Muscat Insurance Company SAOG

Notes to the unaudited condensed interim financial statements
for the nine month period ended 30 September 2018

1. General

Muscat Insurance Company SAOG (formerly known as Muscat National Holding Company
SAOG), (“the Company™) is registered as a public joint stock company in the Sultanate of Oman.
The Company was formerly operating as an investment company whereby its license was amended
by Capital Market Authority (CMA) to underwrite general insurance and life assurance business
from 17 August 2017, vide the CMA’s administration decision E/59/2017 dated 30 August 2017.

The Company has been restructured in the year ended 31 December 2017 through merger of its
two fully owned subsidiaries in order to comply with provisions of Insurance Companies Law of
1979, as amended, to bring the share capital of the Company to RO 10 million by August 2017.
Accordingly, the subsidiaries Muscat Insurance Company SAOC (“MIC”) and Muscat Life
Assurance Company SAOC (“MLAC”) were merged with the Company by transferring their
assets and liabilities, as well as the licenses to underwrite portfolio of general and life insurance
business.

2. Adoption of new and revised international financial reporting standards
(IFRS)

The adoption of new standards effective as of 1 January 2018 and amendments and interpretations
do not have an impact on the condensed interim financial statements of the Company, The
Company has not early adopted any other standard, interpretation or amendment that has been
issued but is not yet effective.

Detailed disclosures for the impact of the IFRS 9, IFRS 15 and IFRS 17 on the Company’s
financial statements were provided in note 3.1(b) of the Company’s Financial Statements for the
year ended 31 December 2017. No changes to those assessments have arisen in the current quarter.

IFRS 15 ‘Revenue Recognition’ is effective from 1 January 2018 and does not apply to insurance
and financial instrument income. The impact of IFRS 15 on the recognition of relevant revenue has
been evaluated with no significant changes identified.

IFRS 9 ‘Financial Instruments’ is effective from 1 J anuary 2018, management of the Company has
performed an assessment of the amendments and reached a conclusion that:

- Previously the Company has not adopted the IFRS 9 and
- Its activities are predominantly connected with insurance.

In view of above management has applied the temporary exemption in its reporting for the current
period ended 30 September 2018,
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Significant accounting policies
Basis of preparation

The unaudited condensed interim financial statements for the nine month period ended 30
September 2018 has been prepared in accordance with IAS 34, “Interim Financial Reporting® and
in compliance with the applicable requirements of the Commercial Companies Law of 1974, as
amended, and the Insurance Companies Law of 1979, as amended, of the Sultanate of Oman.

The unaudited condensed interim financial statements comprise the statements of comprehensive
income, financial position, changes in equity, cash flows of Muscat Insurance Company SAOG
and notes to the condensed interim financial statements.

The unaudited interim financial statements do not include all the information required for full
annual financial statements and therefore, should be read in conjunction with the annual financial
statements for the year ended 31 December 2017, which have been prepared in accordance with
International Financial Reporting Standards (IFRSs).

The unaudited condensed interim financial statements have been prepared on a going concern
basis and using the historical cost convention. The historical cost convention has been modified to
include the measurement of fair value of investments carried at fair value through profit or loss,
available-for-sale investments and investments held to maturity measured at amortized cost.

The same accounting policies, presentation and methods of computation have been followed in
these condensed interim financial statements as were applied in the preparation of the Company’s
financial statements for the year ended 31 December 2017, except for the impact of the adoption of
the Standards and Interpretations as disclosed in note 2.

The condensed interim statement of financial position is presented in ascending order of liquidity,
as this presentation is more appropriate to the Company’s operations.

The Company's statement of financial position is not presented using a current / non-current
classification. However, the following balances would generally be classified as current: cash and
cash equivalents, investments carried at fair value through profit or loss, premium and insurance
receivables, receivables and prepayments, dividend payable, trade and other payables and
provision for taxation. The following balances would generally be classified as non-current:
investment property, property and equipment, deferred tax asset — net, available for sale
investments and provision for employees' end of service benefits. The following balances are of
mixed nature (including both current and non-current portions): fixed deposits, investments held to
maturity, reinsurers” share in insurance funds, reinsurance payable and insurance funds.
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Critical estimates and judgments

The preparation of unaudited condensed interim financial statements requires management to
make judgments, estimates and assumptions that affect the application of accounting policies and
the reported amounts of assets and liabilities, income and expense. Actual results may differ from
these estimates.

In preparing these unaudited condensed interim financial statements, the significant judgments
made by management in applying the Company’s accounting policies and the key sources of
estimation uncertainty were the same as those that applied in the preparation of financial
statements of the Company for the year ended 31 December 2017,

Financial risk factors

The Company’s activities expose it to a variety of financial risks: Market risk (including currency
risk and interest rate risk), credit risk and liquidity risk. The condensed interim financial statements
do not include all financial risk management information and disclosures required in the annual
financial statements, and should be read in conjunction with the annual financial statements as at
and for the year ended 31 December 2017. There have been no changes in the risk management
policies since year end.

Fair values estimation

A number of the Company’s accounting policies and disclosures require the determination of fair
value, for both financial and non-financial assets and liabilities. 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. 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.

For investments traded in organized financial markets, fair value is determined by reference to
stock exchange quoted market prices at the close of business on the reporting date, adjusted for
transaction costs necessary to realize the asset. Fair value of unquoted investments is based on
valuation techniques used by the Company. The fair value of trade and other receivables is
estimated at the present value of future cash flow, discounted at the market rate of interest at the
reporting date. The fair values of the Company’s financial assets and liabilities are not materially
different from their carrying values as of the reporting date.
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Underwriting results

Gross written premium arising from
insurance contracts issued
Movement in unearned premium reserve

Insurance premium revenue earned

Premiums ceded to reinsurers on
insurance contracts issued

Movement in unearned premium
ceded to reinsurers

Insurance premium ceded to
reinsurers

Net premium earned

Gross claims settled
Reinsurance share of claims settled

Net claims settled
Movement in net outstanding claims

Net claims incurred

Commission income
Commission expense

Net commission income
Other underwriting income

Underwriting results

11

Three month  Threemonth  Nine month Nine month
period ended  period ended period ended period ended
30 September 30 September 30 September 30 September
2018 2017 2018 2017
Unaudited Unaudited Unaudited Unaudited
RO RO RO RO
3,557,759 4,112,385 15,567,665 15,305,475
1,094,757 118,885 (123,215) (2,543,523)
4,672,516 4,231,270 15,444,450 12,761,952
(1,524,004) (2,188,397) (9,027,416) (10,210,126)
(1,140,862) (528.,413) (610,909) 1,905,763
(2,664,866) (2,716,810) (9,638,325) (8,304,363)
2,007,650 1,514,460 5,806,125 4,457,589
(2,308,864) (1,769,770) (7,276,220) (5,799,852)
1,037,789 942,869 3,765,969 3,038,782
(1,271,075) (826,901) (3,510,251) (2,761,070)
(371,555) (271,413) (745,094) (392,919)
(1,642,630) (1,098,314) (4,255,345) (3,153,989)
235,447 249,044 1,031,386 1,170,123
(48,687) 67,125 (114,900) (49,492)
186,760 316,169 916,486 1,120,631
20,121 31,935 177,965 140,272
571,901 764,250 2,645,231 2,564,503
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Underwriting results (continued)

The general business underwriting results before reinsurance recoveries can be analyzed as

follows:
Underwriting results before
Net written premium  rejnsurance recoveries
For the nine month period For the nine month period
ended B ended
30 September 30 September 30 September 30 September
2018 2017 2018 2017
Unaudited Unaudited Unaudited Unaudited
RO RO RO RO
Motor 5,487,564 4,210,970 (1,918,106) (1,260,358)
Fire 9,209 5,718 (298,856) 125,773
Marine 16,007 14,602 134,054 30,471
Household and others 98,817 90,137 (2,313,389) (164,585)
5,611,597 4,321,427 (4,396,297) (1,268,699)

The life business underwriting results are analyzed as follows:

Net written premium

For the nine month period

Underwriting results before
reinsurance recoveries

For the nine month period

ended ended
30 September 30 September 30 September 30 September
2018 2017 2018 2017
Unaudited Unaudited Unaudited Unaudited
RO RO RO RO
Group life and group
credit life 122,561 58,396 (136,694) 73,530
Medical 806,091 715,526 58,974 (205,320)
928,652 773,922 77,720 (131,790)
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7  Underwriting results (continued)

The net claims ratios for general insurance business are as follows:

Motor

Fire

Marine

Household and others

Overall loss ratio

The net claims ratios for life business are as follows:

Group life
Group Medical

Overall loss ratio for life assurance business

13
For the nine For the nine
month period month period
ended ended
30 September 30 September
2018 2017
Unaudited Unaudited
% %
72 72
194 40
21 67
134 32
73 71
51 7
82 81
62 78
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9

Investment income / (loss)

Dividend income

Interest income on fixed deposits

Realised gain on held for trading
investments - net

Impairment loss on available for
sale investments

Unrealised gain / (loss) on
investments carried at
fair value through profit or loss — net

Interest income on bonds - net of
amortisation charge

Rental income

Other investment income

Deposits

Fixed deposits with banks
Fixed deposits with financial institutions

As at 30 September 2018 (30 September 2017
and financial institutions have maturit

placement.

As at 30 September 2018, transfer of deposit
September 2017 - RO 5,905,000 and 31 Dec

22).

14
For the three For the three For the nine For the nine
month period  month period month period  month period
ended ended ended ended
30 September 30 September 30 September 30 September
2018 2017 2018 2017
Unaudited Unaudited Unaudited Unaudited
RO RO RO RO

8,587 12,569 196,164 189,363
185,156 133,246 502,764 391,772
- - - 150,787
- - - (82,151)
98,493 (27,340) (255,319) (225,961)

25,272 32,833 74,912 102,571

13,350 23,631 57,185 70,893

1,000 1,955 4,000 3,448
331,858 176,894 579,706 600,722

30 September

30 September

31 December

2018 2017 2017
Unaudited Unaudited Audited
RO RO RO
9,000,000 8,500,000 9,500,000
6,850,000 5,200,000 7,000,000
15,850,000 13,700,000 16,500,000

g y
2 ot
3 6
WSS 45
st e W g 1.
00. m\:ﬂu Qmat:
Sul

and 31 December 2017), the deposits with banks
y period between six to thirty six months from the date of

8 in local currency amounting to RO 6,055,000 (30
ember 2017 - RO 6,055,000) is restricted (refer note
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Notes to the unaudited condensed interim financial statements
for the nine month period ended 30 September 2018 (continued)

10 Investments (continued)

16

Quoted investments are listed on Muscat Securities Market. Details of the Company’s investments
for which the Company’s holding exceeds 10% of the market value of its equity investment

portfolio, as at 30 September 2018 is as follows:

% of
investment Number of

portfolio securities Fair value Cost
MSM quoted security RO RO
At 30 September 2018 - unaudited
HSBC Bank Oman SAQG 53.20 20,663,885 2,417,675 3,155,988
At 30 September 2017 — unaudited
HSBC Bank Oman SAOG 54.42 20,663,885 2,503,356 2,995,046
At 31 December 2017 - audited
HSBC Bank Oman SAOG 55.11 20,663,885 2,644,977 3,155,988

Currently the percentage of HSBC Bank Oman SOAG investment in relation to overall
investments of the Company is 8.27% (30 September 2017 - 9.21% and 31 December 2017 -
9.22%) which exceeds the limit prescribed by Regulation for Investing Assets of Insurance
Companies (the “Regulation™) issued by the CMA. As per the Regulation, investments in shares of
any one company should not exceed 5% of the total investments of the insurer. The Company has

applied for exemptions from the CMA in respect of this investment.

As at 30 September 2018, transfer of investments carried at fair value through profit or loss
amounting to RO 3,262,560 (30 September 2017 - RO 434,253 and 31 December 2017 -

RO 463,203) is restricted (refer note 22).

b)  Available for sale investments - unquoted

Fair value Average cost
30 September 30 September 31 December 30 September 30 September 31 December
2018 2017 2017 2018 2017 2017
Unaudited Unaudited Audited Unaudited Unaudited Audited
RO RO RO RO RO RO
Services and
insurance 473,374 484,990 473,374 402,805 402,805 402,805

Management believes that fair values of unquoted investments classified as available-for-sale
approximate to its carrying values as of 30 September 2018, 30 September 2017 and 31 December

2017.
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Notes to the unaudited condensed interim financial
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10 Imvestments (continued)

¢) Investments held to maturity

statements

Amortised costs

30 September
2018
Unaudited
RO

Government development bonds 2,036,277

30 September
2017
Unaudited
RO

2,046,093

17

31 December
2017
Audited

RO

2,043,639

Fair value of held to maturity investments as of 30 September 2018 was RO 2.276 million (30
- RO 2.276 million). As at 30
September 2018; transfer of investments held to maturity amounting to RO 2,038,731 (30
September 2017 — RO 2,046,093 and 31 December 2017 - RO 2,043,639) is restricted (refer note

September 2017 — RO 2.276 million and 31 December 2017

22).

11  Premium and insurance receivables
30 September

30 September

31 December

2018 2017 2017
Unaudited Unaudited Audited
RO RO RO
Premium receivable 2,330,639 1,892,311 1,727,628
Premium receivable from related parties
[note 21 (c)) 470,987 459,120 409,419
Reinsurance balances recejvable 342,375 308,963 360,649
3,144,001 2,660,394 2,497,696
Less: provision for impairment (98,041) (93,303) (95,077)
3,045,960 2,567,091 2,402,619
12 Other receivables and prepayments
Advance for building project 467,558 747,526 747,526
Accrued interest 477,757 348,430 401,923
Other receivables 237,932 609,374 210,159
Prepayments 154,621 149,728 128,793
1,337,868 1,855,058 1,488,401
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14 Investment property
Capital
work-in-
Land Building progress Total
RO RO RO RO
Cost
At 1 January 2018 1,725,979 450,000 270,100 2,446,079
Additions - - 1,846,861 1,846,861
At 30 September 2018 — unaudited 1,725,979 450,000 2,116,961 4,292,940
Accumulated depreciation
At 1 January 2018 - 64,565 - 64,565
Charge for the period - 22,438 - 22,438
At 30 September 2018 — unaudited - 87,003 - 87,003
Net carrying value
At 30 September 2018 - unaudited 1,725,979 362,997 2,116,961 4,205,937
Cost
At 1 January 2017 and 30 September 2017
— unaudited 992,250 630,000 - 1,622,250
Accumulated depreciation
At 1 January 2017 - 48,674 - 48,674
Charge for the period - 31,414 - 31,414
At 30 September 2017 — unaudited - 80,088 - 80,088
Net carrying value
At 30 September 2017 - unaudited 992,250 549,912 - 1,542,162
At 31 December 2017 - Audited 1,725,979 385,435 270,100 2,381,514

The investment property comprises of land and buildings held by the Company pertaining to:

(a) Freehold land and building in Al Khuwair which is 50% occupied by the Company and 50%
is used for rental purposes. At 30 September 2018, the management believes that the fair
value of land and building approximates to RO 1.85 million based upon an independent
external valuation carried at 31 December 2017.

(8) Frechold land in Al Khuwair for which construction has been started during the year ended 31
December 2017; the building is being constructed with the intention to lease / sale and
partially to be utilised by the Company for own ys€. At 3@)September 2018, the management
believes that the fair value of land approxj “at.CWéQ} §-50 million based upon an

independent external valuation carried at 31 D ceml

(3
o0
o
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Notes to the unaudited condensed interim financial statements
for the nine months period ended 30 September 2018 (continued)

15 Insurance and reinsurance contracts
30 September 30 September 31 December

2018 2017 2017
Unaudited Unaudited Audited
RO RO RO
Gross

- Outstanding claims reported 15,877,420 11,951,970 12,161,017
- Claims incurred but not reported (IBNR) 1,592,000 1,283,000 1,388,000
- Unearned premium reserve (UPR) 11,206,633 12,546,546 11,083,418
Total gross insurance liabilities 28,676,053 25,781,516 24,632,435

Reinsurance share
- Outstanding claims reported 13,332,787 10,071,232 10,211,478
- Claims incurred but not reported (IBNR) 784,275 700,275 730,275
- Unearned premium reserve (UPR) 6,425,748 8,151,461 7,036,657

Total reinsurers’ share in insurance liabilities 20,542,810 18,922,968 17,978,410

Net
- Outstanding claims reported and loss

adjustment expenses 2,544,633 1,880,738 1,949,539
- Claims incurred but not reported (IBNR) 807,725 582,725 657,725
- Unearned premium reserve (UPR) 4,780,885 4,395,085 4,046,761
Total insurance liabilities - net 8,133,243 6,858,548 6,654,025

The Company uses 1/24" method in respect of general insurance business as a statistically
acceptable method for calculation of UPR and has been following local regulations for provision
for unearned premium reserve / unexpired risk reserve (UPR) at 45% of the net written premium
and shortfall in provision, if any, is provided for. For life business, an independent valuation is
carried for unearned premium reserves by an independent actuary at year end.

16  Other payable and accruals
30 September 30 September 31 December

2018 2017 2017

Unaudited Unaudited Audited

RO RO RO

Accruals 3,975,617 1,222,645 3,285,151
Other creditors 1,365,676 984,526 1,398,769
Due to related parties [note 21(g 58,975 73,140 94,924
Advance rent received - - 3,427
End of service benefits 256,097 202,714 210,234

5,656,365 2,483,025 4,992,505
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17 Reinsurance payable
30 September 30 September 31 December
2018 2017 2017
Unaudited Unaudited Audited
RO RO RO
Premium and loss reserve retained from
treaty reinsurers 4,384,123 4,250,234 4,985,980
Payable to reinsurers 456,673 3,078,197 486,892
4,840,796 7,328,431 5,472,872
18 Contingency reserve
At the beginning of the period / year 1,711,888 1,476,172 1,476,172
Transfer during the period / year 231,751 174,541 235,716
At the end of the period / year 1,943,639 1,650,713 1,711,888
In accordance with Article 10(bis) (2) (c) and 10(bis) (3) (b) of Regulations for Implementing
Insurance Companies Law (Ministerial Order 5/80), as amended, 10% of the net outstanding
claims in case of the general insurance business and 1% of the life assurance premium for the
period / year ended for life insurance business at the reporting date is transferred from retained
earnings to a contingency reserve. The Company may discontinue this transfer when the reserve
equals to the issued share capital. No dividend shall be declared in any period until the deficit in
the reserve is covered from the retained profits. The reserves shall not be used except by prior
approval of the Capital Market Authority (CMA).
19 Legal reserve and capital reserve

(a) Legal reserve

available for distribution.
(b) Capital reserve

The Capital reserve represents the excess over nominal value paid by the initial subscribers
towards public issue expenses incurred by the Company.
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for the nine months period ended 30 September 2018 (continued)

20  Share capital
30 September 30 September

23

31 December

2018 2017 2017

Unaudited Unaudited Audited

RO RO RO

Authorised - Ordinary shares of RO 1 each 30,000,000 30,000,000 30,000,000
Issued and fully paid - Ordinary shares

of RO 1 each 10,500,044 10,000,042 10,000,042

Major shareholders of the Company who own 10% or more of the Company’s shares capital are as

follows:
30 September 30 September 31 December
2018 2017 2017
Unaudited Unaudited Audited
RO RO RO
Dr. Omar Abdul Munijem Al Zawawi 3,187,590 3,035,800 3,035,800
The Annual General Meeting of shareholders held on 21 March 2018 (2017 - 27 March 2017)

approved a cash dividend at the rate of RO 0.050 (2017 - RO 0.100 per share)

RO 500,002 (2017 -RO 500,000) for the year ended 31 December 2017. Further, a stock dividend

at the rate of 5% (2017 — 100%) was approved equivalent to 500,002 shares of RO
equivalent to 5,000,000 shares of RO 1 each).

21 Related parties transactions and balances

1 each (2017:

Related parties represent associated companies, major shareholders, directors and key management

personnel of the Company, and entities controlled, jointly controlled or significantly
such parties. Terms of these transactions are approved by the Company’s Board.

The Company enters into transactions in the normal course of business with

influenced by

shareholders,

directors, key management personnel and entities in which certain shareholders and directors have
the ability to control or exercise significant influence in financial and operating decisions. These

transactions are entered on arm’s length basis.
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Notes to the unaudited condensed interim financial statements
for the nine months period ended 30 September 2018 (continued)

21 Related parties transactions and balances (continued)
a) Transactions with related parties

Transactions with related parties or holders of 10% or more of the Company’s shares or their
family members, included in the condensed interim statement of comprehensive income are as

follows:

30 September 30 September
2018 2017
Unaudited Unaudited
RO RO
Premiums written from related parties 2,518,974 2,334,281
Claims paid to related parties 237,257 533,745
Purchases of goods and services from related parties 12,527 38,000
Capital expenditure - 2,630

Investment income from related parties:
Dividend income 7,502 -
Bonus shares (number of shares) 75,015 -
Directors’ sitting fee paid 20,900 26,800
Sitting fee received 4,000 3,500

b) Compensation of key management personnel

The key management personnel compensation for the period comprises:

30 September 30 September

- 2018 2017

Unaudited Unaudited

RO RO

Short term employee benefits 273,427 204,172
End of service benefits 6,961 9,525

280,388 213,697
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Notes to the unaudited condensed interim financial statements
for the nine months period ended 30 September 2018 (continued)

21

22

23

Related parties transactions and balances (continued)

¢) Balances with related parties included in condensed interim statement of financial
position are as follows:
30 September 30 September 31 December

2018 2017 2017
Unaudited Unaudited Audited
RO RO RO

Premium receivable from related parties
(notell) 470,987 459,120 409,419
Investments 198,431 129,115 388,089
Payable to other related parties (note 16) 58,975 73,140 94,924

There is no provision or write offs during the period ended 30 September 2018 (30 September
2017 and 31 December 201 7) in respect of amounts due from related entities.

Restrictions on transfer of assets

(30 September 2017 - RO 8,358,346) and 31 December 2017 - RO 8,561,842). Under the terms of
the legislation, the Company can transfer these assets only with the prior approval of the Capital
Market Authority.

Segment reporting
The Company has two reportable business segments, as described below, which are the

Company’s strategic business units. The strategic business units offer different products and
services, and are managed separately because they require different marketing strategies. For each

General Life
insurance insurance Total
RO RO RO
At 30 September 2018 - unaudited
Gross premiums written 14,128,403 1,439,262 15,567,665

Profit for the period \A 719,326 173,112 892,438
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23  Segment reporting
General Life
insurance insurance Total
RO RO RO
At 30 September 2017 — unaudited
Gross premiums written 14,047,383 1,258,092 15,305,475
Profit for the period 767,869 141,196 909,065
The total assets for each segment are as follows:
Assets
At 30 September 2018 — unaudited 51,969,974 4,959,291 56,929,265
At 30 September 2017 — unaudited 42,154,688 10,272,680  52,427368
At 31 December 2017 — Audited 44,721,843 7,782,062 52,503,905
The total liabilities for each segment are as follows :
Liabilities
At 30 September 2018 - unaudited 37,149,305 2,196,036 39,345,341
At 30 September 2017 - unaudited 30,769,552 5,058,896  35,828.448
At 31 December 2017 - Audited 30,822,813 4,489,604 35312417

24  Fair value estimation

The table below analyses financial instruments carried at fa

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
liability, either directly (that is, as prices) or indirectly (that is, d

ir value, by valuation method. The

that are observable for the asset or
erived from prices).
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24 Fair value estimation (continued)

25

26

Level 3 - Inputs for the asset or liability that are not based on observable market data (that is,
unobservable inputs).
30 September 30 September 31 December

2018 2017 2017
Unaudited Unaudited Audited
RO RO RO
Level 1
Investments at fair value through profit or loss 4,003,383 4,047,252 4,258,703
Level 2
Investments at fair value through profit or loss 67,708 67,708 67,707
Level 3
Available for sale investment 473,374 484,990 473,374

There were no transfers between level 1, level 2 and level 3 of the fair value hierarchy of the
investment securities,

Corresponding figures

Certain corresponding figures for the previous presented for comparative purposes have been
classified in order to confirm with the presentation for the current period. However such
reclassifications do not impact previously reported net profit or equity of the Company.

Approval of the financial statements

The unaudited condensed interim financial statements were approved and authorized for issue by
the Board of Directors on 25 October 2018 and signed on thei _behalf by Chairman and Director.

¢




