MUSCAT NATIONAL HOLDING COMPANY SAOG AND ITS SUBSIDIARIES

NOTES TO THE PARENT COMPANY AND CONSOLIDATED FINANCIAL STATEMENTS = g
FOR THE YEAR ENDED 31 DECEMBER 2011 T

=

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 1993)
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 19.

Muscat National Holding Company SAOG and its subsidiaries (“the Group”) operate in the Sultanate of Oman.
2 Basis of preparation
(a) Statement of compliance

The consolidated financial statements have been prepared in accordance with International Financial Reporting
Standards (“IFRS”) and the requirements of the Commercial Companies Law of 1974, as amended, and the
disclosure requirements of the Capital Market Authority.

(b) Basis of measurement

The consolidated financial statements have been prepared on a going concern basis and, accordingly, the historical
cost basis is used except for the following:

o Unearned premium and outstanding claims provisions for life business determined based on actuarial
techniques;

o financial instruments at fair value through statement of comprehensive income ate measured at fair value;
held for trading investments are measured at fair value; and
available for sale financial assets are measured at fair value.

The methods used to measure fair values are discussed in note 3.

The statement of financial position has been prepared in the order of liquidity.
(¢) Foreign currency translation

(i) Functional and presentation currency

Ttems included in the financial statements of each of the Group’s entities are measured using the currency of the
primary economic environment in which the entity operates (‘the functional currency’). The financial statements of
the Group and the Parent company are presented in Rial Omani which is their presentation currency.

(ii) Transactions and balances

Transactions in foreign currencies are translated into Rial Omani and recorded at the foreign exchange rate ruling at
the date of the transaction. Monetary assets and liabilities denominated in foreign currencies, which are stated at
historical cost, are translated into Rial Omani at the foreign exchange rate ruling at the reporting date. Foreign
exchange differences arising on translation are recognised in the statement of comprehensive income, Non-
monetary assets and liabilities denominated in foreign currencies, which are stated at historical cost, are translated
into Rial Omani at the foreign exchange rate ruling at the date of the transaction.

(d) Use of estimates and judgments

The preparation of financial statements in conformity with IFRS requires management to make judgements,
estimates and assumptions that affect the application of accounting policies and the reported amounts of assets,
liabilities, income and expenses. Actual results may differ from these estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revision to accounting estimates are
recognised in the period in which the estimates are revised and in any future period affected.
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NOTES TO THE PARENT COMPANY AND CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2011 (continued)

2 Basis of preparation (continued)
(d) Use of estimates and judgments (continued)

In particular, information about significant areas of estimation uncertainty and critical judgements in applying
accounting policies that have the most significant effect on the amount recognised in the financial statements is
included in note 4.

{¢) Standards and amendments effective in 2011 and relevant for the Group’s operations:

For the year ended 31 December 2011, the Group has adopted all of the new and revised standards and
interpretations issued by the International Accounting Standards Board (IASB) and the International Financial
Reporting Interpretations Committee (IFRIC) of the IASB that are relevant to its operations and effective for periods
beginning on 1 January 2011.

The adoption of these standards and interpretations has not resulted in changes to the Group’s accounting policies
and has not affected the amounts reported for the current period.

() Standards, amendments and interpretations to existing standards that are not yet effective and have not
been early adopted by the Group:

The following standards, amendments and interpretations to existing standards have been published and are
mandatory for the Group’s accounting periods beginning on or after 1 January 2012 or later periods, but the Group
has not early adopted them and the impact of these standards and interpretations is not reasonably estimable as at
31 December 2011:

IFRS 9, ‘Financial instruments part 1: Classification and measurement’, (effective on or after 1 January 2013);
IFRS 10, ‘Consolidated financial statements’, (effective on or after 1 January 2013);

IFRS 12, “Disclosures of interests in other entities’, (effective on or after 1 January 2013); and

IFRS 13, ‘Fair value measurement’, (effective on or after 1 January 2012).

3 Significant accounting policies

The accounting policies applied by the Group and the Parent company are consistent with those applied by the
Group and the Parent company for the year ended 31 December 2010.

3.1 Basis of consolidation

The consolidated financial statements include the financial statements of the Parent company and its subsidiaties

Subsidiary

Companies in which the Parent company holds an investment of more than 50% of an investee company’s equity
and where the Parent company has the power to govern the financial and operating policies of the investee company
so as 1o obtain benefits from its activitics are regarded as subsidiary companies. The financial statements of the
subsidiaries are included in the consolidated financial statements from the date that control effectively commences
until the date that control effectively ceases.

Transactions eliminated on consolidation

Inter-company balances, transactions, and unrealised gains arising from inter-company fransactions, are eliminated
in preparing the consolidated financial statements. Unrealised losses are eliminated in the same way as unrealised
gains but only io the extent that there is no evidence of impairment.
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NOTES TO THE PARENT COMPANY AND CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2011 (continued)

3  Significant accounting policies (continued)
3.2 Insurance contraces - classification

The Group’s subsidiaries issue contracts that transfer insurance risk. Life insurance contracts issued by the
subsidiary do not contain any discretionary participation features, which will entitle the contract holder to receive
additional benefits or bonuses.

(a) General insarance
The general insurance contracts insure events listed below:

(i) Motor

Motor insurance in the Sultanate is governed by law and it is compulsory for all vehicles to have a minimum third
party cover. The subsidiary also issues comprehensive motor policies. Such motor policies issued by the subsidiary
cover damages to vehicles due to storm, tempest, flood, fire, theft and personal accident. Specific motor policies are
also issued to include coverage outside the Sultanate.

(ii) Fire and Accident and Property
For these contracts the main risks are fire and business interruption.

(iii) Marine
For matine insurance the main risks are foss or damage to marine crafl and accidents resulting in the total or partial loss
of cargoes.

(b) Recognition and measurement — General insurance

Premiums are recognised as revenue (earned premium) proportionally over the period of coverage. A proportion of
the net written premiums (unearned premiums) are provided as ‘unearned premium reserve’ to cover portions of risks,
which have not expired at the statement of financial position date. Unearned premium reserve is estimated using the
1/24th basis. 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 fuads, 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 reserve and the amount required by the Oman Insurance Company Law of 1979 calculated at
45% of the net retained premiums for the year for all classes of business.

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

Gross outstanding claims comprise the gross estimated cost of claims incurred but not settled at the statement of
financial position date, whether reported or not. Provisions for reported claims not paid as at the statement of
financial position date are made on the basis of individual case estimates. In addition, a provision based on the
Group’s prior experience is maintained for the cost of settling claims incurred but not reported at the statement of
financial position date. Any difference between the provisions at the statement of financial position date and
settlements and provisions in the following year is included in the underwriting result for that year.

The subsidiaries do not discount their liability for unpaid claims.

(¢) Recognition and measurement - Life insurance contracts with fixed and guaranteed terms
These contracts insure events associated with human life (for example death, or disability).

Premiums are recognised as revenue (earned premiums) proportionally over the period of coverage. Unearned
premiums represent the proportion of premiums written relating to petiods of insurance subsequent to the statement
of financial position date. The portion of premium received on in-force contracts that relates to unexpired risks at the
statement of financial position date is reported as the unearned premium liability. Premiums are shown before
deduction of commissions paid or payable.
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NOTES TO THE PARENT COMPANY AND CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2011 (continued)

3 Significant accounting pelicies (continued)
3.2 Imsurance contracts — classification (continued)

(¢) Recognition and measurcment - Life insurance contracts with fixed and guaranteed terms
(continaed)

Claims and loss adjustment expenses are charged to statement of comprehensive income as incurred based on the
estimated liability for compensation owed to contract holders. They include direct and indirect claims settlement
costs and arise {rom events that have occurred up to the statement of financial position date even if they have not yet
been reported to the subsidiaries. The subsidiary does not discount its liabilities for unpaid claims. Liabilities for
unpaid claims are estimated using the input of assessments for individual cases reported to the subsidiary and
statistical analyses for the claims incurred but not reported and to estimate the expected ultimate cost of more
complex claims that may be affected by external factors such as court decisions.

Benefits payable to contract holders are recorded as an expense when they are incurred.
(d) Policy acquisition costs

All commissions and other acquisition costs related to securing new coniracts and renewing existing contracts are
recognised as expenses when incurred.

{(e) Liability adequacy test

All outstanding claims including claims incurred but not reported (IBNR) are expected to be settled within twelve
months from the statement of financial position date. The amount outstanding for each claim is reviewed on a
regular basis and at least quarterly and the amount adjusted in the statement of comprehensive income whenever
considered necessary.

Liabilities for contractual benefits that are expected to be incurred in the future are recorded when the premiums are
recognised based on actuarial valuation for life business. The liabilities are recalculated at each statement of
financial position date using the assumptions established at inception based on the actuarial valuation.

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

An amount (mathematical reserve) is determined by an independent actuary on an annual basis reflecting the
unexpired risk for life business underwritten in case of the life subsidiary. A contingency reserve is also established
in accordance with the Insurance Companies Law of Oman by both the insurance subsidiaries.

(f) Reinsurance contracts held

Contracts entered into by the subsidiaries with reinsurers under which the subsidiaries are compensated for losses on
one or more contracts issued by the subsidiaries and that meet the classification requirements for insurance contracts
are classified as reinsurance contracts held. Insurance contracts entered into by the subsidiaries under which the
contract holder is another insurer {inwards reinsurance) are included within insurance contracts.

The benefits to which the subsidiaries are entitled under its reinsurance contracts held are recognised as reinsurance
assets. These assets consist of balances due from reinsurers (classified within Insurance receivables), as well as the
reinsurance portion of gross claims outstanding including IBNR and unexpired risk reserve that are dependent on the
expected claims and benefits arising under the related reinsured insurance contracts. 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 siatement of financial position until the claim is paid by the subsidiaries.
Once the claim is paid the amount due from the reinsurer in connection with the paid claim is transferred to
Insurance receivable. Amounts recoverable from or due to reinsurers are measured consistently with the amounts
associated with the reinsured insurance contracts and in accordance with the terms of each reinsurance contract.
Reinsurance liabilities are primarily premiums payable for reinsurance contracts and are recognised as an expense
when due, net of commission income which represents income earned from reinsurance companies.

fi
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NOTES TO THE PARENT COMPANY AND CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2011 (continued)

3 Significant accounting policies (continued)
3.2 Insurance contracts — classification (continued)
(I} Reinsurance contracts held (continued)

The subsidiaries assess their reinsurance assets for impairment on a periodic basis. If there is objective evidence that
the reinsurance asset is impaired, the subsidiaries reduce the carrying amount of the reinsurance asset 1o its
recoverable amount and recognize that impairment loss in the statement of comprehensive income. The subsidiaries
gather the objective evidence that a reinsurance asset is impaired using the same process adopted for insurance and
other receivables. The impairment loss is also calculated following the same method used for these financial assets.
These processes are described in note 3.5,

3.3 Financial instrnments

Non-derivative financial instrumenis

Non-derivative financia! instruments comprise investments carried at fair value through profit or loss, available for
sale investments, held for trading investments, investments held to maturity, other receivables, due to reinsurers,
bank deposits, cash and cash equivalents, and other liabilities. Cash and cash equivalents comprise cash and bank
balances, net of bank overdrafts. Bank deposits comprise deposits with maturity between three and twelve months
from date of placement. Bank overdrafts that are repayable on demand and form an integral part of the Group’s and
the Parent company’s cash management are included as a component of cash and cash equivalents for the purpose of
the statement of cash flows.

Non-derivative financial instruments are recognised initially at fair value plus any directly attributable transaction
costs for all financial assets not carried at fair value through profit or loss. Financial assets carried at fair value
through profit or loss are initially recognised at fair value, and transaction costs are expensed in the statement of
comprehensive income. Subsequent to injtial recognition, non-derivative financial instruments are measured as
described below.

Available for sale

The Group’s investments in certain equity securities are classified as available for sale {inancial assets. Subsequent
to initial recognition, they are measured at fair value and changes therein, other than impairment losses are
recognised directly in equity. When an investment is derecognised, the cumulative gain or loss in equity is
transferred to statement of comprehensive income.

Held-to-maturity investments

Held-to-maturity investments are non-derivative financial assets with fixed or determinable payments and fixed
maturities that the Group management has the positive intent and ability to hold to maturity.

Held-to-maturity invesiments are initially recognised at cost and subsequently re-measured at amortised cost using
the effective yield method less any provision for impairment.

Interest receivable from held-to-maturity investments is accounted for on the accruals basis.
Financial assets at fair value through profit or loss

An instrument is classified at fair value through profit or loss if it is held for trading or is designated as such upen
initial recognition. Financial instruments are designated at fair value through profit or loss if the Group/Parent
company manages such investments and makes purchase and sale decisions based on their fair value in accordance
with the Group’s documented risk management or investment strategy. Upon initial recognition attributable
transaction costs are recognised in statement of comprehensive income when incurred. Financial instruments at fair
value through profit or loss are measured at fair value, and changes therein are recognised in the statement of
comprehensive income.
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FOR THE YEAR ENDED 31 DECEMBER 2011 (continued)

3 Significant accounting policies (continued)

3.3 Financial instruments (continued)
Cash and cash equivalents

For the purpose of statement of cash flows, cash and cash equivalents comprise cash and bank balances and deposits
with an original maturity of three months from date of placement, net of bank overdrafts. Bank overdrafts that are
repayable on demand form an integral part of the Group’s/Parent company’s cash management are included as a
component of cash and cash equivalent for the purposes of statement of cash flows.

Investments in subsidiaries

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

Others

Other non-derivative financial instrtuments are measured at amortised cost using the effective interest method, less
any impairment losses.

3.4 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 purchases 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.

3.5 Impairment
(i) Financial assets

A financial asset is considered to be impaired if objective evidence indicates that one or more events have had a
negative effect on the estimated future cash flows of that asset.

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; and

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

Individually significant financial assets are tested for impairment on an individual basis. The remaining financial
assets are assessed collectively in groups that share similar credit risk characteristics. All impairment losses are
recognised in statement of comprehensive income.

In the case of equity invesiments classified as available for sale, a significant or prolonged decline in the fair value
of the security below its cost is also evidence that the assets are impaired. If any such evidence exists for available
for sale investments, the cumulative loss — measured as the difference between the acquisition cost and the current
fair value, less any impairment loss on that {inancial asset previously recognised in the statement of comprehensive
income is removed from equity and recognised in the statement of comprehensive income. Impairment losses
recognised in the statement of comprehensive income on such equity instruments are not reversed through the
statement of comprehensive income.

An impairment loss is reversed if the reversal can be related objectively to an event occurring after the impairment
loss was recognised. For financial assets measured at amortised cost, the reversal is recognised in the statement of
comprehensive income.

12
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NOTES TO THE PARENT COMPANY AND CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2011 (continued)

3 Sigpificant accounting policies (continued)

3.5 Impairment (continued)

(ii) Non-financial assets

The carrying amounts of the non-financial assets are reviewed at each reporting date to determine whether there is
any indication of impairment. If any such indications exist then the asset’s recoverable amount s estimated.

An impairment loss is recognised if the carrying amount of an asset or cash generating unit is the greater of its value
in use and its fair value less costs to sell. In assessing the value in use, the estimated future cash flows are discounted
to their present value using a pre-tax discount rate that reflects current market assessments of the time value of
money and the risks specified to the asset.

Impairment losses recognised in prior periods are assessed at each reporting date for any indications that the loss has
decreased or no longer exists. An impairment loss is reversed if there has been a change in estimates used to
determine the recoverable amount. An impairment loss is reversed only to the extent that the asset’s carrying amount
does not exceed the carrying amount that would have been determined, net of depreciation or amortisation, if no
impairment loss had been recognised.

3.6 Commission earned and paid

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

3.7 Dividend income

Dividend income from investments is recognised when the right to receive payment is established.
3.8 Interest income

Interest income is recognised on the accrual basis.

3.9 Dividend distribution

Dividend distribution by the Parent company is recognised as a liability in the Parent company’s financial
statements only in the period in which the dividends are approved by the Parent company’s shareholders.

3.10 Income tax
Income tax on the profit or loss for the year comprises current and deferred tax.

Current tax is recognised in the statement of comprehensive income and is the expected tax payable on the taxable
income for the year, using tax rates enacted or substantially enacted at the statement of {inancial position date, and
any adjustments to tax payable in respect of previous years.

Deferred tax is calculated using the statement of financial position liability method, providing for temporary
differences between the carrying amounts of assets and liabilities for financial reporting purposes and the amounts
used for taxation purposes. Temporary differences relating to the initial recognition of assets or liabilities that affect
neither accounting nor taxable profit are not provided for. The amount of deferred tax provided is based on the
expected manner of realisation or settlement of the carrying amount of assets and liabilities, using tax rates enacted
or substantially enacted at the reporting date. A deferred tax asset is recognised only to the extent that it is probable
that future taxable profits will be available against which the asset can be utilised and is subsequently reduced to the
extent that it is no longer probable that the related tax benefit will be realised.

I' 13




MUSCAT NATIONAL HOLDING COMPANY SAOG AND ITS SUBSIDIARIES

NOTES TO THE PARENT COMPANY AND CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2011 (continued)

3 Significant accounting policies (continued)

3.11 Premium and insurance receivables

Insurance and other receivables are stated at their cost less impairment losses. A provision for impairment of
receivables is established when there is objective evidence that the Group/Parent company will not be able o collect
all amounts due according to the original terms of receivables. Significant financial difficulties of the debtor,
probability that the debtor will enter bankruptey or financial reorganisation, and default or delinquency in payments
are considered indicators that the receivable is impaired. The amount of the provisien is recognised in the statement
of comprehensive income within general and administration expenses.

3.12 Property, plant and equipment
(i) Recognition and measurement
items of property, plant and equipment are measured at cost less accumulated depreciation and impairment losses.

Costs include expenditures that are directly attributable to the acquisition of the asset. The cost includes any other
cost that directly attributable to bringing the asset to a working condition for its intended use, and the costs of
dismantling and removing the items and restoring the site on which they are located. When parts of an item of
property, plant and equipment have different useful lives, they are accounted for as separate items (major
components) of property, plant and equipment.

(i) Subsequent costs

The cost of replacing part of an item of property, plant and equipment is recognised in the carrying amount of an
item if it is probable that future economic benefits embodied within the part will flow to the Group/Parent company
and its cost can be measured reliably. The costs of the day-to-day servicing of property, plant and equipment are
recognised in the statement of comprehensive income as incurred.

(ili} Depreciation
Depreciation is recognised in the statement of comprehensive income on a straight-line basis over the estimated

useful lives of each part of the property, plant and equipment. Land and assets under construction are not
depreciated. The estimated useful lives for the current and comparative periods are as follows:

Furniture and equipment 6 years
Motor vehicles 5 years
Computer hardware and software 5 years
Building (including investment property) 6.66 years

The carrying values of property, plant and equipment 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.

The residual values, useful lives and depreciation methods for items of property, plant and equipment are reassessed at
each reporting date.

3.13 Investment property

Investment properties are measured initially at cost, including transaction costs. The carrying amount includes the cost
of replacing part of an existing investment property at the time that cost is incurred if the recognition criteria are met;
and excludes the costs of day-to-day servicing of an investment property. Subsequent to initial recognition, investment
properties are stated at cost less accumulated depreciation (see 3.12 (iif) above) at the reporting date. The fair value,
which reflects market conditions at the reporting date, is disclosed in the notes to the financial statements.

{ i4
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NOTES TO THE PARENT COMPANY AND CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2011 (continued)

3 Significant accounting policies (continued)
3.13 Investment property (continued)

Investment properties are derecognised when cither they have been disposed of or when the investment property is
permanently withdrawn from use and no future economic benefit is expected from its disposal. Transfers are made to
investment property when, and only when, there is a change in use, evidenced by ending of owner-occupation,
commencement of an operating lease to another party or ending of construction or development. Transfers are made
from investment property when, and only when, there is a change in usc, evidenced by commencement ofowner-
occupation or commencement of development with a view to sale.

3.14 Provisions

A provision is recognised if, as a result of a past event, there exists a present legal or constructive obligation that can
be estimated reliably, and it is probable that an outflows of economic benefit will be required to settle the obligation.

3.15 Contingency reserve

In accordance with the Capital Market Authority Decision No.19/2007, issued on 4 June 2007 as authorised by
Royal Decree No. 34/2007, 10% of the net outstanding claims at the statement of financial position 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 reserve which is not distributable. The subsidiaries may discontinue such annual
transfers when the reserve equals the respective company’s paid up capital. The contingency reserve in the books of
the Group’s subsidiaries in accordance with the Omani Insurance Law are not distributabie with out prior approval
of the Capital Market Authority.

3.16 Other liabilities and accruals

Liabilities are recognised initially at fair value and subsequently measured at amortised cost. Liabilities are
recognised for amounts to be paid for goods and services received, whether or not billed.

3.17 Employee terminal benefits

End of service benefits are accrued in accordance with the terms of employment of employees at the statement of
financial position date, having regard to the requirements of the Oman Labour Law 2003 as amended. 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 up to the reporting date.

Contributions to a defined contribution retirement plan for Omani employees in accordance with the Omani Social
Insurance Scheme, are recognised as an expense in the statement of comprehensive income as incurted.

3.18 Borrowings

Borrowings are recognised initially at fair value, net of transaction costs incurred.

3.19  Sepmental information

An operating segment is a component of the Group that engages in business activities from which it may earn
revenues and incur expenses, including revenues and expenses that relate to transactions with any of the Group’s
other compenents. All operating secgments’ operating results are reviewed regularly by the management to make
decisions about resources to be allocated to the segment and assess its performance.

3.20 Earnings per share

The Group presents basic earnings per share (EPS) data for its ordinary shares. Basic EPS is calculated by dividing

the profit or loss attributable to ordinary shareholders of the Group by the weighted average number of ordinary
shares outstanding during the year.
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NOTES TO THE PARENT COMPANY AND CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2011 {continued)

4 Critical accounting estimates, and judgments in applying accounting policies

The Parent company and Group make estimates and assumptions concerning the future. The resulting accounting
estimates will, by definition, seldom equal the related actual results. Estimates are continually evaluated and are
based on historical experience and other factors, including expectations of future events that are believed to be
reasonable under the circumstances. The estimates and assumptions that have a significant risk of causing a material
adjustment to the carrying amounts of assets and liabilities within the next financial year are discussed in the
following paragraphs.

{(iy  The liability arising from claims made under insurance contracts

The purpose of insurance contracts entered into by the subsidiaries is to pay claims arising out of fortuitous events
i.e. events that are unexpected such as illness or death. The general insurance subsidiary has a concentration in
Motor policies issued and claims under such policies may include amounts for third party bodily injury. The Group
believes that the liability arising out of such third party bodily injury claims as handed down by the various courts in
Oman, does not reflect a consistent approach in legal verdicts. Nevertheless, even though these awards are relatively
small, the subsidiary monitors the development of such compensation claims carefully year on year and makes
adequate provision for these insurance liabilities. This has resulted in the statement of comprehensive income being
stable. The life subsidiary has a concentration in policies under the Group Credit Life scheme issued. Estimates are
made as to the expected number of deaths for each of the years in which the subsidiary is exposed to risk. The
subsidiary’s actuary bases these estimates on standard industry and national mortality tables that reflect recent
historical mortality experience, adjusted where appropriate to reflect the subsidiary’s own experience. The
estimated number of deaths determines the value of the benefit payments, The main source of uncertainty is that
epidemics such as AIDS, SARS and wide-ranging lifestyle changes such as eating, smoking and exercise habits,
could result in future mortality being significantly worse than in the past for the age groups in which the subsidiary
has significant exposure to mortality risk. However continuing improvements in medical care and social conditions
could result in improvements in longevity in excess of those allowed for in the estimates used to determine the
liability for contracts where the subsidiary is exposed to longevity risk. This has resulted in the statement of
comprehensive income being stable.

Estimates have to be made both for the expected ultimate cost of claims reported at the statement of financial
position date and for the expected ultimate cost of claims incurred but not yet reported (“IBNR”) at the statement of
financial position 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. Adequacy of outstanding claims liability is also
independently reviewed by an Actuary in case of the life subsidiary and any shortfall identified is recorded in the
underwriting account.

(ii) Impairment of available for sale investments

The Group follows the guidance of IAS 39 to determine when an available-for-sale equity investment is impaired.
This determination requires significant judgement. In making this judgement, the Group cvaluates, among other
factors, the duration and extent to which the fair value of an investment is less than its cost; and the financial health
of and short-term business outlook for the investee, including factors such as industry and sector performance,
changes in technology and operational and financing cash flow.

(iii) Impairment of receivables

An estimate of the collectible amount of Premium and insurance receivables and Reinsurance contract receivable is
made when collection of the full amount is no longer probable. For individually significant amounts, this estimation
is performed on an individual basis. This assessment of whether these insurance and other receivables are impaired
entails the Group evaluating the credit and liquidity position of the policy holders and the insurance companies,
historical recovery rates, including detailed investigations carried out during the year and feedback received from
the Group’s marketing and legal departments. Amounts which are not individually significant, but which are past

~due, are assessed collectively and a provision applied on the basis of length of time past duc and/or qualitative
factors, based on historical recovery rates.
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NOTES TO THE PARENT COMPANY AND CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2011 (continued)

4  Critical accounting estimates, and judgments in applying accounting poficies (continued)

4.2 Determination of fair values

A number of the Group’s accounting policies and disclosures require the determination of fair value, for both
financial and non-financial assets and liabilities. Fair values have been determined for measurement and/or

disclosure purposes based on the following methods. When applicable, further information about the assumptions
made in determining fair values is disclosed in the notes specific to that asset or liability:

(i) Financial Instruments
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 reporting date, adjusted for transaction costs necessary to

realise the asset.

The fair value of investments that are not traded in an active market are determined using estimated discounted cash
flows or other vaiuation techniques.

The carrying amount of other financial assets and liabilities with a maturity of less than one year is approximaie to
their fair values.

5  Underwriting results

2011 2010
RO RO
Gross premiums written arising from insurance confracts issued 13,645,139 12,395,879
Movement in unearned premiums (763,995} (797.136)
Insurance premium revenne (a) 12,881,144 11.598.743
Premium revenue net of commission ceded to reinsurers on insurance contracts issued (8,491,505) (8,169,710}
Movement in unearned premiums 468062 653.901
Insurance premium ceded to reinsurers (b) (8,023.443) (7.515,809)
Gross insurance claims and loss adjustment expenses (rote 6} (2,794,272) (3,660,667)
Insurance claims and loss adjustment expenses recovered from reinsurers {note 6) 2009628 2.887.041
Net claims incurred (c) (784.644) (773,626)
Expenses for the acquisition of insurance contracts (d) (1,799,051) {1.371.496)
Underwriting result (a+b+c+d) 2,274,006 1,937,812

Analysis of nef underwriting resulfs

The general insurance and life assurance underwriting results before reinsurance recoveries are analysed as follows:

2011 2011 2010 2010
Underwriting Underwriting
Net results before Net results before
written reinsurance written reinsurance
premium recoveries premium recoveries
RO RO RO RO
Motor 823.174 (252,601) 792,643 (186,467)
Non motor 83,925 (7,465) 80,207 (888,371
Group life and Group credit 813.944 524,444 608.417 125.609
1,721,043 264,378 1,481,267 (949.229)

17



MUSCAT NATIONAL HOLDING COMPANY SAOG AND ITS SUBSIDIARIES

[} :%l :[" " ﬁ{‘ ]
-
NOTES TO THE PARENT COMPANY AND CONSOLIDATED FINANCIAL STATEMENTS
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¢ Insurance claims and loss adjustment expenses
2011 2010
Reinsurers’ Reinsurers’
Gross share Net Gross share Net
RO RO RO RO RO RO
Claims incurred (rote 23) 4,768,982 (4,332,285) 436,697 4,843,383 (4,380,415} 462,968
IBNR (note 23) 240,000 (171.325) 68.675 240,000 (171.325) 68.675
Outstanding at end of year (a) 5,008,982 (4,503,610) 505,372 5083383  (4,551,740) 531,643
Add:
Insurance claims paid
in the year (b) 2,868,673 (2,057,758) 810,915 3.670.429  (2,942.548) 727.881
Less:
Claims incurred (rote 23} 4,843,383 (4,380,415) 462,968 4,853,145  (4,435,922) 417,223
IBNR (rote 23) 240,000 (171.325) 68.675 240,000 {171,325) 68.675
Outstanding at the beginning
of the year (c) 5,083,383 (4,551,740) 531,643 5,003,145  (4,607,247) 485,898
Claims recorded in statement
of comprehensive income
{atb-c) (note 5) 2,194272 (2,009,628) 784,644 3,660,667  (2.887.041) 773,626

Substantially all of the claims are expected to be paid within twelve months of the reporting 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 ¢stimated individually.

7  Investment income - net

Net unrealised gain/(loss) on investments carried at fair
value through statement of comprehensive income

Unrealised (loss)/gain on held for trading investments

Interest income on Government Development Bonds

Interest income on Bank Muscat Subordinated Bonds {net of

amortisation cost)
Interest income on bank deposits
Dividend income

Realised loss on disposal of investment securities

Sitting fees

Brokerage cosis

Rental income on investment property
Dividend from subsidiary companies

Realised

Parent
Group company
2011 2011
RO RO
517,505 444,093
(55,983) (51,416)
25,488 -
309,000 -
58,179 112
340,442 254,988
(5,315) (2,848)
11,500 -
(16) (16)
72,266 -
- 1,116,263
1,273,066 1,761,176

Parent
Group company
2010 2010
RO RO
(276,748) (241,841)
168,458 106,169
25,488 -
314,124 -
54,370 9
459,471 359,553
(6,999) (5,198)
9,300 -
75,363 -
- 810,414
823,327 1,029,193

Realised investment income represents dividends and gains and losses on disposal of investments.
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FOR THE YEAR ENDED 31 DECEMBER 2011 (continued)

7  Investment income — net (continued)

Unrealised

i

Movements in the carrying values of investments classified as fair value through profit or loss and held for trading

are taken to unrealised investment income.

Interest

Interest from term deposits and bonds is included in investment income

8 Expenses for the year
The profit for the year is stated after charging:

General and administration expenses

Staff salaries and expenses

Office expenses

Communication and traveling expenses
Depreciation (notes 21&22}

Provision for impairment of debts written back
Building maintenance expenses

Finance costs

Bank interest and charges - investment operations
Interest on treaty reserves

Other operating expenses

Professional fees

Advertising and recruitment expenses

MSM and annual general meeting expenses
Donation

Profit on sale of property, plant and equipment

9 Taxation

(a} The taxation charge {credit) for the year comprise:

Statement of comprehensive income:

Current tax
Prior year
Deferred taxation

Group
2011
RO
1,065,118
150,761
72,411
86,683

9.300

1,384,273

36,206
14,640

67,110
24,475
25,269

307

(2,767)

Group
2011
RO

183,610

(24;)
183,366

Parent
company
2011
RO
221,109
34,669
12,836
7,349

20,147
3,211
24,892

(71;)
47,536

Parent
company
2011

RO

Parent
Group company
2010 2010
RO RO
1,080,982 273,043
112,468 32,670
75,751 9,625
83,022 4,649
(11,783) -
10,887 -
1,351,327 319,98
60,320 60,320
14,782 -
5,102 60,320
50,227 18,992
22,568 7,721
23,680 16,017
364 -
(758) -
96,081 42,730
Parent
Group company
2010 2010
RO RO
153,095
3,494 -
835 -
157,424 -
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FOR THE YEAR ENDED 31 DECEMBER 2011 (continued)

9 Taxation (continued)

The current tax liability is as follows:

Parent Parent
Group company Group company
2011 2011 2010 2010
RO RO RO RO

Current liability

At 1 January 159,877 - 162,446 -
Charge for the year 183,610 - 156,589 -
Paid during the year {152.603) - (159.158) -
At 31 December 190,884 - 159,877 -

(b) The Parent company and each of its subsidiaries are assessed separately for taxation. The Group is not treated
as a taxable entity.

(i) The Parent company

The tax rate applicable to the Parent company is 12% (2010: 12%). For the purpose of determining the taxable
result for the year, the accounting profit/(loss) 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 undersianding of the
existing tax laws, regulations and practices.

The adjustments (o accounting profit/(loss) for the ycar have resulted in a taxable loss. No deferred tax is recognised
in respect of these losses, as the Parent company does not have taxable income resulting in uncertainty in their
uiilisation. Therefore, the applicable tax rate is nil (2010: nil).

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

2011 2010

RO RO
Available upto 31 December 2010(assessed) - 133,202
Availabie upto 31 December 201 1(assessed) 267,997 267,997
Available upto 31 December 2012 (declared) 333,380 333,380
Auvailable upto 31 December 2013 {declared) 420,456 420,456
Available upto 3} December 2014 (declared) 425,062 425,062
Available upto 31 December 2015 (estimated) 362,658 -
1,809,553 1,580,097

The Parent company’s tax assessments have been completed by the Omani tax authorities up to tax year 2006.

(ii) Subsidiaries

Muscat Insurance Company SAOC

The company is registered in Oman and the tax rate applicable is 12% (2010: 12%). The company’s tax
assessments have been issued by the tax authorities from tax year 1999 to 2002. The company’s objections filed
through Primary Court, Appeal Court and Supreme Court were rejected. The company has made proper adjustments
in the provisions to incorporate the additional tax implications for the assessment years 1999 to 2002.

Assessments from tax year 2003 to 2007 have also now been received. The company has, however, filed an

objection to a computation error in the assessments for 2003 to 2007. The company has made proper adjustments in
the provisions to incorporate the additional tax implications arising from the assessments for 2003 to 2007,
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9  Taxation (continued)
(i) Subsidiaries (continued)
Muscat Life Assurance Company SAOC

The company is registered in Oman and the tax rate applicable is 12% (2010: 12%). The company’s tax
assessments have been issued by the tax authorities from tax year 1999 to 2002. The company’s objections filed
through Primary Court, Appeal Court and Supreme Court were rejected. The company has made proper adjustments
in the provisions to incorporate the additional tax implications for the assessment years 1999 to 2002.

Assessments from tax year 2003 to 2007 have also now been received. The company has, however, filed an
objection to a computation error in the assessments for 2003 to 2007. The company has made proper adjustments in
the provisions to incorporate the additional tax implications arising from the assessments for 2003 to 2007,

(i) Deferred taxation asset (liability)

Deferred income taxes are calculated on all temporary differences under the liability method using a principal tax
rate of 12% (2010: 12%). Net deferred tax assets/(liabilities) in the statement of financial position and deferred tax
(charge) credit in the statement of comprehensive income are as follows:

Muscat Life Assurance Company SAOC

Charged to
statement of
31 December comprehensive 31 December
2010 income 2011

2011 RO RO RO
Deferred tax liability
Accelerated tax depreciation (705) (269) (974)
Deferred tax asset
Provisions for doubtful debts 240 - 240
Net deferred tax liability (465) (269) (734)

Charged to

statement of

31 December comprehensive 31 December
2009 income 2010

2010 RO RO RO
Deferred tax liability
Accelerated tax deprectation (478) (227 (705)
Deferred tax asset
Provisions for doubtful debts 240 _ - 240
Net deferred tax liability (238) (227) (465)
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NOTES TO THE PARENT COMPANY AND CONSOLIDATED FINANCIAL STATEMENTS e
FOR THE YEAR ENDED 31 DECEMBER 2011 (continued)

9 Taxation (continued)
(iii) Deferred taxation asset (liability) (continued)

Muscat Insurance Company SAQC

Credited to
statement of
31 December comprehensive 31 December

2010 income 2011
2011 RO RO RO
Deferred tax liability
Accelerated tax depreciation (2,339) 513 (1,826)
Deferred tax asset
Provisions for doubtful debts 6.198 — 6198
Net deferred tax asset 3,859 513 4,372

{Charged)/Credited
to statement of
31 December comprehensive 31 December

2009 income 2010
2010 RO RO RO
Deferred tax liability
Accelerated tax depreciation (3,145) 806 (2,339
Deferred tax asset
Provisions for doubtful debts 7.612 (L414) 6,198
Net deferred tax asset 4,467 (608) 3,859

10 Earnings per share and net assets per share

Basic earnings per share is calculated by dividing the net profit or loss for the year by the weighted average number
of shares outstanding during the year. Net assets per share is calculated by dividing the net assets at the year by the
weighted average number of shares outstanding during the year.

Parent Parent

Group company Group company

RO RO RO RO

2011 2011 2010 2010
Net assets at year end 15,185,753 8,218,679 13,605,845 7,067,208
Profit for the year 1,814,193 1,401,471 1,081,205 606,156
Weighted average number of shares 5,000,600 5,000,000 5,000,000 5,000,000
Earnings per share (basic and diluted) 0,363 0.280 0.216 0.121
Net assets per share 3.037 L1.644 21 1413

For the purpose of calculating diluted earnings per share, the weighted average number of shares outstanding is
adjusted to assume conversion of all diluted potential ordinary shares. As there are no diluted potential shares, the
diluted earnings per share is identified to the basic earnings per share.

11 Cash and cash equivalents

Included in the Group’s cash and cash equivalents are call deposits of RO 1,640,025 (2010: RO 1,161,157) with a
commercial bank in Oman. These are deneminated in Rial Omani, and have maturities up to three months from date
of placement and carry an effective interest rate of 0.25 % (2010: 0.25 %).

12 Bank deposits

The bank deposits held with commercial banks in Oman carry an effective annual interest rate of 1.00% (2010: 1%). As
at 31 December 2011, all bank deposits have maturity period of twelve months (2010: twelve months) from the date of
placement. Transfer of certain bank deposits in RO is restricted (#ofe 17}.
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13 Held for trading invesiments

Market Market value

value and and fair
Group fair value Cost value Cost
2011 2011 2010 2010
RO RO RO RO

Marketable securities - foreign by sector
Technology/Media/Telecom 173,541 500,874 195,523 500,570
Industrial 82,673 101,795 95,397 101,794
Healthcare/Pharmaceuticals 199,256 94,738 184,872 87.097
Oil/Energy 209,329 82,339 235,643 82,339
Services 20,237 70,746 36,514 70,680
Agriculture/Food 36.575 16,719 40,016 16,721

721,611 867,211 787,965 859,201
Parent company
Marketable securities - foreign by sector
Technology/Media/Telecom 73,633 256,218 79,818 255,914
Industrial 51,213 22,689 60,545 22,689
Healthcare/Pharmaceuticals 6,671 38,356 8,890 38,356
Oil/ Energy 157,295 54,551 184,972 54,551
Services 19,981 63,818 36,300 63,817
Agriculture/Food 32,998 12.796 35.678 12,797

341,791 448.428 406,203 448,124

Held for trading securities of the Parent company amounting to RO 341,791 (2010: RO 406,203) are held by a
subsidiary company in trust on behalf of the Parent company.

14 Available for sale investments

Group Market Market
value and value and
fair value Cost fair value Cost
2011 2011 2010 2010
RO RO RO RO
Services 269,287 221,429 203,572 171,429

15 Premium and insurance receivable

Parent Parent
Group company Group company
2011 2011 2010 2010
RO RO RO RO
Premium receivable 266,065 - 320,329 -
Reinsurance balances receivable 47,992 - 131,733 -
Premiums receivable from related parties (nofe 32) 317,730 - 186,319 -
Accrued premiums receivable from
a related party (note 32) 187,705 - 154,403 -
819,492 - 792,784 -
Less: provision for doubtful debis (53.648) - {53.648) -
765,844 - 739.136 -
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FOR THE YEAR ENDED 31 DECEMBER 2011 (continucd)

15 Premium and insurance balances receivable (continued)

Ageing of the Group’s gross receivables at the reporting date was as below:

Parent Parent
Group company Group company
2011 2011 2016 2010
RO RO RO RO
Not past due 644,746 - 643,235 -
Past due but not impaired:
121 - 180 days 64,427 - 38,376 -
181 —365 days 56,755 - 57,609 -
Past due and impaired:
Above 365 days 53,564 - 53,564 -
819,492 - 792,784 -

The normal credit period allowed to insurance debtors and reinsurance companies is 120 days, after which amounts are
considered past due. As at 31 December 2011, receivables of RO 644,746 (2010: 643,235) were fully performing.

As at 31 December 2011, insurance receivables and due from reinsurance companies of RO 121,182 (2010: 95,985)
were past due but not impaired. These relate to number of customers and reinsurers for whom there is no history of
default. Most of the credit customers have been dealing with the Group for over 5 years and losses have occurred

infrequently.

At 31 December 2011, trade debtors of RO 53,564 (2010: RO 53,564) were impaired and provided for fully.

Movements in the provision for doubtful debts during the year is as follows:

Parent Parent
Group company Group company
2011 2011 2010 2010
RO RO RO RO
At 1 January 53,648 - 65,431 -
Written back during the year - - {11.783) -
At 31 December 53.648 - 53.648 -
16 Investments carried at fair value through profit or loss
Group Market Market
value and value and
fair value Cost fair value Cost
2011 2011 2010 2010
RO RO RO RO
Banking/Finance 5714875 3,021,916 5,305,562 2,995,021
Services 1,040,554 424,649 1,065,957 449,143
Industrial 121,851 67,222 161,255 66,368
Oil/Energy 114,836 58,275 85,059 58,057
Consumer goods 217,608 48,442 75,279 48,340
Agriculture/Food 36,250 62,500 36,250 62,500
7245974 3,683.004 6729362 3.679.429
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16 Investments carried at fair value through profit or loss (continued)

Details of the Group’s investments for which the Group’s holding exceeds 10% of the market value of its equity
investment portfolio are:

% of overall Number of Market value Cost
Porifolic securities RO RO
31 December 2011
Oman International Bank SAOG 69.38 20,408,777 5714430 2,995,046
31 December 2010
Oman International Bank SAOG 68.72 19,253,470 5,305,562 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 Market
the issuer’s Number of value Cost
share capital securities RO RO
31 December 2011
Al Khuwair Development and Services
Company LLC 124 155,000 759,500 300,792
31 December 2010
Al Khuwair Development and Services
Company LLC 124 155,000 759,500 300,792
Market Market
Parent company Yalue Cost Value Cost
2011 2011 2010 2010
RO RO RO RO
Banking/Finance 4,640,823 2,670,185 4,299,542 2,669,968
Services 824,816 330,159 831,599 327.974
Consumer goods 181,358 40,392 62,625 40,290
Industrial 52,206 18,193 69,220 17,339
Qil/Energy 50,337 42,937 38.887 42,718
5,749,540 3,101,866 5,301,873 3,098,289
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16 Investmnents carried at fair value through profit or koss (continued)

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

% of Market
overall Number of value Cost
Portfolio securities RO RO
31 December 2011
Oman Intemational Bank SAOG 76.18 16,572,877 4,640,406 2,669,993
Al Khuwair Development and Services
Company LLC 1247 155,000 759.500 300.792
5,399,906 2,970,785
31 December 2010
Oman International Bank SAQG 7532 15,634,696 4,299,542 2,669,968
Al Khuwair Development and Services
Company LLC 13.30 155,000 759,500 300,792

5,059,042 2,970,760

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 2011 are:

% holding of
the issuer’s Number of  Market value Cost

share capital securities RO RO
31 December 2011
Al Khuwair Development and Services
Company LLC 124 155,000 759,500 300,792
31 December 2010
Al Khuwair Development and Services
Company LLC 124 155,000 759,500 300,792

17 Restrictions on transfer of assets

In accordance with the law governing the operation of insurance companies within the Sultanate of Oman, the Group’s
subsidiaries have identified to the Capital Market Authority certain specific bank deposits, investments carried at fair
value through profit or loss and investments held to maturity included in the statement of financial position at their
carrying amount of RO 4,253,732 (2010: RO 3,947,364). Under the terms of the Jegislation, the subsidiaries can
transfer these assets only with the prior approval of the Capital Market Authority.

18 Investments held to maturity

Parent Parent
Group company Group company
2011 2011 2010 2010
RO RO RO RO
Bank Muscat SAOG subordinated bonds
(net of amortisation cost) 3,957,166 - 3,962,782 -
Government development bonds 637.200 - 637,200 -
4,594,366 - 4,599,982 -

The Government development bonds carry an interest rate of 4.0% per annum (2010: 4.0%) and are due to mature in
2013. The Bank Muscat SAOG subordinated bonds carry an interest rate of 8.0% per annum (2010: 8.0%) and are
due to mature in 2016.
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19 Investment in subsidiary companies

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

Proportion Proportion Authorised Paid up share capital Cost
held held capital 2011 2010 2011
2011 2010 RO RO RO
Muscat Insurance
Company SAOC 99.99% 99.99% 5,000,000 3,598218  3.598218 2,000,000
Muscat Life Assurance
Company SAOC 99.99% 99.99% 5,000,000 3,502,775 3,502,775 2,000,000

Mauscat 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.

Muscat Life Assurance Company SAOC

Muscat Life Assurance Company SAQC is a closely held joint stock company incorporated in the Sultanate of Oman
and is engaged in the business of life and medical insurance.

20 Other receivables and prepayments

Parent Parent
Group company Group company
2011 2011 2010 2010
RO RO RO RO

Accrued interest 75,066 - 76,328 -
Prepayments 85.249 12.85 84,870 12.870

160315 12,850 161,198 12870
21 Property, plant and equipment

Computer
Group - 2011 Furniture hardware
and Motor and
equipment vehicles software Land Buildings Total
RO RO RO RO RO RO

Cost
At 1 January 2011 249,952 130,848 167,716 860,072 125,000 1,533,588
Additions during the year 12,504 55,000 7,973 - - 75,477
Disposals during the year (2,783) (4.400) (5,990) - - (13.173)
At 31 December 2011 259,673 181,448 169,699 860,07 125,00 1,595,892
Depreciation
At 1 January 2011 164,638 84,213 142,043 - 81,250 472,144
Provided during the year 23,624 23,170 9,889 - 18,750 75,433
Relating to disposals (1.518) (4,400) (5,765) - - (11.683)
At 31 December 2011 186,744 102,983 146,167 - 100,000 535,894
Net carrying value
At 31 December 2011 72,929 78,465 23,532 860,072 25,000 1,059,998
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21 Property, plant and equipment (continued)
Group — 2010 Computer
Furniture and Motor hardware
equipment vehicles  and software Land Buildings Total

RO RO RO RO RO RO
Cost
At 1 January 2010 203,828 126,148 159,289 860,072 125,000 1,474,337
Additions during the year 46,274 14,950 8,427 - - 69,651
Disposals during the year (150} (10,250) - - - (10,400)
At 31 December 2010 249,952 130,848 167,716 860,072 125.000 1,533,588
Depreciation
At 1 January 2010 145,042 71,780 131,358 - 62,500 410,680
Provided during the year 19,654 22,683 10,685 - 18,750 71,772
Relating to disposals (58) (10,250} - - - (10,308)
At 31 December 2010 164.638 84.213 142.043 - 81.250 472.144
Net carrying value
At 31 December 2010 85314 46,635 25,673 860,072 43,750 1,061,444

Computer
Parent company — 2011 Furniture and Motor hardware and
equipment vehicles software Total
RO RO RO RO

Cost
At 1 January 2011 31,168 20,834 7,686 59,688
Additions during the year 795 23,450 544 24,789
Disposals during the year (1,016) {4,400) - (5.416)
At 31 December 2011 30,947 39,884 8.230 79,061
Depreciation
At 1 January 2011 23,947 16,274 5,889 46,110
Provided during the year 1,865 4,877 607 7,349
Deletions (374) (4,400) - (4.774)
At 31 December 2011 25,438 16,751 6,496 48.685
Net carrying value
At 31 December 2011 5,509 23.133 1,734 30,376
Parent company — 2010
Cost
At 1 January 2010 28,067 20,834 7,263 56,164
Additions during the year 3,101 - 423 3.524
At 31 December 2010 31,168 20,834 7.686 59,688
Depreciation
At 1 January 2010 22,240 13,786 5,435 41,461
Provided during the year 1.707 2.488 454 4.649
At 31 December 2010 23.947 16,274 5.889 46.110
WNet carrying vahie
At 31 December 2010 7,221 4.560 1,797 13,578
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22 Investment property

Group
Land Building Total
RO RO RO
Cost:
1 January 2011 485,000 15,000 560,000
31 December 2011 485,000 75,000 560,000
Depreciation
1 January 2011 - 48,750 48,750
Charge for the year - 11,250 11.250
- 60,000 60,000
31 December 2011
Net carrying value
31 December 2011 485,000 15,000 500,000
31 December 2010 485.000 26,250 511,250

The investment property is stated at cost less accumulated depreciation.

The Group has estimated the fair value of the land and building, including the investment property, at 31 December
2011 as being in the amount of RO 3,270,000 (2010: RO 4,775,000) compared to the original cost of RO 1,545,072
(2010: RO 1,545,072), based upon an independent external market valuation as at 31 December 2011.The share of the
investment property in the fair value is RO 1,183,000. The fair value represents the amount at which the assets could
be exchanged between a knowledgeable, willing buyer and a knowledgeable, willing seller in an arm’s length
transaction at the date of valuation.
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23 Insurance liabilities and reinsurance assets

Gross

Insurance contracts:

- Qutstanding claims reported and loss adjustment
expenses (nofe 0)

- Claims incurred but not reported (IBNR)* (hote 6)

- Actuarial Unexpired Risk Reserve (URR)

Total insurance liabilities - Gross

Recoverable from reinsurers
Insurance contracts
- QOutstanding claims reported and loss adjustment
expenses (note 6}
- Claims incurred but not reported (IBNR)frote 6)
- Actuarial Unexpired Risk Reserve (URR)
Total reinsurers’ share of insurance liabilities

Net
- Qutstanding claims reported and loss adjustment
expenses (note )
- Claims incurred but not reported (IBNR) (note 6}
- Actuarial Unexpired Risk Reserve (URR})
Total insurance liabilities — ne¢

v ":". I_l'r_' _:!,:J
Parent Parent

Group company Group company

2011 2011 2010 2010

RO RO RO RO
4,768,982 - 4,843,383 -
240,000 - 240,000 -
10.941,847 - 10,177,852 -
15,950,829 - 15261235 -
4,332,285 - 4,380,415 -
171,325 - 171,325 -
8,514,047 - 8,045.985 -
13,017,657 - 12,597,725 -
436,697 - 462,968 -
68,675 - 68,675

2.427,800 - 2,131,867 -
2,233,172 - 2,663,510 -

In accordance with the Insurance Companies Law of Oman, the net actuarial/unexpired risk reserve (mathematical
reserve) of the life subsidiary is determined by an independent actuary on an annual basis reflecting the unexpired

risk for life business underwritten,

* IBNR represents provisions for losses incurred but not yet reported.

*% URR includes unearned premium reserves (UPR) which represents the element of premium income, relating to

the periods of cover after the year end.

24 Contingency reserve

Balance at 1 January
Transfer during the year
Balance at 31 December

2011 2010
RO RO
829,150 751,845
89,964 77,305
919,114 829,150

30




MUSCAT NATIONAL HOLDING COMPANY SAOG AND ITS SUBSIDIARIES

NOTES TO THE PARENT COMPANY AND CONSOLIDATED FINANCIAL STATEMENTS
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25 Other liabilities and accruals

Other creditors
Due to subsidiaries
Accruals

Amount due to related parties (rote 32)

End of service benefits

Parent Parent
Group company Group company
2011 2011 2010 2010
RO RO RO RO
519,108 445,174 -
- 1,082,524 - 1,116,106
938,994 31,450 790,580 30,544
76,719 5,172 216,754 4,708
182,520 85,008 158.490 81,295
1,717,341 1,204,154 1,610,998 1,232,653

Movements in the liability for employees’ end of service benefils recognised in the statement of financial position

are as follows:

At 1 January

Accruedftransferred during the year
Employees’ end of service benefit paid/transferred

At 31 December

26 Long term loan and bank overdrafts

Long term loan
Bank overdrafis

158,490
38,180
(14,150)
182,520

433,947
284,610

718,557

81,295 128,810 69,566
12,299 32,591 13,400
(8.586) (2,911) (1,671)
85,008 158,490 81,295
433,947 433,947 433,947
284,610 1.082.468 1,082,468
718,557 1,516,415 1,516,415

(i) Bank overdrafis are obtained from a commercial bank at interest rate of 2.25% (2010; 2.25%) per annum. The
interest rates are subject to re-negotiation with the bank upon annual renewal of the facilities.

(ii) Term loan carries an interest rate of 7.5% per annum payable quarterly from the year 2010. During the year
2011, there was no repayment of the loan by the parent company, The loan was repaid in full on 26 February

2012,

27 Share capital

(a) Share capital

Authorised —ordinary shares of RO 1 each

Issued and fully paid — ordinary shares of RO 1 each

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

Dr. Omar Abdul Muniem Af Zawawi
Mr. Suleiman Al Hougani
Dhofar Insurance Company SAOG

2011 2010
RO RO
5,000,000 5,000,000
5,000,000 5,000,000
2011 2010
Number of shares  Number of shares
1,517,900 1,398,400
748,230 748,230
- 505,598
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NOTES TO THE PARENT COMPANY AND CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2011 (continued)

27 Share capital (continued)
(b) Proposed dividend

The Boeard of Directors have proposed a cash dividend in respect of the year 2011 of RO 0.075 per share
(2010: 0.050 per share) amounting to RO 375,000 (2010; RO 250,000) which is subject to the approval of the
shareholders at the forthcoming Annual General Meeting.

(¢) Unclaimed dividend

During the year, unclaimed dividends for the year 2010 in the sum of RO 1,768.250 (2010: 3,408.700) were
deposited with the Investor’s Trust Fund of the Capital Market Authority.

28 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.

29 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.

30 Contingent liabilities

At 31 December 2011 there were contingent liabilities in respect of guarantees amounting to RO 117,180
(2010: RO 112,577) given in the normal course of business from which it is anticipated that no material liabilities
will arise.

31 Capital commitment

A subsidiary company, Muscat Life Assurance Company, has committed to contribute 1% (on issue) of the
authorised share capital of RO 30 million of Oman Reinsurance Company SAOC as an investment. As at 31
December 2011, the subsidiary company has paid RO 150,000 (2010: RO 100,000) representing 1% of the initial
paid up capital in the amount of RO 15 million (2010: RO 10 million). As and when additional capital is issued, the
subsidiary company will be required to contribute 1% of the increase as share capital.

32 Related party transactions

The Group, during the course of its normal business, enters into transactions with directors, sharcholders, key
management personnel and entities in which certain shareholders and directors are interested (other related parties).
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, during the year
were as follows:

(a) Transactions

(i) Key Management compensation (*)

Parent Parent
Group company Group company
2011 2011 2010 2010
RO RO RO RO
Short term employment benefits 259,349 157,846 318,347 217,152
End of service benefits 24,184 14,935 18,204 10,667
283,533 172,781 336,551 227,819

(*) Paid by the Group/Parent company to their respective key management personnel.
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32 Related party transactions (continued)
(a) Transactions (continued)

(ii) Revenue from insurance policies underwritten

Parent
Group company Group
2011 201t 2010
RO RO RO
Other related parties 5,196,755 - - 4,435
(iii) Claims incurred in respect of insurance policies underwritten
Other related parties 238.147 - 231,318
(iv) Purchases of goods and services
Purchases of goods and services
- Other related parties 81,570 12,037 2,127
Purchase of property, plant and
equipment
- Other related parties 3,409 - 4,775
(v) Investment income/(expenses) from/(to) other related parties
Interest income 56,074 24 50.425
Dividend income 289.551 234,520 423,576
Interest expenses (36,206) (36,206) (60,320)
Rental income 68,268 - 68,268

Parent
company
2010

| °

H.

13,465

lvé

(b) Year end balances arising from premiums written/claims payable/purchases of goods/services were:

Parent
Group company Group
2011 2011 2010
RO RO RO
Receivable from other related parties
(note 15} 505,435 - 340,722
Payable to related parties
- Subsidiaries (nofe 23) - 1,082,524 -
- Other related parties (rote 25) 76,719 5172 216,754

No provision has been required in 2011 and 2010 in respect of amounts due from related entities.

Parent
company
2010
RO
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32 Related party transactions (continued)

(¢) At 31 December, the Group and Parent company had the following assets and liabilities balances with the other
related parties:

Parent Parent
Group company Group company
2011 2011 2010 2010
RO RO RO RO
Investments carried at fair value

through profit or loss 6,512,213 5,399,906 6,103,535 5,059,041
Bank deposits 5,716,700 - 5,442,413 -
Cash and cash equivalents 1,640,025 3,627 1,161,157 3,535
Bank borrowings 718,557 718,557 1,516,415 1,516,415

(d) Transaction with subsidiaries

The Parent company entered into the following transaction with subsidiaries:

2011 2010

RO RO
Dividend received 1,116,263 810,414
Services rendered 73,550 36.489
Purchases of goods and services 50,188 47,667

33 Segment information
Class of business

The Group makes invesiments in equities and fixed interest earning securitics. 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 statement of financial position, statement of
comprehensive income and notes to the financial statements.

Group
General Life General
31 December 2011 insurance insurance investment Group
RO RO RO RO
Gross premiums written 8,299,113 5,346,026 —_— 13,645,139
Segment assets 15,655,844 14,054,660 6,141,390 35,851,894
Segment liabilities 11,097,601 8,728,352 840,188 20,666,141
Capital expenditure 34,694 15,994 24,789 15,477
31 December 2010 General Life General
insurance insurance investment Group
RO RO RO RO
Gross premiums written 8,315,964 4,079,915 - - 12,395,879
Segment assets 15,671,457 12,825,242 5,816,276 34,312,975
Segment liabilities 11,091,627 7,982,541 1,632,962 20,707,130
Capital expenditure 52,482 13,645 3,524 69,651
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34 Financial and insurance risk management

3441 Insurance risk

The risk under any insurance contract is the possibility that the insured event occurs and the uncertainty of the
amount of the resulting claim. By the nature of an insurance contract, this risk is random and therefore
unpredictable. For a portfolio of insurance contracts where the theory of probability is applied to pricing and
provisioning, the principal risk that the Group faces under its insurance contracts is that the actual claims and benefit
payments may exceed the carrying amount of the insurance liabilities. This could occur because the frequency or
severity of claims and benefits are greater than estimated. Insurance events are random and the actual number and
amount of claims and benefits will vary from year to year from the estimate established using statistical techniques.

The Group’s objectives in managing risks are: to take a conservafive approach to underwriting, which means review
of all aspects about a risk prior to acceptance; retaining experienced and knowledgeable underwriters; and having
underwriting authorities in place which are checked by internal audits. The Group ensures that risks are mitigated
with first class reinsurance security, pre-underwriting surveys and claims history reviews. The estimates and

assumptions that have a significant risk of causing a material adjustment to the carrying amounis of assets and
liabilities within the next financial year are discussed in note 3.

The Group only accepts insurance risk within the Sultanate of Oman. The Group’s net account in terms of aggregate
risk retention is well protected with substantial event limits plus catastrophe excess of loss reinsurance per class of
business written.

Frequency and amounts of claims

The frequency and amounts of claims can be affected by several factors.

General insurance

Motor

For moter contracts the main risks are claims for death and bodily injury and the replacement or repair of vehicles.
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.

Fire and Accident and Property

The fire and accident and property insurance coniracts 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.

Marine

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.

Life insurance

The subsidiary underwrites mainly under the Group Credit Life, Group life and Group medical risks. Claims are
normally advised and settied within one year of the insured eveni-taking place. This helps to mitigate insurance risk.

Group life and Group medical

These contracts are underwritten by reference to the sum assured of the individuals belonging to an affinity Group
insured.
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34 Financial and insurance risk management (continued)
34.1 Insurance risk (continued)

Reinsurance risk

In common with other insurance companies, in order to minimise financial exposure arising from large claims, the
Group, 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 Group evaluates the financial
condition of its reinsurers and monitors concentrations of credit risk.

Reinsurance ceded contracts do not relieve the Group from its obligations to policyholders and as a result the Group
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:

o The five largest reinsurers’ account for 51% of the credit exposure at 31 December 2011 in case of the
general insurance subsidiary (2010: 51%).

o  The life insurance subsidiaty is exposed to material concentration of reinsurance risk in respect of the Group
Credit Life scheme. The credit risk in this connection is that one reinsurer accounts for 92% of the credit
exposure at 31 December 2011 (2010: 92%).

Regulatory framework

The operations of the Group are subject to local regulatory requirements within the jurisdictions where it operates. Such
regulations not only prescribe approval and monitoring of activities but also impose certain restrictive provisions e.g.
capital adequacy to minimise the risk of default and insolvency on the part of the insurance companies and to enable
them to meet unforescen liabilities as these arise.

The Group has a surplus over the required solvency margin as per the Insurance Company Law:

- in case of the general insurance subsidiary a surplus of RO 4,809,279 at 31 December 2011 (2010: RO 3,268,835).
- in case of life insurance subsidiary a surplus of RO 4,730,976 at 31 December 2011 (2010: RO 4,325,728).

Financial risk factors

The Group’s and Parent company’s principal financial instruments are receivables arising from insurance and
reinsurance contracts, listed investments, cash and cash equivalents. The Group and Parent company do not enter into
derivative transactions. The main risks arising from financial instruments are:

8 Credit risk

= Liquidity risk.

s Market price risk
- Foreign currency risk
- Interest rate risk
- Pricing risk

The Group and Parent company review and agree policies for managing each of these risks and they are summarised
below.
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34 Financial and insurance risk management (centinued)

34.2 Financial risk management

A Credit risk

Credit risk is the risk that one party to a financial instrument will fail to discharge an obligation and cause a financial
loss. The carrying amount of the financial assets, other than those relating to reinsurance confracts, represents the

maximum credit exposure.

The maximum exposure to credit risk at the reporting date was:

2011 2010
Parent Parent
Group company Group company
RO RO RO RO
Premium and insurance receivables 765,844 - 739,136 -
Other receivables 75,066 - 84.870 -
840,910 - - 824,006 -

Ageing of the insurance receivables at the reporting date and movement of the provision of doubtful of debts during
the year is disclosed in note 15 to the financial statements.

Premium and insurance receivables

Premium and insurance receivable comprise a number of customers within Oman and local and foreign reinsurers.
The Group monitors these receivables on a regular basis. Most of the credit customers have been dealing with the
Group for over 5 vears and losses have occurred infrequently. The Group establishes an allowance for impairment
that represents its estimate of likely losses in respect of these receivable accounts. With respect to reinsurers, as per

Group’s policy of managing insurance risks, such contracts are placed only with internationally reputed well rated
reinsurers.

Other receivables

These are advance payments to parties for services 1o be availed over the short term and, accordingly, Management
does not consider there to be significant credit risk associated with them.

The maximum credit exposure to credit risk for receivables at the reporting date by geographic region was as below:

2011 2010
Parent Parent
Group company Group company
RO RO RO RO

Oman 802,640 - 718,321 -
Europe 17,277 ; 68,393 -
Middie East 20,993 - 37,292 -
840,910 - 824,006 -

The maximum credit exposure at the reporting date by type was as below:
Corporate clients 791,595 - 645,140 -
Individuals 10,384 - 60,255 -
Reinsurers 38,931 118.611 -
840,910 - 824,006 -

(a) A subsidiary company’s (Muscat Insurance Company SAOC), most significant customer, a reputed domestic
insured, accounts for RO 120,532 of the receivable carrying amount at 31 December 2011 (2010: RO 112,962).

{b) A subsidiary company’s (Muscat Life Assurance Company SAOC), most significant customer, a domestic bank,
accounts for RO 280,3710f the receivable carrying amount at 31 December 2011 (2010: RO 154,403).
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34 Financial and insurance risk management (continued)

34.2 Financial risk management (continued)

B 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.

The following are the contractual maturities of financial liabilities, including interest payments and excluding the

impact of netting investments:

31 December 2011
Carrying amount 6 month or less 6 to 12 months
Parent Parent Parent

Group company Group company Group company

RO RO RO RO RO RO
Reserve withheld from reinsurers 1,345,170 - 599,285 - 745,885 -
Due to reinsurer 742,626 - 742,626 - - -
Other Habilities and accruals 1,717,341 1,204,154 1,717,341 1,204,154 - -
Long term loan 433,947 433,947 - - 433,947 433,947
Bank overdrafts 284.610 284,610 284.610 284,610 - -
4,523,694 1,922,711 3,343,862 1,488,764  L179.832 433,947

31 December 2010
Carrying amount 6 month or less 6-12 month
Parent Parent Parent

Group company Group company Group company

RO RO RO RO RO RO
Reserve withheld from reinsurers 1,475,393 - 702,276 - 773,117 -
Due to reinsurer 682747 - 682,747 - - -
Other liabilities and accruals 1,610,998 1,232,653 1,610,998 1,232,653 - -
Long term loan 433,947 433,947 - - 433,947 433,947
Bank overdrafis 1,082,468 1,082 468 1.082.468  1.082.468 - -
5285553  2,749.068 4078489 2,315,121 1,207,064 433,947

38




6¢

TI0Z Jequueaa( [ e

se s Apinbry ueoTUSIS §1 219U} 5421]3q 10U S30p WaWFeURA ‘sIoansura) s,dno1n 2 Jo Funes Upato YS1Y 2y} YIlw J911050) ‘SIIULIGERL] [210) 01 SIISSE ) JO N[BA [8101 Y1 UIALD)

TS GCT STl Ll = TR[C96 ¢ = 00TLEL TITTOLS  I¥rschal
000 TLL 6V IE0T = - = 000001 000 TZL 67156 jusunsasul paonbury
- 786665y - TRLTO6E - 00T°LES - - Angew 0] piaYy SJUSUISIAU]
£L8°0LSY LEF'TO6°S - - - - ELROEST  LEFLOG'S SJUOUIISIAUL PAIONQ)
- E1+°T6S°S - - - - - ETH'T65°S sysodap yueg
od od od o 0y 0y o oy
Aupdwioo dnoiny Aueduioo dnoin Aueduwos dnoin Auedwos dnoin
e d juaied Juaied uRrIed
[R10], Ieak aAl] BAQ) S1834 3AY 0} SUQ Iea£ JUO UBY) 553
0107 Jequiaoa] [£
OPSGPL S IICOLG LT = OTLS6 T = 0T L8L OFS6FLs  T96TIzCel
000 TLL TITLGOT - - - 000°0ST 000°TLL TITLY6 Juaun)saaul pajonbun
- 99E F6S - 991°LS6'E - 00Z°L£9 - - Ajunjem 0) POV SJUITISIAU]
OFS‘8LEY 6rO‘8IF9 - - - - 0PS'8LE'Y  6HO'STPD §juRUSIAM pajong)
- 00L°098°S - - - - - 00L°998°S spsodap yueg
o4 od od o4 o od od oY
Aueduwmod dnoacy Anedmox dnoacy Anedwod dnoag Aueduwod dnoiny
yjmaJaed Juaae FLIERLN | Jjudzed
ey 83K AL JIAQ SIBIA JALf 01 U JBaA JUO GBI §S9]
TT0T JequIada( 1¢

ISMO[[0] §% 218 §)UaumsaAll s Auedwo)) ayp Jo apgod Aumyew ay],

(panupued) yswx Appmbry g

{panupuod) JUAWISEUR YSM [ePUenl 7§

(panuruod) JuAHSSEUBM HSLI 2IURINSUT pUE [ERUBUL]  bE

(ponunued) 1107 HHLINADAA 1§ AHANT IVIA THL HOA

WALVLS TYIDNVNLI A LVAITOSNOD ANV ANVJINOD INHHVd HHL OL SALON

SAVIAISANS SLI ANV D0OVS ANVANOD ONIATOH TYNOILVYN LVISHA



MUSCAT NATIONAL HOLDING COMPANY SAOG AND ITS SUBSIDIARIES

- SRR

NOTES TO THE PARENT COMPANY AND CONSOLIDATED FINANCIAL STATEMEN
FOR THE YEAR ENDED 31 DECEMBER 2011 (continued)

34 Financial and insurance risk management {continued)

34.2 Financial risk management (continued)

C  Market risk

Market risk is the risk that changes in market prices, such as foreign exchange rates, interest rates and equity prices
will affect the income or the value of holdings of financial instruments. These changes could be factors specific to
the individual security, or its issuer, or factors affecting all securities in the market. The objective of market risk
management is to manage and control market risk exposures within acceptable parameters, while optimising the

return on risk.

C (i) Currency Risk

Currency Risk is the risk that the value of a financial instrument will fluctuate due to changes in foreign exchange
rates. Significantly all of the foreign currency transactions of the company are either in US Dollars or in currencies
linked to US Dollars. The rate of exchange between the US Dollar and the Omani Rial has remained unchanged
since 1986. Management, therefore, does not consider any significant risk arises from transactions in foreign

currencies.

Exposure to foreign currency risk was as follows based on notional amounts:

Group (RO)
31 December 2011 31 December 2010
Other Other
UsSD currencies USD currencies
Held for trading investments 82,855 638,756 99,916 688,049
Parent company (RO)
Other Other
UsD currencies UsSD currencies
Held for trading investment 68,762 273,029 84,455 321,748

As the USD is pegged to the RO, the Management do not believe that there is exposure to material exchange risk.
C (ii) Interest rate risk

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

securities. The Group and Parent company limits interest rate risk by monitoring changes in interest rates.

At the reporting date, the maturity profile of interest bearing financial instruments was as follows:

Less than 6 months 6 to 12 months Total
Parent Parent Parent
Group company Group company Group company
RO RO RO RO RO RO
31 December 2011
RO fixed deposits 2,372,095 - 3,344,605 - 5,716,700 -
Fixed deposits with
Oman Housing Bank - - 150,000 - 150,000 -
31 December 2010
RO fixed deposits 2,427,953 - 3,014,460 - 5,442,413 -
Fixed deposits with Oman
Housing Bank - - 150,000 - 150.000 -
2427953 - 3,164,460 - 5.592.413 -
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34  Financial and insurance risk management (continued)

34.2 Financial risk management {continued)

C Market risk (continued)

C (iii) Equity price risk

The Group and Parent company are exposed to market risk with respect to investments. The Group and Parent
company limit exposure to market risk by continuous monitoring of the market and actively monitoring the key factors

that affect stock market movements.

92% of the Group’s equily investments at the reporting date are within the Sultanate of Oman (2010: 89.79%) and, in
case of Parent Company, 94.4% of the equity investments at the reporting date are within the Sultanate of Oman (2010
92.88%).

10% change in the market price of the Group’s equity investments would change the Group’s results by approximately
RO 824,000 (2010: RO 772,000).

C (iv) Fair value hierarchy

The table below analyses financial instruments carried at fair value, by valuation method. The different levels have
been defined as follows:

Level 1: quoted prices (unadjusted) in active markets for identical assets or liabilities

Level 2: inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either
directly (i.e., as prices) or indirectly (i.e., derived from prices)

Level 3: inputs for the asset or liability that are not based on observable market data (unobservable inputs).

2011 2010
Parent Parent
Group company Group company
RO RO RO RO
Level 1
Fair value through profit or loss 6,418,049 4,978,546 5,901,437 4,530,873
Held for trading 721,611 341,791 787,965 406,203
7,139,664 5,320,337 6,689,402 4.937.076
Level 2
Fair value through profit or loss 827,925 771,000 827,925 771,000
Available for sale investments 150,000 - 100,000 -
977,925 771,000 927,925 771,00
Level 3
Available for sale investments 119,287 - 103,572 -
D Capital management

What management considers as capital is set-out in the statement of changes in equity. Capital is managed so as to
maintain both adequate working capital as well as for the insurance subsidiaries to meet regulatory solvency margin
requirements as prescribed by the CMA and the Commercial Companies Law of 1974, as amended.

35 Comparative figures

Certain corresponding figures for the previous year 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.

Report of the Auditors - page 1.
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