle some litigation claims. It is considered as ‘long-
tail’ as most of these claims for a given accident year
would be settled in full after more than three years. CAR
insurance is long-tail business as most policies cover a
period of insurance longer than 12 months plus at least
12 months defective period. In case of third party bodily
injury claims, it would take several years to finalise.

The timing of claims reporting and its time frame for full
settlement depends on the specific nature of coverage,
policy conditions, and jurisdiction.

Concentration of insurance risks

Within the insurance process, concentrations of risk may
arise where a particular event or series of events could
impact heavily upon the Company’s liabilities. Such
concentrations may arise from a single insurance contract
or through a small number of related contracts, and relate
to circumstances where significant liabilities could arise.

The Company is subject to concentration risk arising from
accidents on policies taken out by its policyholders. To
cover the risk, reinsurance arrangements are made by
the Company.
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For the year ended 31 December 2007
INSURANCE AND FINANCIAL RISK
MANAGEMENT (continued)

Financial risk

The Company’s major financial instruments include
investments at fair value through profit or loss, insurance
receivables, pledged bank deposits and cash at banks
and insurance payables. Details of these financial
instruments are disclosed in respective notes. The risks
associated with these financial instruments and the
policies on how to mitigate these risks are set out below.
The management manages and monitors these
exposures to ensure appropriate measures are
implemented on a timely and effective manner.

Market risk

Market risk can be described as the risk of change in
fair value of a financial instrument due to changes in
interest rates, equity prices or foreign currency exchange
rates.

Interest rate risk

The Company’s exposure to market risk due to changes
in interest rate is concentrated in its investments in debt
securities and unit trusts and mutual funds, pledged
deposits and cash at banks. The Company monitors this
exposure through periodic reviews of its asset and liability
positions. Estimates of cash flows, as well as the impact
of interest rate fluctuations relating to the investment
portfolio and insurance liabilities, are modelled and
reviewed periodically.
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For the year ended 31 December 2007

4. INSURANCE AND FINANCIAL RISK

MANAGEMENT (continued)
Financial risk (continued)
Market risk (continued)

Interest rate risk (continued)

The table below summarises the Company’s exposure
to interest rates from its interest bearing financial assets.

At 31 December 2007

#ia=fA
TE-%£
BIRRE SEASUT More than
Effective o 3months 3 months and -E1f
interest rate Total orless  within 1 year 1to 5 years
R R R R
MOP MOP MOP MOP
IHEBES Listed debt securities 3.50% to 6.38% 80,822,950 — — 80,822,950
BEARRITER Pledged bank deposits 0% to 4.37% 32,416,218 - 23,146,218 9,270,000
ROBER Bank deposits 0% to 4.75% 101,213,352 94,472,007 6,606,345 135,000
R-FERE+-A=+—H At 31 December 2006
BiA=fEA
FE-%
= Fk ZEASUT More than
Effective o 3months 3 months and -E3E
interest rate Total orless  within 1 year 1 to 5 years
BT R R ks
MOP MOP MOP MOP
ITTEBES Listed debt securities 3.5% t0 4.5% 50,855,135 — — 50,855,135
BEARTER Pledged bank deposits 3.83% 10 7.75% 31,562,419 — 22,292,419 9,270,000
ROBR Bank deposits 0% t0 5.35% 77,794,804 69,875,043 6,886,016 1,033,745
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For the year ended 31 December 2007
INSURANCE AND FINANCIAL RISK
MANAGEMENT (continued)
Financial risk (continued)
Market risk (continued)
Equity price risk
The Company’s portfolio of marketable equity securities,
which are carried on the balance sheet at fair value, has
exposure to price risk. This risk is defined as the potential
loss in market value resulting from an adverse change
in prices. The Company’s objective is to earn competitive
relative returns by investing in a diversified portfolio of
high quality and liquid securities.

Foreign currency risk

Premiums are received mainly in Hong Kong Dollars
(“HK$”), MOP and United States Dollars (“US$”). The
following tables present the Company’s carrying values
of monetary assets and liabilities, in Macau Patacas
equivalent by major currencies.

As at 31 December 2007

i i igk e Rt 1]

HK$ MOP Uss$ Others Total

LTRZNELEMES  Loanto a fellow subsidiary - 3,366,667 - - 3,366,667
BATEESABRE  Investments at fair value through

HRE profit or loss 68,256,493 — 84,925,651 — 153,182,144

g REENER Insurance and other receivables 4,236,696 19,076,643 449,783 - 23,763,122

EEARTER Pledged bank deposits 32,416,218 - - - 32,416,218

FORFEES Cash at banks and in hand 47,995,215 40,684,650 12,563,653 — 101,243,518

SRLAEERBALEE Reinsurers' share of insurance

contract provisions - 94,425,056 - - 94,425,056

RRAHER Insurance contract provisions (18,253)  (236,519,591) - —  (236,537,844)

R REMERNRR Insurance and other payables (14,179.499)  (32,261,262) - —  (46,440,761)

R-EBERE+=-A=+—H As at 31 December 2006

it a9 E3 £t 1]

HK$ MOP Us$ Others Total

BYRAZMBRAGMER  Loanto afellow subsidiary - 5,050,000 - - 5,050,000
BATEESABEE  Investments at fair value through

B & profit or loss 46,110,027 — 62,754,517 — 108,864,544

RBREHERER Insurance and other receivables 6,395,348 18,171,403 - - 24,566,751

EERROIER Pledged bank deposits 31,562,419 - - - 31,562,419

BORFERE Cash at banks and in hand 28,008,686 39,966,393 9,842,417 — 77,817,496

ARLAEERBRALERE Reinsurers' share of insurance

contract provisions - 50,597,648 - - 50,597,648

REENER Insurance contract provisions (47,913)  (163,092,289) - (11,972)  (163,152,174)

REREMERRR Insurance and other payables (15,891,631)  (29,136,022) - —  (45,027,653)

EHRE Dividend payable —  (10990,100) - — (10990,100)
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NOTES ON THE FINANCIAL STATEMENTS

BHE_ZEA+F+_A=+—RHILEE
For the year ended 31 December 2007

INSURANCE AND FINANCIAL RISK
MANAGEMENT (continued)

Financial risk (continued)
Credit risk

Credit risk is the risk of economic loss resulting from the
failure of one of the obligators to make any payment of
principal or interest when due. As at 31 December 2007,
the Company’s maximum exposure to credit risk is arising
from the carrying amount of the respective recognised
financial assets as stated in the balance sheet.

In addition, the Company’s investment in bonds is also
subject to credit risk. The risk arises due to the potential
loss in market value resulting from adverse changes in a
bond issuer’s ability to repay. It is the Company’s policy
to invest in investment grade bonds with the approval of
CIH and the Macau Monetary Authority (“AMCM?”) to limit
exposure to credit risk.

The Company is also exposed to credit risks associated
with the insurance and reinsurance receivables. To
reduce the credit risk with insurance and reinsurance
receivables, the Company takes into account, among
other factors, ratings and evaluation performed by
recognised credit rating agencies, their claims payment
and underwriting track record, as well as the Company’s
past transaction experience with them. The Company
also spreads out the credit risk on reinsurance
receivables by reinsuring with a number of reinsurers.

The credit risk on cash at banks is limited because the
counterparties are banks with high credit ratings
assigned by international credit-rating agencies.

The credit risk exposures on other assets, including loan
to a fellow subsidiary, are not considered significant.

The Company has no significant concentration of credit
risk, with exposure spread over a number of
counterparties.
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NOTES ON THE FINANCIAL STATEMENTS

HE_ZZA+F+_A=+—HILFE
For the year ended 31 December 2007

INSURANCE AND FINANCIAL RISK
MANAGEMENT (continued)

Financial risk (continued)

Liquidity risk

The Company has to meet daily calls on its cash
resources, notably from claims arising from its insurance

contracts. There is therefore a risk that cash will not be
available to settle liabilities when due.

The Company manages this risk by formulating policies
and general strategies of liquidity management to ensure
that the Company can meet its financial obligations in
normal circumstances and that an adequate stock of
high-quality liquid assets is maintained in order to prepare
for the possibility of a liquidity crisis.

Apart from liquidity management and regulatory
compliance, the Company always strives to maintain a
comfortable liquidity cushion as a safety net for coping
with unexpected large funding requirements and to
maintain a contingency plan to be enacted should there
be a specific crisis.

Fair value

The fair value of financial assets and financial liabilities
are determined as follows:

. the fair value of financial assets with standard terms
and conditions and traded on active liquid markets
are determined with reference to quoted market bid
prices respectively;

J the fair value of unlisted unit trusts and mutual funds
are determined based on the net asset value of the
underlying investment portfolio which is determined
with reference to the market bid prices available on
the relevant exchanges for listed underlying
securities and quotations from active markets for
unlisted underlying securities; and
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NOTES ON THE FINANCIAL STATEMENTS

HE_ZZA+F+_A=+—"HILFE
For the year ended 31 December 2007

INSURANCE AND FINANCIAL RISK
MANAGEMENT (continued)

4, Rk BERERER &) 4.

NEEE #') Fair value (continued)
s EHuBMBEERIKAGBNRAF e the fair value of other financial assets and financial
BEDRESREANEEERER liabilities are determined in accordance with

WHRER B AIFHI5 X HER
XN THRREREDNE

=

E °

generally accepted pricing models based on
discounted cash flow analysis using prices or rates
from observable current market transactions as
input.

EERRREBHMAGT AT B REH

The directors consider that the carrying amounts of

40

MBEEMMBAENKREE  HE financial assets and financial liabilities recorded at
NTFEEMEE - amortised cost in the financial statements approximate
their fair values.
5. &% 5. TURNOVER
EEBERFANRREERR ")\ﬁ Turnover represents gross premiums written from direct
REBREBMSNRELRTE - WL insurance and inward reinsurance business during the

EAER I -

year after deduction of any discounts granted.

6. HAWA " HittlmREE 6. OTHER INCOME/OTHER GAINS OR
LOSSES
—TEtE ZEEXRF
2007 2006
RFTE ke
MOP MOP
E g A Other income
fEﬁT?AE'Jﬂ s A Interest income from bank deposits 2,845,183 2,672,410
ETEHFAFERA Interest income from listed securities 2,849,904 1,806,672
R REFHREKA Dividend income from listed securities 779,234 522,201
"EYENE2 WA Rental income from investment properties 1,293,219 1,236,222
Hh, Others 547,474 317,743
8,315,014 6,555,248
Hth Y s sk B 18 Other gains or losses
HE—EREME Gain on disposal of an investment
Eo)lg property - 730,275
HEWE - WE Gain on disposal of property,
B 1%5’]H51¥ plant and equipment 18,000 —
HELEMREHFREN Net realised gain on disposal of
B8R s @%ﬁ investments in listed securities 21,534,134 5,328,352
BHEENRE Net unrealised gain (loss)
e (B8 @%ﬁ on investments in securities 8,817,361 10,124,706
ME 5 518 Exchange loss (119,488) (47,458)
TR EFEWKERF R Impairment loss recognised (reversed)
(B =) HREBE in respect of insurance receivables 26,215 (75,000)
30,276,222 16,060,875

China Insurance (Macau) Company Limited

EREE CRFY) ROBRAF
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NOTES ON THE FINANCIAL STATEMENTS

HE_ZST+F+_A=1+—HILFE
For the year ended 31 December 2007

7. TAXATION
—ETtE ZETRF
2007 2006
R SR
MOP MOP
PGS Provision for the year 5,630,000 3,100,000
FFEEET R (BE2EE)  Under(over)provision in prior years 19,182 (146,704)
5,649,182 2,953,296

MRPIPT IS FE TR T IR AN F E A AT FERR
PO A - AR AEBRHE12% (ZFF
NEE12%)5HE o

Macau Complementary Tax is calculated at progressive
rates to a maximum of 12% (2006: 12%) of the estimated
assessable profits for the year.

A A IR AT R B 5 R AP BR A A g

The taxation for the year can be reconciled to the profit

FET o before taxation per the income statement.
—EBTtE —ZETR
2007 2006
R ke
MOP MOP
B 2 Ak A Profit before taxation 47,801,925 26,427,188
FRIE LA S KIEIE 75 % 12% Tax calculated at progressive rates
FE(CEEREF to a maximum of 12%
=KX E12%) (2006: up to 12%) 5,700,231 3,154,003

B8 7 W75 04 A By BB 7R
R ANT R E
B8 T W5 A B A A

Tax effect of income that is not
taxable for tax purpose (155,186) (148,347)
Tax effect of expenses that are not

MEZ G E deductible for tax purpose 74,550 88,111
FFEET R (BEE%EMHE)  Under(over)provision in prior years 19,182 (146,704)
Hib Others 10,405 6,233
REEHIE Taxation for the year 5,649,182 2,953,296

RERERRANFER > ARLEER
FRMEZR  SWEERPBEREDH
EETH AT iR 224 -

No provision for deferred taxation has been made in the
financial statements as there are no significant temporary

differences as at the balance sheet date or during the

year.
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NOTES ON THE FINANCIAL STATEMENTS

HE_ZST+F+_A=1+—HILLFE
For the year ended 31 December 2007

8. ANEE&RF 8. PROFIT FOR THE YEAR
REERMER GTA) TFIRIE Profit for the year is arrived at after charging (crediting):
—TEtE ZEERF
2007 2006
R RPTHE
MOP MOP
ZER & Auditors’ remuneration 251,246 251,750
TEREH Depreciation and amortisation
— REME — investment properties 274,221 274,221
— W% - BERHRE — property, plant and equipment 2,186,465 1,983,901
bE W& 18 F R Net foreign exchange loss 119,488 47,458
§TIMHA Staff costs
e TERHMER Salaries, wages and other benefits 17,632,803 15,748,555
ERETRAKEE Contributions to defined contribution
F R retirement plan 1,300,255 1,192,093

18,933,058 16,940,648

9. RE 9. DIVIDENDS
—BTtE ZETRF
2007 2006
BP9 Ak
MOP MOP
REFERR/DIK Dividends recognised as distribution
HRR during the year:
REA () Final (prior year)
— BRTRMAE — MOP Nil per share
(ZZTAE  19.31258P9%) (2006: MOP19.3125) - 15,450,000
HE (RFE) Interim (current year)
— BRZRME — MOP Nil per share
(ZZZTNEF - 13.7376RFF 1 (2006: MOP13.7376, unpaid
RZZEZRF+A at December 31, 2006)
=t—BEAXM) - 10,990,100
- 26,440,100

China Insurance (Macau) Company Limited
42 RERE GRP) RHERA R
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HE-_ZZ+HF+-_A=+—HLEE
For the year ended 31 December 2007

10. ¥1% - BMERZE 10. PROPERTY, PLANT AND EQUIPMENT
£ R
B RE
RBARE
Computers,
furniture,
THhREF HEWERE fixtures RE
Land and Leasehold and office Motor o
buildings improvements equipment vehicles Total
R R R R R
MOP MOP MOP MOP MOP
B CosT
RZZERE-A—H At 1 January 2006 10,868,159 3,027,989 3,039,990 2,536,336 19,472,474
®E Additions — 37,200 1,267,049 — 1,304,249
BRBREED Transfer from investment
properties 591,141 — — - 591,141
HE Disposals — (50,850) (270,949) — (321,799)

WoEEAEF-A=+—B  At31December2006 11459300 3014339 4,036,090 2,536,336 21,046,065
e Additions - 15,930 250,998 47314 1,014,242
e Disposals — — (95729)  (1,225637)  (1,321,366)

RZZZLET-A=T—H At 31 December 2007 11,459,300 3,030,269 4,191,359 2,058,013 20,738,941

g DEPRECIATION

RZZEXF-A—R At 1 January 2006 628,543 1,043,131 1,533,916 2,536,336 5,741,926

rEEHE Charge for the year 226,828 1,004,679 752,394 - 1,983,901

BRI Eliminated on disposals - (50,850) (270,949) - (321,799)
R-ZEXF+-FE=+—H8  At31 December 2006 855,371 1,996,960 2,015,361 2,536,336 7,404,028

AEERE Charge for the year 226,828 1,009,989 800,185 149,463 2,186,465

BRI Eliminated on disposals - - (95,729)  (1,225,637)  (1,321,366)

WZEZ+EF-F=+—H  At31 December 2007 1,082,199 3,006,949 2,719,817 1,460,162 8,269,127

REE CARRYING VALUES
WZZZ+EF-F=1+—H At 31 December 2007 10,377,101 23,320 1,471 542 597,851 12,469,814
WZEERF+-A=1t—H At 31 December 2006 10,603,929 1,017,379 2,020,729 — 13,642,037
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NOTES ON THE FINANCIAL STATEMENTS

BE-FTLE+-A=t-BLFE
For the year ended 31 December 2007
10. PROPERTY, PLANT AND EQUIPMENT

(continued)

The rates of depreciation used are as follows:

Freehold land Nil

Land and buildings Over the shorter of the
term of the lease, or 50
years

33.33%

25% - 33.33%

Leasehold improvements
Computers

RMREE 16.66% - 33.33% Furniture and fixtures 16.66% - 33.33%
N 5% - 33.33% Office equipment 5% - 33.33%
B 20% Motor vehicles 20%
N EFMTRHYEEEERRE The carrying value of properties shown above comprises:
—EEtE —EERF
2007 2006
RFTE B P
MOP MOP
EPTH) b Land in Macau
KA FERE Freehold 1,136,368 1,159,325
FHRE Medium-term lease 9,240,733 9,444,604
10,377,101 10,603,929

FBELIHEETFERERRIGEE H

AOERTRMEMERERIESYHK

MERBESER -

China Insurance (Macau) Company Limited
REREE CRPY) RO BRA A

All of the land and buildings have been pledged in favour
of AMCM to guarantee the technical reserves in
accordance with the Macau Insurance Ordinance.
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NOTES ON THE FINANCIAL STATEMENTS

11. INVESTMENT PROPERTIES

BE-FTLF+-A=t—ALEE
For the year ended 31 December 2007

—ETEtE ZETRF
2007 2006
R SR P
MOP MOP
A& COST
n—HA—H At 1 January 14,341,136 15,323,268
HE Additions - —
EEA T RIETF Transfer to land and buildings - (717,404)
& Disposal - (264,728)
R+-—A=+—H At 31 December 14,341,136 14,341,136
e DEPRECIATION
n—AHA—H At 1 January 5,196,474 5,095,919
RKEEHE Charge for the year 274,221 274,221
EEA T RIET Transfer to land and buildings — (126,263)
i 5 B L 8E Eliminated on disposal - (47,403)
R+-—A=+—H At 31 December 5,470,695 5,196,474
ARE{E CARRYING VALUE
R+-—A=+—H At 31 December 8,870,441 9,144,662

R-EZE+F+-_A=+—8 AR
AR EMEN A FEER19,660,000
P (ZFZNF + 17,060,000/2
H) o Z AT EEZHEARDFNEEE
BB HMEETERBRERA
A2ERBEYERAMBERERSE
¥ ERETHNGEE -

The fair value of the Company’s investment properties
at 31 December 2007 was MOP19,660,000 (2006:
MOP17,060,000). The fair value has been arrived at
based on a valuation carried out by Messrs. Asset
Appraisal Limited, independent valuers not connected
with the Company. The valuation, which conforms to
professional appraisal standard, was determined by
reference to recent market prices for similar properties.

Tl EYMENEREIRAEFHR
500 (MEBREET ETTHER
I8 o and 50 years.

The above investment properties are depreciated on a
straight-line basis over the shorter of the term of the lease
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NOTES ON THE FINANCIAL STATEMENTS

HE_ZST+F+_A=1+—HILLFE
For the year ended 31 December 2007

1. REYZE &) 11. INVESTMENT PROPERTIES (continued)

N ERMTHREMERTERS - The carrying values of investment properties shown
above comprises:

—®TtE -~ TEA

2007 2006
R SR
MOP MOP
RPIEY b Land in Macau
KA R Freehold 2,544,210 2,595,608
RHEIFE Medium-term lease 6,326,231 6,549,054
8,870,441 9,144,662
FIEREMEEREBERREEE DA All of the investment properties have been pledged in
BIHEIR TIRFI 2 BE B B IE A H Bl favour of AMCM to guarantee the technical reserves in
EHEEOER - accordance with the Macau Insurance Ordinance.
12. B TRIAMBATNER 12. LOAN TO A FELLOW SUBSIDIARY
EERAERER 28RN _ZE The loan is unsecured, interest free and repayable by
+tFE_ZFTTNFHEAFHEE - equal instalments from 2007 to 2009.

—ETtE TETRF

2007 2006
R SEL P

MOP MOP

& 5 Current 1,683,333 1,634,304
JEE HA Non-current 1,683,334 3,415,696

3,366,667 5,050,000

China Insurance (Macau) Company Limited
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NOTES ON THE FINANCIAL STATEMENTS

HE_ZST+F+_A=1+—HILFE
For the year ended 31 December 2007

13. INVESTMENTS IN SECURITIES

—ETEtE —EERF
2007 2006
R SR P
MOP MOP
BEZRSH Trading securities
EHERES Listed equity securities 59,455,627 46,110,027
BEERAFEER Designated at fair value through
FFABEERNE S profit or loss securities
BAEARERES Unit trusts and mutual funds 12,903,567 11,899,382
THEBES Listed debt securities 80,822,950 50,855,135
93,726,517 62,754,517
153,182,144 108,864,544
= 5 Current 59,455,627 46,110,027
FEE 5 Non-current 93,726,517 62,754,517
153,182,144 108,864,544

881,775,869 RFIE (Z T T RF -
73,972,038)2F1#) HFEF IR E B RE
REBFBEGEAIKFTRSRE
BREREREMBFEHINER -

REa % P EURTR

14. INSURANCE RECEIVABLES

Investments in securities of MOP81,775,869 (2006:
MOP73,972,038) have been pledged in favour of AMCM
to guarantee the technical reserves in accordance with
the Macau Insurance Ordinance.

—TTtE ZETERF
2007 2006
RFTE B P
MOP MOP
REaEE Receivables arising from

B FE UK BR 3k insurance contracts 17,807,847 21,086,936

SEBREBENEE Receivables arising from outward
B FE UG BR 3R reinsurance contracts 1,082,982 299,933
18,890,829 21,386,869

Annual Report 2007
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NOTES ON THE FINANCIAL STATEMENTS

HE_ZST+F+_A=1+—HILLFE
For the year ended 31 December 2007

15. INSURANCE CONTRACT PROVISIONS

—ETtE
2007
EH# BIR&H ]
Gross Reinsurance Net
EERBRRENRBLZEER Claims reported and loss
adjustment expenses 139,492,399 71,252,562 68,239,837
EEEEMARRNEEE Claims incurred but not
reported 20,938,946 423,377 20,515,569
160,431,345 71,675,939 88,755,406
RMBRERE Unearned premium reserve 76,106,499 22,749,117 53,357,382
REBRA K EHRTE Total insurance contract
provisions 236,537,844 04,425,056 142,112,788
EH Current 161,175,512 66,202,374 94,973,138
JEE 5 Non-current 75,362,332 28,222,682 47,139,650
236,537,844 94,425,056 142,112,788
—ZEERXR
2006
F5E BResE FEE
Gross Reinsurance Net
EERHRRENIBLAZE  Claims reported and loss
=] adjustment expenses 78,705,248 22,480,872 56,224,376
BB A {H (M R B R A Claims incurred but not
B reported 7,938,946 423,377 7,515,569
86,644,194 22,904,249 63,739,945
RimERE G Unearned premium reserve 76,507,980 27,693,399 48,814,581
R B LI EH BT Total insurance contract
provisions 163,152,174 50,597,648 112,554,526
& Current 132,783,811 43,767,674 89,016,137
JEE H Non-current 30,368,363 6,829,974 23,538,389
163,152,174 50,597,648 112,554,526

China Insurance (Macau) Company Limited
REREE CRPY) RO BRA A
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NOTES ON THE FINANCIAL STATEMENTS

BE-FTLF+-A=t—ALEE
For the year ended 31 December 2007

5. INSURANCE CONTRACT PROVISIONS

(continued)

@

General insurance contracts — assumptions,
change in assumptions and sensitivity

Process used to determine the assumptions

The assumptions used in the estimation of
insurance assets and liabilities are intended to result
in provisions which are sufficient to cover any
liabilities arising out of insurance contracts so far
as can reasonably be foreseen. However, given the
uncertainty in establishing a provision for
outstanding claims, it is likely that the final outcome
will prove to be different from the original liability
established.

Provision is made at the balance sheet date for the
expected ultimate cost of settlement of all claims
incurred in respect of events up to that date, whether
reported or not, together with related claims
handling expenses, less amounts already paid.

The provision for claims is not discounted for the
time value of money.

The sources of data used as inputs for the
assumptions are typically internal to the Company,
using detailed studies that are carried out at least
annually. The assumptions are checked to ensure
that they are consistent with observable market
information or other published information.

The Company pays particular attention to current
trends. Where in early years there is insufficient
information to make a reliable estimate of claims
development, prudent assumptions are used.

Claims incurred but not reported reserve is initially
estimated at a gross level and a separate calculation
is carried out to estimate the size of reinsurance
recoveries by taking into account details of the
reinsurance program.
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NOTES ON THE FINANCIAL STATEMENTS

HE_ZZA+F+_A=+—"HILFE
For the year ended 31 December 2007

5. INSURANCE CONTRACT PROVISIONS

(continued)

(@)

General insurance contracts — assumptions,
change in assumptions and sensitivity
(continued)

Assumptions

The assumptions that have the greatest effect on
the measurement of general insurance contract
provisions are the expected loss ratios for the most
recent accident years. The expected loss ratio is
the ratio of expected claims to premiums.

For property insurance, the extent of loss can be
more accurately and timely assessed with the
advice and recommendation of loss adjusters. For
liability insurance, including EC and Motor, the
nature of business makes it difficult to predict with
certainty the likely outcome of any particular claim
and the ultimate cost of notified claims, especially
for cases of third party bodily injury and death. Each
reported claim is assessed on a case by case basis
with due regard to the claim circumstances,
information available from loss adjusters, legal
advice and historical evidence of similar claims.
Case estimates are reviewed regularly and are
updated as and when new information arises. The
provisions are based on information currently
available. However, the ultimate liabilities may vary
as a result of subsequent developments. The
estimation will differ by class of business due to
the differences in the underlying insurance policy,
claims complexity, the volume of claims and the
individual severity of claims, the occurrence date
of a claim, and reporting lags.

Where variables are considered to be immaterial,
no impact has been assessed for insignificant
changes to these variables. Particular variables may
not be considered material at present. However,
should the materiality level of an individual variable
change, assessment of changes to that variable in
the future may be required.
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15. INSURANCE CONTRACT PROVISIONS

(continued)

@

General insurance contracts — assumptions,
change in assumptions and sensitivity
(continued)

Assumptions (continued)

After taking into account the trend of court awards
and the legal costs, the Company considers the
chance of significant litigation or legislative risks
causing a large single loss, or having a pervasive
effect in the near future as remote. As liability claims
are, by their nature, longer tailed, they are subject
to a greater degree of uncertainty. However, the
Company monitors them from time to time.

The Company’s insurance portfolio exposes it to
correlations and interdependencies to different
types of risks arising in the event of an economic
recession. The Company has considered the effect
a recession would have on the number of potential
claims that could arise based on previous years’
experience and concluded that the impact would
be insignificant.

The Company’s strategy in the event of a recession
would be to address the risks in order to reduce
any excess losses, by increasing premium rates to
cover the unanticipated losses. Where an increase
in the premium rates is an unfavourable option in
the market, an alternative option would be to reduce
its activity in the market in order to maintain the
profit making objective.

Changes in assumptions and sensitivities to
changes in key variables

The Company estimated that a 1% change in the
expected loss ratios for the most recent accident
years being applied to the total reserve could impact
the income statement of the Company to the order
of MOP5.9 million (2006: MOP4.6 million).
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5. INSURANCE CONTRACT PROVISIONS

(continued)

—REREH —BR R’ (@) General insurance contracts — assumptions,
RBERYRE &) change in assumptions and sensitivity
(continued)

FFEEE DI — BIRE E&E Analysis of claims development — gross of

reinsurance
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Claims development information is disclosed in
order to illustrate the insurance risk inherent in the
Company. The tables below provide a review of
current estimates of cumulative claims and
demonstrate how the estimated claims have
changed at subsequent reporting or accident year-
ends. The estimates are increased or decreased
as losses are paid and more information becomes

.

=8 known about the frequency and severity of unpaid
claims.

BE_ETtF+-A=t+—HLEE For the year ended 31 December 2007

Z$5-F CE¥ECE CE%cE CEEME CEERE CEEAE CEEtE o
BHER Accident year 2001 2002 2003 2004 2005 2006 2007 Total
GRS Estimate of cumulative
claims
NEMEEELE  Mteendofaccidentyear 42763120 24850815 25444912 22677415 30088285 48595631 102,085,000
—Ef One year later 3799950 30817715 31102555 26243978 3759320 58,889,631 -
AER Two years later 38006867 3009797 31571210 28904225  41,235320 - -
SEk Threg years later 671545 20654873 32782840 29,568,225 - - -
M Four years later 38218969 30637229 32,801,840 - - - -
REk Five years later 38,265,347 31,484,229 - - - - -
NEh Six years later 38,037,347 - - - - - -
SHAFZHEE  Current estimate of
cumulative claims W2B7347 31484229 32801840 30568205 43376864 62889631 116,085,000 355443136
52T Cumulative payments
to date (32512738)  (29,302,370)  (30108487)  (23.256,312)  (30,131,057)  (37.010,844)  (14,386,000) (196,707 ,808)
- 158,735,328
BEERER Provisions for prior years 1,696,017
FREEBEEE  Gross outstanding claims liabilties 160,431,345
BFE-ETF+-A=t+-BILEE For the year ended 31 December 2006
Z§F-F  CESCF CFESE CEENE O CFEIE CEENF g
BHER Accident year 2001 2002 2003 2004 2005 2006 Total
ERESE Estimate of cumulative claims
RENFEFLE  Atthe end of accident year 42763129 24850815 25444912 22677415 30,088,285 48595631
—Ef One year later 36,799,959 30817715 31,102555 26243978 537,259,320 -
MEK Two years later 38,096,867 30,039,797 31571210 28,904,225 - -
“Ef Three years later 37671545 29654873 32,782,840 - - —
mEf Four years later 38,218,969 30,637,229 - - - -
RER Five years later 38,065,347 - - - - -
SEEFZEE  Curent estimate of cumulative
claims 38265347 30,637,229 32,782,840 28904205 37,259,320 48595631 216444592
JE SR Cumulative payments to date ~ (32,232,738)  (25,554,370)  (27,303,487)  (20,917,312)  (22,647,057)  (12,814,844) (141,469,808)
S 74,974,784
BEERER Provisions for prior years 11,669,410
RRABEBEEE  Gross outstanding claims liabilities 86,644,194

China Insurance (Macau) Company Limited
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15. REBE N ERE @) 15. INSURANCE CONTRACT PROVISIONS
(continued)
(a) —F}xﬁf‘ﬁ &8 —BE R’ (@) General insurance contracts — assumptions,
RBERYRE &) change in assumptions and sensitivity
(continued)
FEEEE W — BAIRMEFRE Analysis of claims development — net of reinsurance
BEE_ETtF+-A=t+—-HILEE For the year ended 31 December 2007

§F-F  C¥ECE CESSE CEENE CE¥RRE CESNE CEELE 25
BHEE Accident year 2001 2002 2003 2004 2005 2006 2007 Total

CHESE S Estimate of cumulative claims

NEHERELE  Atthe end of accident year

—£k One year later
REK Two years later
SEk Three years later
mEk Four years later
REk Five years later
NER Six years later
EEEHZHEE  Current estimate of
cumulative claims
£52itHE Cumulative payments
to date

33547230 18571,183 10048662 22677415 27560272 32,409,000 40,716,000
27474901 24513071 25188147 24037158 34333320 44,642,000 -
31,880,051 25948076 26386025 28552225 36,246,320 - -
32,150,007 26263818 31338840 26,749,225 - - -
32834621 28938229 31,455,840 - - - -
35,367,347 28,799,229 - - - - -

H516,347 28799229 31455840 20466243 38246320 48,640,000  54716,000 266,838,979

(32287.347)  (26,950,370)  (29,422,487)  (23,082,312)  (26,622,057)  (28,484,000)  (12,677,000) ~(179,525,573)

87,313,406
BEEEERE  Provisions for prior years 1,442,000
FRBEZEFE  Net outstanding claims liabilties 88,755,406
BFE_FEE+-A=1t—-HLEE For the year ended 31 December 2006
Z§%-& CEFCE CEEcSE CEEME CETRE CEERE g
BN ER Accident year 2001 2002 2003 2004 2005 2006 Total
B 2HEE Estimate of cumulative claims

RENERERE  Atthe end of accident year 33,547,230

—E% One year later
AEK Two years later
5k Three years later
mEk Four years later
RER Five years later

27,474,991
31,880,051
32,150,007
32,834,621
35,367,347

TG ZHEE  Current estimate of cumulative

claims

35,367,347

LARHAR Cumulative payments to date ~ (32,029,347)

BEFRER Provisions for prior years

18571,183  19,948652 22677415 27,560,272 32,409,000
24,513,071 25,188,147 24937158 34,333,320 -
25,948,076 26,386,025 28,552,225 - -
26,253,818 31,338,840 - - -
28,938,229 - - - -

28038220 31338840 28552025 34333320 32409000 190938961
(4741370)  (27,049487) (20798312  (21,832,057)  (11,496,000) (137,046,573)

FREEEEFE  Netoutstanding claims liabilities

52,992,388
10,747,557

63,739,945
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15. R ENER (®) 15. INSURANCE CONTRACT PROVISIONS
(continued)
(b) RESNEHEESH DN (b) Analysis of movements in insurance contract
provisions
() EEREXZEER (i)  Claims and loss adjustments expenses
—ETtE “EERF
2007 2006
R RPIHE
MOP MOP
ARBERBER Gross outstanding claims reserve
— RN—HA—HB&&EH — Balance at 1 January 78,705,248 49,551,656
— FRE — Increase during the year 102,520,752 61,107,592
— FARBHER — Provision released in respect
B of claims paid during the year (41,733,601) (31,954,000
—R+ZA=1+—HW#%#% — Balance at 31 December 139,492,399 78,705,248
Al OE(E Claims recoverable
—R—A—HBN&EH% — Balance at 1 January (22,480,872 (9,704,218)
— FREM — Increase during the year (62,635,804) (16,596,634)
— FNAERSHE — Amount recovered during
the year 13,864,114 3,819,980
— W TZA=1+—H&4E% — Balance at 31 December (71,252,562) (22,480,872
BEEBERARR Incurred but not reported
—RN—H—BH&E# — Balance at 1 January 7,515,569 1,580,793
— FRELHNER — Provision made during
the year 13,000,000 5,934,776
—R+ZA=1+—HM#%% — Balance at 31 December 20,515,569 7,515,569
R+=-A=+—~ Outstanding claims reserve
AR REEEE at 31 December 88,755,406 63,739,945

China Insurance (Macau) Company Limited
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(ii) R BIR B
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NOTES ON THE FINANCIAL STATEMENTS

HE-_ZZ+HF+-_A=+—HLEE
For the year ended 31 December 2007

15. INSURANCE CONTRACT PROVISIONS

(continued)

(b) Analysis of movements in insurance contract
provisions (continued)

(ii)  Unearned premiums reserve

g%t ZERRE
2007 2006

8 BReE - 8  BReEE ek

Gross Reinsurance Net Gross  Reinsurance Net

Ay Ay A gk ik ik

MOP MOP MOP MOP MOP MOP

n—A—-ARER Balance at 1 January 76,507,980 27,693,399 48,814,581 76,981,377 38,156,230 38,825,147
ER(RD)EM (Decrease) increase

during the year (401,481)  (4,944,282) 4,542,801 (473,397) (10,462,831) 9,989,434

Rt-R=+—H8&%% Balance at 31 December 76,106,409 22,749,117 53,357,382 76,507,980 27,693,399 48,814,581

16. S| FRITFMK
£8032,416,218RFIME (Z T NF -
31,562,4198FT#) W F R 2R IBRR
EEEHDAGIER TR ERR
VERET I EHE S HIER -

16. PLEDGED BANK DEPOSITS

Deposits of MOP32,416,218 (2006: MOP31,562,419)
have been pledged in favour of Autoridade Monetaria de
Macau to guarantee the technical reserves in accordance
with the Macau Insurance Ordinance.

—®BtE —TTAF
2007 2006

P P

MOP MOP

= Current 23,146,218 22,292,419
JEE Non-current 9,270,000 9,270,000
32,416,218 31,562,419
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A 755 S 5
NOTES ON THE FINANCIAL STATEMENTS

HE_ZST+F+_A=1+—HILLFE
For the year ended 31 December 2007

RITAERFERSE 17. CASH AT BANKS AND IN HAND
—EEtEF —EERX
2007 2006
R ik
MOP MOP
RekAEEEY Cash and cash equivalents 90,270,155 61,652,584
RE|EIR RiE@=1E A Bank deposits with original maturity of
B ERTTFERK more than 3 months 10,973,362 16,164,912
101,243,517 77,817,496
==t Current 101,108,517 76,783,751
JEE HA Non-current 135,000 1,033,745
101,243,517 77,817,496
REEEFEMAERR 18. INSURANCE PAYABLES
—TBE+LFE —EETRF
2007 2006
RFYE SEPTEE
MOP MOP
SHEBREENES Payables arising from outward
B FE T BR 3K reinsurance contracts 10,226,658 11,940,382
AR E Premiums received in advance 2,858,621 3,912,486
FERHEE Commission payable 4,687,213 3,491,023
REFEAGTAZE Deposits from policyholders 23,592,876 20,661,215
41,365,368 40,005,106
& 5 Current 37,711,396 36,351,134
SEE H Non-current 3,653,972 3,653,972
41,365,368 40,005,106
[N 19. SHARE CAPITAL
—TETtE —ETRF
2007 2006
RFYE SEPTEE
MOP MOP
ETE C BEITR Authorised, issued
BB and fully paid:
800,000/4% & i % - 800,000 ordinary shares of
FIREE A100/2 P MOP100 each 80,000,000 80,000,000

China Insurance (Macau) Company Limited
REREE CRPY) RO BRA A
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0. KEHEAR 20. OPERATING LEASE COMMITMENTS
REEB  AAFIEFTHHEPRRRE At the balance sheet date, the Company had contracted
HEHEOESAT ! within tenants for the following future minimum lease

payments:
—BTtE —TERF
2007 2006
R SR
MOP MOP
—FR Within one year 330,073 266,482
F_EFERF In the second to fifth years

(BEEEME) (BEERMF) inclusive — —
330,073 266,482

HOBEMEER—MF - WAHEE
FH— R MEABANE T ATEUS

BEALRS 21.
FN - ARARABEEBIERES
MARRETNRBIHMAT -

Leases are negotiated for a term of one or two years
and are cancellable with a notice of one to three months
in advance.

RELATED PARTY TRANSACTIONS

During the year, the Company entered into transactions
with group companies in the ordinary course of business
as set out below.

—ETtE “EERF
2007 2006

EE CES ET% BE3

ERAT HEBAT ERD EAR

Immediate Fellow Immediate Fellow

holding subsidiary holding subsidiary

company  companies company  companies

RFYE RPYE RFTE R

MOP MOP MOP MOP

MBI BREIRE  Reinsurance premium assumed - 34,881 — 179,750

AL ON Commission income - 10,880,515 — 4,817,071

AHNBRBRE Reinsurance premium ceded — 56,853,762 — 35,192,865

Aed Commission expense - 10,337 — 30,099

REEEE Investment management fees - 2,029,717 — 2,774,672
T FEREZRALE Management fees paid to

HEER immediate holding company 2,532,577 - 1,930,107 —
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For the year ended 31 December 2007

21. BEAELRZ (@) 21. RELATED PARTY TRANSACTIONS (continued)
E/\\\$¢E BREARBZEBEERE The remuneration of the key management which included
TEREINFEERAENME L all the directors and certain senior staff of the Company
K during the year was as follows:

—BFtE —TERF

2007 2006

oAkt RPT

MOP MOP

MEHEBWEH Short-term employee benefits 2,668,242 2,538,518
BBz 2 A Post-employment benefits 275,403 256,914

2,943,645 2,795,432

BRI 12FT IR EEE SN - AR FIEHEH Other than as disclosed in note 12, the Company had
AR AR EOT - balances with the group companies as set out below.
—E%tx ZETRF
2007 2006
B CEA B A%
ERAT MBAT ERAR NS
Immediate Fellow Immediate Fellow
holding subsidiary holding subsidiary
company  companies company companies
gk gk RFE R
MOP MOP MOP MOP
& ﬁ@?ﬁ‘ﬂﬂl@%%’( Insurance receivables
BmEKIFESE — arising from insurance contracts - - — 11,826
-9 ﬁ BREEH — arising from outward reinsurance
FEE contracts - - — 125,524
FHBRBALFES  Insurance payables arising from
HRBEPEMEZ  outward reinsurance contracts - 7,960,883 — 5,528,853
HESEEBEN Other payables on fund - 1,809,665 — 2,094,834
K08 management
e R Amount due to 123,398 - — —

China Insurance (Macau) Company Limited
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