Muscat National Holding Company SAOG and its Subsidiaries
NOTES TO THE FINANCIAL STATEMENTS 

At 31 December 2005

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 16. 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.

2
SIGNIFICANT ACCOUNTING POLICIES

Basis of preparation 

The financial statements have been prepared in accordance with International Financial Reporting Standards (IFRS), 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.

The financial statements are prepared under the historical cost convention modified to include the measurement at fair value of investments carried at fair value through profit and loss and trading investments.
Changes in accounting policies

The accounting policies are consistent with those used in the previous year except that the group has adopted those new/revised standards which are mandatory for financial years beginning on or after 1 January 2005. The principal effects of this decision are discussed below.

IFRS ‘4 Insurance Contracts’

The adoption of IFRS 4 has affected disclosures with respect to insurance contracts issued and reinsurance contracts held. All comparative disclosures have been amended accordingly.

Adoption of revised version of IAS 39

Investments carried at fair value through profit and loss

Certain investments previously classified as available for sale have been redesignated as “investments carried at fair value through profit and loss”. The group now classifies its non-trading investments upon initial recognition into the following four categories:

-Held to maturity


-Available for sale


-Investments carried at fair value through profit and loss


-Investments carried at amortised cost

In accordance with the transition provisions of the revised standard, this redesignation was effected as at 1 January 2004. The value of available for sale investments redesignated as at 1 January 2004 were RO 3,799,160. As a result of this redesignation, there is no financial impact on the financial position of the group as the realised and unrealised gains and losses arising from changes in the fair value of available-for-sale investments were earlier included in the income statement in the period in which they arise.
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SIGNIFICANT ACCOUNTING POLICIES (continued)

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

General business

Premiums written represent the gross value of the premiums charged to policyholders during the year. Premiums, after deducting policy acquisition costs, are taken into income in the year in which the policies are written. 

A proportion of the net earned premiums (unearned premiums) are provided to cover portions of risks which have not expired at the balance sheet date. The provision is calculated on the 1/24th basis. 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 for each class of business between the total amount in the unearned premium provision and the amount required by the Insurance Companies Law of Oman calculated at 45% of the net retained premiums for the year for all classes of business.

Premiums, after deducting policy acquisition costs, are taken into income in the year in which the policies are written.
Life business

Premiums written represent the gross value of the premiums charged to policyholders during the year. Premiums, after deducting policy acquisition costs, are taken into income over the terms of the policies to which they relate on a pro-rata basis.

Unearned premiums represent the proportion of premiums written relating to periods of insurance subsequent to the balance sheet date. Premiums are pro-rated by reference to the unexpired term of cover. 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.
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SIGNIFICANT ACCOUNTING POLICIES (continued)

Claims

Claims consist of amounts payable to contract holders and third parties and related loss adjustment expenses, net of salvage and other recoveries, are charged to income as incurred. 

Gross outstanding claims comprise the gross estimated cost of claims incurred but not settled at the balance sheet date, whether reported or not.  Provisions for reported claims not paid as at the balance sheet date is made on the basis of individual case estimates.  In addition, a provision based on the subsidiaries prior experience is maintained for the cost of settling claims incurred but not reported at the balance sheet date.

Differences between the estimated cost and subsequent settlements are dealt with in the underwriting account in the year in which the claim is settled or reestimated using the best information available regarding claim settlement patterns and anticipated future inflation trends

The subsidiaries do not discount their liability for unpaid claims.

Liability adequacy test

At each balance sheet date, a liability adequacy test is performed, to ensure the adequacy of unearned premiums.  Any inadequacy is immediately charged to the income statement by establishing a premium deficiency provision.

Reinsurance

In order to minimise financial exposure from large claims the subsidiaries enter into agreements with other parties for reinsurance purposes. Premiums ceded and claims reimbursed are presented on a gross basis.

Premiums on reinsurance assumed are recognised as revenue in the same manner as they would be if the reinsurance were considered direct business. 

Amounts due to reinsurers are estimated in a manner consistent with the associated reinsured policies and in accordance with the reinsurance contract. 

Claims receivable from reinsurers are estimated in a manner consistent with the claim liability and in accordance with the reinsurance contract. These are shown as assets in the balance sheet until the claim is paid by the company.  Once the claim is paid the amount due from the reinsurer in connection with the paid claim is transferred to “premiums and insurance balances receivable”.

Where the carrying amount of a reinsurance asset exceeds its recoverable amount the asset is considered impaired and is written down to its recoverable amount.

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.
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SIGNIFICANT ACCOUNTING POLICIES (continued)

Income tax

Taxation is provided for in accordance with Omani fiscal regulations.

Deferred income tax is provided, using the liability method, on all temporary differences at the balance sheet date between the tax bases of assets and liabilities and their carrying amounts.

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.

Deferred income tax assets are recognised for all deductible temporary differences and carry-forward of unused tax assets and unused tax losses to the extent that it is probable that taxable profit will be available against which the deductible temporary differences and the carry-forward of unused tax assets and unused tax losses can be utilised.

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 or losses are included in net trading income.  Interest earned or dividends received are included in interest and dividend income respectively.

Non trading investments

These are classified as follows:

· Held to maturity

· Available for sale

· Investments carried at fair value through profit and loss

· Investments carried at amortised cost

All investments are initially recognised at cost, being the fair value of the consideration given and including acquisition charges. 

Held to maturity 

Investments classified as held to maturity have fixed or determinable payments and fixed maturity and are intended to be held to maturity. They are carried at amortised cost using the effective interest method, less provision for impairment.  

Available for sale  

Available-for-sale investments are recognised and derecognised, on a trade date basis, when the company becomes, or ceases to be, a party to the contractual provisions of the instrument.

Investments designated as available-for-sale investments are initially recorded at cost and subsequently measured at fair value, unless this cannot be reliably measured.  Changes in fair value are reported as a separate component of equity.  On derecognition or impairment the cumulative gain or loss previously reported in equity is included in the income statement for the period.
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SIGNIFICANT ACCOUNTING POLICIES (continued)

Non trading investments (continued)
Investments carried at fair value through profit and loss

Investments are classified as fair value through profit and loss account if the fair value of the investment can be reliably measured and the classification as fair value through profit and loss account is as per the documented strategy of the group. Investments classified as “Investments at fair value through profit and loss” upon initial recognition are remeasured at fair value with all changes in fair value being recorded in the income statement.

Investments carried at amortised cost 

Debt instruments which do not meet the definition of held to maturity and which have fixed or determinable payments but are not quoted in an active market are treated effectively as loans and receivables carried at amortised cost less provision for impairment in value.

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 sale 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.

Investment in subsidiaries 

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

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  that 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.

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, any impairment loss is recognised in the income statement.

Impairment is determined as follows:

a)
for assets carried at fair value, impairment is the difference between cost and fair value; 

b)
for assets carried at cost, impairment is the difference between cost and the present value of future cash flows discounted at the current market rate of return for a similar financial asset.

c)
for assets carried at amortised cost, impairment is based on estimated cash flows discounted at the original effective interest rate.

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.

Other liabilities and accruals

Liabilities are recognised for amounts to be paid for goods and services received, whether or not billed to the group.
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SIGNIFICANT ACCOUNTING POLICIES (continued)

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.

Use of estimates 
The preparation of the financial statements requires management to make estimates and assumptions that affect the reported amount of financial assets and liabilities at the date of the financial statements and the resultant provisions and changes in fair value for the year. 

In particular, estimates have to be made both for the expected ultimate cost of claims reported at the balance sheet date and for the expected ultimate cost of claims incurred but not yet reported (IBNR) at the balance sheet date. The primary technique adopted by management in estimating the cost of notified and IBNR claims, is that of using past claim settlement trends to predict future claims settlement trends. At each reporting date, prior year claims estimates are reassessed for adequacy and changes made are made to the provision. Insurance claims provisions are not discounted for the time value of money.  For life business, adequacy of outstanding claims liability is also independently reviewed by an Actuary and any shortfall identified is recorded in the underwriting account. 

Such estimates are necessarily based on assumptions about several factors involving varying, and possibly significant, degrees of judgement and uncertainty and actual results may differ from management’s estimates resulting in future changes in estimated liabilities.
3 PREMIUMS EARNED

	
	2005
	2004

	
	RO
	RO

	
	
	

	Gross written premiums
	8,375,172
	9,460,821

	Movement in unearned premiums
	760,938
	(1,344,991)

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

	Insurance premium revenue
	9,136,110
	8,115,830

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

	Reinsurance premiums ceded
	(7,156,077)
	(8,281,429)

	Movement in unearned premiums
	(907,019)
	1,235,987

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

	Insurance premium ceded to reinsurers
	(8,063,096)
	(7,045,442)

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


Insurance contracts premium includes RO 51,405 (2004: RO 165,267) of reinsurance premium accepted.

4
CLAIMS

	
	2005
	
	2004

	
	Gross 
	Reinsurers’ share
	Net
	
	Gross
	Reinsurers’ share
	Net

	
	RO
	RO
	RO
	
	RO
	RO
	RO

	Outstanding at end of year
	 
	 
	 
	 
	 
	 
	 

	 Claims incurred
	2,995,400
	2,646,260
	349,140
	
	2,760,829
	2,442,943
	317,886

	 IBNR
	198,000
	140,825
	57,175
	
	195,600
	140,825
	54,775

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

	 
	3,193,400
	2,787,085
	406,315
	
	2,956,429
	2,583,768
	372,661

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

	Insurance claims paid in the year
	
	
	
	
	
	
	

	  - Current year claims
	766,209
	456,875
	309,334
	
	753,842
	435,121
	318,721

	  - Prior year claims
	772,696
	632,191
	140,505
	
	1,709,000
	1,548,241
	160,759

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

	
	1,538,905
	1,089,066
	449,839
	
	2,462,842
	1,983,362
	479,480

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

	Outstanding at the beginning of the year
	
	
	
	
	
	
	

	 Claims incurred
	2,760,829
	2,442,943
	317,886
	
	4,155,191
	3,868,706
	286,485

	 IBNR
	195,600
	140,825
	54,775
	
	199,000
	140,825
	58,175

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

	
	2,956,429
	2,583,768
	372,661
	
	4,354,191
	4,009,531
	344,660

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

	Claims recorded in income statement
	1,775,876
	1,292,383
	483,493
	
	1,065,080
	557,599
	507,481

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


Substantially all of the claims are expected to be paid within twelve months of the balance sheet date. The amounts due from reinsurers are contractually due within three months from the date of submission of accounts to the reinsurer. 

The subsidiaries estimate their insurance liabilities and reinsurance assets principally based on previous experience.  These estimates relating to life business outstanding claims are also reviewed by an independent Actuary.  Claims requiring court or arbitration decisions are estimated individually.  
5
INVESTMENT INCOME (NET)

	
	Group
	Parent company
	Group
	Parent company

	
	2005
	2005
	2004
	2004

	
	RO
	RO
	RO
	RO

	Net unrealised gains on investments carried at fair
	
	
	
	

	value through profit and loss 
	1,505,753
	864,457
	1,541,819
	914,102

	Unrealised gains on held for trading investments
	105,981
	46,000
	110,567
	51,117

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

	Interest income on bank deposits
	98,546
	298
	41,812
	150

	Dividend income
	301,016
	159,952
	300,347
	159,146

	Realised (losses) gains on disposal of investment securities
	(36,735)
	3,292
	(15,402)
	(7,341)

	
	──────
	──────
	──────
	──────

	
	1,994,881
	1,073,999
	1,999,524
	1,117,174

	
	═══════
	═══════
	═══════
	═══════


6
TAXATION

	
	Group
	Parent company
	Group
	Parent company

	
	2005
	2005
	2004
	2004

	
	RO
	RO
	RO
	RO

	Current liability
	
	
	
	

	     Current year
	66,283
	-      
	95,975
	-      

	     Prior years
	17,673
	-      
	63,740
	-      

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

	
	83,956
	-      
	159,715
	-      

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

	Income statement
	
	
	
	

	      Current year
	66,283
	-      
	95,975
	-      

	      Prior years
	(4,099)
	-      
	2905
	-      

	      Deferred taxation
	1,417
	-      
	(2,905)
	-      

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

	
	63,601
	-      
	95,975
	-      

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

	Deferred tax asset 
	
	
	
	

	At 1 January 
	8,353
	-      
	5,448
	-      

	Movement for the year
	(964)
	-      
	2,905
	-      

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

	
	7,389
	-      
	8,353
	-      

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

	Deferred tax liability
	
	
	
	

	At 1 January 
	-      
	-      
	-      
	-      

	Movement for the year
	453
	-      
	-      
	-      

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

	
	453
	-      
	-      
	-      

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



6
TAXATION (continued)

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% (2004 - 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 (2004 - 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:

	
	2005
	2004

	
	RO
	RO

	
	
	

	Available upto 31 December 2006 (assessed)
	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 (declared)
	115,134
	115,134

	Available upto 31 December 2010 (estimated)
	134,385
	-      

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

	
	941,847
	807,462

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


The parent company’s tax assessments have been completed by the Omani tax authorities up to tax year 2001.

b)
Subsidiaries
Muscat Life Assurance Company SAOC

The company is registered in Oman and the tax rate applicable is 12% (2004 – 12%). The company’s assessments have been completed by the tax authorities up to tax year 2002. However, the company has filed an objection against the assessment and a decision on the objection is still pending.

Muscat Insurance Company SAOC

The company is registered in Oman and the tax rate applicable is 12% (2004 – 12%). The company’s assessments have been completed by the tax authorities up to tax year 2002. However, the company has filed an objection against the assessment and a decision on the objection is still pending.
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PROFIT FOR THE YEAR

The profit for the year is stated after charging:
	
	2005
	2005
	2004
	2004

	
	Group
	Parent company
	Group
	Parent company

	
	RO
	RO
	RO
	RO

	General and administration expenses
	
	
	
	

	Staff salaries and expenses
	625,137
	69,304
	559,709
	30,217 

	Office expenses
	129,056
	6,797
	124,539
	7,749

	Communication expenses
	68,241
	2,716
	50,810
	2,457

	Depreciation
	22,447
	1,394
	22,949
	1,492

	Provision for impairment of debts 
	-      
	-      
	29,900
	-      

	Policy and transfer fees
	(3,155)
	-      
	   (3,066)
	-      

	
	───────
	───────
	───────
	───────

	
	841,726
	80,211
	784,841
	41,915

	
	═══════
	═══════
	═══════
	═══════

	Finance costs
	
	
	
	

	Bank interest and charges - investment operations
	30,177
	30,177
	33,834
	33,834

	Interest on bank overdraft - underwriting
	-      
	-      
	5
	-      

	Interest on treaty reserves
	2,985
	-      
	  14,400
	-      

	
	───────
	───────
	───────
	───────

	
	33,162
	30,177
	48,239
	33,834

	
	───────
	───────
	───────
	───────

	Other operating expenses
	
	
	
	

	Professional fees
	47,457
	18,497
	48,902
	16,743

	Advertising and recruitment expenses
	74,735
	1,055
	18,689
	1,481

	MSM and annual general meeting expenses
	18,782
	13,734
	18,358
	12,560

	Profit on sale of fixed assets
	(2,479)
	(2,200)
	         (362)
	-      

	
	───────
	───────
	───────
	───────

	
	138,495
	31,086
	85,587
	30,784

	
	═══════
	═══════
	═══════
	═══════



8
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:

	
	2005
	2005
	2004
	2004

	
	Group
	Parent company
	Group
	Parent company

	
	RO
	RO
	RO
	RO

	
	
	
	
	

	Net profit for the year
	2,270,745
	932,525
	2,509,491
	2,210,641

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

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

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

	Earnings per share
	0.454
	0.187
	0.502
	0.442

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


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. 

9
BANK BALANCES AND CASH

Included in bank balances and cash are call deposits of RO 514,696 (2004 – RO 537,817) 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% (2004 – 0.5 %).

10           BANK DEPOSITS

Bank deposits are held with commercial banks in Oman, denominated in Rial Omani and US Dollar and carry annual interest rates ranging between 1.35% to 4.00% (2004 – 1.35% to 2.18%). Bank deposits have maturity ranging from three months to one year from the date of placement. Certain bank deposits are restricted (note 14).

11
HELD FOR TRADING INVESTMENTS
	Group
	Market value
	Cost
	Market 

value
	Cost

	
	2005
	2005
	2004
	2004

	
	RO
	RO
	RO
	RO

	Marketable securities - foreign by sector
	
	
	
	

	Technology/Media/Telecom
	191,651
	522,027
	215,358
	559,932

	Industrial
	146,327
	210,655
	130,936
	210,655

	Healthcare/Pharmaceuticals 
	127,728
	147,720
	121,228
	147,720

	Oil/Energy 
	169,081
	79,323
	116,933
	79,323

	Services 
	53,831
	79,971
	47,285
	79,971

	Agriculture/Food 
	23,381
	16,721
	  23,299
	  16,721

	
	───────
	───────
	───────
	───────

	
	711,999
	1,056,417
	655,039
	1,094,322

	
	═══════
	═══════
	═══════
	═══════


	Parent company
	Market value
	Cost
	Market 

value
	Cost

	
	2005
	2005
	2004
	2004

	
	RO
	RO
	RO
	RO

	Marketable securities - foreign by sector
	
	
	
	

	Technology/Media/Telecom
	76,586
	255,914
	94,615
	263,803

	Industrial
	51,255
	57,356
	40,717
	57,356

	Healthcare/Pharmaceuticals 
	33,236
	95,273
	36,066
	95,274

	Oil/ Energy 
	124,581
	55,611
	84,849
	55,611

	Services 
	53,524
	73,124
	46,918
	73,124

	Agriculture/Food 
	20,293
	12,797
	  20,326
	  12,797

	
	───────
	───────
	───────
	───────

	
	359,475
	550,075
	323,491
	557,965

	
	═══════
	═══════
	═══════
	═══════


Held for trading securities of a subsidiary company amounting to RO 352,524 (2004 – RO 331,548) are held by the parent company in trust on behalf of the subsidiary company.

12
PREMIUMS AND INSURANCE BALANCES RECEIVABLE
	
	Group
	Parent company
	Group
	Parent company

	
	2005
	2005
	2004
	2004

	
	RO
	RO
	RO
	RO

	Premiums receivable
	342,672
	-      
	298,289
	-      

	Reinsurance balances receivable
	212,387
	-      
	358,120
	-      

	Less: provision for doubtful debts
	(77,101)
	-      
	(87,900)
	-      

	
	───────
	───────
	───────
	───────

	
	477,958
	-      
	568,509
	-      

	Premiums receivable from related parties (note 26)
	153,976
	-      
	169,000
	-      

	Accrued premiums receivable from a related party (note 26)
	88,821
	-      
	103,839
	-      

	
	───────
	───────
	───────
	───────

	
	720,755      
	-      
	841,348
	-      

	
	═══════
	═══════
	═══════
	═══════


Changes to the level of provision for doubtful debts during the year can be analysed as follows:

	
	2005
	2004

	
	RO
	RO

	Balance at 1 January 
	87,900
	58,000

	Provided during the year
	-      
	29,900

	Written off during the year
	(10,799)
	-      

	
	───────
	───────

	Balance at 31 December 
	77,101
	87,900

	
	═══════
	═══════


13
INVESTMENTS CARRIED AT FAIR VALUE THROUGH PROFIT AND LOSS

	Group
	Market value
	Cost
	Market value
	Cost

	
	2005
	2005
	2004
	2004

	
	RO
	RO
	RO
	RO

	Marketable securities 
	
	
	
	

	Banking/Finance
	5,900,700
	2,995,021
	4,508,400
	2,995,021

	Services
	731,804
	447,337
	625,199
	451,804

	Industrial
	52,340
	66,368
	69,280
	66,368

	Oil and energy
	58,170
	58,057
	56,550
	58,057

	Consumer goods
	69,000
	     48,340
	     48,300
	     48,340

	Agriculture/Food
	30,250
	     62,500
	     33,250
	     62,500

	
	───────
	───────
	───────
	──────

	
	6,842,264
	3,677,623
	5,340,979
	3,682,090

	
	═══════
	═══════
	═══════
	══════


Details of the group’s 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 2005
	
	
	
	

	Investments:
	
	
	
	

	
	
	
	
	

	Oman International Bank SAOG 
	78.11
	1,326,000
	5,900,700
	2,995,021

	
	
	═══════
	═══════
	═══════

	31 December 2004
	
	
	
	

	Investments:
	
	
	
	

	
	
	
	
	

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

	
	
	═══════
	═══════
	═══════


Details of the group’s 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 2005
	
	
	
	

	Investments:
	
	
	
	

	
	
	
	
	

	Al Khuwair Development & Services SAOC 
	12.4
	155,000
	620,000
	309,034

	
	
	═══════
	═══════
	═══════

	31 December 2004
	
	
	
	

	Investments:
	
	
	
	

	
	
	
	
	

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

	
	
	═══════
	═══════
	═══════


13
INVESTMENTS CARRIED AT FAIR VALUE THROUGH PROFIT AND LOSS (continued)

	Parent company
	Market value
	Cost
	Market 

value
	Cost

	
	2005
	2005
	2004
	2004

	
	RO
	RO
	RO
	RO

	
	
	
	
	

	Marketable securities 
	
	
	
	

	Banking/Finance
	3,185,061
	1,805,021
	2,433,530
	1,805,021

	Services
	647,363
	328,177
	538,758
	328,177

	Consumer goods
	57,500
	40,290
	40,250
	40,290

	Industrial
	16,480
	     17,339
	     24,850
	17,339

	Oil and energy
	31,200
	     42,718
	     35,760
	42,718

	
	───────
	───────
	───────
	──────

	
	3,937,604
	2,233,545
	3,073,148
	2,233,545

	
	═══════
	═══════
	═══════
	══════


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 2005
	
	
	
	

	Investments:
	
	
	
	

	
	
	
	
	

	Oman International Bank SAOG 
	74.12
	715,744
	3,185,061
	1,805,021

	Al Khuwair Development and Services Company SAOC
	14.43
	155,000
	620,000
	309,034

	
	
	
	───────
	───────

	
	
	
	3,805,061
	2,114,055

	
	
	
	═══════
	═══════

	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

	
	
	
	───────
	───────

	
	
	
	2,945,030
	2,114,055

	
	
	
	═══════
	═══════


Details of the parent company’s investments for which the parent company’s holding exceeds 10% or more of the issuer’s share capital at 31 December 2005 are:

	
	% holding of
	
	
	

	
	the issuer’s
	Number of
	Market value
	Cost

	
	share capital
	Securities
	RO
	RO

	31 December 2005
	
	
	
	

	Investments:
	
	
	
	

	
	
	
	
	

	Al Khuwair Development & Services SAOC 
	12.4
	155,000
	620,000
	309,034

	
	
	═══════
	═══════
	═══════

	31 December 2004
	
	
	
	

	Investments:
	
	
	
	

	
	
	
	
	

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

	
	
	═══════
	═══════
	═══════


14 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 investments carried at fair value through profit and loss included in the balance sheet at a total value of RO 2,853,395 (2004 – RO 2,509,100).  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 (2004 – RO 150,000) to comply with the requirements of Article 3(e) of the Insurance Companies Law of the Sultanate of Oman.

15
INVESTMENTS CARRIED AT AMORTISED COST

Investments carried at amortised cost comprise unquoted Oman Government Development Bonds, carrying an interest rate of 4.5% per annum and are due to mature in 2007 (2004 – same terms and conditions).

16
INVESTMENT IN SUBSIDIARIES

The consolidated financial statements include the financial statements of the parent company and its following subsidiaries registered in the Sultanate of Oman:

	
	
	Proportion
	Proportion
	Paid up share capital 

	
	
	held
	held
	
	

	
	
	2005
	2004
	2005
	2004

	
	
	
	
	RO
	RO

	Muscat Insurance Company SAOC
	
	100%
	100%
	2,800,003
	2,000,000

	Muscat Life Assurance Company SAOC
	
	100%
	100%
	2,700,004
	2,000,000


Muscat Insurance Company SAOC

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. 
The Authorised share capital of the company was increased from OMR 2 million to 5 million at the Extra Ordinary General Body Meeting held in April 2005. A bonus issue of shares for the year ended 31 December 2004 of 800,003 shares of RO 1 each was made during 2005 after approval of the shareholders at the company’s Annual General Meeting held in April 2005.

Muscat Life Assurance Company SAOC

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.
The Authorised share capital of the company was increased from RO 2 million to RO 5 million at the Extra Ordinary General Meeting held in April 2005. A bonus issue of shares for the year ended 31 December 2004 of 700,004 shares of RO 1 each was made during 2005 after approval of the shareholders at the company’s Annual General Meeting held in April 2005.


17
OTHER RECEIVABLES AND PREPAYMENTS
	
	Group
	Parent company
	Group
	Parent company

	
	2005
	2005
	2004
	2004

	
	RO
	RO
	RO
	RO

	
	
	
	
	

	Other receivables and prepayments
	45,945
	-      
	41,697
	-      

	Accrued Interest
	18,984
	-      
	10,572
	-      

	
	───────
	───────
	───────
	───────

	
	64,929
	-      
	52,269
	-      

	
	═══════
	═══════
	═══════
	═══════


18
FIXED ASSETS

	Group
	Furniture and equipment
	Motor

 vehicles
	Computer

hardware and software
	Total

	
	RO
	RO
	RO
	RO

	Cost
	
	
	
	

	At 1 January 2005
	108,176
	76,119
	106,450
	290,745

	Additions 
	7,130
	-      
	10,553
	17,683

	Disposals 
	(883)
	(12,500)
	-      
	(13,383)

	
	───────
	───────
	───────
	───────

	At 31 December 2005
	114,423
	63,619
	117,003
	295,045

	
	───────
	───────
	───────
	───────

	Depreciation
	
	
	
	

	At 1 January 2005
	79,179
	54,708
	91,316
	225,203

	Provided during the year
	8,526
	8,316
	5,605
	22,447

	Relating to disposals
	(279)      
	(12,500)
	-      
	(12,779)

	
	───────
	───────
	───────
	───────

	At 31 December 2005
	87,426
	50,524
	96,921
	234,871

	
	───────
	───────
	───────
	───────

	Net carrying value
	
	
	
	

	At 31 December 2005
	26,997
	13,095
	20,082
	60,174

	
	═══════
	═══════
	═══════
	═══════

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

	
	═══════
	═══════
	═══════
	═══════

	
	
	
	
	


18
FIXED ASSETS (continued)

	Parent company
	Furniture and equipment
	Motor

vehicles
	Computer

hardware and software
	Total

	
	RO
	RO
	RO
	RO

	Cost
	
	
	
	

	At 1 January 2005
	18,450
	25,395
	4,652
	48,497

	Additions
	1,526
	-      
	426
	1,952

	Disposals
	-      
	(12,500)
	-      
	(12,500)

	
	───────
	───────
	───────
	───────

	At 31 December 2005
	19,976
	12,895
	5,078
	37,949

	
	───────
	───────
	───────
	───────

	Depreciation
	
	
	
	

	At 1 January 2005
	18,247
	24,138
	4,388
	46,773

	Provided during the year
	319
	799
	276
	1,394

	Relating to disposals
	-      
	(12,500)
	-      
	(12,500)

	
	───────
	───────
	───────
	───────

	At 31 December 2005
	18,566
	12,437
	4,664
	35,667

	
	───────
	───────
	───────
	───────

	Net carrying value
	
	
	
	

	At 31 December 2005
	1,410
	458
	414
	2,282

	
	═══════
	═══════
	═══════
	═══════

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

	
	═══════
	═══════
	═══════
	═══════


19
INSURANCE FUNDS

	
	Group
	Parent

company
	Group
	Parent company

	
	2005
	2005
	2004
	2004

	
	RO
	RO
	RO
	RO

	Outstanding claims reserve (note 4)
	
	
	
	

	Gross outstanding claims (including claims
	
	
	
	

	incurred but not reported)
	3,193,400
	-      
	2,956,429
	-      

	Less: amounts recoverable from reinsurers
	(2,787,085)
	-      
	(2,583,768)
	-      

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

	
	406,315
	-      
	372,661
	-      

	
	═══════
	═══════
	═══════
	═══════

	Unearned premium reserve
	
	
	
	

	Gross unearned premium reserve
	7,011,210
	-      
	7,772,148
	-      

	Less: amounts recoverable from reinsurers
	(5,966,954)
	-      
	(6,873,973)
	-      

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

	
	1,044,256
	-      
	898,175
	-      

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

	Contingency provision
	
	
	
	

	Balance at 1 January
	358,919
	-      
	294,446
	-      

	Provided during the year
	61,378
	-      
	64,473
	-      

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

	
	420,297
	-      
	358,919
	-      

	
	═══════
	═══════
	═══════
	═══════



20
OTHER LIABILITIES AND ACCRUALS

	
	Group
	Parent company
	Group
	Parent company

	
	2005
	2005
	2004
	2004

	
	RO
	RO
	RO
	RO

	
	
	
	
	

	Other creditors
	165,028
	-      
	139,975
	-      

	Due to subsidiaries
	-      
	1,182,173
	-      
	735,216

	Accruals
	462,879
	13,672
	386,354
	19,342

	Amount due to related party (note 26)
	44,505
	-      
	35,172
	-      

	End of service benefits
	71,514
	31,948
	     59,428
	  25,081

	
	──────
	──────
	──────
	──────

	
	743,926
	1,227,793
	620,929
	779,639

	
	══════
	══════
	══════
	══════


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

	
	2005
	2005
	2004
	2004

	
	RO
	RO
	RO
	RO

	
	
	
	
	

	Liability at 1 January
	59,428
	25,081
	44,666
	7,443

	Accrued/transferred during the year 
	17,741
	6,867
	21,416
	17,638

	Employees’ end of service benefit paid/transferred
	(5,655)
	-      
	(6,654)
	-      

	
	──────
	(((((((
	──────
	(((((((

	Liability at 31 December
	71,514
	31,948
	59,428
	25,081

	
	══════
	══════
	══════
	══════


21
BANK BORROWINGS

	
	
	Group
	Parent

company
	Group
	Parent

company

	
	
	2005
	2005
	2004
	2004

	
	
	RO
	RO
	RO
	RO

	
	
	
	
	
	

	Term loan
	
	-      
	-      
	192,500
	192,500

	Bank overdrafts 
	
	768,990
	768,990
	1,054,882
	1,054,882

	
	
	──────
	──────
	──────
	──────

	
	
	768,990
	768,990
	1,247,382
	1,247,382

	
	
	══════
	══════
	══════
	══════


Bank overdrafts are obtained from a commercial bank at interest rates ranging between 2.25% to 3.75%  (2004 - 1.75% to 2.25%) per annum.  The interest rates are subject to re-negotiation with the bank upon annual renewal of the facilities.

22
SHARE CAPITAL

	
	2005
	2005

	
	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 parent company’s shares are as follows:

	
	2005
	2004

	
	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

	
	══════
	══════


23
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. 

24
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.

25
CONTINGENT LIABILITIES

At 31 December 2005, there were contingent liabilities in respect of guarantees amounting to RO 40,270 (2004 - RO 51,775) given in the normal course of business from which it is anticipated that no material liabilities will arise. 

26
RELATED PARTY TRANSACTIONS

(a)
The group, during the course of its normal business, enters into transactions with directors, shareholders, key management personnel 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

	
	2005
	2005
	2004
	2004

	
	RO
	RO
	RO
	RO

	
	
	
	
	

	Premiums written, net
	2,774,423
	-      
	2,807,499
	-      

	Claims incurred
	170,363
	-      
	197,665
	-      

	Dividend income
	278,460
	150,306
	278,460
	150,306

	Interest income
	95,313
	72
	40,033
	49

	Interest expense
	30,177
	30,177
	33,840
	33,834

	Capital purchases
	2,561
	-      
	19,513
	-      

	Other expenses
	69,126
	4,511
	     48,630
	2,274

	
	═══════
	═══════
	═══════
	═══════


(b)  
In parent company financial statements, an amount of RO 120,800 (2004 – 71,005) 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 13,611 (2004 – 23,933) 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

	
	2005
	2005
	2004
	2004

	
	RO
	RO
	RO
	RO

	Investment carried at fair value through profit and loss 
	6,557,350
	3,805,061
	5,059,200
	2,945,030

	Bank deposits
	4,182,352
	-      
	3,878,171
	-      

	Bank balances
	515,749
	1,268
	539,422
	1,605

	Premium receivable
	153,976
	-      
	169,000
	-      

	Premium accrued
	88,821
	-      
	103,839
	-      

	Bank borrowings
	768,990
	768,990
	1,247,382
	1,247,382

	Other liabilities and accruals
	44,505
	-      
	35,172
	-      

	
	══════
	══════
	══════
	══════


Compensation of key management personnel

The remuneration of members of key management during the year was as follows:

	
	
	2005
	2004

	
	
	RO
	RO

	
	
	
	

	Short-term benefits
	
	153,211
	70,339

	Employees’ end of service benefits
	
	6,873
	4,779

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

	
	
	160,084
	75,118

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


26
RELATED PARTY TRANSACTIONS (continued)

ANALYSIS OF RELATED PARTY TRANSACTIONS 

	Group
	2005
	2004

	
	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
	4,774
	1,838,347
	931,302
	2,774,423
	3,047
	2,229,966
	574,486
	2,807,499

	Claims incurred
	-      
	65,490
	104,873
	170,363
	90
	92,688
	104,887
	197,665

	Dividend income
	-      
	278,460
	-      
	278,460
	-      
	278,460
	-      
	278,460

	Interest income
	-      
	95,313
	-      
	95,313
	-      
	40,033
	-      
	40,033

	Interest expense
	-      
	30,177
	-      
	30,177
	-      
	33,840
	-      
	33,840

	Capital purchases
	-      
	-      
	2,561
	2,561
	-      
	-      
	19,513
	19,513

	Other expenses
	-      
	17,013
	52,113    
	69,126
	-      
	733
	47,897
	48,630

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

	
	
	
	
	
	
	
	
	

	Balance with related parties
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	Investment carried at fair
	
	
	
	
	
	
	
	

	value through profit & loss
	-      
	5,930,950
	626,400
	6,557,350
	-      
	4,541,650
	517,550
	5,059,200

	Bank deposits
	-      
	4,182,352
	-      
	4,182,352
	-      
	3,878,171
	-      
	3,878,171

	Bank and cash
	-      
	515,749
	-      
	515,749
	-      
	539,422
	-      
	539,422

	Premium receivable
	586
	39,306
	114,084
	153,976
	434
	77,530
	91,036
	169,000

	Premium accrued
	-      
	88,821
	-      
	88,821
	-      
	103,839
	-      
	103,839

	Bank borrowings
	-      
	768,990
	-      
	768,990
	-      
	1,247,382
	-      
	1,247,382

	Other liabilities and accruals
	-      
	9,243
	35,262      
	44,505
	-      
	5,369
	29,803
	35,172

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


26
ANALYSIS OF RELATED PARTY TRANSACTIONS (continued)

	Parent Company
	2005
	2004

	
	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
	72
	-      
	72
	49
	-      
	49

	Interest expense
	30,177
	-      
	30,177
	33,834
	-      
	33,834

	Other expenses
	-      
	4,511
	4,511
	-      
	2,274
	2,274

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

	Balance with related parties
	
	
	
	
	
	

	
	
	
	
	
	
	

	Investment carried at fair value through profit and loss
	3,185,061
	620,000
	3,805,061
	2,433,530
	511,500
	2,945,030

	Bank balances
	1,268
	-      
	1,268
	1,605
	-      
	1,605

	Bank borrowings
	768,990
	-      
	768,990
	1,247,382
	-      
	1,247,382

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


27
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

	
	
	2005
	
	

	
	General insurance
	Life     insurance
	General investment
	Group

	
	RO
	RO
	RO
	RO

	
	
	
	
	

	Gross premiums written
	5,465,754
	2,909,418
	-       
	8,375,172

	
	═══════
	═══════
	═══════
	═══════

	Underwriting results
	760,284
	653,942
	-
	1,414,226

	Investment income 
	463,553
	457,329
	1,073,999
	1,994,881

	Operational expenses
	(632,010)
	(301,277)
	(141,474)
	(1,074,761)

	
	───────
	───────
	───────
	───────

	Profit before taxation
	591,827
	809,994
	932,525
	2,334,346

	Taxation
	(15,131)
	(48,470)
	-
	(63,601)

	
	───────
	───────
	───────
	───────

	
	
	
	
	

	Profit for the year
	576,696
	761,524
	932,525
	2,270,745

	
	═══════
	═══════
	═══════
	═══════

	
	
	
	
	

	Segment assets 
	7,291,086
	4,964,777
	4,308,509
	16,564,372

	Segment liabilities
	4,047,516
	1,963,024
	814,610
	6,825,150

	
	
	
	
	

	Capital expenditure
	14,781
	950
	1,952
	17,683

	Depreciation
	17,482
	3,571
	1,394
	22,447

	
	
	
	
	



27
SEGMENT INFORMATION (continued)
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 
	6,990,888
	4,233,428
	3,406,222
	14,630,538

	Segment liabilities
	4,079,856
	1,790,400
	1,291,805
	7,162,061

	
	
	
	
	

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

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


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 investment carried at fair value through profit and loss and held for trading investments consist of local and international equity investments (notes 11 and 13). The subsidiary companies insurance operations are geographically limited to the Sultanate of Oman.
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RISK MANAGEMENT 
Insurance risk

Insurance risk is the risk that actual claims payable to contract holders in respect of insured events exceed the carrying amount of insurance liabilities. This could occur because the frequency or amounts of claims are more than expected.

Frequency and amounts of claims

The frequency and amounts of claims can be affected by several factors. The company underwrites mainly fire and accident and marine risks. These are regarded as short-term insurance contracts as claims are normally advised and settled within one year of the insured event taking place. This helps to mitigate insurance risk.

Fire and accident

Property

For property insurance contracts the main risks are fire and business interruption.

These contracts are underwritten by reference to the replacement value of the properties and contents insured. The cost of rebuilding properties and obtaining replacement contents and the time taken to restart operations which leads to business interruptions are the main factors that influence the level of claims.

Motor

For motor contracts the main risks are claims for death and bodily injury and the replacement or repair of vehicles. In recent years the company has only underwritten comprehensive polices for owner/drivers over 21 years of age. 

Substantially all of the motor contracts relate to private individuals.

The level of court awards for deaths and to injured parties and the replacement costs of motor vehicles are the key factors that influence the level of claims.

Marine

For marine insurance the main risks are loss or damage to marine craft and accidents resulting in the total or partial loss of cargoes.

The underwriting strategy for the marine class of business is to ensure that policies are well diversified in terms of vessels and shipping routes covered.

Group life and Group Medical

These contracts are underwritten by reference to the sum assured of the individuals belonging to an affinity group insured.

Reinsurance risk

In common with other insurance companies, in order to minimise financial exposure arising from large claims, the subsidiaries, in the normal course of business, enters into agreements with other parties for reinsurance purposes. Such reinsurance arrangement provide for greater diversification of business, allow management to control exposure to potential losses arising from large risks, and provide additional capacity for growth. A significant portion of the reinsurance is effected under treaty, facultative and excess-of-loss reinsurance contracts.

To minimise its exposure to significant losses from reinsurer insolvencies, the subsidiaries evaluates the financial condition of its reinsurers and monitors concentrations of credit risk arising from similar geographic regions, activities or economic characteristics of the reinsurers.
Reinsurance ceded contracts do not relieve the subsidiaries from its obligations to policyholders and as a result the subsidiaries remains liable for the portion of outstanding claims reinsured to the extent that the reinsurer fails to meet the obligations under the reinsurance agreements.  The credit risk exposure in this connection is:
The six largest reinsurers account for 70% of the credit exposure at 31 December 2005 (2004 - 79%).
The group’s subsidiary, Muscat Life Assurance Co SAOC is exposed to material concentration of reinsurance risk in respect of bank borrower’s scheme.
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RISK MANAGEMENT (continued)
Currency risk

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

None (2004 – 1.91%) 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’s 78% of the investment portfolio is invested in a reputed related party bank.  The group limits market risk by continuous monitoring of the market.  In addition the group monitors actively the key factors that effect stock market movements.

9.4% (2004 – 10.9%) of the group’s investments at the balance sheet date are outside 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 2004 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.
*******
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