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Report of Factual Findings on the corporate governance reporting of Muscat National

Holding Company SAOG and its application of the corporate governance practices in
accordance with the CMA code of corporate governance

ness

TO THE SHAREHOLDERS OF MUSCAT NATIONAL HOLDING COMPANY
SAOG

We have performed the procedures prescribed in Capital Market Authority (CMA) circular
no 162003, dated 29 December 2003 with respect to the accompanying corporate
governance report of Muscat National Holding Company SAOG and its application of
corporate governance practices in accordance with the CMA code of corporate govemance
issued under circular no, 11/2002 dated 3 June 2002 and its amendments. Our engagement
was undertaken in accordance with the International Stendard on Auditing 920 applicable to
agrecd-upon procedures engagements. The procedures were performed solely to assist you in
evaluating the extent of the company's compliance with the code as issued by the CMA.

We report our findings below:

We found that the company’s corporate govemance report fairly reflects the company’s
application of the provisions of the code and is free from any matrial misrepresentation.

Because the above procedures do riot canstitute either an audit or a review made in
accordance with Intemational Standards on Auditing, we do not express any assurance on the
corporate governance report.

Had we performed additional-procedures or had we performed an audit or review of the
corporate govemance report in accordance with International Standards on Auditing, other
matters might have come to our attention that would have been reported (o you,

Our report s solely for the purpose set forth in the first paragraph of this report and for your
information and is not o be used for any other purpose. This report relates only to the
accompanying Board of Director's corporate governance report 1o be included in its annual
report for the year ended 31 December 2004 and does not extend to any financial statements
of Muscat National Holding Company SAOG, taken as a whole.

Sty

2 April 2005
Museat

A Member of Ermst g Globsil





Muscat National Holding Company SAOG

CHAIRPERSON’S REPORT FOR THE

YEAR ENDING 31st DECEMBER 2004

On behalf of the Board of Directors of Muscat National Holding SAOG I have great pleasure in welcoming you to the 10th Annual General Meeting of the Company to present you our Annual Report on the Company’s activities and the audited consolidated financial statements for the year ending 31st December 2004.

General Overview

The reinsurance market showed little sign of softening particularly in the main European markets. As mentioned in previous reports that this has had an impact both on treaty and facultative placements and this has resulted in reduced income for many cedant companies. This has put pressure on our operational result but we are hopeful that this will stabilise in the coming year.

Results

The net profits continued to increase to OMR 2.509 M up nearly 5.1% on last year’s excellent result of OMR 2.386 M. Despite a slight reduction in operational profit the investment markets both local and overseas have increased growth allowing us to improve our overall result. A prudent dividend policy is followed, however, the dividend distribution is subject to the approval of the shareholders.

Underwriting

Despite our reinsurance stricter conditions we have managed to increase our written premiums by 8% from OMR 8.7 M in 2003 to OMR 9.4 M in 2004. 

As stated previously because of the cost of reinsurance and lower returns in income our underwriting result is slightly reduced from OMR 1.77 M to OMR 1.58 M this year as expected.

As advised in previous reports during the year I am pleased to note that limitations on our fire treaty following adverse claims experience in 2003 although it has had an impact on our costs it has not affected the stability of the account this year, good risk management controls and underwriting in recent years has reduced any risk significantly. Other classes including motor have been able to contribute to our net profits with management’s sound philosophy of writing for profit and not volume.
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Investment

Our investments particularly locally have enjoyed steady gains throughout the year and our investment returns increased from OMR 1.8 M last year to OMR 1.99 M in the current year. 

Corporate Governance

You will be pleased to note that your board continues to focus on the Capital Market Authority’s Code of Corporate Governance management have engaged an external independent auditor to undertake a full internal audit in compliance with the law, a full time internal auditor has been appointed to continue this role. Management continue to adhere to best practice as confirmed in a separate report on the Company’s Corporate Governance policies within this report and as required by the Code is certified by our external auditors Messrs. Ernst & Young. We continue to monitor the effectiveness of the company’s system of internal controls with close interaction with management.

Omanisation

Increased Omanisation remains a key objective for the group and focus on training young Omani staff to improve their skills and service to our clients. Several internal learning courses were undertaken during the year with a more formal approach to training. Several staff were successful in gaining results in the Government own insurance qualification programme.

The Year Ahead

With two new additional players in the market competition will increase next year, however management have been focused on increasing company awareness and brand strengthening in the past two years synonymous with quality customer service. The economy of Sultanate of Oman is bullish boosted by excellent revenue returns from the oil sector allowing development projects to move forward thus giving us more opportunities for growth in the next few years, with Bancassurance now formalized this will give us more opportunity for product awareness to many more citizens in the Sultanate and also giving partner banks added value for their customers. This opportunity will broaden and strengthen our own customer base. 

Acknowledgement

The Board of Directors convey its thanks to our Customers, Reinsurers and Shareholders for their ongoing support.

The Board of Directors especially appreciates the continued support and determined efforts made by the Management and Staff of the Company.
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On behalf of the Board, I would like to take this opportunity to express our most humble gratitude and loyalty to His Majesty Sultan Qaboos bin Said for the continued peace and stability, which his reign has brought us. We also wish His Majesty the strength and good health to allow him to continue to lead us on an enlightened path to future prosperity and development for Oman and its people.

For and on behalf of the Board of Directors

______________________

Reem bint Omar Al Zawawi

Chairperson

[image: image3.png]popsdeailall uiilogll L 5wy 424y

MuSCAT NATIONAL HOLDING COMPANYsao.c.






REPORT ON CORPORATE GOVERNANCE

1.    Company Philosophy

The company has adopted to the principles of Corporate Governance in accordance with the code of Corporate Governance for MSM listed companies as pronounced by the Capital Market Authority of Oman. The Company’s Board consists non-executive and independent directors. The Board has adequately empowered the Executive Management on all day to day matters, subject to the overall authority vested in the Board. The Company lays strong emphasis on audit and internal controls, having regard to the nature of the company’s business and introduced suitable checks and balances to ensure sound integrity of the operations. The Company also lays a very high emphasis on total compliance with the various laws and regulations of the country, and total transparency in its accounts in accordance with the International Accounting Standards.

2.    Board of Directors

      Composition:

                         No.  of  Meetings

                           Attended + AGM     

        H.E. Noor bin Mohammed bin Abdulrahman  Represented by self                      Chairman
     Independent            6

        Miss Reem bint Omar al Zawawi
          Represented by self                      Deputy

      Chairperson        Independent            7

        Diwan of Royal Court - Pension Trust
          Rep. by Sheikh Abdulmalik bin 

                         Abdullah Al Khalili                      Director
     Independent            3

        Oman Services & Supplies Organisation         Rep. by  Mr. Ranjit Singh
       Director
     Independent            0

        Oman International Bank    

          Rep. by Mr. Suleiman bin Saeed 

                                                                                  Al Kindy                                        Director
     Independent            6

Board of Directors Meeting Schedule Dates + AGM

	Previous Board of Directors (till 28.04.2004)
	1st Mtg

04.04.04
	AGM

28.04.04

	 H.E. Noor bin Mohammed bin Abdulrahman  
	No
	Yes

	 Miss Reem bint Omar al Zawawi
	Yes
	Yes

	 Sheikh Abdulmalik bin  Abdullah Al Khalili   
	Yes
	No

	 Mr. Suleiman bin Saeed Al Kindy
	Yes
	Yes

	 Mr. Rashid Kathiwalla
	Yes
	No


	New Board of Directors (from 28.04.2004)
	1st Mtg

28.04.04
	2nd Mtg

05.05.04
	3rd Mtg

12.05.04
	4th Mtg

28.07.04
	5th Mtg

27.10.04

	 H.E. Noor bin Mohammed bin Abdulrahman  
	Yes
	Yes
	Yes
	Yes
	Yes

	 Miss Reem bint Omar al Zawawi
	Yes
	Yes
	Yes
	Yes
	Yes

	 Sheikh Abdulmalik bin  Abdullah Al Khalili   
	No
	Yes
	Yes
	No
	No

	 Mr. Suleiman bin Saeed Al Kindy
	Yes
	Yes
	Yes
	No
	Yes

	 Mr. Ranjit Singh
	No
	No
	No
	No
	No



Membership in Boards or Chairmanship of Public Joint Stock Companies:-

	Name of Board Director


	No. of Boards on which member (including MNHC)
	No. of Boards on which Chairperson (including MNHC)

	       H.E. Noor bin Mohammed bin Abdul Rahman
	--
	1

	       Miss Reem bint Omar Al Zawawi
	1
	2

	       Sheikh Abdulmalik bin Abdullah Al Khalili
	1
	1

	       Mr. Suleiman bin Saeed Al Kindy
	2
	--

	       Mr. Ranjit Singh
	2
	--


3.   Audit Committee

The Audit Committee comprised of the following members:

· H.E. Noor bin Mohammed bin Abdulrahman, Chairman 

· Miss Reem bint Omar al Zawawi, Deputy Chairperson

· Mr. Suleiman bin Saeed Al Kindy, Member

The Audit Committee met once every quarter during 2004 as per the following dates and attendance









Audit Committee Meeting Dates

	Previous Committee Members (till 28.04.2004)
	1st Mtg

31.03.04
	
	
	

	H.E. Noor bin Mohammed bin Abdulrahman  
	Yes
	
	
	

	Miss Reem bint Omar al Zawawi
	Yes
	
	
	

	Mr. Rashid Kathiwalla
	Yes
	
	
	

	
	
	
	
	

	New Committee Members (from 28.04.2004)
	1st Mtg

04.05.04
	2nd Mtg

21.07.04
	3rd Mtg

18.10.04

	H.E. Noor bin Mohammed bin Abdulrahman  
	Yes
	Yes
	Yes

	Miss Reem bint Omar al Zawawi
	Yes
	Yes
	Yes

	Mr. Suleiman bin Saeed Al Kindy
	Yes
	No
	Yes


to discharge the following functions:-

a) Considering the name of the auditor in the context of their independence (particularly with reference to any other non audit services), fee and terms of engagement and recommending its name to the board for putting before AGM for appointment.

b) Reviewing audit plan and results of the audit and as to whether auditors have full accesses to all relevant documents.

c) Checking financial fraud particularly fictitious and fraudulent portions of the financial statement. They should put in place an appropriate system to ensure adoption of appropriate accounting polices and principles leading to fairness in financial statements.

d) Oversight of the internal audit function in general and with particular reference to reviewing of scope of internal audit plan for the year, reviewing the reports of internal auditors pertaining to critical areas, reviewing the efficacy of the internal auditing and reviewing as to whether internal auditors have full access to all relevant documents.


e) Oversight of the adequacy of the internal control system through the regular reports of the internal and external auditors. They may appoint external consultants if the need arose.

f) Oversight of financial statements in general and with particular reference to review of annual and quarterly financial statements before issue, review of qualifications in the draft financial statements and discussion of accounting principles. In particular, change in accounting policies, principles and accounting estimates in comparison to previous year, any adoption of new accounting policy, any departure from International Accounting Standards (IAS) and non-compliance with disclosure requirements prescribed by CMA should be critically reviewed.

g) Serving as a channel of communication between external auditors and the board and also internal auditors and the board.

h) Reviewing risk management policies and looking into the reasons of defaults in payment obligations of the company, if any.

i) Reviewing proposed specified transactions with related parties for making suitable recommendations to the board.

4.     Process of Nomination of Directors

The Company’s Board of Directors come up for election once in three years. Accordingly, the present Board will come up for election in 2007. However, in case of vacancies arising due to resignation or any other reason, the same shall be filled up temporarily by the Board, subject to re-election in the following Annual General Meeting.

Persons wishing to get nominated for the position of Director must hold minimum qualifying shares, as stipulated under Article 26 of the Company’s Articles and Memorandum of Association, in addition to meeting other requirements as stipulated under the Commercial Companies Law. Currently the minimum number of shares for qualification is 10,000. 

The shareholder who wishes to be nominated, subject to the above qualifications, shall collect the nomination forms either from the Company’s office or the Capital Market Authority and complete the same and deposit it with the Company at least ten (10) days before the date of the Annual General Meeting. The candidate shall ensure that all information required in the form are provided in an accurate and clear manner.

The Company shall scrutinize the forms and after approval by the Company’s legal representation shall forward the forms to CMA at least four (4) days before the date of the Annual General Meeting.


At the Annual General Meeting, all nominations that have been accepted by CMA shall qualify for the election to the Board, as per procedures laid down under the law.                                         

5    Remuneration Matters

a.  The Board of Directors have received no remuneration.

 The top 5 employees received a total of RO 87,548/= out of these costs OMR 71,005/= are fully   

 recovered from the subsidiary company. 

 The above includes salary, benefits, perquisites, bonuses, gratuities, etc.

b. There are no contractual incentives payable to the above based on performance criteria.

c. Service contracts are valid for two years, with a notice period of 3 months or 3 months salary in lieu of notice in case of senior management staff.

d. There are no severance fees included in the employment contracts.

6.   Details of Non-Compliance by the Company
       There are no instances of non-compliance by the Company on matters related to Capital Markets, 

       regulated by MSM, CMA or any statutory authority during the last three years.

7. Means of Communication with the Shareholders

a) Quarterly results are published in one Arabic and one English Newspaper and the Shareholders are notified that the detailed accounts will be sent to any Shareholder who requests the same. Also the full set of financial statements and the report of the Chairperson is filed with the Capital Markets Authority and Muscat Securities Market.

b) Annual Reports containing the audited financial statements together with the Chairperson’s Report, Related Party Transactions and invitation to attend the AGM are sent by registered post to all shareholders.

c) Management Discussion and Analysis Report is a part of this Annual report.

8. Market Data

a.  Company Share Price Movement:

	MONTH
	HIGH
	LOW
	AVG. INDEX

MSM (BANK & INV)

	January ‘04
	2.150
	1.880
	3884.26

	February ‘04
	2.350
	2.150
	3970.71

	March’04
	2.530
	2.320
	3975.46

	April’04
	2.430
	2.300
	4044.60

	May’04
	2.420
	2.210
	4198.87



	June’04
	2.650
	2.400
	4557.82

	July’04
	2.870
	2.600
	4644.55

	August’04
	2.850
	2.720
	4622.49

	September’04
	2.900
	2.800
	4715.31

	October’04
	2.970
	2.820
	4611.30

	November’04
	2.900
	2.850
	4574.45

	December’04
	2.900
	2.850
	4449.97


b.  Distribution of Shareholding as of December 31,2004
	% Shareholding
	No. of Shareholders

	< 5%
	776

	6 – 10%
	3

	11 – 15%
	-

	16 – 25%
	1

	Total
	780


c. Outstanding GDRs /ADRs /Warrants / Convertible instrument: not applicable.

9. Specific areas of Non-Compliance with the provisions of Corporate Governance and reasons

The company has complied with the regulations of the CMA/MSM and there are no penalties or strictures imposed on the company on any matter related to Capital Markets during the last three years.

10.   Professional Profile of the Statutory Auditors

Ernst & Young are the new statutory auditors of the company for the year 2004.  

Ernst & Young is one of Oman’s oldest established accounting firms, having had a permanent office in the country since 1974. The practice comprises some eighty professionals and is under the direction of four partners.

The Oman office forms part of Ernst & Young’s Middle East practice, with over 80 partners and nearly 1700 other professionals in 16 offices throughout the region.

The Middle East practice is a member of Ernst & Young Global, operating in more than 130 countries with approximately 100,000 personnel worldwide.

11.  Internal Control Systems and their Adequacy
The Board of Directors has conducted a review of the effectiveness of the Company’s systems of internal control during the year.

****

MANAGEMENT DISCUSSION AND ANALYSIS REPORT

1.  Discussion on Financial and Operational Performance

We are pleased to highlight the salient features of the performance of the Company for the current year. 

a) The premium written for the year of OMR 9.4 million is the highest since the inception of the Company.

b) The operational result despite a difficult reinsurance market still remains high.

c) The current net result of the Company is on of the highest since the inception of the Company.

d) The borrowings of the company have reduced from OMR 3.30 million in 2001 to OMR 1.247 million in 2004.

e) There has been total control of the operation expenditure of the Company.

2.   Internal Control Systems and their Adequacy
The company has good internal control systems. A detailed internal audit undertaken by the outside auditors KPMG in 2004 has strengthened and proven the adequacy of these controls. There is detailed Manual of Authority vesting the authority in different levels of management for all day-to-day operations with adequate checks and balances.

A full time in-house Internal Auditor has been appointed on 29th June 2004; but he could not join duty till the year-end due to his compulsory involvement in important official matters on behalf of Egyptian Insurance authorities.

The Company has a Disaster Recovery Contingency Plan in place.

The Company has an external Legal Advisor.
3.    Outlook
The local insurance industry is a mature, developed and highly competitive industry, where price undercutting is the norm. Two more national companies have emerged during the year.

Our philosophy of selective underwriting, seeking out profitability rather than premium growth remains the corner stone of our business strategy. This strategy has proven successful, as evidenced by the good performance in recent years.


Tighter controls are continuing from our reinsurers in the light of our heavier claims in recent past but the foundation laid down would allow us to maintain an acceptable return every year.

Bancassurance will be a new area of growth and profitability for the company.

Our focus is to turnout consistent performance upon which the shareholders can rely.

****************
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AUDITORS’ REPORT TO THE SHAREHOLDERS OF
MUSCAT NATIONAL HOLDING COMPANY SAOG

We have audited the accompanying consolidated balance sheet of Muscat National Holding
Company SAOG and its subsidiaries (the group) and the balance sheet of Muscat National
Holding Company SAOG (the parent company) s of 31 December 2004, and the related
consolidated and parent company statements of income, cash flows and changes in equity for
the year then ended. These financial statements are the responsibility of the company's board
of directors. Our responsibility is to express an opinion on these financial statements based on
our audit. The consolidated and parent company financial statements as of 31 December 2003
were audited by another auditor whose report dated 5 April 2004 expressed an unqualified
opinion.

We conducted our audit in accordance with International Standards on Auditing. Those
Standards require that we plan and perform the audit fo obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes
cxamining, on a test basis, cvidence supporting the amounts and disclosures in the financial
statements, An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement
presentation. We belicve that our audit provides a reasonable basis for our opinion.

In our opinion the consolidated and parent company financial statements:

i) Prosent fairly, in all material respects, the financial position of the group and parent
company as of 31 December 2004 and the results of their operations and their cash flows
for the year then ended in accordance with International Financial Reporting Standards.

i) Comply, in all material respects, with the relevant disclosure requirements of the

Commercial Companies Law of 1974, as amended, and the minimum disclosure
requirements for Public Joint Stock Companies issued by the Capital Market Authority.

f,,/,y‘(?

2 April 2005
Muscat

K

Philip D Stanton
Partner

A Member of Ermit & Yoursg Glabal




	
	
	
	Parent
	
	Parent

	
	Notes
	Group
	company
	Group
	company

	
	
	2004
	2004
	2003
	2003

	
	
	RO
	RO
	RO
	RO

	
	
	
	
	
	(restated)

	REVENUE
	
	
	
	
	

	
	
	
	
	
	

	Gross premium written
	3
	  9,460,821
	-      
	  8,727,491
	-      

	
	
	((((((((
	((((((((
	((((((((
	((((((((

	Net underwriting results
	3
	1,589,082
	-      
	1,770,483
	-      

	Investment income
	4
	1,999,524
	1,117,174
	1,813,280
	978,842

	Dividend income from subsidiary companies
	27
	-      
	1,200,000
	-      
	725,000

	
	
	((((((((
	((((((((
	((((((((
	((((((((

	
	
	3,588,606
	2,317,174
	3,583,763
	1,703,842

	
	
	((((((((
	((((((((
	((((((((
	((((((((

	EXPENSES
	
	
	
	
	

	General and administration expenses
	6
	(784,841)
	(41,915)
	(706,629)
	(4,858)

	Finance costs
	6
	(48,239)
	(33,834)
	(110,832)
	(97,523)

	Other operating expenses
	6
	(85,587)
	(30,784)
	(84,287)
	(20,942)

	Transfer to contingency provision
	18
	(64,473)
	-      
	(53,811)
	-      

	
	
	((((((((
	((((((((
	((((((((
	((((((((

	
	
	(983,140)
	(106,533)
	(955,559)
	(123,323)

	
	
	((((((((
	((((((((
	((((((((
	((((((((

	PROFIT FROM OPERATIONS BEFORE INCOME TAX
	
	2,605,466
	2,210,641
	2,628,204
	1,580,519

	
	
	
	
	
	

	Income tax expense
	5
	(95,975)
	-      
	(242,076)
	(19,191)

	
	
	((((((((
	((((((((
	((((((((
	((((((((

	NET PROFIT FOR THE YEAR
	6
	2,509,491
	2,210,641
	2,386,128
	1,561,328

	
	
	((((((((
	((((((((
	((((((((
	((((((((

	Basic earnings per share
	7
	0.502
	0.442
	0.477
	0.312

	
	
	((((((((
	((((((((
	((((((((
	((((((((


The attached notes 1 to 30 form part of these financial statements.

	
	
	
	Parent
	
	Parent

	
	Notes
	Group
	company
	Group
	company

	
	
	2004
	2004
	2003
	2003

	
	
	RO
	RO
	RO
	RO

	
	
	
	
	
	(restated)

	ASSETS
	
	
	
	
	

	Bank balances and cash
	8
	548,529
	7,859
	650,912
	8,624

	Bank deposits
	9
	4,028,171
	-      
	3,947,758
	-      

	Held for trading investments
	10
	655,039
	323,491
	572,064
	284,701

	Premiums and insurance balances receivable
	11
	841,348
	-      
	1,263,595
	-      

	Available for sale investments
	12
	5,340,979
	3,073,148
	3,799,160
	2,089,572

	Originated loans
	14
	506,540
	-      
	508,720
	-      

	Investment in subsidiary companies
	15
	-      
	4,000,000
	-      
	4,000,000

	Other receivables and prepayments
	16
	52,269
	-      
	36,879
	-      

	Fixed assets
	17
	65,542
	1,724
	54,829
	3,216

	Deferred taxation
	5
	8,353
	-      
	5,448
	-      

	
	
	((((((((
	((((((((
	((((((((
	((((((((

	TOTAL ASSETS
	
	  12,046,770
	7,406,222
	10,839,365
	6,386,113

	
	
	((((((((
	((((((((
	((((((((
	((((((((

	
	
	
	
	
	

	LIABILITIES
	
	
	
	
	

	Insurance funds
	18
	1,629,755
	-      
	1,428,277
	-      

	Due to reinsurers
	
	920,512
	-      
	1,394,825
	-      

	Other liabilities and accruals
	19
	620,929
	779,639
	850,337
	1,184,994

	Bank borrowings
	20
	1,247,382
	1,247,382
	1,982,924
	1,982,924

	Taxation
	5
	159,715
	-      
	224,016
	49,635

	
	
	((((((((
	((((((((
	((((((((
	((((((((

	TOTAL LIABILITIES
	
	4,578,293
	2,027,021
	5,880,379
	3,217,553

	
	
	((((((((
	((((((((
	((((((((
	((((((((

	NET ASSETS EMPLOYED
	
	7,468,477
	5,379,201
	4,958,986
	3,168,560

	
	
	((((((((
	((((((((
	((((((((
	((((((((

	NET ASSETS PER SHARE
	
	1.494
	1.075
	0.992
	0. 634

	
	
	((((((((
	((((((((
	((((((((
	((((((((

	EQUITY
	
	
	
	
	

	Capital and reserves
	
	
	
	
	

	Share capital
	21
	5,000,000
	5,000,000
	5,000,000
	5,000,000

	Legal reserve
	22
	1,250,869
	765,960
	879,920
	544,896

	Capital reserve
	23
	25,207
	25,207
	25,207
	25,207

	Retained earnings (accumulated losses)
	
	1,192,401
	(411,966)
	(946,141)
	(2,401,543)

	
	
	((((((((
	((((((((
	((((((((
	((((((((

	TOTAL EQUITY
	
	7,468,477
	5,379,201
	4,958,986
	3,168,560

	
	
	((((((((
	((((((((
	((((((((
	((((((((

	TOTAL LIABILITIES AND EQUITY
	
	12,046,770
	7,406,222
	10,839,365
	6,386,113

	
	
	((((((((
	((((((((
	((((((((
	((((((((


The financial statements were authorised for issue in accordance with a resolution of the directors on 02 April 2005
	
	
	

	Chairperson
	
	Director


The attached notes 1 to 30 form part of these financial statements.

	
	
	Group
	Parent company
	Group
	Parent company

	
	
	2004
	2004
	2003
	2003

	
	
	RO
	RO
	RO
	RO

	OPERATING ACTIVITIES
	
	
	
	
	(restated)

	Profit from operations before taxation
	
	2,605,466
	2,210,641
	2,628,204
	1,580,519

	Adjustments for:
	
	
	
	
	

	Depreciation
	
	22,949
	1,492
	23,680
	3,671

	Dividend from subsidiary companies
	
	-      
	(1,200,000)
	-      
	(725,000)

	Amortisation of premium on Government

Development Bonds
	
	2,180
	-         
	2,180
	-           

	Unrealised gain on investments securities
	
	(1,652,386)
	(965,219)
	(1,451,407)
	(823,400)

	Realised loss on sale of investment securities
	
	15,402
	7,341
	2,982
	3,902

	Accrual for employees’ end of service benefits
	
	21,416
	17,638
	13,565
	1,029

	Interest income
	
	(62,193)
	(150)
	(62,397)
	(102)

	Dividend income
	
	(300,347)
	(159,146)
	(302,458)
	(159,242)

	Interest expense
	
	48,239
	33,834
	110,832
	97,523

	Movement in contingency provision
	
	64,473
	-      
	53,811
	-      

	Profit on disposal of fixed assets
	
	(362)
	-      
	-      
	-      

	
	
	───────
	───────
	───────
	───────

	Operating profit (loss) before changes in
	
	
	
	
	

	operating assets and liabilities
	
	764,837
	(53,569)
	1,018,992
	(21,100)

	Premiums and insurance balances receivable
	
	422,247
	-      
	(460,431)
	-      

	Other assets
	
	(15,390)
	-      
	37,806
	-      

	Insurance funds
	
	137,005
	-      
	84,686
	-      

	Due to reinsurers
	
	(474,313)
	-      
	115,236
	-      

	Other liabilities and accruals
	
	(244,170)
	(422,993)
	460,656
	123,905

	
	
	───────
	───────
	───────
	───────

	Cash generated from (used in) operations
	
	590,216
	(476,562)
	1,256,945
	102,805

	Taxation paid
	
	(163,181)
	(49,635)
	(94,621)
	-      

	Interest paid
	
	(48,239)
	(33,834)
	(110,832)
	(97,523)

	Employees’ end of services benefits paid
	
	(6,654)
	-      
	(2,495)
	-      

	
	
	───────
	───────
	───────
	───────

	Net cash from (used in) operating activities
	
	372,142
	(560,031)
	1,048,997
	5,282

	
	
	───────
	───────
	───────
	───────

	INVESTING ACTIVITIES
	
	
	
	
	

	Purchase of fixed assets
	
	(33,735)
	-      
	(18,429)
	-      

	Increase in bank deposits
	
	(80,413)
	-      
	(286,631)
	-      

	Transfer of shares from subsidiary companies
	
	-
	(69,474)
	
	

	Purchase of investments
	
	-
	-      
	(105)
	(105)

	Proceeds from sale of investments
	
	12,190
	4,986
	4,535
	3,208

	Proceeds from disposal of fixed assets
	
	435
	-      
	-      
	-      

	Interest income
	
	62,193
	150
	62,397
	102

	Dividends received
	
	300,347
	159,146
	302,458
	159,242

	Dividend from subsidiary companies
	
	-      
	1,200,000
	-      
	725,000

	
	
	───────
	───────
	───────
	───────

	Net cash from investing activities
	
	261,017
	1,294,808
	64,225
	887,447

	
	
	───────
	───────
	───────
	───────

	FINANCING ACTIVITY
	
	
	
	
	

	Repayment of bank borrowings
	
	(735,542)
	(735,542)
	(919,534)
	(919,534)

	
	
	───────
	───────
	───────
	───────

	Net cash used in financing activity
	
	(735,542)
	(735,542)
	(919,534)
	(919,534)

	
	
	───────
	───────
	───────
	───────


	
	
	Group
	Parent company
	Group
	Parent company

	
	
	2004
	2004
	2003
	2003

	
	
	RO
	RO
	RO
	RO

	
	
	
	
	
	

	(DECREASE) INCREASE IN CASH AND CASH EQUIVALENTS
	
	(102,383)
	(765)
	193,688
	(26,805)

	Cash and cash equivalents at the beginning of the
	
	
	
	
	

	year
	
	650,912
	8,624
	457,224
	35,429

	
	
	───────
	───────
	───────
	───────

	CASH AND CASH EQUIVALENTS AT END
	
	
	
	
	

	OF THE YEAR
	
	548,529
	7,859
	650,912
	8,624

	
	
	(((((══((
	(((((══((
	(((((══((
	(((((══((


The attached notes 1 to 30 form part of these financial statements.

Group

	
	Share

capital
	Legal

reserve
	Capital

reserve
	(Accumulated losses)

retained earnings
	Total

	
	RO
	RO
	RO
	RO
	RO

	
	
	(restated)
	
	(restated)
	


	
	
	
	
	
	

	Balance at 1 January 2003
	5,000,000
	601,306
	25,207
	(3,053,655)
	2,572,858

	Net profit for the year
	-      
	-      
	-      
	2,386,128
	2,386,128

	Transfer to legal reserve (note 22)
	-      
	278,614
	-      
	(278,614)
	-      

	
	──────
	──────
	──────
	──────
	──────

	Balance at 31 December 2003
	5,000,000
	879,920
	25,207
	 (946,141)
	4,958,986

	Net profit for the year
	-      
	-      
	-      
	2,509,491
	2,509,491

	Transfer to legal reserve (note 22)
	-      
	370,949
	-      
	(370,949)
	-      

	
	──────
	──────
	──────
	──────
	──────

	Balance at 31 December 2004
	5,000,000
	1,250,869
	25,207
	1,192,401
	7,468,477

	
	══════
	══════
	══════
	══════
	══════

	
	
	
	
	
	

	Parent company
	
	
	
	
	

	
	Share 

capital
	Legal

reserve
	Capital

reserve
	(Accumulated losses)
	Total

	
	RO
	RO
	RO
	RO
	     RO

	
	
	(restated)
	
	(restated)
	

	Balance at 1 January 2003 as previously reported
	5,000,000
	421,263
	25,207
	(3,114,238)
	2,332,232

	Correction of accounting error (note 27)
	-      
	(32,500)
	-      
	(692,500)
	(725,000)

	
	──────
	──────
	──────
	──────
	──────

	Balance at 1 January 2003 as restated
	5,000,000
	388,763
	25,207
	(3,806,738)
	1,607,232

	Net profit for the year as
	
	
	
	
	

	restated
	-      
	-      
	-      
	1,561,328
	1,561,328

	Transfer to legal reserve (note 22)
	-      
	156,133
	-      
	(156,133)
	-      

	
	──────
	──────
	──────
	──────
	──────

	Balance at 31 December 2003
	5,000,000
	544,896
	25,207
	(2,401,543)
	3,168,560

	Net profit for the year
	-      
	-      
	-      
	2,210,641
	2,210,641

	Transfer to legal reserve (note 22)
	-      
	221,064
	-      
	(221,064)
	-      

	
	──────
	──────
	──────
	──────
	──────

	Balance at 31 December 2004
	5,000,000
	765,960
	25,207
	(411,966)
	5,379,201

	
	══════
	══════
	══════
	══════
	══════


The attached notes 1 to 30 form part of these financial statements.

1
LEGAL STATUS AND PRINCIPAL ACTIVITIES

Muscat National Holding Company SAOG (the parent company) is registered as a public joint stock company in the Sultanate of Oman. The conversion of the Muscat Insurance Company SAOG (established on 16 January 1995) to Muscat National Holding Company SAOG was confirmed by the Administrative Order No. 1/99, dated 10 January 1999, of the Ministry of Commerce & Industry, Sultanate of Oman. The principal activity of the parent company is dealing in investments. The principal activities of the subsidiaries are described in note 15. The registered address of the parent company is PO Box 72, Postal Code 112, Sultanate of Oman.

Muscat National Holding Company SAOG and its subsidiaries (the group) operate in the Sultanate of Oman and employed 62 employees as of 31 December 2004 (31 December 2003 – 62 employees).

2
SIGNIFICANT ACCOUNTING POLICIES

Basis of preparation 

The financial statements have been prepared in accordance with Standards issued, or adopted by the International Accounting Standards Board, interpretations issued by the International Financial Reporting Interpretations Committee and applicable requirements of the Commercial Companies Law and the Capital Market Authority of the Sultanate of Oman. 

The financial statements have been presented in Rial Omani. 

Accounting convention

The financial statements are prepared under the historical cost convention modified to include the measurement at fair value of available for sale and held for trading investments.

The accounting policies are consistent with those used in the previous year.

Basis of consolidation

The consolidated financial statements comprise those of Muscat National Holding Company SAOG and its subsidiaries. 

Subsidiaries are companies in which the parent company owns, directly or indirectly more than one half of the voting power.

Subsidiaries are consolidated from the date on which control is transferred to the group and cease to be consolidated from the date on which control is transferred out of the group.

All inter company balances and transactions and unrealised profits arising from intra-group transactions are eliminated.  

Premiums written and earned

Premiums written represent the gross value of the premiums charged to policyholders during the year. 

General business

Net premiums, after deducting reinsurance ceded, are taken into income in the year in which the policies are written.
Life business

Net premiums, after deducting reinsurance ceded, are taken into income over the terms of the policies to which they relate on a pro-rata basis.

2
SIGNIFICANT ACCOUNTING POLICIES (continued)

Unearned premiums and unexpired risks

Unearned premiums represent the proportion of premiums written relating to periods of insurance subsequent to the balance sheet date. For general insurance classes of business, the provision is calculated in accordance with 1/24th basis.  For life insurance class of business, premiums are pro-rated by reference to the unexpired term of cover and an appropriate actuarial reserve that is determined annually by an independent actuary is maintained.

In addition provision is made where necessary for any further loss expected to arise on unexpired risks after taking into account future investment income on related insurance funds, to cover anticipated liabilities arising from existing contracts. 

An additional provision is created to cover any shortfall between the total amount in the unearned premium provision and the amount required by the Insurance Companies Law.

Commissions earned and paid

Commissions earned and paid are recognised at the time policies are written.

Interest income

Interest income is recognised using the effective yield method.

Dividend income

Dividend income is recognised when the right to receive payment is established.

Income tax

Taxation is provided for in accordance with Omani fiscal regulations.

Deferred income taxation is provided using the liability method on all temporary differences at the balance sheet date. Deferred income tax assets and liabilities are measured at the tax rates that are expected to apply to the period when the asset is realised or the liability is settled, based on laws that have been enacted at the balance sheet date. 

The carrying amount of deferred income tax assets is reviewed at each balance sheet date and reduced to the extent that it is no longer probable that sufficient taxable profit will be available to allow all or part of the deferred income tax asset to be utilised.
Cash and equivalents
Cash and cash equivalents consist of cash and bank balances and bank deposits with a maturity of three months or less from the date of acquisition.

Premiums and insurance balances receivable

Premiums and insurance balances receivable are carried at anticipated realisable value.  An estimate is made for doubtful debts based on a review of all outstanding amounts at the year end.  Bad debts are written off during the year in which they are identified.

Held for trading investments

These are initially recognised at cost and subsequently remeasured at fair value.  All related realised and unrealised gains and losses, and dividends received are included in the income statement.

Available for sale investments

Investments intended to be held for an indefinite period of time, but which may be sold in response to needs for liquidity or changes in equity prices, are classified as available-for-sale. 

Available-for-sale investments comprising principally marketable equity securities, are fair valued at each month end and on 31 December. Realised and unrealised gains and losses arising from changes in the fair value of available-for-sale investments are included in the income statement in the period in which they arise.

2
SIGNIFICANT ACCOUNTING POLICIES (continued)

Originated loans 

Investments in debt securities where the group provides funds directly to the issuer are stated at amortised cost less provision for impairment.

Investment in subsidiaries 

Investments in subsidiaries in the parent company’s financial statements are stated at cost.  

Trade and settlement date accounting

All “regular way” purchases and sales of financial assets are recognised on the trade date, i.e. the date that the entity commits to purchase or sell the asset.  Regular way purchase or sales are purchases or sales of financial assets that require delivery of assets within the time frame generally established by regulation or convention in the market place.

Fixed assets

Fixed assets are stated at cost less accumulated depreciation and any impairment in value.

Depreciation is calculated on a straight line basis over the estimated useful lives of assets as follows:

	Furniture and equipment
	6 years

	Motor vehicles
	5 years

	Computer hardware and software
	5 years


The carrying values of fixed assets are reviewed for impairment when events or changes in circumstances indicate the carrying value may not be recoverable. If any such indication exists and where the carrying values exceed the estimated recoverable amount, the assets are written down to their recoverable amount.

Gains and losses on disposals of fixed assets are determined by reference to their carrying amounts and are taken into account in determining operating profit.

Impairment and uncollectibility of financial assets

An assessment is made at each balance sheet date to determine whether there is objective evidence that a financial asset or group of financial assets may be impaired. If such evidence exists, the estimated recoverable amount of that asset is determined, based on the net present value of future anticipated cash flows discounted at original effective interest rates, and any impairment loss recognised for the difference between the recoverable amount and carrying value. Impairment losses are recognised in the income statement.

Outstanding claims

The provision for outstanding claims comprises the estimated cost of claims incurred, whether reported or not, and not settled at the balance sheet date, after deduction of amounts due under reinsurance arrangements, salvage and other recoveries.  Differences between the estimated cost and subsequent settlements are dealt with in the income statement for the year in which the claim is settled or re-estimated using the best information available regarding claim settlement patterns and anticipated future inflation trends. 

Contingency provision
In accordance with Article 20 (2) (c) and Article 20 (3) (b) amended by Royal Decree No. 35/95 of the Oman Insurance Companies Law 1979, 10% of the net outstanding claims at the balance sheet date in case of general insurance business and 1% of the life assurance premiums in case of life insurance business for the year are transferred to a contingency provision.  The subsidiaries may discontinue such annual transfers when the provision equals the respective company’s paid up capital.

2
SIGNIFICANT ACCOUNTING POLICIES (continued)

Reinsurance

Amounts receivable from reinsurers are estimated in a manner consistent with the claim liability associated with the reinsured parties.

Other liabilities and accruals

Liabilities are recognised for amounts to be paid for goods and services received, whether or not billed to the group.

Short-term loans

Short-term loans are carried on the balance sheet at their principal amount.  Interest is charged as an expense as it accrues, with unpaid amounts included in borrowings.
Term loans

Term loans are carried on the balance sheet at their principal amount.  Interest is charged as an expense as it accrues, with unpaid amounts included in borrowings.

End of service benefits 

End of service benefits are accrued in accordance with the terms of employment of the group’s employees at the balance sheet date, having regard to the requirements of the Oman Labour Law 1973. Employee entitlements to annual leave are recognised when they accrue to employees and an accrual is made for the estimated liability for annual leave as a result of services rendered by employees up to the balance sheet date.
Contributions to a defined contribution retirement plan and occupational hazard insurance for Omani employees in accordance with the Omani Social Insurances Law of 1991, are recognised as an expense in the income statement as incurred.

Foreign currency transactions
Transactions in foreign currencies are recorded at the rate ruling at the date of the transaction.  Monetary assets and liabilities at the balance sheet date denominated in foreign currencies are translated at the rate of exchange ruling at that date.  All exchange differences arising are taken to the income statement. 

Fair values
For investments traded in organised financial markets, fair value is determined by reference to Stock Exchange quoted market bid prices at the close of business on the balance sheet date, adjusted for transaction costs necessary to realise the asset. 

For unquoted equity investments, fair value is determined by reference to the market value of a similar investment or is based on the expected discounted cash flows.

The fair value of interest-bearing items is estimated based on discounted cash flows using interest rates for items with similar terms and risk characteristics.
3
NET UNDERWRITING RESULTS

	
	2004
	2003

	
	RO
	RO

	
	
	

	Gross premium written 
	9,460,821
	8,727,491

	
	──────
	──────

	Less:
	
	

	Reinsurers share of premium, net of commission received
	(6,021,077)
	(5,358,796)

	Net claims incurred
	(507,481)
	(367,549)

	Commission paid
	(1,234,177)
	(1,090,341)

	Movements in unearned premium
	(109,004)
	    (140,322)

	
	──────
	──────

	
	(7,871,739)
	(6,957,008)

	
	──────
	──────

	Net underwriting results
	1,589,082
	1,770,483

	
	══════
	══════


4
INVESTMENT INCOME

	
	Group
	Parent company
	Group
	Parent company

	
	2004
	2004
	2003
	2003

	
	RO
	RO
	RO
	RO

	Net unrealised gains on available for sale investments
	1,541,819
	914,102
	1,252,580
	717,489

	Unrealised gains on held for trading investments
	110,567
	51,117
	   198,827
	   105,911

	Interest income on Government Development Bonds, net of amortisation charge
	20,381
	-      
	20,320
	-      

	Interest income on bank deposits
	41,812
	150
	42,077
	102

	Dividend income from other investments
	300,347
	159,146
	302,458
	159,242

	Losses on disposal of held for trading investments
	(15,402)
	(7,341)
	(2,982)
	(3,902)

	
	──────
	──────
	──────
	──────

	
	1,999,524
	1,117,174
	1,813,280
	978,842

	
	═══════
	═══════
	═══════
	═══════


5
TAXATION

	
	Group
	Parent company
	Group
	Parent company


	
	2004
	2004
	2003
	2003

	
	RO
	RO
	RO
	RO

	Current liability:
	
	
	
	

	     Current year
	95,975
	-      
	169,755
	-      

	     Prior year
	63,740
	-      
	54,261
	49,635

	
	(((((((
	(((((((
	(((((((
	(((((((

	
	159,715
	-      
	224,016
	49,635

	
	(((((((
	(((((((
	(((((((
	(((((((

	Income statement
	
	
	
	

	      Current year
	95,975
	-      
	120,120
	-      

	      Prior years
	2905
	-      
	73,612
	19,191

	      Deferred taxation
	(2,905)
	-      
	48,344
	-      

	
	(((((((
	(((((((
	(((((((
	(((((((

	
	95,975
	-      
	242,076
	19,191

	
	(((((((
	(((((((
	(((((((
	(((((((

	Deferred tax asset 
	
	
	
	

	At 1 January 
	5,448
	-      
	53,792
	-      

	Movement for the year
	2,905
	-      
	(48,344)
	-      

	
	(((((((
	(((((((
	(((((((
	(((((((

	
	8,353
	-      
	5,448
	-      

	
	(((((((
	(((((((
	(((((((
	(((((((


The parent company and each of its subsidiaries are assessed separately for taxation. The group is not taxed as a taxable entity. 

a) The parent company

The tax rate applicable to the parent company is 12% (2003 - 12%).  For the purpose of determining the taxable result for the year, the accounting profit has been adjusted for tax purposes. Adjustments for tax purposes include items relating to both income and expense. The adjustments are based on a current understanding of the existing tax laws, regulations and practices.

The adjustments to accounting profit for the year has resulted in a taxable loss. Therefore, the applicable tax rate is nil (2003 - nil). The average effective tax rate can not be determined in view of the taxable loss.

The losses available for offset against future taxable profits are as follows:

	
	2004
	2003

	
	RO
	RO

	
	
	

	Available upto 31 December 2005 (declared)
	388,496
	388,496

	Available upto 31 December 2006 (declared)
	382,498
	382,498

	Available upto 31 December 2007 (declared)
	189,391
	189,391

	Available upto 31 December 2008 (declared)
	120,439
	120,439

	Available upto 31 December 2009 (estimated)
	113,472
	-      

	
	(((((((
	(((((((

	
	1,194,296
	1,080,824

	
	(((((((
	(((((((


The parent company’s tax assessments have been completed by the Omani tax authorities up to tax year 1998.

5
TAXATION (continued)

b)
Subsidiaries
Muscat Life Assurance Company SAOG

The company is registered in Oman and the tax rate applicable is 12% (2003 – 12%). None of the company’s assessments have been completed by the tax authorities.

Muscat Insurance Company SAOG

The company is registered in Oman and the tax rate applicable is 12% (2003 – 12%). None of the company’s assessments have been completed by the tax authorities.

6
NET PROFIT FOR THE YEAR

The net profit for the year is stated after charging:
	
	2004
	2004
	2003
	2003

	
	Group
	Parent company
	Group
	Parent company

	
	RO
	RO
	RO
	RO

	General and administration expenses
	
	
	
	

	Staff salaries and expenses
	559,709
	30,217 
	504,229
	4,624

	Office (recovery) expenses
	124,539
	10,206
	115,840
	(3,437)

	Communication expenses
	50,810
	-      
	55,255
	-      

	Depreciation
	22,949
	1,492
	23,680
	3,671

	Provision for impairment of debts
	29,900
	-      
	10,000
	-      

	Policy and transfer fees
	   (3,066)
	-      
	   (2,375)
	-      

	
	───────
	───────
	───────
	───────

	
	784,841
	41,915
	706,629
	4,858

	
	═══════
	═══════
	═══════
	═══════

	Finance costs
	
	
	
	

	Bank interest and charges - investment operations
	33,834
	33,834
	97,523
	97,523

	Interest on bank overdraft - underwriting
	5
	-      
	466
	-      

	Interest on treaty reserves
	  14,400
	-      
	  12,843
	-      

	
	───────
	───────
	───────
	───────

	
	48,239
	33,834
	110,832
	97,523

	
	───────
	───────
	───────
	───────

	Other operating expenses
	
	
	
	

	Professional fees
	48,902
	16,743
	45,802
	8,677

	Advertising and recruitment expenses
	18,689
	1,481
	22,233
	296

	MSM and annual general meeting expenses
	18,358
	12,560
	16,252
	11,969

	Profit on sale of fixed assets
	         (362)
	-      
	-      
	-      

	
	───────
	───────
	───────
	───────

	
	85,587
	30,784
	84,287
	20,942

	
	═══════
	═══════
	═══════
	═══════


7
BASIC EARNINGS PER SHARE

Basic earnings per share is calculated by dividing the net profit for the year by the weighted average number of shares outstanding during the year as follows:

	
	2004
	2004
	2003
	2003

	
	Group
	Parent company
	Group
	Parent company

	
	RO
	RO
	RO
	RO

	Net profit for the year
	2,509,491
	2,210,641
	2,386,128
	1,561,328

	
	(((((((
	(((((((
	(((((((
	(((((((

	Weighted average number of shares
	5,000,000
	5,000,000
	5,000,000
	5,000,000

	
	(((((((
	(((((((
	(((((((
	(((((((

	Earnings per share
	0.502
	0.442
	0.477
	0.312

	
	(((((((
	(((((((
	(((((((
	(((((((


No figure for diluted earnings per share has been presented as the parent company has not issued any instruments which would have an impact on earnings per share when exercised. 

8 BANK BALANCES AND CASH
Included in bank balances and cash are call deposits of RO 548,529 (2003 – RO 650,912) with a commercial bank in Oman.  These are denominated in Rial Omani, short term in nature and carry an effective annual interest rate of 0.5% (2003 – 0.5 %).

9 BANK DEPOSITS

Bank deposits are held with commercial banks in Oman, denominated in Rial Omani and US Dollar and carry an effective annual interest rate ranging between 1.35% to 2.18% (2003 – 0.65% to 1.65%). Bank deposits have maturity ranging from three months to one year from the date of placement. Certain bank deposits are restricted (note 13).

10
HELD FOR TRADING INVESTMENTS

	Group
	Market value
	Cost
	Market 

value
	Cost

	
	2004
	2004
	2003
	2003

	
	RO
	RO
	RO
	RO

	Marketable securities - foreign by sector
	
	
	
	

	Technology/Media/Telecom
	215,358
	559,932
	216,377
	579,534

	Industrial
	130,936
	210,655
	116,422
	210,655

	Healthcare/Pharmaceuticals 
	121,228
	147,720
	101,289
	147,720

	Oil/Energy 
	116,933
	79,323
	78,283
	79,323

	Services 
	47,285
	79,971
	44,571
	79,971

	Agriculture/Food 
	  23,299
	  16,721
	  15,122
	  16,721

	
	───────
	───────
	───────
	───────

	
	655,039
	1,094,322
	572,064
	1,113,924

	
	═══════
	═══════
	═══════
	═══════


	Parent company
	Market value
	Cost
	Market 

value
	Cost

	
	2004
	2004
	2003
	2003

	
	RO
	RO
	RO
	RO

	Marketable securities - foreign by sector
	
	
	
	

	Technology/Media/Telecom
	94,615
	263,803
	103,487
	272,481

	Industrial
	40,717
	57,356
	29,474
	57,355

	Healthcare/Pharmaceuticals 
	36,066
	95,274
	35,238
	95,274

	Oil/ Energy 
	84,849
	55,611
	58,787
	55,611

	Services 
	46,918
	73,124
	44,392
	73,124

	Agriculture/Food 
	  20,326
	  12,797
	  13,323
	  12,797

	
	───────
	───────
	───────
	───────

	
	323,491
	557,965
	284,701
	566,642

	
	═══════
	═══════
	═══════
	═══════


Held for trading securities of a subsidiary company amounting to RO 331,548 (2003 – RO 287,363) are held by the parent company in trust on behalf of the subsidiary company.

11
PREMIUMS AND INSURANCE BALANCES RECEIVABLE
	
	Group
	Parent company
	Group
	Parent company

	
	2004
	2004
	2003
	2003

	
	RO
	RO
	RO
	RO

	
	
	
	
	

	Premiums receivable
	298,289
	-      
	438,564
	-      

	Reinsurance balances receivable
	358,120
	-      
	677,805
	-      

	Less: provision for doubtful debts
	(87,900)
	-      
	(58,000)
	-      

	
	───────
	───────
	───────
	───────

	
	568,509
	-      
	1,058,369
	-      

	Premiums receivable from related parties (note 25)
	169,000
	-      
	205,226
	-      

	Accrued premiums receivable from a related party (note 25)
	103,839
	-      
	-      
	-      

	
	───────
	───────
	───────
	───────

	
	841,348
	-      
	1,263,595
	-      

	
	═══════
	═══════
	═══════
	═══════


12
AVAILABLE FOR SALE INVESTMENTS

	Group
	Market value
	Cost
	Market value
	Cost

	
	2004
	2004
	2003
	2003

	
	RO
	RO
	RO
	RO

	Marketable securities – MSM
	
	
	
	

	Banking/Finance
	4,508,400
	2,995,021
	3,142,620
	2,995,021

	Services
	625,199
	451,804
	472,300
	451,804

	Industrial
	69,280
	66,368
	62,190
	66,368

	Oil and energy
	56,550
	58,057
	48,050
	58,057

	Consumer goods
	     48,300
	     48,340
	     39,000
	     48,340

	Agriculture/Food
	     33,250
	     62,500
	     35,000
	     62,500

	
	───────
	───────
	───────
	───────

	
	5,340,979
	3,682,090
	3,799,160
	3,682,090

	
	═══════
	═══════
	═══════
	═══════


Details of the group’s available for sale investments for which the group’s holding exceeds 10% of the market value of its investment portfolio are:

	
	% of overall
	Number of
	Market value
	Cost

	
	portfolio 
	securities
	RO
	RO

	31 December 2004
	
	
	
	

	Investments:
	
	
	
	

	
	
	
	
	

	Oman International Bank SAOG 
	75.19
	1,326,000
	4,508,400
	2,995,021

	
	
	═══════
	═══════
	═══════

	31 December 2003
	
	
	
	

	Investments:
	
	
	
	


	
	
	
	
	

	Oman International Bank SAOG 
	71.9
	1,326,000
	3,142,620
	2,995,021

	
	
	═══════
	═══════
	═══════


Details of the group’s available for sale investments for which the group’s holding exceeds 10% or more of the issuer’s share capital are:

	
	% holding of
	
	
	

	
	 the issuer’s
	Number of
	Market value
	Cost

	
	share capital
	Securities
	RO
	RO

	31 December 2004
	
	
	
	

	Investments:
	
	
	
	

	
	
	
	
	

	Al Khuwair Development & Services SAOC 
	12.4
	155,000
	511,500
	309,034

	
	
	═══════
	═══════
	═══════

	31 December 2003
	
	
	
	

	Investments:
	
	
	
	

	
	
	
	
	

	Al Khuwair Development & Services SAOC 
	12.4
	155,000
	341,000
	309,034

	
	
	═══════
	═══════
	═══════


12
AVAILABLE-FOR-SALE INVESTMENTS (continued)

	Parent company
	Market value
	Cost
	Market value
	Cost

	
	2004
	2004
	2003
	2003

	
	RO
	RO
	RO
	RO

	
	
	
	
	

	Marketable securities – MSM
	
	
	
	

	Banking/Finance
	2,433,530
	1,805,021
	1,696,313
	1,805,021

	Services
	538,758
	328,177
	303,959
	258,703

	Consumer goods
	40,250
	40,290
	32,500
	40,290

	Industrial
	     24,850
	     17,339
	     26,400
	     17,339

	Oil and energy
	     35,760
	     42,718
	     30,400
	     42,718

	
	───────
	───────
	───────
	───────

	
	3,073,148
	2,233,545
	2,089,572
	2,164,071

	
	═══════
	═══════
	═══════
	═══════


Details of the parent company’s investment in which its holdings exceed 10% of the market value of its investment portfolio are set out below:

	
	% of overall
	Number of
	Market value
	Cost

	
	portfolio 
	securities
	RO
	RO

	31 December 2004
	
	
	
	

	Investments:
	
	
	
	

	
	
	
	
	

	Oman International Bank SAOG 
	71.6
	715,744
	2,433,530
	1,805,021

	Al Khuwair Development and Services Company SAOC
	12.4
	155,000
	511,500
	309,034

	
	
	───────
	───────
	───────

	
	
	870,744
	2,945,030
	2,114,055

	
	
	═══════
	═══════
	═══════

	31 December 2003
	
	
	
	

	Investments:
	
	
	
	

	
	
	
	
	

	Oman International Bank SAOG 
	71.4
	715,744
	1,696,313
	1,805,021

	
	
	═══════
	═══════
	═══════


Details of the parent company’s available for sale investments for which the parent company’s holding exceeds 10% or more of the issuer’s share capital at 31 December 2004 are:

	
	% holding of
	
	
	

	
	the issuer’s
	Number of
	Market value
	Cost

	
	share capital
	Securities
	RO
	RO

	31 December 2004
	
	
	
	

	Investments:
	
	
	
	

	
	
	
	
	

	Al Khuwair Development & Services SAOC 
	12.4
	155,000
	511,500
	309,034

	
	
	═══════
	═══════
	═══════

	31 December 2003
	
	
	
	

	Investments:
	
	
	
	

	
	
	
	
	

	Al Khuwair Development & Services SAOC 
	9.9
	123,421
	271,526
	239,560

	
	
	═══════
	═══════
	═══════


13 RESTRICTIONS ON TRANSFER OF ASSETS
In accordance with the law governing the operation of insurance companies within the Sultanate of Oman, the group has identified to the Capital Market Authority certain specific bank deposits and available for sale investments included in the balance sheet at a total value of RO 2,509,100 (2003 – RO 2,041,843).  Under the terms of the legislation, the group can transfer these assets only with the prior approval of the Capital Market Authority.

The group’s subsidiaries have provided bank guarantees to the Capital Market Authority of RO 150,000 to comply with the requirements of Article 3(e) of the Insurance Companies Law of the Sultanate of Oman.

14
ORIGINATED LOANS

Original loans comprise Oman Government Development Bonds, carrying an interest rate of 4.5% per annum and are due to mature in 2007 (2003 – same terms and conditions).

15
INVESTMENT IN SUBSIDIARIES

The consolidated financial statements include the financial statements of the parent company and its following subsidiaries:

	
	Registered in
	Proportion
	Proportion

	
	
	held
	held

	
	
	2004
	2003

	
	
	
	

	Muscat Insurance Company SAOC
	Sultanate of Oman
	100%
	100%

	Muscat Life Assurance Company SAOC 
	Sultanate of Oman
	100%
	100%


The subsidiary companies each have share capital of RO 2 million fully paid up.

Muscat Insurance Company SAOC is a closely held joint stock company incorporated in the Sultanate of Oman and is engaged in the business of general insurance. 
Muscat Life Assurance Company SAOC is a closely held joint stock company incorporated in the Sultanate of Oman and is engaged in the business of life insurance. A significant portion of the underwriting of the life insurance business is with a related party, Oman International Bank SAOG, in respect of the bank borrowers’ scheme.
16
OTHER RECEIVABLES AND PREPAYMENTS
	
	Group
	Parent company
	Group
	Parent company

	
	2004
	2004
	2003
	2003

	
	RO
	RO
	RO
	RO

	
	
	
	
	

	Other receivable and prepayments
	52,269
	-      
	36,879
	-      

	
	───────
	───────
	───────
	───────

	
	52,269
	-      
	36,879
	-      

	
	═══════
	═══════
	═══════
	═══════


17
FIXED ASSETS

	Group
	Furniture and equipment
	Motor

 vehicles
	Computer

hardware and software
	Total

	
	RO
	RO
	RO
	RO

	Cost
	
	
	
	

	At 1 January 2004
	97,102
	61,619
	101,499
	260,220

	Additions 
	    14,284
	   14,500        
	    4,951
	33,735

	Disposals 
	    (3,210)
	-      
	-      
	(3,210)

	
	───────
	───────
	───────
	───────

	At 31 December 2004
	108,176
	76,119
	106,450
	290,745

	
	───────
	───────
	───────
	───────

	Depreciation
	
	
	
	

	At 1 January 2004
	74,963
	46,383
	84,045
	205,391

	Provided during the year
	   7,353
	  8,325
	     7,271
	  22,949

	Relating to disposals
	(3,137)
	-      
	-      
	  (3,137)

	
	───────
	───────
	───────
	───────

	At 31 December 2004
	79,179
	54,708
	91,316
	225,203

	
	───────
	───────
	───────
	───────

	Net carrying value
	
	
	
	

	At 31 December 2004
	28,997
	21,411
	15,134
	65,542

	
	═══════
	═══════
	═══════
	═══════

	31 December 2003
	22,139
	15,236
	17,454
	54,829

	
	═══════
	═══════
	═══════
	═══════


	Parent company
	Furniture and equipment
	Motor

vehicles
	Computer

hardware and software
	Total

	
	RO
	RO
	RO
	RO

	Cost
	
	
	
	

	At 1 January and 31 December 2004
	18,450
	25,395
	4,652
	48,497

	
	───────
	───────
	───────
	───────

	Depreciation
	
	
	
	

	At 1 January 2004
	17,762
	23,336
	4,183
	45,281


	Provided during the year
	  485
	  802
	   205
	  1,492

	
	───────
	───────
	───────
	───────

	At 31 December 2004
	18,247
	24,138
	4,388
	46,773

	
	───────
	───────
	───────
	───────

	Net carrying value
	
	
	
	

	At 31 December 2004
	  203
	1,257
	 264
	1,724

	
	═══════
	═══════
	═══════
	═══════

	At 31 December 2003
	  688
	2,059
	 469
	3,216

	
	═══════
	═══════
	═══════
	═══════


18
INSURANCE FUNDS

	
	Group
	Parent

company
	Group
	Parent company

	
	2004
	2004
	2003
	2003

	
	RO
	RO
	RO
	RO

	Outstanding claims reserve
	
	
	
	

	Gross outstanding claims (including claims
	
	
	
	

	incurred but not reported) 
	2,956,429
	-      
	4,354,191
	-      

	Less: amounts recoverable from reinsurers
	(2,583,768)
	-      
	(4,009,531)
	-      

	
	((((((((
	((((((((
	((((((((
	((((((((

	
	372,661
	-      
	344,660
	-      

	
	((((((((
	((((((((
	((((((((
	((((((((

	
	
	
	
	

	Actuarial / unearned premium reserve
	898,175
	-      
	789,171
	-      

	
	((((((((
	((((((((
	((((((((
	((((((((

	
	
	
	
	

	Contingency provision
	
	
	
	

	Balance at 1 January
	294,446
	-      
	240,635
	-      

	Provided during the year
	64,473
	-      
	53,811
	-      

	
	((((((((
	((((((((
	((((((((
	((((((((

	
	358,919
	-      
	294,446
	-      

	
	((((((((
	((((((((
	((((((((
	((((((((

	Total insurance funds
	1,629,755
	-      
	1,428,277
	-      

	
	((((((((
	((((((((
	((((((((
	((((((((


19
OTHER LIABILITIES AND ACCRUALS

	
	Group
	Parent company
	Group
	Parent company

	
	2004
	2004
	2003
	2003

	
	RO
	RO
	RO
	RO

	
	
	
	
	

	Other creditors
	139,975
	-      
	226,335
	-      

	Due to subsidiaries
	-      
	735,216
	-
	1,167,538

	Accruals
	386,354
	19,342
	324,500
	10,013

	Amount due to related party (note 25)
	35,172
	-      
	254,836
	-      

	End of service benefits
	     59,428
	  25,081
	     44,666
	  7,443

	
	──────
	──────
	──────
	──────

	
	620,929
	779,639
	850,337
	1,184,994

	
	══════
	══════
	══════
	══════


Movements in the related liability for employees’ end of service benefits recognised in the balance sheet are as follows:

	
	Group
	Parent company
	Group
	Parent company

	
	2004
	2004
	2003
	2003

	
	RO
	RO
	RO
	RO

	
	
	
	
	

	Liability at 1 January
	44,666
	7,443
	33,596
	6,414

	Accrued/transferred during the year 
	21,416
	17,638
	13,565
	1,029

	Employees’ end of service benefit paid/transferred
	(6,654)
	-      
	(2,495)
	-      

	
	──────
	(((((((
	──────
	──────

	Liability at 31 December
	59,428
	25,081
	44,666
	7,443

	
	══════
	══════
	══════
	══════


20
BANK BORROWINGS

	
	
	Group
	Parent

company
	Group
	Parent

company

	
	
	2004
	2004
	2003
	2003

	
	
	RO
	RO
	RO
	RO

	
	
	
	
	
	

	Term loan
	(i)
	192,500
	192,500
	385,000
	385,000

	Bank overdrafts 
	(ii)
	1,054,882
	1,054,882
	1,347,924
	1,347,924

	Short term loan 
	
	-      
	-      
	   250,000
	   250,000

	
	
	──────
	──────
	──────
	──────

	
	
	1,247,382
	1,247,382
	1,982,924
	1,982,924

	
	
	══════
	══════
	══════
	══════


(i)
Term loan is denominated in US dollar and carries an effective interest rate of 1.25% over LIBOR on a half yearly basis (2003 – same terms and conditions). The maturity profile of the term loan based on the remaining period to maturity from the balance sheet date is as follows:

	
	Group
	Parent 

company
	Group
	Parent 

company

	
	2004
	2004
	2003
	2003

	
	RO
	RO
	RO
	RO

	
	
	
	
	

	Due within one year
	192,500
	192,500
	192,500
	192,500

	Due after one year
	-      
	-      
	192,500
	192,500

	
	──────
	──────
	──────
	──────

	
	192,500
	192,500
	385,000
	385,000

	
	══════
	══════
	══════
	══════


(ii)

Bank overdrafts are obtained from a commercial bank at interest rates ranging between 1.75% to 2.25%  (2003 - 2.50% to 7.87%) per annum.  The interest rates are subject to re-negotiation with the bank upon annual renewal of the facilities.
21
SHARE CAPITAL

	
	2004
	2004

	
	RO
	RO

	
	
	

	Authorised - shares of RO 1 each
	10,000,000
	10,000,000

	
	═══════
	═══════

	
	
	

	Issued and fully paid – shares of RO 1 each
	5,000,000
	5,000,000

	
	═══════
	═══════


Details of major shareholders who hold 10% or more of the company’s shares are as follows:

	
	                  Parent company

	
	2004
	2003

	
	Number of shares
	Number of shares

	
	
	

	Dr Omar Abdul Muniem Al Zawawi
	1,250,400
	1,250,400

	Diwan of Royal Court - Pension Fund
	500,000
	500,000

	Dhofar Insurance Co. SAOG
	501,100
	501,100

	
	══════
	══════


During 2004, the unclaimed proceeds of RO 70 arising from the disposal of shares of certain defaulter shareholders were deposited with the Investor’s Trust Fund of the Capital Market Authority.
22
LEGAL RESERVE

As required by the Commercial Companies Law of the Sultanate of Oman, 10% of the profit for the year of the individual companies is required to be transferred to legal reserve until the reserve is equal to one third of the paid up share capital of each company.  This reserve is not available for distribution. 

23
CAPITAL RESERVE

The capital reserve represents the excess over nominal value paid by the initial subscribers towards public issue expenses incurred by the parent company.
24
CONTINGENT LIABILITIES

At 31 December 2003, there were contingent liabilities in respect of guarantees amounting to RO 51,775 (2003 - RO 36,674) given in the normal course of business from which it is anticipated that no material liabilities will arise. 

25
RELATED PARTY TRANSACTIONS

(a)
The group, during the course of its normal business, enters into transactions with directors, shareholders and entities in which certain shareholders and directors are interested. The transactions are entered into at terms and conditions which the directors consider to be comparable with those adopted for arm’s length transactions with third parties. The approximate volumes of such transactions involving related parties and holders of 10% or more of the parent company’s shares or their family members other than those separately disclosed, during the year were as follows:

Income statement 

Transactions with related parties or holders of 10% or more of the parent company’s shares or their family members, included in the income statement are as follows:
	
	Group
	Parent company
	Group
	Parent company

	
	2004
	2004
	2003
	2003

	
	RO
	RO
	RO
	RO

	
	
	
	
	

	Premiums written, net
	2,807,499
	-      
	2,566,833
	-      

	Claims incurred
	197,665
	-      
	141,277
	-      

	Dividend income
	278,460
	150,306
	280,960
	150,306

	Interest income
	40,033
	49
	39,793
	57

	Interest expense
	33,840
	33,834
	97,989
	97,523

	Capital purchases
	19,513
	-      
	2,277
	-      

	Other expenses
	     48,630
	2,274
	     53,465
	        600

	
	═══════
	═══════
	═══════
	═══════


(b)  
In parent company financial statements, an amount of RO 71,005 (2003 – 25,220) has been recovered from a subsidiary company Muscat Insurance Company SAOC towards the services of its employees partly utilised by the subsidiary company in the normal course of business. Also, an amount of RO 23,933 (2003 – nil) has been paid to Muscat Insurance Company SAOC towards common office establishment services rendered by a subsidiary company in the normal course of business.

 (c)
At 31 December, the following are the balances with related parties:

	
	Group
	Parent company
	Group
	Parent company

	
	2004
	2004
	2003
	2003

	
	RO
	RO
	RO
	RO

	Available for sale investments
	5,059,200
	2,945,030
	3,522,120
	1,967,839

	Bank deposits
	3,878,171
	-      
	3,797,758
	-      

	Bank balances
	539,422
	1,605
	637,021
	1,566

	Premium receivable
	169,000
	-      
	205,226
	-      

	Premium accrued
	103,839
	-      
	-      
	-      

	Bank borrowings
	1,247,382
	1,247,382
	2,013,099
	1,982,924

	Creditors and accruals
	35,172
	-      
	   254,836
	-      

	
	══════
	══════
	══════
	══════


25
RELATED PARTY TRANSACTIONS (continued)

ANALYSIS OF RELATED PARTY TRANSACTIONS 

	Group
	2004
	2003

	
	Related to Directors
	Directors and significant shareholder
	Significant shareholder
	Total
	Related to Directors
	Directors and significant shareholder
	Significant shareholder
	Total

	
	RO
	RO
	RO
	RO
	RO
	RO
	RO
	RO

	
	
	
	
	
	
	
	
	

	Premium written, net
	3,047
	2,229,966
	574,486
	2,807,499
	2,809
	1,925,076
	638,948
	2,566,833

	Claims incurred
	90
	92,688
	104,887
	197,665
	-      
	58,572
	82,705
	141,277

	Dividend income
	-      
	278,460
	-      
	278,460
	-      
	280,960
	-      
	280,960

	Interest income
	-      
	40,033
	-      
	40,033
	-      
	39,793
	-      
	39,793

	Interest expense
	-      
	33,840
	-      
	33,840
	-      
	97,989
	-      
	97,989

	Capital purchases
	-      
	-      
	19,513
	19,513
	-      
	-      
	2,277
	2,277

	Other expenses
	-      
	733
	47,897
	48,630
	-      
	        1,791
	  51,674
	     53,465

	
	══════
	══════
	══════
	══════
	══════
	══════
	══════
	══════

	
	
	
	
	
	
	
	
	

	Balance with related parties
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	Available for sale investment 
	-      
	4,541,650
	517,550
	5,059,200
	-      
	3,518,620
	3,500
	3,522,120

	Bank deposits
	-      
	3,878,171
	-      
	3,878,171
	-      
	3,797,758
	-      
	3,797,758

	Bank and cash
	-      
	539,422
	-      
	539,422
	-      
	637,021
	-      
	637,021

	Premium receivable
	434
	77,530
	91,036
	169,000
	9,837
	74,895
	120,494
	205,226

	Premium accrued
	-      
	103,839
	-      
	103,839
	-      
	-      
	-      
	-      

	Bank borrowings
	-      
	1,247,382
	-      
	1,247,382
	-      
	2,013,099
	-      
	2,013,099

	Creditors and accruals
	-      
	5,369
	29,803
	35,172
	-      
	        1,606
	253,230
	   254,836

	
	══════
	══════
	══════
	══════
	══════
	══════
	══════
	══════


25
ANALYSIS OF RELATED PARTY TRANSACTIONS (continued)

	Parent Company
	2004
	2003

	
	Directors and significant shareholder
	Significant shareholder
	Total
	Directors and significant shareholder
	Significant shareholder
	Total

	
	RO
	RO
	RO
	RO
	RO
	RO

	
	
	
	
	
	
	

	Dividend income
	150,306
	-      
	150,306
	150,306
	-      
	150,306

	Interest income
	49
	-      
	49
	57
	-      
	57

	Interest expense
	33,834
	-      
	33,834
	97,523
	-      
	97,523

	Other expenses
	-      
	2,274
	2,274
	-      
	600
	600

	
	═══════
	═══════
	═══════
	═══════
	═══════
	═══════

	Balance with related parties
	
	
	
	
	
	

	
	
	
	
	
	
	

	Available for sale investment
	2,433,530
	511,500
	2,945,030
	1,967,839
	-      
	1,967,839

	Bank borrowings
	1,247,382
	-      
	1,247,382
	1,982,924
	-      
	1,982,924

	Bank balances
	1,605
	-      
	1,605
	1,566
	-      
	1,566

	
	═══════
	═══════
	═══════
	═══════
	═══════
	═══════


26
SEGMENT INFORMATION
Class of business
The Group makes investments in equities and fixed interest earning securities.  The Parent company is involved in the business of investments. The subsidiary companies are involved in the business of insurance. Relevant information relating to the primary segment is disclosed in the balance sheet, profit and loss account and notes to the financial statements.
.

Group

	
	
	2004
	
	

	
	General insurance
	Life     insurance
	General investment
	Group

	
	RO
	RO
	RO
	RO

	
	
	
	
	

	Gross premiums written
	6,096,783
	3,364,038
	-      
	9,460,821

	
	═══════
	═══════
	═══════
	═══════

	Underwriting results
	899,137
	689,945
	-      
	1,589,082

	Investment income 
	459,876
	422,474
	1,117,174
	1,999,524

	Operational expenses
	(604,977)
	(271,630)
	(106,533)
	(983,140)

	
	───────
	───────
	───────
	───────

	Profit before taxation
	754,036
	840,789
	1,010,641
	2,605,466

	Taxation
	 (43,096)
	 (52,879)
	-      
	  (95,975)

	
	───────
	───────
	───────
	───────

	
	
	
	
	

	Net profit for the year
	 710,940
	787,910
	1,010,641
	2,509,491

	
	═══════
	═══════
	═══════
	═══════

	
	
	
	
	

	Segment assets 
	5,014,335
	3,626,213
	3,406,222
	12,046,770

	Segment liabilities
	2,103,303
	1,183,185
	1,291,805
	4,578,293

	
	
	
	
	

	Capital expenditure
	19,028
	14,707
	-      
	33,735

	Depreciation
	20,276
	   1,181
	  1,492
	  22,949

	
	
	
	
	


26
SEGMENT INFORMATION (continued)
Group

	
	
	2003
	
	

	
	General insurance
	Life     insurance
	General investment
	Group

	
	RO
	RO
	RO
	RO

	Gross premiums written
	6,029,627
	2,697,864
	            -
	8,727,491

	
	═══════
	═══════
	═══════
	═══════

	Underwriting results
	1,150,767
	619,716
	-
	1,770,483

	Investment income 
	456,700
	377,738
	978,842
	1,813,280

	Operational expenses
	(585,202)
	(247,034)
	(123,323)
	(955,559)

	
	───────
	───────
	───────
	───────

	Profit before taxation
	1,022,265
	750,420
	855,519
	2,628,204

	Taxation
	 (147,000)
	 (75,885)
	 (19,191)
	  (242,076)

	
	───────
	───────
	───────
	───────

	Net profit for the year
	  875,265
	674,535
	836,328
	2,386,128

	
	═══════
	═══════
	═══════
	═══════

	
	
	
	
	

	Segment assets 
	5,433,172
	3,020,080
	2,386,113
	10,839,365

	Segment liabilities
	2,922,167
	908,197
	2,050,015
	5,880,379

	
	
	
	
	

	Capital expenditure
	15,412
	3,017
	-      
	18,429

	Depreciation
	19,770
	   239
	  3,671
	  23,680


Parent company

The parent company operates in one business segment of investments. Relevant information relating to the primary segment is disclosed in the balance sheet, income statement and notes to the financial statements.

Geographical segment
The group’s and the parent company’s available-for-sale and held for trading investments consist of local and international equity investments (notes 10 and 12). The subsidiary companies insurance operations are geographically limited to the Sultanate of Oman.

27
CORRECTION OF ACCOUNTING ERROR

The following correction does not impact the group’s financial statements.

Dividend income from wholly owned subsidiary companies

During the year ended 31 December 2004, it was discovered that there was an error in the parent company’s reported dividend income for the years ended 31 December 2002 and 31 December 2003. The reason for the error was an incorrect application of the parent company’s relevant accounting policy. These errors have now been corrected in these financial statements through an adjustment to opening retained earnings as on 1 January 2003 of RO 725,000 and a restatement of the profit for the year ended 31 December 2003 by RO 475,000

Impact on the parent company Income Statement for 2003

	
	
	RO

	Correction of 2002 dividend income now recorded in 2003
	
	725,000

	Correction of 2003 dividend income now recorded in 2004
	
	(1,200,000)

	
	
	(((((((

	Net overstatement of profit for the year ended 31 December 2003
	
	(475,000)

	
	
	(((((((


Impact on Balance Sheet items as on 31December 2003

	
	Liabilities
	Equity

	
	2003
	2003

	
	RO
	RO

	
	
	

	Over statement of equity at 1 January 2003
	
	(725,000)

	Net overstatement of profit for the year 2003
	-      
	(475,000)

	Under statement of amounts due to subsidiaries at 31 December 2003
	1,200,000
	-      

	
	(((((((
	(((((((

	Total
	1,200,000
	 (1,200,000)

	
	(((((((
	(((((((


The liability due to subsidiaries at 31 December 2003 of RO 1,200,000 was eliminated following the accounting of the dividend in 2004. The group financial statements for the years ended 31 December 2003 and 2004 remain unaffected.
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RISK MANAGEMENT 
Reinsurance risk

Reinsurance risk refers to the risk an enterprise will encounter in the event that any reinsurer fails to meet its obligations assumed under the reinsurance agreement.

The subsidiaries are supported by reinsurers who are selected based on the recommendations of professional reinsurance brokers and the evaluation of available information on the financial strengths of the reinsurers.  The assessment and selection of reinsurers are carried out annually.

The group’s subsidiary, Muscat Life Assurance Co SAOC is exposed to material concentration of reinsurance risk in respect of bank borrower’s scheme.

Currency risk

Currency risk is the risk that the value of a financial instrument will fluctuate due to changes in foreign exchange rates.

1.91% (2003 – 55%) of the group’s bank deposits are denominated in foreign currency, US Dollars. As the US Dollar is pegged to the Rial Omani, the directors do not believe that the group is exposed to any material currency risk.  

Interest rate risk

The group invests in securities and has deposits that are subject to interest rate risk.  Interest rate risk to the group is the risk of changes in market interest rates reducing the overall return on its interest bearing securities. The group limits interest rate risk by monitoring changes in interest rates.

Market risk 

Market risk is the risk that the value of a financial instrument will fluctuate as a result of changes in market prices, whether these changes are caused by factors specific to the individual security, or its issuer, or factors affecting all securities in the market.

The group is exposed to market risk with respect to its investments.  The group limits market risk by maintaining a diversified portfolio and by continuous monitoring of the market.  In addition the group monitors actively the key factors that effect stock market movements.

14% (2003 – 12.6%) of the group’s investments at the balance sheet date are within the Sultanate of Oman.

Credit risk

Credit risk is the risk that one party to a financial instrument will fail to discharge an obligation and cause the group to incur a financial loss. Relevant financial instruments of the group include bank balances, bank deposits and receivables, excluding reinsurance contracts described above.  The group monitors receivables on a regular basis and ensures bank balances and deposits are placed with reputable financial institutions.

Premium and insurance balances receivable comprise a large number of customers mainly within Oman. 

Liquidity risk

Liquidity risk is the risk that an enterprise will encounter difficulty in raising funds to meet commitments associated with financial liabilities.  Liquidity requirements are monitored regularly and management ensures that sufficient funds are available to meet any commitments as they arise.
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FAIR VALUES

Fair value is the amount for which an asset could be exchanged or a liability settled between knowledgeable, willing parties in an arm’s length transaction.

The fair values of the group’s financial assets and liabilities are not materially different from their carrying values as of the balance sheet date.
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COMPARATIVE FIGURES

The corresponding figures for 2003 have been reclassified in order to conform with the presentation for the current year. Such reclassifications do not affect previously reported net profit or shareholders’ equity other than that explained in note 27.
