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S.R.PANDEY & CO. 2nd Floor, House No. 2979/33

Nabil Galli, Maharajgunj Tel.: 977-1-4720983, 2104700
Chartered Accountants P. O. Box No. 2343 Fax: 977-1-4720983
Kathmandu, Nepal e-mail: info@srp.com.np

REPORT OF THE INDEPENDENT AUDITORS’
TO THE SHAREHOLDERS OF LUMBINI GENERAL INSURANCE COMPANY LIMITED

We have audited the accompanying financial statements of Lumbini General Insurance Company Limited which comprise
Statement of Financial Position as at Ashad 32, 2073 (July 16, 2018), and statement of profit or loss and Other Comprehensive
Income, Statement of Changes in Equity and Cash Flow Statement for the year then ended, and a Summary of significant
Accounting Policies and other explanatory notes.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial Statements in accordance with Nepal
Financial Reporting Standards along with allowed carve outs, and for such internal control as management determines is
necessary to enable the preparation of financial statement that are free from material misstatement, whether due to fraud or
error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our audit in
accordance with Nepal Standards on Auditing. Those Standards require that we comply with ethical requirements and plan
and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on our professional judgment, including the assessment of the risks of material
misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, we consider the
internal control relevant to the entity’s preparation and fair presentation of the financial statements in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
entity’s internal control. An audit also includes evaluating the appropriateness of the accounting policies used and the
reasonableness of accounting estimates made by the management, as well as evaluating the overall presentation of the
financial statements.

Opinion
In our opinion, the financial statement presents fairly, in all material respects, the financial position of Lumbini General
Insurance Company Limited, as at Ashad 32, 2075 (July 16, 2018), and its financial performance, cash flows, changes in equity

for the year then ended, and a summary of significant accounting policies and other explanatory information, in accordance
with Nepal Financial Reporting Standards.

Report on Other Legal and Regulatory Requirements
On the basis of our examination, we would like to further report that:

1. We have obtained all the information and explanations, which were considered necessary for the purpose of our audit.

ii.  The financial statements are in agreement with the books of account maintained by the Company.

iii. In our opinion, proper books of accounts as required by the law have been kept by the Company.

iv.  During our examination of the books of account of the Company, we have not come across the cases where the Board of

Directors or any member thereof or any representative or any office holder or any employee of the company has acted

contrary to the provisions of law or caused loss or damage to the company.

The details of the branches are adequate for the purpose of our audit, and

vi. We have not come across any frandulence in the accounts, so far as it appeared from our examination of the book.

vili. The company has provided for staff borius on the profit as per special purpose financial statement prepared for
regulatory requirements.

A

Place: Kathmandu
Date: June 14, 2019
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Lumbini General Insurance Company Ltd.

Statement of Financial Position
As at 32nd Ashadh 2075
Amount (NPR)

Particulars . Notes | 2074/75 | 2073/74 Restated 2072/73
Assets
Property, Plant and Equipment 51 124,379,960 120,827,144 121,527,529
Deferred Tax Assets 5.2 49,217,168 28,846,365 24,668,355
Financial Assets 5.3 1,801,750,674 1,195,289,455 898,296,998
Financial Assets measured at Amortized Cost 53.1 1,664,392,966 1,064,472,582 774,015,149
Financial Investments at FVTOCI 5.3.2 137,357,709 130,816,873 124,281,849
Financial Investments at FVPL - - - -
Deferred Expenses 5.4 17,832,250 15,339,478 8,973,363
Other Assets 55 117,273,075 84,809,965 64,149,528
Reinsurance Assets 5.6 520,685,803 326,818,674 341,381,285
Reinsurance Receivables 5.7 156,354,321 143,126,820 152,331,046
Income Tax Receivable 5.8 18,147,517 14,401,163 -
Cash and Cash Equivalent 5.9 196,831,152 122,035,359 150,888,580
Total Assets 3,002,471,920 2,051,494,422 1,762,216,682
Equity
Share Capital 5.10 880,000,000 390,000,000 330,000,000
Share Premium 30,842,451 - -
Insurance Fund 5.11 439,885,664 326,017,265 237,623,357
Catastrophe Reserve 39,769,059 27,776,911 18,686,434
Retained Earnings (17,313,322) 24,304,661 12,882,352
Other Reserves 5.12 47,121,087 35,364,930 32,020,866
Total Ordinary Shareholders’ Equity 1,420,304,940 803,463,767 631,213,009
Liabilities
Insurance Contract Liabilities 5.13 1,188,348,354 918,893,716 800,280,726
Employee Benefit Obligation 5.14 83,975,690 55,457,289 42,709,336
Deferred Revenue 5.15 63,422,564 43,145,816 33,336,566
Reinsurance Payables 5.16 187,557,836 137,295,843 174,449,333
Other Payables 5.17 58,283,490 92,658,944 54,916,289
Income Tax Payable 5.18 - - 23,932,376
QOther Provisions 5.19 579,047 579,047 1,379,047
Total Liabilities 1,582,166,981 1,248,030,655 | 1,131,003,673
Total Ordinary Shareholders’ Equity and Liabilities 3,002,471,920 2,051,494,422 1,762,216,682

The Notes to the Financial Statments as set out on 5.1 to 8.6 form an integral part of these Financial Statements.

As per our report of even date

Manohar Das Mool
Chairman

N.P. Pradhan
Chief Executive officer

Arun Raj Shrestha Bishwo Raj Regmi
Director Director

Ganesh Raj Regmi
Director

Nil Bahadur Barali
Chief Finance Officer

Dr. Anil Raj Bhattarai Kamal Bhattarai
Independent Director Director

CA Bhaskar Singh Lala, Partner
S.R. Pandey & Co.,
Chartered Accountants

Madhur Lal Sinnya
Director

Date: 2076/2/31 ( 14 June, 2019)
Place: Kathmandu.
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Lumbini General Insurance Company Ltd.

Statement of Profit or Loss
For the Year Ended 32" Ashadh 2075

Amount (NPR)

Particulars Notes 2074/75 2073/74
Gross Premium 6.1.1 1,262,457,626 | 1,129,293,176
Premium Ceded to Reinsurers 6.1.2 (508,259,749) (381,490,096)
Net Premium 754,197,877 747,803,080
Fees and Commission Income 6.2 120,966,468 76,065,129
Investment Income 6.3 163,195,087 72,627,929
Net Realised Gains and Losses 6.4 341,861 87,385
Other Operating Income 6.5 5,030,189 4,387,818
Total revenue 1,043,731,482 900,971,341
Gross Benefits and Claims Paid 6.6 (a (626,155,129) (516,617,062)
Claims Ceded to Reinsurers 6.6 (b 218,256,290 190,669,390
Net benefits and claims paid (407,898,839) (325,947,673)
Net Change in Insurance Contract Liabilities 6.7 (75,587,507) (133,175,602)
Other Operating and Administrative Expenses 6.8 (211,219,771) (159,423,382)
Other Expenses 6.9 (38,570,815) (29,436,536)
Provisions 6.10 (5,453,557) (1,829,066)
Total benefits, claims and other expenses (738,730,490) (649,812,259)
Profit before tax 305,000,992 251,159,081
Income Tax Expenses 6.11 (97,708,732) (75,166,666)
Profit for the year 207,292,260 175,992,415
Earnings per share

Basic EPS 24.46 45.13
Diluted EPS 24.46 45.13
Basic EPS (Restated) 24.46 21.00

The Notes to the Financial Statments as set out on 5.1 to 8.6 form an integral part of these Financial Statements.

As per our report of even date

N.P. Pradhan Arun Raj Shrestha Bishwo Raj Regmi Ganesh Raj Regmi Manohar Das Mool
Chief Executive officer Director Director Director Chairman

Nil Bahadur Barali
Chief Finance Officer

Dr. Anil Raj Bhattarai Kamal Bhattarai Madhur Lal Sinnya
Independent Director Director Director

CA Bhaskar Singh Lala, Partner
S.R. Pandey & Co.,
Chartered Accountants

Date: 2076/2/31 ( 14" June, 2019)
Place: Kathmandu.
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Lumbini General Insurance Company Ltd.

Statement of Total Comprehensive Income
For the Year Ended 32" Ashadh 2075

Amount (NPR)
Particulars 2074/75 2073/74

Profit for the Year 207,292,260 175,992,415

Other Comprehensive Income (OCl)

Net gain on revaluation of Financial Assets at fair value (4,571,502) 1,845,899
Actuarial Gains/(Losses) on Defined Benefit Plan (4,043,144) (2,679,845)
Income Tax relating to above items 2,584,394 250,184
Other Comprehensive Income for the year, net of Tax (6,030,252) (583,762)
Total Comprehensive Income for the year, net of Tax 201,262,008 175,408,653

The Notes to the Financial Statments as set out on 5.1 to 8.6 form an integral part of these Financial Statements.
As per our report of even date

N.P. Pradhan Arun Raj Shrestha Bishwo Raj Regmi Ganesh Raj Regmi Manohar Das Mool
Chief Executive officer Director Director Director Chairman
Nil Bahadur Barali Dr. Anil Raj Bhattarai Kamal Bhattarai Madhur Lal Sinnya CA Bhaskar Singh Lala, Partner
Chief Finance Officer Independent Director Director Director S.R. Pandey & Co.,
Chartered Accountants

Date: 2076/2/31 ( 14t June, 2019)
Place: Kathmandu.
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Lumbini General Insurance Company Ltd.

Amount (NPR)
Particulars 2074/75 2073/74
Cash Flow from Operating Activities
Cash Received
Net Premium Income 754,197,877 747,803,080
Fee and Commission Income 120,966,468 76,065,129
Investment Income 163,195,087 72,627,929
Net realized gains and losses 341,861 87,385
Other Operating Income 5,030,189 4,387,818
Cash Paid
Net Claim Paid (407,898,839) (325,947,673)
Other Operating and Administrative Expenses (211,219,771) (159,423,382)
Other Expenses (38,570,815) (29,436,536)
Income Tax (97,708,732) (75,166,666)
Adjustment
Deferred Reinsurance Commission Income 20,276,748 9,809,249
Deferred Expenses (2,492,773) (6,366,115)
Depreciation 11,764,875 10,928,358
Change in Insurance Contract Liabilities 269,454,637 118,612,991
(Increase)/Decrease of Current Assets
(Increase)/Decrease in Financial Assets (130,956,939) (144,963,379)
(Increase)/Decrease in Reinsurance Asset (193,867,130) 14,562,611
(Increase)/Decrease in Others Assets (32,463,110) (20,660,437)
Increase/(Decrease) of Current Liabilities
Increase/(Decrease) in Financial Liabilities 85,321,230 (49,137,913)
Increase/(Decrease) in Other Liabilities (34,375,454) 37,742,655
Net Cash Flow from Operating Activities (A) 280,995,409 281,525,104
Cash Flow from Investing Activities
(Increase)/Decrease in Fixed Assets (15,317,690) (10,227,973)
(Increase)/Decrease in Intangible Assets
(Increase)/Decrease in Investment in Fixed Deposit of Banks &Financial Institutions (599,920,383) (290,457,433)
(Increase)/Decrease in Investment in Others Deposit of Banks & Financial Instititions
(Increase)/Decrease in Investment in Equity Share (6,540,836) (6,535,024)
Net Cash Flow from Investing Activities (B) (621,778,910) (307,220,430)
Cash Flow on Financing Activities
Interest Expense
Dividend Paid (5,263,158) (3,157,895)
Increase/(Decrease) in Equity 420,842,451 -
Net Cash Flow from Financing Activities (C) 415,579,294 (3,157,895)
Change in Exchange rate in Cash and Bank Balances (D)
Net Increase/(Decrease) in Cash and Cash Equivalents (E) 74,795,793 (28,853,220)
Cash and Cash Equivalents at the beginning of the year 122,035,359 150,888,580
Cash and Cash Equivalents at the end of the year 196,831,152 122,035,359

The Notes to the Financial Statments as set out on 5.1 to 8.6 form an integral part of these Financial Statements.
As per our report of even date

16



th

ANNUAL REPORT 2074/075

a]ep uaAs Jo Jiods. uno Jod sy

‘SjuBWIBIE]S [BlouBUI 9S8yl JO Led jeibajul ue wiioj 9'g O] ['G U0 JNO 1S Se SjUsWRIS [BlouBUlH 8y] 0] SOION Y]

0v6'v0E'02y'T 650'69L'68 | - (686°22L'9) | 89T'LTC'6Y | 6TF'TV6T 6/v'v89'T | (CZE'ETE'LT) | €99'G88'6EY| - TS7'Z78°0€ | 000°000°088 G0z pu3 ypeysy 1y
- - - - - - - (000‘000'00T)| - - - 000'000'00T aIRyS snuog
(85T'€92'9) - - - - - - (8ST'€92'S) - - - - pUBPING YsE)
- - - - - - - - - - - Jeak ay) Buunp pred spuapinig
(Fr1'er0't) PYT'EV0'Y S)UaLLIBINSEaWRY [BLNIAY 0} JajSUelL
€08'0/£0Z (€08'02€'02) 91I3say ¥e) paLa}eq O} Jajsuell
- - - - - (205'T25'Y) - 205'T.GY - - - - 30asaY anfey\ Jie4 0} Jajsuel]
- 8y1'Z66'TT | - - - - - (8YT°266'TT) - - - - aNlasay aydoxsere) o) JajsuelL
- - - - - - - (86€'898'CTT)| 86£'898'ETT| - - - pun4 80URINSU| 0} Jajsuel]
- - - - - - - - - - - - wniwald aieys Jo Jsjsuell
167808 - - - - - - - - - TS7'Z78'08 | - wniwald aieys
000°000'06€ | - - - - - - - - - - 000'000'06€ eyded 818y Jo anss|
800292'10 | - - - - - - 800'292'T0Z | - - - - 8LWOOU| 3NSUBYIALI0) [eloL
191'€9'€08 | T16'9LL'1C | - (Gv8'6/9'C) | G9E'V8'8C | TE6'ETS'L 6/v'¥89'T | T99'W0Eve | G9Z'/10'92€| - - 000'000'06€ 7102 UBMBIYS (T I
191'€9¥'€08 | T16'92'1C | - (Gv8'6/9'C) | G9E'V8'8C | TEG'ETS'L 6/v'v89'T | T99'W0Eve | G9Z'/10'92€| - - 000'000'06€ 7,02 Pu3 ypesyy iy
- - - - - - - (000'000'09) | - - - 000'000'09 aleys snuog
(g68'25T¢) - - - - - - (G68'26T'€) - - - - PUBPING Yse)
- - - - - - - - - - - - Jeaf ay) Buunp pred spuspinig
- - - (58'629'2) - - G78'6.9'C - - - - SIUBWBINSEaWaY [eunIoY 0} Jajsuel]
- - - - 0T0'8.T'Y - - (0t0'8.T'Y) - - - - 3MAS3Y XB| PaUBJAQ 0} Jajsuell
- - - - - 668'G78'T - (668's78'T) - - - - 3M9S3Y dNfe Jie4 0} Jajsuel]
117'060'6 | - - - - - - - (L1+'060'6) - - - - anasay aydousered 0 Jajsueil
- - - - - - - (806'¢6£'88) | 806'€6£'88 | - - - pun4 8oUBINSU| 0} Jajsuel
- - - - - - - - - - - - _S_Qmu 9JeyS JO anss|
€59'807'S/T | - - - - - - €59'807'GLT | - - - - 3LWooU| 3nsUBLIdLLI0) [ejoL
600'€TZ'TE9 | vEV'989'8T | - - GGE'899'7C | 2€0'899'G 6.7'789'T | 7SE'788'CT | 1GE'€29'.€T| - - 000'000'0€€ €10 UBMEIYS T Je 80Uefeg palelsay
G68'/GT'E - - - - - - G68'/GT'€9 - (000°000°09) | - - €/-210 10 pusping 10} JuaLLisnipe pusping
- - - - 8G9'GT8'TC | - - (859'G18'T2) | - - - - 3MAS3Y XB| PaUAJAQ 0} Jajsuel]
- - - - - 2€0'899'S - (2€0'399') - - - - 3M9S3Y anfe Jie4 0} Jajsuel|
899'GT8'TZ - - - - - - 899'GT8'TC - - - - sjuawisnipy xe pauseq
(ovt'289) - - - - - - (ovt'189) - - - - sasuadx3 siysuag 9afojdw [euopippy
(G90'919'8T) 1 - - - - - - (G90'919'8T) | - - - - $asuadx3 YN feuonppy
(esT'0zL'vE) | - - - - - - (est'0CL'vE) | - - - - Juawisnipy aniasay sty paiicxaun
va:_”mw - - - - - - Nvm_.ﬁmw - - - - mw:ngm UOISSILLWOY sdueInsulsy 10 [elsleq
0251898 - - - - - 025'789'8 - - - - asuadx3 uoissilwio) Aouaby Jo [eliajaq
(99g'9ge'ee) | - - - - - - (99g'9ge'ce) | - - - - 3WOIU| UOISSILIWIOY BOUBINSURY JO [eXI3jaQ
2€0'899'S - - - - - - 2€0'899'G - - - - a1eyS AInb3 Ui JusLuiseAU| JO UoreN[eAsy Uo UfeS
siuawisnpy S¥4N
GT€'856'89 | VEV'989'8T | - - 169'298'C | - 6L7'789'T | 8¥E'TTT'8Z | LSE'€29'/€Z | 000'000°09 - 000'000'0€€ dvv9 [e00] Jad Se /(g uemelys T 1y
9NIISAY EIVEREN] Juswalnseawsy OAI9SBY Xe| 9NIBSAY EIVEREN] wm:_:_mw pun4 aleys snuog mEs_Ema _S_amu
Aunb3 [eyoL aydonserey Kioyejnfiay [BLNJOY pauajaq anfen Jie4 daueInsy| paurelay 30UBINSU| pasodoid aleys aIeyS panss| SIejnanJed

(4dN) wnowy

‘P11 Auedw o) adueInNsSU| [BIDUIS IUIqWNT]

GL0Z UPBUSY p,ZE POPUT JBSA 31 404
A1nb3 ul sabuey) Jo Juswalels

17



18

th
@ ANNUAL REPORT 2074/075

Lumbini General Insurance Company Ltd.

Significant Accounting Policy for the Year Ended 32nd Ashadh 2075

General Information

Lumbini General Insurance Co. Ltd (herein after referred to as the 'Company' or 'LGIC') was incorporated
on 2061/6/6 under Company Act, 2063 with the registration number 908/061/62 and operating as General
Insurance Company after obtaining license on 2062/03/31 under Insurance Act 2049. The registered
office of the Company is located at Gyaneshwor, Kathmandu, Nepal. The Insurance Company is listed
in Nepal Stock Exchange Limited (the sole stock exchange in Nepal) for public trading.

The financial statements for the year ended on 16 July 2018 (Ashadh 32, 2075) have been approved
by the Board of Directors on 31.02.2076. The management acknowledges the responsibility for the
preparation and fair presentation of these fiscal statements in accordance with NFRS.

The principal activities of the Company are described in Note 4. Information of the Company's structure
is also provided in Note 4. Information on other related party relationships of the Company is provided
in Note 7.5.

Basis of Preparation

The financial statements of the company have been prepared in accordance with Nepal Financial
Reporting Standards (NFRS), as issued by the Accounting Standards Board of Nepal.

The financial statements have been prepared on an historical cost basis, except for investment properties
and financial assets and derivative instruments that have been measured at fair value.

The financial statements provide comparative information in respect of the previous period. In addition,
the company presents an additional statement of financial position at the beginning of the earliest period
presented when there is a retrospective application of an accounting policy, a retrospective restatement,
or a reclassification of items in financial statements.

The company presents its statement of financial position broadly in order of liquidity. An analysis regarding
recovery or settlement within twelve months after the reporting date (no more than 12 months) and more
than 12 months after the reporting date (more than 12 months) is presented in the respective notes.

2.1 Statement of Compliance

The financial statements were prepared on an accrual basis of accounting in accordance with Nepal
Financial Reporting Standards (NFRS) along with the approved carve-outs issued by the Institute of
Chartered Accountants of Nepal on September 20, 2018 on NFRS requirement, which allowed alternative
treatments and the Company adopted following carve outs:

NAS 17: Lease

NAS 39:  Financial Instruments: Recognition and measurement,
- Impairment Accounting,
- Calculation of Interest Income as per effective Interest Rate
- Calculation of Interest Income on amortized cost

Historical cost convention was used for financial statement recognition and measurement except
otherwise required by NFRS. Where, other method(s), other than historical costs, such as fair value has
been applied, these have been disclosed in accordance with the applicable reporting framework.

The adoption of NFRS for preparation of financial statements was brought in effect from Fiscal Year
2074/75.
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2.2 Functional and Presentation Currency

The financial statements are presented in Nepalese Rupees (NPR) which is the Company's functional
currency. All financial information presented in NPR has been rounded to the nearest rupee except
where indicated otherwise.

2.3 Reporting period and approval of Financial Statements

The accounting policies set out below have been applied consistently to all periods presented in these
financial statements and in preparing the opening NFRS statement of financial position as 16th July,
2016, which is the opening date of the previous financial year for the purposes of the transition to NFRSs,
unless otherwise stated. To comply the NFRS provisions following dates have been considered, in terms
of first-time adoption.

Relevant Nepalese Calendar English Calendar
Financial Statement
Opening NFRS SOFP Date 1% Shrawan, 2073 16" July,2016
Comparative SOFP Date 31% Ashad, 2074 15" July, 2017
Comparative Reporting Period 1% Shrawan, 2073 - 31 Ashad, 2074 16" July, 2016 - 15" July, 2017
First NFRS SOFP Date 32" Ashad, 2075 16" July, 2018
First NFRS Reporting Period 15t Shrawan, 2074 - 32" Ashad, 2075 16" July, 2017 - 16" July, 2018

The Board of Directors is responsible for the preparation and presentation of Financial Statements of
the Company as per Nepal Financial Reporting Standards (NFRS). The approval of financial statements
along with notes to the financial statements have been adopted by the Board of Directors in its 189
meeting held on 31.02.2076.

2.4 Use of Estimates, Assumptions and Judgements

The Company, under NFRS, is required to apply accounting policies to most appropriately suit its
circumstances and operating environment. Further, the Company is required to make judgments in
respect of items where the choice of specific policy, accounting estimate or assumption to be followed
could materially affect the financial statements. This may later be determined that a different choice
could have been more appropriate.

The accounting policies have been included in the relevant notes for each item of the financial statements
and the effect and nature of the changes, if any, have been disclosed.

The NFRS requires the Company to make estimates and assumptions that will affect the assets,
liabilities, disclosure of contingent assets and liabilities, and profit or loss as reported in the financial
statements. The Company applies estimates in preparing and presenting the financial statements
and such estimates and underlying assumptions are reviewed periodically. The revision to accounting
estimates are recognized in the period in which the estimates are revised and are applied prospectively.

Disclosures of the accounting estimates have been included in the relevant sections of the notes wherever
the estimates have been applied along with the nature and effect of changes of accounting estimates, if any.

2.5 Going Concern

The financial statements are prepared on a going concern basis, as the Board of the Company is
satisfied that the Company has the resources to continue the business for the foreseeable future. In
making this assessment, the Board of Directors have considered a wide range of information relating
to present and future conditions, including future projections of profitability, cash flows and capital
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resources. Furthermore, Board is not aware of any material uncertainties that may cast significant doubt
upon Company's ability to continue as a going concern and they do not intend either to liquidate or to
cease operations of it.

2.6 Changes in Accounting Policies

Accounting policies are the specific principles, bases, conventions, rules and practices applied by the
Company in preparing and presenting financial statements. The Company is permitted to change an
accounting policy only if the change is required by a standard or interpretation; or results in the financial
statements providing reliable and more relevant information about the effects of transactions, other
events or conditions on the entity's financial position, financial performance, or cash flows. The Company
uses the same accounting policies in its opening NFRS statement of financial position and throughout
all periods presented in its first NFRS financial statements. Those accounting policies comply with each
NFRS effective at the end of its first NFRS reporting period.

2.7 New Standards in issue by IASB but yet to be adopted by ASB-Nepal

A number of new standards and amendments to the existing standards and interpretations have been
issued by International Acounting Standard Board (IASB) after the pronouncements of NFRS with varying
effective dates. Those become applicable when ASB Nepal incorporates them within NFRS.

Standards issued but not yet effective up to the date of issuance of the financial statements are set out
below. The Company will adopt these standards when they are adopted by ASB.

NFRS 9- Financial Instruments:

NFRS 9 states a logical principle base to classify financial assets and financial liabilities which is driven
by cash flow characteristics and the business model in which an assets or liability is held. Further this
standard recommends the assessment of impairment based on more timely recognition of incurred
losses as referred in NAS 39 and entities are required to account for incurred credit losses from the
initial recognition of financial instruments. Currently, Incurred Loss Model as specified in NAS 39 is used.
The requirement of IFRS 9 is Expected Credit Loss Model.

IFRS 9 became effective on 1 January 2018 and will have an effect on classification and measurement
of the Company's financial assets. NFRS 9, as issued reflects the first phase of work on replacement
NAS 39 and applies to classification and measurement of financial assets and liabilities. NRFS 9 has
been complied for the classification of Financial Instruments.

IFRS-15: Revenue from Contract with Customers:

The IASB issued a new standard for revenue recognition which overhauls the existing revenue recognition
standards. The standard requires the following five step model framework to be followed for revenue
recognition:

a) lIdentification of the contracts with the customer

b) Identification of the performance obligations in the contract
c) Determination of the transaction price
d) Allocation of the transaction price to the performance obligations in the contract (as identified in

step b)
e) Recognition of revenue when the entity satisfies a performance obligation.

The new standard would be effective for annual periods starting from 15t January 2018 and early
application is allowed. The management is assessing the potential impact on its financial statements
resulting from application of IFRS 15.
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IFRS-17: Insurance Contracts

IFRS 17 Insurance Contracts was issued by the IASB on 18 May 2017 and has a mandatory effective
date of annual periods beginning on or after 1t January 2022. It supersedes IFRS 4 Insurance Contract.
IFRS 17 with corresponding effective date has not been endorsed by Accounting Standard Board (ASB)
of Nepal yet. The management is still assessing the potential impact on its financial statements, if IFRS
17 is applied in future.

IFRS-16: Leases

IFRS 16 'Leases' is effective for annual periods beginning on or after 1t January, 2019. IFRS 16 is
the new accounting standard for leases and will replace IAS 17 'Leases’ and IFRIC 4 'Determining
whether an Arrangement contains a Lease'. The new standard removes the distinction between
operating or finance leases for lessee accounting, resulting in all leases being treated as finance
leases. All leases will be recognised on the statement of financial position with the optional exceptions
for short-term leases with a lease term of less than 12 months and leases of low-value assets (for
example mobile phones or laptops). A lessee is required to recognise a right-of-use asset representing
its right to use the underlying leased asset and a lease liability representing its obligation to make
lease payments. The main reason for this change is that this approach will result in a more comparable
representation of a lessee's assets and liabilities in relation to other companies and, together with
enhanced disclosures, will provide greater transparency of a lessee's financial leverage and capital
employed. The standard permits a lessee to choose either a full retrospective or a modified
retrospective transition approach.

2.8 Discounting

When the realization of assets and settlement of obligation is for more than one year, the Company
considers the discounting of such assets and liabilities where the impact is material. Various internal
and external factors have been considered for determining the discount rate to be applied to the cash
flows of company.

Discounting has been applied where assets and liabilities are non-current, and the impact of the
discounting is material.
2.9 Limitation of NFRS Implementation

Wherever the information is not adequately available, and/or it is impracticable to develop the, such
exception to NFRS implementation has been noted and disclosed in respective sections.

Summary of Significant Accounting Policies to Financial Statements
3.1 Property, Plant and Equipment

Basis of Recognition

Property, Plant and Equipment are recognized if it is probable that future economic benefits associated
with the asset will flow to the Company and cost of the asset can be measured reliably.

Basis of Measurement

Property, plant and equipment is initially recorded at cost. and subsequently measured at historical cost
less accumulated depreciation and accumulated impairment losses, with the exception of land which
is not depreciated. Historical cost includes expenditure that is directly attributable to the acquisition of
the items.
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Subsequent Costs

Subsequent costs are included in the asset's carrying amount or recognized as a separate asset, as
appropriate, only when it is probable that future economic benefits associated with the item will flow to
the Company and the cost of the item can be measured reliably. All other repairs and maintenance are
charged to profit or loss during the financial period in which they are incurred.

Repairs and maintenance

Repairs and maintenance are charged to the Statement of Profit or loss during the financial period
in which they are incurred. The cost of major renovations is included in the carrying amount of the
assets when it is probable that future economic benefits in excess of the most recently assessed
standard of performance of the existing assets will flow to the Company and the renovation replaces
an identifiable part of the asset. Major renovations are depreciated during the remaining useful life
of the related asset.

Depreciation

Depreciation is calculated using the written down value method to allocate the cost of each asset to
its residual value over its estimated useful life as follows:

Furniture, Fixtures and Fittings  25%

Computers 25%
Vehicles 20%
Office Equipment 25%
Building 5%

Depreciation methods, useful lives and residual values are reassessed at each reporting date and
adjusted if appropriate. The depreciation rates are determined separately for each significant part of
an item of Property, Plant & Equipment and commence to depreciate when it is available for use, i.e.,
when it is in the location and condition necessary for it to be capable of operating in the manner intended
by the management. Depreciation of an asset ceases at the earlier of the date that the asset is classified
as held for sale or the date that the asset is derecognized.

Carrying value

The assets' residual values and useful lives are reviewed, and adjusted if appropriate, at each
reporting date. An asset's carrying amount is written down immediately to its estimated recoverable
amount if the asset's carrying amount is greater than its estimated recoverable amount. The
residual values of assets that are not insignificant are reassessed annually. Depreciation on
revaluation of a class of assets is based on the remaining useful life of the assets at the time
of the revaluation.

De - recognition

An item of Property, Plant and Equipment is de-recognized upon disposal or when no future economic
benefits are expected from its use. Gains and losses on disposal of property and equipment are
determined by reference to their carrying amount and are included in profit or loss.

When replacement costs are recognised in the carrying amount of an item of Property, Plant and
Equipment, the remaining carrying amount of the replaced part is de - recognised. Major inspection
costs are capitalized. At each such capitalization the remaining carrying amount of the previous cost
of inspections is derecognised.
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Borrowing costs

Borrowing costs incurred for the constructions of any qualifying asset are capitalized during the period
of time that is required to complete and prepare the asset for its intended use. Other borrowing costs
are recognised in the profit or loss in the period in which they occur.

Capital Work in Progress

These are expenses of capital nature directly incurred in the construction of buildings, major plant and
machinery and system development which are to be capitalized. Capital Work in Progress would be
transferred to the relevant asset when it is available for use. Capital Work in Progress is stated at cost
less any accumulated impairment losses.

3.2 Intangible Assets

Basis of recognition and Measurement

An Intangible Asset is recognized if it is probable that future economic benefits that are attributable to the
asset will flow to the Company and the cost of the asset can be measured reliably.

Intangible assets acquired separately are measured on initial recognition at cost. Following initial
recognition, intangible assets are carried at cost less any accumulated amortization and any accumulated
impairment losses. Internally generated intangibles, excluding capitalized development costs, are not
capitalized and the related expenditure is reflected in statement of profit or loss in the year in which the
expenditure is incurred.

Subsequent Expenditure

Subsequent expenditure on intangible assets is capitalized only when it increases the future economic
benefits embodied in the specific asset to which it relates. All other expenditure is expensed as incurred.

Useful Economic Life and Amortization
The useful lives of intangible assets are assessed to be either finite or indefinite.

Amortisation is recognised in income statement on straight line method over the estimated useful
life of the intangible assets, from the date that it is available for use since this most closely reflects
the expected pattern of consumption of the future economic benefits embodied in the asset. The
amortisation period and the amortisation method for an intangible asset with a finite useful life are
reviewed at least at each financial year end. Changes in the expected useful life or the expected
pattern of consumption of future economic benefits embodied in the asset are considered to modify
the amortisation period or method, as appropriate, and are treated as changes in accounting
estimates. The amortisation expense on intangible assets with finite lives is recognised in the
statement of profit or loss (other operating and administrative expenses). Company does not have
any intangible assets with indefinite useful life.

De-recognition

An Intangible Asset is derecognised on disposal or when no future economic benefits are expected
from it. The gain or loss, measured as the difference between the net disposal proceeds and the carrying
amount of the asset, arising from the de-recognition of such Intangible Assets is included in the Statement
of Income Statement come when the item is derecognised.

Impairment of Non-financial assets

The Company assesses at each reporting date whether there is an indication that an asset may be
impaired. If any such indication exists, or when annual impairment testing for an asset is required, the
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Company estimates the asset's recoverable amount. An asset's recoverable amount is the higher of an
asset's or CGU's fair value less costs of disposal and its value in use. The recoverable amount is
determined for an individual asset, unless the asset does not generate cash inflows that are largely
independent of those from other assets or groups of assets. Where the carrying amount of an asset or
CGU exceeds its recoverable amount, the asset is considered impaired and is written down to its
recoverable amount.

In assessing 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
specific to the asset. In determining fair value less costs of disposal, recent market transactions are
taken into account. If no such transactions can be identified, an appropriate valuation model is used.
These calculations are corroborated by valuation multiples, quoted share prices for publicly traded
companies or other available fair value indicators.

Impairment losses are recognised in the statement of profit or loss.

For assets excluding goodwill, an assessment is made at each reporting date as to whether there is
any indication that previously recognised impairment losses may no longer exist or may have decreased.
If such indication exists, the Company makes an estimate of the asset's or CGU's recoverable amount.
A previously recognised impairment loss is reversed only if there has been a change in the estimates
used to determine the asset's recoverable amount since the last impairment loss was recognised. If that
is the case, the carrying amount of the asset is increased to its recoverable amount. That increased
amount cannot exceed the carrying amount that would have been determined, net of amortization, had
no impairment loss been recognised for the asset in prior years. Such reversal is recognised in the
statement of profit or loss.

3.3 Taxes

As per Nepal Accounting Standard- NAS 12 (Income Taxes) tax expense is the aggregate amount
included in determination of profit or loss for the period in respect of current and deferred taxation.
Income Tax expense is recognized in the Statement of Profit or Loss, except to the extent it relates to
items recognized directly in equity or Other Comprehensive Income in which case it is recognized in
equity or in Other Comprehensive Income. The Management periodically evaluates positions taken in
tax returns with respect to situations in which applicable tax regulation is subject to interpretation. It
establishes provisions where appropriate on the basis of amounts expected to be paid to tax authorities.

Current Income Tax

Current income tax assets and liabilities for the current period are measured at the amount expected
to be recovered from or paid to Inland Revenue Department in respect of the current year, using the
tax rates and tax laws enacted or substantively enacted on the reporting date and any adjustment to
tax payable in respect of prior years.

Current income tax relating to items recognised directly in equity or OCI is recognised in equity or OCI
and not in the Statement of Profit or Loss.

Management periodically evaluates positions taken in the tax returns with respect to situations in which
applicable tax regulations are subject to interpretation and establishes provisions, where appropriate.
Deferred tax

Deferred tax is provided using the liability method on temporary differences between the tax bases of
assets and liabilities and their carrying amounts for financial reporting purposes at the reporting date.
Deferred tax liabilities are recognised for all taxable temporary differences, except:
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o When the deferred tax liability arises from the initial recognition of goodwill or of an asset or liability
in a transaction that is not a business combination and, at the time of the transaction, affects neither
the accounting profit nor taxable profit or loss

o Inrespect of taxable temporary differences associated with investments in subsidiaries, associates
and interests in joint arrangements, when the timing of the reversal of the temporary differences
can be controlled and it is probable that the temporary differences will not reverse in the foreseeable
future

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

o Where the deferred tax asset relating to the deductible temporary difference arises from the initial
recognition of an asset or liability in a transaction that is not a business combination and, at the
time of the transaction, affects neither the accounting profit nor taxable profit or loss

o Inrespect of deductible temporary differences associated with investments in subsidiaries, associates
and interests in joint arrangements deferred tax assets are recognised only to the extent that it is
probable that the temporary differences will reverse in the foreseeable future and taxable profit will
be available against which the temporary differences can be utilized.

The carrying amount of deferred tax assets is reviewed at each reporting date and reduced to the extent
that it is no longer probable that sufficient taxable profit will be available to allow all or part of the deferred
tax asset to be utilized. Unrecognized deferred tax assets are reassessed at each reporting date and
are recognised to the extent that it has become probable that future taxable profit will allow the deferred
tax asset to be recovered.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply to the year
when the asset is realized or the liability is settled, based on tax rates (and tax laws) that have been
enacted or substantively enacted at the reporting date.

Deferred tax relating to items recognised outside profit or loss is recognised outside profit or loss.
Deferred tax items are recognised in correlation to the underlying transaction either in OCI or directly
in equity.

Deferred tax assets and deferred tax liabilities are offset, if a legally enforceable right exists to set off
current tax assets against current tax liabilities and the deferred taxes relate to the same taxable entity
and the same taxation authority.

Tax benefits acquired as part of a business combination, but not satisfying the criteria for separate
recognition at that date, are recognised subsequently if new information about facts and circumstances
change. The adjustment is either treated as a reduction in goodwill (as long as it does not exceed
goodwill) if it was incurred during the measurement period or recognised in profit or loss.
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3.4 Financial Instruments:

A financial instrument is any contract that gives rise to a financial asset of one entity and a financial
liability or equity instrument of another entity.

A.

Recognition

The Company initially recognizes a Financial Asset or a Financial Liability in its Statement of Financial
Position when, and only when, it becomes a party to the contractual provisions of the instrument. The
Company initially recognizes loans and advances, deposits on the date that they are originated which
is the date that the Company becomes party to the contractual provisions of the instruments. Investments
in equity instruments, bonds, debenture, are recognized on trade date at which the Company commits
to purchase/ acquire the Financial Assets. Regular way purchase and sale of Financial Assets are
recognized on trade date at which the Company commits to purchase or sell the asset.

B.

Classification
Financial Assets

The Company classifies the Financial Assets as subsequently measured at amortized cost or fair
value on the basis of the Company's business model for managing the Financial Assets and the
contractual cash flow characteristics of the Financial Assets.

The Financial Assets are classified under two classes which are detailed as under;
Financial assets measured at amortized cost

The Company classifies a Financial Asset measured at amortized cost if both of the following
conditions are met:

o The asset is held within a business model whose objective is to hold assets in order to collect
contractual cash flows and

o The contractual terms of the financial asset give rise on specified dates to cash flows that are
solely payments of principal and interest on the principal amount outstanding.

Financial asset measured at fair value

Financial assets other than those measured at amortized cost are measured at fair value. Financial
assets measured at fair value are further classified into two categories as below:

o Financial assets at fair value through profit or loss.

Financial assets are classified as Fair Value Through Profit or Loss (FVTPL) if they are held for
trading or are designated at fair value through profit or loss. Upon initial recognition, transaction
cost is directly attributable to the acquisition are recognized in profit or loss as incurred. Such
assets are subsequently measured at fair value and changes in fair value are recognized in
Statement of Profit or Loss.

o Financial assets at fair value through other comprehensive income

Investment in an equity instrument that is not held for trading and at the initial recognition, the
Company makes an irrevocable election that the subsequent changes in fair value of the
instrument is to be recognized in other comprehensive income are classified as Financial Assets
at Fair Value Though Other Comprehensive Income. Such assets are subsequently measured
at fair value and changes in fair value are recognized in other comprehensive income.

Financial Liabilities

The Company classifies its financial liabilities, other than financial guarantees and loan commitments,
as follows;
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o Financial Liabilities at Fair Value through Profit or Loss

Financial liabilities are classified as fair value through profit or loss if they are held for trading
or are designated at fair value through profit or loss. Upon initial recognition, transaction costs
are directly attributable to the acquisition are recognized in Statement of Profit or Loss as
incurred. Subsequent changes in fair value is recognized at profit or loss

o Financial Liabilities measured at amortized cost

All financial liabilities other than measured at fair value though profit or loss are classified as
subsequently measured at amortized cost using effective interest rate method.

C. Measurement
i Initial Measurement

A financial asset or financial liability is measured initially at fair value plus or minus, for an item not
at fair value through profit or loss, transaction costs that are directly attributable to its acquisition
or issue. Transaction cost in relation to financial assets and liabilities at fair value through profit or
loss are recognized in Statement of Profit or Loss.

ii. Subsequent Measurement

A financial asset or financial liability is subsequently measured either at fair value or at amortized
cost based on the classification of the financial asset or liability. Financial asset or liability classified
as measured at amortized cost is subsequently measured at amortized cost using effective interest
rate method.

The amortized cost of a financial asset or financial liability is the amount at which the financial asset
or financial liability is measured at initial recognition minus principal repayments, plus or minus the
cumulative amortization using the effective interest rate (EIR) method of any difference between
that initial amount and the maturity amount, and minus any reduction for impairment or un-collectability.
However, the Company has opted to apply carve-out and measure the financial assets and liabilities
at carrying amount.

Financial assets classified at fair value are subsequently measured at fair value. The subsequent
changes in fair value of financial assets at fair value through profit or loss are recognized in Statement
of Profit or Loss whereas of financial assets at fair value through other comprehensive income are
recognized in other comprehensive income.

D. Derecognition
Derecognition of Financial Assets

The Company derecognizes a financial asset when the contractual rights to the cash flows from the
financial asset expire, or it transfers the rights to receive the contractual cash flows in a transaction in
which substantially all the risks and rewards of ownership of the financial asset are transferred or in
which the Company neither transfers nor retains substantially all the risks and rewards of ownership and
it does not retain control of the financial asset.

On de-recognition of a financial asset, the difference between the carrying amount of the asset (or the
carrying amount allocated to the portion of the asset transferred) and the consideration received (including
any new asset obtained less any new liability assumed) shall be recognized in profit and loss account.

In transactions in which the Company neither retains nor transfers substantially all the risks and rewards
of ownership of a financial asset and it retains control over the asset, the Company continues to recognize
the asset to the extent of its continuing involvement, determined by the extent to which it is exposed to
changes in the value of the transferred asset.
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Derecognition of Financial Liabilities

A financial liability is derecognized when the obligation under the liability is discharged or canceled or
expired. Where an existing financial liability is replaced by another from the same lender on substantially
different terms, or the terms of an existing liability are substantially modified, such an exchange or
modification is treated as a derecognition of the original liability and the recognition of a new liability.
The difference between the carrying value of the original financial liability and the consideration paid
is recognized in Statement of Profit or Loss.

E. Offsetting of financial assets and financial liabilities

The company has not offset any of its financial assets with financial liabilities as at 16 July 2018. Financial
assets and financial liabilities are offset and the net amount are reported in the statement of financial
position only when there is a legally enforceable right to offset the recognised amounts and there is an
intention to settle on a net basis, or to realise the assets and settle the liability simultaneously.

F. Determination of Fair Value

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 on the measurement date. The fair value
of a liability reflects its non-performance risk

The fair values are determined according to the following hierarchy:

Level 1 fair value measurements are those derived from unadjusted quoted prices in active markets
for identical assets or liabilities.

Level 2 valuations are those with quoted prices for similar instruments in active markets or quoted prices
for identical or similar instruments in inactive markets and financial instruments valued using models
where all significant inputs are observable.

Level 3 portfolios are those where at least one input, which could have a significant effect on the
instrument's valuation, is not based on observable market data.

When available, the Company measures the fair value of an instrument using quoted prices in an active
market for that instrument. A market is regarded as active if quoted prices are readily and regularly
available and represent actual and regularly occurring market transactions on an arm's length basis.

The best evidence of the fair value of a financial instrument at initial recognition is the transaction price - i.e.
the fair value of the consideration given or received. However, in some cases, the fair value of a financial
instrument on initial recognition may be different to its transaction price. If such fair value is evidenced by
comparison with other observable current market transactions in the same instrument (without modification)
or based on a valuation technique whose variables include only data from observable markets, then the
difference is recognized in profit or loss on initial recognition of the instrument. In other cases, the difference
is not recognized in profit or loss immediately but is recognized over the life of the instrument on an appropriate
basis or when the instrument is redeemed, transferred or sold, or the fair value becomes observable.

All unguoted equity investments are recorded at book value per share.

G. Impairment

At each reporting date the Company assesses whether there is any indication that an asset may have
been impaired. If such indication exists, the recoverable amount is determined. A financial asset or a
group of financial assets is impaired and impairment losses are incurred if, and only if, there is objective
evidence of impairment as a result of one or more events occurring after the initial recognition of the
asset (a loss event), and that loss event (or events) has an impact on the estimated future cash flows
of the financial asset or group of financial assets that can be reliably estimated.
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The Company considers the following factors in assessing objective evidence of impairment:
o Whether the counterparty is in default of principal or interest payments.
o When a counterparty files for bankruptcy and this would avoid or delay discharge of its obligation.

o Where the Company initiates legal recourse of recovery in respect of a credit obligation of the
counterpart.

o Where the Company consents to a restructuring of the obligation, resulting in a diminished financial
obligation, demonstrated by a material forgiveness of debt or postponement of scheduled payments.

o Where there is observable data indicating that there is a measurable decrease in the estimated
future cash flows of a group of financial assets, although the decrease cannot yet be identified with
specific individual financial assets.

The Company considers evidence of impairment for loans and advances and held-to-maturity investment
securities at both a specific asset and collective level. All individually significant loans and advances
and held-to-maturity investment securities are assessed for specific impairment. Those found not to be
specifically impaired are then collectively assessed for any impairment that has been incurred but not
yet identified.

Loans and advances and held-to-maturity investment securities that are not individually significant are
collectively assessed for impairment by grouping together loans and advances and held-to-maturity
investment securities with similar risk characteristics. Impairment test is done on annual basis for trade
receivables and other financial assets based on the internal and external indication observed.

Impairment losses on assets measured at amortised cost

Financial assets carried at amortised cost (such as amounts due from Company, loans and advances
to customers as well as held-to-maturity investments is impaired, and impairment losses are recognized,
only if there is objective evidence as a result of one or more events that occurred after the initial recognition
of the asset. The amount of the loss is measured as the difference between the asset's carrying amount
and the deemed recoverable value of loan.

3.5 Deferred Expenses

Deferred expenses are those expense which are deferred for next Fiscal Year in proportion to the risk
assumed in each policy in relation to policy period. These expenses include agent commission expenses
and Reinsurance commission expense of the company.

3.6 Reinsurance Assets

Reinsurance assets are the assets which are created against insurance contract liabilities of the amount
which are recoverable from the Reinsurers. These assets are created for the Reinsurer's share of
Unexpired Risk Reserve and Outstanding Claims as per the reinsurance treaty entered by the company.

3.7 Cash and Cash Equivalents

Cash and cash equivalents in the Statement of Financial Position comprise cash at banks and on hand
and short-term deposits with a maturity of three months or less, which are subject to an insignificant risk
of changes in value.

3.8 Ordinary Share Capital:

The Company has issued ordinary shares that are classified as equity instruments. Shares are classified
as equity when there is no obligation to transfer cash or other assets. Equity is defined as residual
interest in total assets of the Company after deducting all its liabilities. Common shares are classified

29



30

th
@ ANNUAL REPORT 2074/075

as equity of the Company and distributions thereon are presented in statement of changes in equity.

Dividends on ordinary shares are recognized in equity in the period in which they are passed by AGM.

3.9 Insurance Fund

The Company has allocated insurance fund for the amount which is 50% of the net profit every year as
per Regulator's Directive on net profit derived as per Special Purpose Financial Statement.

3.10 Catastrophe Reserve

The Company has allocated insurance fund for the amount which is 10% of the distributable profit for
the year per Regulator's Directive on distributable profit derived as per Special Purpose Financial
Statement.

3.11 Fair Value Reserve

The Company has policy of creating fair value reserve equal to the amount of Fair Value Gain recognized
in statement of other comprehensive income as per regulator's directive.

3.12 Deferred Tax Reserve

The Company has policy of creating deferred tax reserve equal to the amount of the deferred tax assets
appearing in its' as per regulator's directive.

3.13 Insurance contract liabilities

Insurance contract liabilities include the outstanding claims provision, the provision for unearned premium
and the provision for premium deficiency. The outstanding claims provision is based on the estimated
ultimate cost of all claims incurred but not settled at the reporting date, whether reported or not, together
with related survey fees and expenses. Delays can be experienced in the notification and settlement
of certain types of claims. Therefore, the ultimate cost of these cannot be known with certainty at the
reporting date. The liability is calculated at the reporting date using a range of standard actuarial claim
projection techniques, based on empirical data and current assumptions that may include a margin for
adverse deviation. The liability is not discounted for the time value of money. No provision for equalization
or catastrophe reserves is recognised. The liabilities are derecognised when the obligation to pay a
claim expires, is discharged or is cancelled.

The provision for unearned premiums represents that portion of premiums received or receivable that
relates to risks that have not yet expired at the reporting date. The provision is recognised when contracts
are entered into and premiums are charged, and is brought to account as premium income over the
term of the contract in accordance with the pattern of insurance service provided under the contract.

3.14 Employees Benefits

A. Short Term Employee Benefits

Short term employee benefit obligations are measured on an undiscounted basis and are expensed
as the related service is provided.

A liability is recognized for the amount expected to be paid under short term cash bonus or profit sharing
plans, required by the Bonus Act, 2030, if the Company has present legal or constructive obligation to
pay this amount as a result of past service provided by the employee and the obligation can be estimated
reliably.

Short-term employee benefits include all the following items (if payable within 12 months after the end
of the reporting period):
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wages, salaries and social security contributions,
paid annual leave and paid sick leave,
profit-sharing and bonuses and

non-monetary benefits

Post-Employment Benefits
Post-employment benefit plan includes the followings:
Defined Contribution Plan

Defined contribution plan is a post-employment benefit plan under which the Company pays fixed
contributions into a separate entity and has no legal or constructive obligation to pay further amounts
if the fund does not hold sufficient assets to pay all employee benefits relating to employee services
in the current and prior periods, as defined in Nepal Accounting Standards - NAS 19 (Employee
Benefits).

The obligations for contributions payable by the employer to defined contribution plans are recognized
as personnel expenses in profit or loss in the periods during which related services are rendered.
Unpaid contributions are recorded as a liability under 'Other Liabilities'. The contributions to a
defined contribution plan that are due more than 12 months after the end of the reporting period
in which the employees render the service are discounted to their present value.

All employees of the Company are entitled to receive benefits under the provident fund, a defined
contribution plan, in which both the employee and the Company contribute monthly at a pre-determined
rate of 10% of the basic salary which are identified as contributions to 'Defined Contribution Plans'
as defined in Nepal Accounting Standards - NAS 19 (Employee Benefits). The Company does not
assume any future liability for provident fund benefits other than its annual contribution.

Defined Benefit plan

A defined benefit plan is a post-employment benefit plan other than a defined contribution plan.
Accordingly, staff gratuity and leave encashment has been considered as defined benefit plans
as per Nepal Accounting Standards - NAS 19 (Employee Benefits).

Gratuity

In compliance with Labor Act, 2017, provision is made in the account year of service, for gratuity
payable to employees who joined Company on a permanent basis. An actuarial valuation is carried
out every year to ascertain the full liability under gratuity.

LGIC's obligation in respect of defined benefit obligation is calculated by estimating the amount
of future benefit that employees have earned for their service in the current and prior periods and
discounting that benefit to determine its present value, then deducting the fair value of any plan
assets to determine the net amount to be shown in the Statement of Financial Position. The value
of a defined benefit asset is restricted to the present value of any economic benefits available in
the form of refunds from the plan or reduction on the future contributions to the plan. In order to
calculate the present value of economic benefits, consideration is given to any minimum funding
requirement that apply to any plan in Company. An economic benefit is available to Company if it
is realizable during the life of the plan, or on settlement of the plan liabilities.

The Company recognises gains and losses on the curtailment or settlement of a defined benefit
plan when the curtailment or settlement occurs. The gain or loss on curtailment or settlement
comprises any resulting change in the fair value of plan assets, any change in the present value
of the defined benefit obligation, any related actuarial gains and losses and any past service cost
that had not previously been recognised.
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Company determines the interest expense on the defined benefit liability by applying the discount
rate used to measure the defined benefit liability at the beginning of the annual period to the defined
benefit liability at the beginning of the annual period. The discount rate is the yield at the reporting
date on government bonds that have maturity dates approximating to the terms of Company's
obligations.

The increase in gratuity liabilities attributable to the services provided by employees during the
year ended 16th July, 2018 (current service cost) has been recognized in the Statement of Profit
or Loss under 'Personnel Expenses' together with the net interest expense. Company recognizes
the total actuarial gain and loss that arises in calculating Company's obligation in respect of gratuity
in other comprehensive income during the period in which it occurs.

The demographic assumptions underlying the valuation are retirement age (58 years), early
withdrawal from service and retirement on medical grounds.

b) Unutilized Accumulated Leave

LGIC's liability towards the accumulated leave which is expected to be utilized beyond one year
from the end of the reporting period is treated as other Long-term employee benefits. LGIC's net
obligation towards unutilized accumulated leave is calculated by discounting the amount of future
benefit that employees have earned in return for their service in the current and prior periods to
determine the present value of such benefits. The discount rate is the yield at the reporting date
on government bonds that have maturity dates approximating to the terms of Company's obligation.
The calculation is performed using the Projected Unit Credit method. Net change in liability for
unutilized accumulated leave including any actuarial gain and loss are recognized in the Statement
of Profit or Loss under 'Personnel Expenses' in the period in which they arise.

c) Termination Benefits

Termination benefits are recognised as an expense when the Company is demonstrably committed,
without realistic possibility of withdrawal, to a formal detailed plan to either terminate employment
before the normal retirement date, or to provide termination benefits as a result of an offer made to
encourage voluntary redundancy. Termination benefits for voluntary redundancies are recognised
as an expense if the Company has made an offer of voluntary redundancy, it is probable that the
offer will be accepted, and the number of acceptances can be estimated reliably. If benefits are
payable more than 12 months after the reporting date, then they are discounted to their present value.

3.15 Deferred Revenue

Deferred revenue includes Reinsurance Commission Income deferred for next Fiscal Year in proportion
to the risk assumed in each policy in relation to policy period.

3.16 Provisions:

Provisions are recognised when the Company have a present obligation (legal or constructive) as a
result of a past event, and it is probable that an outflow of resources embodying economic benefits will
be required to settle the obligation and a reliable estimate can be made of the amount of the obligation.
Where the Company expects some or all of a provision to be reimbursed, the reimbursement is recognised
as a separate asset, but only when the reimbursement is virtually certain. The expense relating to a
provision is presented in the statement of profit or loss net of any reimbursement. If the effect of the time
value of money is material, provisions are discounted using a current pre-tax rate that reflects, where
appropriate, the risks specific to the liability. Where discounting is used, the increase in the provision
due to the passage of time is recognised as a finance cost.

In the case of onerous contracts, a provision is recognised in which the unavoidable costs of meeting
the obligations under the contract exceed the economic benefits expected to be received under it. The
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unavoidable costs reflect the least net cost of exiting the contract, which is the lower of the cost of
fulfilling it and any compensation or penalties arising from failure to fulfil it.

A disclosure for contingent liability is made when there is a possible obligation or a present obligation
that may but probably will not require an outflow of resources. When there is a possible obligation or a
present obligation in respect of which the likelihood of outflow of resources is remote, no provision or
disclosure is made.

Provisions are reviewed at each reporting date and adjusted to reflect the current best estimate. If it is
no longer probable that an outflow of resources would be required to settle the obligation, the provision
is reversed. Contingent assets are not recognized in the financial statements. However, contingent
assets are assessed continually and if it is virtually certain that an inflow of economic benefits will arise,
the asset and related income are recognized in the period in which the change occurs.

3.17 Leases

The determination of whether an arrangement is a lease, or contains a lease, is based on the substance
of the arrangement at the inception date and requires an assessment of whether the fulfilment of the
arrangement is dependent on the use of a specific asset (or assets) and the arrangement conveys a
right to use the asset (or assets), even if that asset is (or those assets are) not explicitly specified in an
arrangement.

A lease is classified at the inception date as a finance lease or an operating lease, which are explained
as under:

3.17.1 Finance Lease

Agreements which transfer to counterparties substantially all the risks and rewards incidental to the
ownership of assets, but not necessarily legal title, are classified as finance lease. When Company is
the lessor under finance lease, the amounts due under the leases, after deduction of unearned interest
income, are included in 'Loans to & receivables from other customers', as appropriate. Interest income
receivable is recognized in 'Net interest income' over the periods of the leases so as to give a constant
rate of return on the net investment in the leases.

When Company is a lessee under finance leases, the leased assets are capitalized and included in
'Property, plant and equipment' and the corresponding liability to the lessor is included in 'Other liabilities'.
A finance lease and its corresponding liability are recognized initially at the fair value of the asset or if
lower, the present value of the minimum lease payments. Finance charges payable are recognized in
'Interest expenses' over the period of the lease based on the interest rate implicit in the lease so as to
give a constant rate of interest on the remaining balance of the liability.

The company does not have any finance lease arrangements in its books for the FY 2074-75.

3.17.2 Operating Lease

All other leases are classified as operating leases. Leases that do not transfer substantially all of the
risks and rewards of ownership of an asset to the Company are classified as operating leases. Operating
lease payments are recognised as an expense in the statement of profit or loss on a straight-line basis
over the lease term.

When acting as lessor, Company includes the assets subject to operating leases in 'Property, plant and
equipment' and accounts for them accordingly. Impairment losses are recognized to the extent that
residual values are not fully recoverable and the carrying value of the assets is thereby impaired. When
Company is the lessee, leased assets are not recognized on the Statement of Financial Position.

The lease payments under an operating lease shall be recognized as an expense on a straight-line
basis over the lease term unless either:
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(a) Another systematic basis is more representative of the time pattern of the user's benefit even if the
payments to the lessors are not on that basis;

OR

(b) The payments to the lessor are structured to increase in line with expected general inflation to
compensate for the lessor's expected inflationary cost increases. If payments to the lessor vary
because of factors other than general inflation, then this condition is not met.

The Company has opted to apply Carve-outs and has recognised the rentals payable and receivable
under operating leases to be accounted on accrual basis based on agreement and are included in
'‘Other operating and administrative expenses'.

3.18 Segment Reporting

Under NFRS 8 'Operating Segments', the Company needs to determine and present operating segments
based on different types of insurance contracts issued by the company.

Based on the operating segments identified, the Company has classified and disclosed segmental
information separately. The businesses are segmented into Fire Insurance, Marine Insurance, Engineering
Insurance, Cattle and crop Insurance and Miscellaneous Insurance. There are no reportable geographical
segments, since all business is operating in Nepal. The allocation and apportionment of revenue,
expenses, assets and liabilities to specific segments is done in the following manner, which is applied
on a consistent basis.

Revenue, expenses, assets and liabilities that are directly identifiable to the segment are allocated on
actual basis;

Other revenue, expenses (including depreciation and amortization), assets and liabilities that are not
directly identifiable to a segment are apportioned based of weightage as prescribed by the Beema
Samiti.

3.19 Foreign Currency Translation

The Company's financial statements are presented in Nepalese Rupee (NPR) which is also the company's
functional currency.

Transactions in foreign currencies are initially recorded by the Company's entities at their functional
currency spot rate prevailing at the date the transaction first qualifies for recognition. Monetary assets
and liabilities denominated in foreign currencies are translated at the functional currency spot rate of
exchange at the reporting date.

All differences arising on settlement or translation of monetary items are taken to the statement of profit
or loss with the exception of differences on foreign monetary items that form part of a net investment
in a foreign operation. These are recognised in OCI until the disposal of the net investment, at which
time they are reclassified to profit or loss. Tax charges and credits attributable to exchange differences
on these monetary items are also recorded in OCI.

Non-monetary items that are measured in terms of historical cost in a foreign currency are translated
using the exchange rate as at the date of the initial transaction and are not subsequently restated. Non-
monetary items measured at fair value in a foreign currency are translated using the exchange rates
at the date when the fair value is determined. The gain or loss arising on translation of non-monetary
items measured at fair value is treated in line with the recognition of a gain or loss on change in fair
value of the item (i.e., translation differences on items whose fair value gain or loss is recognised in OCI
or profit or loss are also recognised in OCI or profit or loss, respectively).
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3.20 Revenue Recognition:

3.20.1 Gross Premium:

Gross written premiums comprise the total premiums received/receivable for the whole period of cover
provided by contracts entered into during the accounting period. Gross premium is recognized on the
date on which the policy is effective. Premiums include any adjustments arising in the reporting period
for premiums receivable in respect of business written in prior accounting periods. Rebates that form
part of the premium rate, such as no-claim rebates, are deducted from the gross written premium; others
are recognised as an expense.

Unearned Premiums Reserve:

Unearned premiums represent the proportion of the premiums written in periods up to the accounting
date that relates to the unexpired terms of policies in force at the reporting date. Unearned premiums
are calculated on a daily pro rata basis. The proportion attributable to subsequent periods is deferred
as a provision for unearned premiums.

3.20.2 Refund premium

Premium refunded during the review period are deducted (set off) from the gross premium received.

3.20.3 Reinsurance Premium:

Reinsurance premiums written comprise the total premiums payable for the whole cover provided by
contracts entered into the period and are recognized on the date on which the policy incepts. Premiums
include any adjustments arising in the accounting period in respect of reinsurance contracts incepting
in prior accounting periods.

Unearned reinsurance premiums are those proportions of premiums written in a year that relate to
periods of risk after the reporting date. Unearned reinsurance premiums are deferred over the term of
the underlying direct insurance policies for risks- attaching contracts and over the term of the reinsurance
contract for losses occurring contracts.

Reinsurance premiums and claims on the face of the statement of profit or loss have been presented
as negative items within premiums and net benefits and claims, respectively, because this is consistent
with how the business is managed.

3.20.4 Provisions for unpaid claims and adjustment expenses:

Individual loss estimates are provided on each claim reported. In addition, provisions are made for
adjustment expenses, changes in reported claims. The estimates are regularly reviewed and updated,
and any resulting adjustments are included in current income. Claim liabilities are carried on a undiscounted
basis.

3.20.5 Reinsurer's share of unearned premium:

The reinsurer's share of unearned premiums are recognized as an assets using principles consistent
with the company's method for determining the unearned premium liability.

3.20.6 Reinsurer's share of provisions for unpaid claims and adjustment expenses:

The company enters into reinsurance contracts in the normal course of business in order to limit potential
losses arising from certain exposures. Reinsurance premiums are accounted for in the same period as
the related premiums for the direct insurance business being reinsured. Reinsurance liabilities, comprised
of premiums payable for the purchase of reinsurance contracts, are included in accounts payable and
accrued liabilities and are recognized as an expense when due.
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Expected reinsurance recoveries on unpaid claims and adjustment expenses are recognized as assets
at the same time and using principles consistent with the company's methods for establishing the related
liability.

3.20.7 Fees and commission income

Insurance and investment contract policyholders are charged for policy administration services, investment
management services, surrenders and other contract fees. These fees are recognised as revenue over
the period in which the related services are performed. If the fees are for services provided in future
periods, then they are deferred and recognised over those future periods.

3.20.8 Investment Income:

Interest income is recognised in the statement of profit or loss as it accrues. Investment income also
includes dividends when the right to receive payment is established.

Realized gains and losses

Realized gains and losses recorded in the statement of profit or loss include gains and losses on financial
assets and properties. Gains and losses on the sale of investments are calculated as the difference
between net sales proceeds and the original or amortised cost and are recorded on occurrence of the
sale transaction.

3.21 Benefits, claims and expenses recognition:

General insurance and health claims include all claims occurring during the year, whether reported or
not, related internal and external claims handling costs that are directly related to the processing and
settlement of claims, a reduction for the value of salvage and other recoveries, and any adjustments
to claims outstanding from previous years.

3.22 Finance Costs:

Interest paid is recognised in the statement of profit or loss as it accrues and is calculated by using the
EIR method. Accrued interest is included within the carrying value of the interest bearing financial liability.

3.23 Earnings per share including diluted earnings

The Company presents basic and diluted earnings per share (EPS) data for its ordinary shares. The
basic EPS is calculated by dividing the profit or loss attributable to ordinary shareholders of the Company
by the weighted average number of ordinary shares outstanding during the period. Diluted EPS is
determined by adjusting the profit or loss attributable to ordinary shareholders and the weighted average
number of ordinary shares outstanding for the effects of all dilutive potential ordinary shares.

3.24 First Time Adoption of NFRS

These financial statements, for the year ended 15th July, 2018, are the first the Company has prepared
in accordance with IFRS. For periods up to and including the year ended 16th July, 2017, the Company
prepared its financial statements in accordance with local generally accepted accounting practice (Local
GAAP).

The accounting policies set out in Note 3 have been applied in preparing the Financial Statements for
the year ended 15th July 2018, the comparative information presented for the year ended 16th July
2017and in the preparation of an opening NFRS based Statement of Financial Position at 16th July 2016
(the date of transition).
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Company's Structure and Products

4.1 Shareholding Structure of the Company

2074175 2073/74 2072/73
Share holder ,.\,0. of % NO' of % ,_\,0. of %
Equity Share Equity Share Equity Share

Promoter Nepali 1,584,000 | 18 702,000 18 595,613 | 18
Group Organized

Institutions

Nepali Citizen 2,904,000 | 33 1,287,000 33 1,087,387 | 33

Foreigner - - -

Total 4,488,000 | 51 1,989,000 51 1,683,000 & 51
General Public Group 4,312,000 49 1,617,000 49 1,617,000 49
Others - - - - - -
Total 8,800,000 |100 3,300,000 | 100 3,300,000 | 100

4.2 Details of Shareholders holding 1% or more of Total Shares of the Company

Particulars 2074/75 2073/74 2072/73
% Amount % Amount % Amount
Lumbini Bikas Bank Ltd. 9.84 86,571,400 |10.02 39,077,784 |10.06 | 33,205,800
Mr. Manohar Das Mool 9.82 86,407,400 | 9.82 38,294,083 |12.74 | 42,055,700
Nepal Himalayan Trade Company Pvt. Ltd. 6.39 56,207,100 | 6.39 24,909,892 | 6.37 21,037,400
Mr. Shankar Ghimire 3.76 33,122,300 | 3.77 14,720,070 | 3.77 12,455,400
Mr. Suraj Vaidya 3.69 32,476,800 | 3.77 14,693,128 | 3.77 12,432,600
Mr. Chintamani Bhattarai 3.20 28,160,300 | 3.20 12,480,075 | 3.20 10,560,000
Mr. Arun Raj Shrestha 2.37 20,838,100 | 2.37 9,235,057 | 2.66 8,771,200
Mr. Birendra Bajracharya 2.32 20,449,900 2.32 9,063,032 | 2.62 8,643,700
Mrs. Rina Sigh Rana 2.04 17,908,800 | 2.04 7,936,945 | 2.04 6,715,800
Mr. Prem Bahadur Shrestha 1.62 14,235,500 1.63 6,358,873 | 1.63 5,380,500
Mr. Gopal Hamal 1.46 12,884,000 | 1.48 5,754,273 | 1.48 4,869,000
Central Finance Co. Ltd. 1.27 11,219,700 | 1.27 4,972,382 | 1.36 4,483,800
Mr. Lokraj Pant 1.27 11,219,700 | 1.27 4,972,382 | 1.36 4,483,800
Mr. Ramkaji Gurung Kone 1.24 10,901,600 | 1.05 4,107,334 | 1.60 5,280,000
Sunrise Bank Ltd. 1.09 9,565,600 | 1.08 4,199,134 | 1.09 3,587,100
Kumari Bank Ltd. 1.02 8,976,100 | 1.09 4,239,300 | 1.09 3,587,100
Mr. Bhavadhauj Dhunagana 1.01 8,911,000 | 1.02 3,968,449 | 1.02 3,357,900
Mr. Swaroop Gurung Kone 0.92 8,065,200 | 1.10 4,298,425 | 1.60 5,280,000
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4.3 Product Classification

Insurance contracts are those contracts that transfer significant insurance risk. Such contracts may
also transfer financial risk. As a general guideline, the Company defines as significant insurance
risk, the possibility of having to pay benefits on the occurrence of an insured event.

General insurance business means insurance business of any class or classes not being long term
insurance business.

LGIC has following portfolios under which it operates its' business:

Fire Portfolio - Fire insurance business means the business of affecting and carrying out contracts
of insurance, otherwise than incidental to some other class of insurance business against loss or
damage to property due to fire, explosion, storm and other occurrences customarily included
among the risks insured against in the fire insurance business.

Marine Portfolio - Marine insurance business means the business of affecting and carrying out
contracts of insurance against loss of consignment of goods during transit.

Motor Portfolio - Motor insurance business means the business of affecting and carrying out
contracts of insurance against loss of, or damage to, or arising out of or in connection with the use
of, motor vehicles, inclusive of third party risks but exclusive of transit risks.

Engineering Portfolio - Engineering insurance business means the insurance that provides
economic safeguard to the risks faced by the ongoing construction project, installation project, and
machines and equipment in project operation.

Product Categories: Depending on the project, it can be divided into construction project all risks
insurance and installation project all risks insurance; depending on the attribute of the object, it
can be divided into project all risks insurance, and machinery breakdown insurance.

Agriculture & Micro Portfolio - Agriculture and Micro Insurance protects against loss of or damage
to crops or livestock. It has great potential to provide value to low-income farmers and their
communities, both by protecting farmers when shocks occur and by encouraging greater investment
in crops.

Miscellaneous Portfolio - All the insurance business which doesn't fall in above categories fall
under miscellaneous insurance business. Group Personal Accidents, Medical Insurances, Professional
indemnity insurance etc. fall under this category of business.
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Lumbini General Insurance Company Ltd.

Property, Plant and Equipments

Notes to the Financial Statements
As at 32" Ashadh 2075

51

Amount (NPR)

Freehold Building "Furniture Office Computer and Vehicles Leasehold Total

land and Fixture" | Equipments | [T Equipments Properties
Cost:
At 1% Shrawan, 2072 38,679,414 | 62,435,295 | 15,853,143 | 16,107,868 | 7,455,532 | 21,145,499 531,094 162,207,846
Additions - - 453,245 542,043 883,000 & 7,886,867 - 9,765,156
Disposals - - - - - (540,409) - (540,409)
At 315 Ashadh, 2073 38,679,414 | 62,435,295 | 16,306,388 | 16,649,911 | 8,338,532 | 28,491,957 531,094 (171,432,592
Additions - - 597,067 560,461 | 1,428,757 | 9,481,100 12,067,385
Disposals - - (87,023))  (191,754)| (161,033)| (1,571,321) (2,011,131)
At 315t Ashadh, 2074 38,679,414 | 62,435,295 | 16,816,432 | 17,018,618 | 9,606,256 | 36,401,736 531,094 (181,488,846
Additions - - 1,513,596 | 2,073,601 | 1,911,062 | 10,781,000 - | 16,279,259
Disposals - - - - - | (1,160,270) - | (1,160,270)
At 315t Ashadh, 2075 38,679,414 | 62,435,295 | 18,330,028 | 19,092,219 | 11,517,318 | 46,022,466 531,094 (196,607,835
Accumulated Depreciation
At 1% Shrawan, 2072 - | 8,372,231 | 8,904,922 | 8,903,887 & 4,374,889 | 9,171,107 531,094 | 40,258,131
Depreciation - | 2,703,153 | 1,764,411 | 1,847,138 833,034 | 2,570,691 9,718,427
Disposals - - - - - (71,464) - (71,464)
At 31% Ashadh, 2073 - 11,075,384 | 10,669,334 | 10,751,025 | 5,207,923 | 11,670,334 531,094 | 49,905,094
Depreciation - | 2,567,996 | 1,460,099 | 1,492,848 939,117 | 4,468,298 - 110,928,358
Disposals - - - - (4,943)| (166,776) - (171,719)
At 315 Ashadh, 2074 - 13,643,380 | 12,129,432 | 12,243,873 | 6,142,098 | 15,971,856 531,094 | 60,661,733
Depreciation - | 2,439,596 | 1,362,487 | 1,475,750 @ 1,112,633 | 5,374,410 - 11,764,875
Disposals - - - - - (198,701) - (198,701)
At 315t Ashadh, 2075 - 116,082,976 | 13,491,919 | 13,719,623 | 7,254,731 | 21,147,564 531,094 | 72,227,907
Carrying Amount
At 31%t Ashadh, 2073 38,679,414 | 51,359,911 | 5,637,055 | 5,898,886 | 3,130,609 | 16,821,623 - 121,527,529
At 31% Ashadh, 2074 38,679,414 | 48,791,915 | 4,686,999 | 4,774,745 | 3,464,158 | 20,429,880 - 120,827,144
At 315t Ashadh, 2075 38,679,414 | 46,352,320 | 4,838,109 | 5,372,596 | 4,262,587 | 24,874,902 - 124,379,960
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Lumbini General Insurance Company Ltd.

5.2
Amount (NPR)

Particulars Accounting Base Tax base | Assets/(Liabilities)
Agent Commssion Expense - Deferred 8,681,520 - (8,681,520)
RI Premium Expense - Deferred 291,842 - (291,842)
RI' Commission Income - Deferred 33,336,566 - 33,336,566
Unexpired Risk Reserve 270,449,778 235,729,595 34,720,183
Outstanding Claims 188,449,663 169,833,598 18,616,065
Employee Benefits - Gratuity 6,945,175 6,852,325 92,850
Employee Benefits - Leave 12,141,417 8,093,037 4,048,380
Property, Plant and Equipment 73,028,399 71,976,176 (1,052,223)
Provision for Bad Debts 3,371,801 - 3,371,801
Provision for Investment 3,329,014 - 3,329,014
Total 87,489,274
Deferred Tax Assets/ Liabilities @ 30% 26,246,782

Deferred Tax recognized in OCI Amount (NPR)
Particulars Accounting Base Tax base |Assets/(Liabilities)
Investment Gain 5,668,032 - (5,668,032)
Acturial Losses - Gratuity 406,609 406,609
Acturial Gains and Losses - Leave -
Total (5,261,423)
Deferred Tax Assets/ (Liabilities) @ 30% (1,578,427)
Deferred Tax Assets/(Liabilities) for FY 2072-73 24,668,355

Deferred Tax (2073-74)

Deferred Tax recognized in Profit or Loss Account Amount (NPR)
Particulars Accounting Base Tax base | Assets/(Liabilities)
Agent Commssion Expense - Deferred 15,218,462 - (15,218,462)
RI Premium Expense - Deferred 121,015 - (121,015)
RI Commission Income - Deferred 43,145,816 - 43,145,816
Unexpired Risk Reserve 377,565,335 375,515,780 2,049,555
Outstanding Cliams 214,509,708 160,036,769 54,472,939
Employee Benefits - Gratuity 8,696,254 10,337,183 (1,640,929)
Employee Benefits - Leave 20,717,370 12,083,547 8,633,823
Property, Plant and Equipment 68,039,721 72,764,569 4,724,848
Provision for Bad Debts 2,309,269 - 2,309,269
Provision for Investment 2,632,795 - 2,632,795
Total 100,988,637
Deferred Tax Assets/ Liabilities @ 30% 30,296,591

Deferred Tax recognized in OCI Amount (NPR)
Particulars Accounting Base Tax base | Assets/(Liabilities)

Investment Gain 7,513,931 - (7,513,931)
Acturial Losses - Gratuity 2,679,845 - 2,679,845
Acturial Gains and Losses - Leave -

Total (4,834,086)
Deferred Tax Assets/ (Liabilities) @ 30% (1,450,226)
Deferred Tax Assets/(Liabilities) for FY 2073-74 28,846,365
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Lumbini General Insurance Company Ltd.

Deferred Tax (2074-75) Amount (NPR)
Particulars Accounting Base Tax base | Assets/(Liabilities)
Agent Commssion Expense - Deferred 17,627,451 - (17,627,451)
RI Premium Expense - Deferred 204,799 - (204,799)
RI Commission Income - Deferred 63,422,563 - 63,422,563
Unexpired Risk Reserve 395,871,867 379,773,745 16,098,121
Outstanding Cliams 271,790,683 206,705,729 65,084,954
Employee Benefits - Gratuity 21,455,397 24,713,548 (3,258,151)
Employee Benefits - Leave 38,593,467 17,099,703 21,493,764
Property, Plant and Equipment 61,992,537 73,694,614 11,702,077
Provision for Bad Debts 5,121,556 - 5,121,556
Provision for Investment 1,123,874 - 1,123,874
Total 162,956,511
Deferred Tax Assets/ Liabilities @ 30% 48,886,953

Deferred Tax recognized in OCI Amount (NPR)
Particulars Accounting Base Tax base | Assets/(Liabilities)
Investment Gain 2,942,429 (2,942,429)
Acturial Gains - Gratuity 4,043,144 4,043,144
Acturial Gains and Losses - Leave -
Total 1,100,715
Deferred Tax Assets/ (Liabilities) @ 30% 330,215
Deferred Tax Already In Books -
Total Deferred Tax 330,215
Deferred Tax Assets/(Liabilities) for FY 2074-75 49,217,168

41



o

Lumbini General Insurance Company Ltd.

ANNUAL REPORT 2074/075

Financial Assets 53

Financial Investments measured at Amortized Cost 5.3.1

Amount (NPR)
Particulars 32/03/2075 31/03/2074 31/03/2073
Government Bond 6,517,324 5,500,000 5,034,809
Fixed Deposits in Commercial Banks 1,375,146,877 814,454,312 609,472,275
Fixed Deposits in Developments Banks 258,024,595 205,060,021 119,059,963
Fixed Deposits in Finance Companies 24,948,045 42,091,045 43,777,117
Less: Provision for Losses of Investment (243,874) (2,632,795) (3,329,014)
Total 1,664,392,966 1,064,472,582 774,015,149

Government Bonds and Fixed Deposits are inclusive of interest accrued as on the reporting date. The provision for losses in investment includes Fixed Deposits

placed in problematic banks and financial institutions classified by Nepal Rastra Bank.

Financial Investments at FVOCI 5.3.2
Amount (NPR)
Particulars 32/03/2075 31/03/2074 31/03/2073
Ordinary Share- Public Companies 23,357,671 17,905,173 11,370,149
Nepal Reinsurance-Promoter's Share 112,911,700 112,911,700 112,911,700
Nepal Insurers Association-Promoter's Share 1,045,118 - -
Beema Samiti- Beema Prabhardhan Kosh 43,220 - -
Total 137,357,709 130,816,873 124,281,849

Financial Investments at FVOCI includes investment in ordinary and promoters shares of different companies. The movement in fair value of these instruments

have been adjusted through Other Comprehensive Income (OCI).

Amount (NPR)
Ordinary Share- Public Companies 32/03/2075 31/03/2074 31/03/2073
Corporate Equity shares:
Quoted 12,999,565 16,307,943 8,857,680
Unquoted - - -
Micro-Finance Institutions
Quoted 167,107 185,666 2,512,469
Unquoted - - -
Hydro Company
Quoted 10,190,999 1,411,564 -
Unquoted - - -
Allowance for impairment loss
Total 23,357,671 17,905,173 11,370,149
Deffered Expenses 5.4
Amount (NPR)
Particulars 32/03/2075 31/03/2074 31/03/2073
Agent Commission Expenses 17,627,451 15,218,462 8,681,520
Reinsurance Commission Expenses 204,799 121,015 291,842
Total 17,832,250 15,339,478 8,973,363

Deferred Expenses include agent commission and reinsurance commission expense deferred for next Fiscal Year in proportion to the risk to be assumed in

each policy in relation to policy period.
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Lumbini General Insurance Company Ltd.

Other Assets 55
Amount (NPR)
Particulars 32/03/2075 31/03/2074 31/03/2073
Advance Payment 44,318,446 40,039,948 46,838,261
Advance to Employee 860,611 955,226 575,571
Other Advances 3,280,316 2,733,353 1,087,320
Application for Investment 45,100 - 1,000,000
Employees Loan 5,517,724 4,600,000 -
Sundry Debtors 45,050,569 23,362,822 5,829,704
Deposits 1,616,576 1,218,761 1,105,511
Deposit in Citizen Investment Trust 21,705,289 14,209,124 11,084,963
Less: Allowance for impairment loss (5,121,557) (2,309,269) (3,371,801)
Total 117,273,075 84,809,965 64,149,528
Reinsurance Assets 5.6
Amount (NPR)
Particulars 32/03/2075 31/03/2074 31/03/2073
Reinsurance Assets against URR 270,954,804.00 201,754,251 168,847,425
Reinsurance Assets against Outstanding Claims 249,730,999 125,064,423 172,533,860
Total 520,685,803 326,818,674 341,381,285
Reinsurance Assets includes amount recoverable from reinsurers on account of Unexpired Risk Reserve and Outstanding Claims.
Reinsurance Receivables 5.7
Amount (NPR)
Particulars 32/03/2075 31/03/2074 31/03/2073
Receivable from Local Insurance Company 32,802,666 8,218,196 8,996,254
Receivable from Reinsurance Company 123,551,655 134,908,624 143,334,792
Total 156,354,321 143,126,820 152,331,046

Reinsurance Receivable includes amount receivable from local insurance companies as well as international reinsurers on account of normal business transaction

Income Tax Receivable 5.8
Amount (NPR)
Particulars 32/03/2075 31/03/2074 31/03/2073
Advance Tax 133,642,658 93,495,656 -
Provision for tax (115,495,141) (79,094,492) -
Total 18,147,517 14,401,163 -
Cash and Cash Equivalent 5.9
Amount (NPR)
Particulars 32/03/2075 31/03/2074 31/03/2073
Cash 5,201
Commercial Banks 112,411,939 82,155,587 101,849,122
Development Banks 50,757,276 34,789,601 29,577,657
Financial Institutions 33,656,737 5,090,171 19,461,800
Total 196,831,152 122,035,359 150,888,580

Cash and cash equivalents include Cash at Vault and Bank deposit balances, which are subject to an insignificant risk of changes in value. Bank Balance includes

balance in interest bearing deposit bank accounts. Fair value of cash and bank balance is the carrying amount.

Share Capital 5.10
Amount (NPR)
Particulars 32/03/2075 31/03/2074 31/03/2073
Authorised Capital (10,000,000 no. of shares @ NRs.100 per share) 1,000,000,000 1,000,000,000 500,000,000
Issued Capital (8,800,000 no. of shares @ NRs.100 per share) 880,000,000 390,000,000 330,000,000
Paid-up Capital (8,800,000 no. of shares @ NRs.100 per share) 880,000,000 390,000,000 330,000,000
Total 880,000,000 390,000,000 330,000,000
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Amount (NPR)
Particulars 32/03/2075 31/03/2074 31/03/2073
Fire 70,264,616 50,544,566 37,962,382
Marine 11,557,857 8,644,118 6,238,064
Motor 319,066,016 237,938,635 169,903,709
Engineering 10,155,470 8,328,388 7,094,158
Cattle and Crop 1,951,796 431,959 379,957
Miscellaneous 26,889,909 20,129,598 16,045,086
Total 439,885,664 326,017,265 237,623,357

Insurance Fund are provided of 50% of the net profit as per Regulator's Directive on net profit derived as per Special Purpose Financial Statement.

Other Reserve 5.12
Amount (NPR)
Particulars 32/03/2075 31/03/2074 31/03/2073
Insurance Reserve 1,684,479 1,684,479 1,684,479
Fair Value Reserve 2,942,429 7,513,931 5,668,032
Deferred Tax Reserve 49,217,168 28,846,365 24,668,355
Acturial Remeasurement (6,722,989) (2,679,845) -
Regulatory Reserve - - -
Total 47,121,087 35,364,930 32,020,866

"Fair Value reserves are unrealized gain on investment made which are measured at fair value.
Deferred Tax Reserve is created at the amount equal to deferred tax assets as per reulator's guideline
Acturial remeasurements are acturial gains/ (losses) on acturial valuation of employee benefits"

Insurance Contract Liabilities 5.13
Amount (NPR)
Particulars 32/03/2075 31/03/2074 31/03/2073
Outstanding Claims Provision 429,475,112 264,226,830 320,215,250
Incurred But Not Reported (IBNR) 92,046,571 75,347,300 40,768,273
Gross Unexpired Risk Reserve 666,826,671 579,319,586 439,297,203
Total 1,188,348,354 918,893,716 800,280,726

Insurance Contract Liabilties includes provision for Unexpired Risk Reserve, Outstanding amount of claim payables and provision for IBNR as valued by actuary

Incurred But Not Reported (IBNR) 5.13.1
As per Insurance Board the liabilities of the insurance company shall be higher of the liailities determined by the actuary as per NFRS 4 or the liabilities as
required by Regulatory Authority. Hence the liabilities has been determined accordingly. Amount (NPR)
Particulars 32/03/2075 31/03/2074 31/03/2073
IBNR as per LAT Report (A) 92,046,571 75,347,300 40,768,273
15% provison created on Net Outstanding Claim 26,961,617 20,874,361 22,152,208
Higher of (A) and (B) 92,046,571 75,347,300 40,768,273
Gross Unexpired Risk Reserve 5.13.2
Unexpired Rik Reserve is the liabilities related with the gross premium income that is not related with current Year and is deferred for next reporting period. It
will be measured at higher of Actuary valuation as per LAT report or as per regulatory requirement Amount (NPR)
Particulars 32/03/2075 31/03/2074 31/03/2073
Net Unexpired Risk Reserve as per regulatory requirement 377,098,938 373,901,540 234,281,271
Net Unexpired Risk Reserve as per LAT 395,871,868 377,565,334 270,449,778
Higher of (A) and (B) 395,871,868 377,565,334 270,449,778

Net Unexpired Risk Reserve as per LAT is Calculated by deducting reinsurance assets pertaining to Unexpired Risk Reserve of respective year from Gross
Unexpired Risk Reserve
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Employee Benefit Obligation 5.14

Amount (NPR)
Particulars 32/03/2075 31/03/2074 31/03/2073
Gratuity 25,498,541 11,376,099 7,351,784
Leave Encashment 18,485,506 12,505,763 8,281,018
Payable to Employee 8,823,282 5,987,196 4,933,484
Provision for Bonus 31,168,361 25,588,231 22,143,050
Total 83,975,690 55,457,289 42,709,336

Employee Benefit Obligation on account of Gratutity and Leave Encashment is valued by an independent actuary, no plan assets has been created against

such obigation as per Actuary's Report

Deferred Revenue 5.15
Amount (NPR)
Particulars 32/03/2075 31/03/2074 31/03/2073
Reinsurance Commission Income 63,422,564 43,145,816 33,336,566
Total 63,422,564 43,145,816 33,336,566

Deferred revenue include Reinsurance Commission Income deferred for next Fiscal Year in proportion to the risk to be assumed in each policy in relation to

policy period.
Reinsurance Payables 5.16
Amount (NPR)
Particulars 32/03/2075 31/03/2074 31/03/2073
Due to Other Insurance Company 850,496 2,505,796 2,463,971
Due to Other Reinsurance Company 186,707,340 134,790,047 171,985,362
Total 187,557,836 137,295,843 174,449,333

Reinsurance Payable includes amount payable to local insurance companies as well as international reinsurers on account of normal business transaction

Other Payables 5.17
Amount (NPR)
Particulars 32/03/2075 31/03/2074 31/03/2073
Payable to Agent 5,737,427 6,028,256 4,168,339
Short Term Loan - 27,900,000 -
Deposit Premium 6,543,424 3,823,525 10,826,917
Sundry Creditors 11,765,833 6,984,175 7,520,681
TDS Payable Amount 3,059,229 2,143,871 2,475,917
VAT Payable Amount 15,284,598 13,712,876 14,025,357
Service Charge payable 12,624,576 11,292,932 7,780,411
Payable to Surveyor 2,208,161 2,293,951 6,745,405
Premium Refundable 1,060,241 1,011,357 1,373,262
Advance Payment related to Shares - 17,468,000 -
Total 58,283,490 92,658,942 54,916,289
Income Tax Payable 5.18
Amount (NPR)
Particulars 32/03/2075 31/03/2074 31/03/2073
Advance Tax (47,206,162)
Provision for Tax 71,138,538
Total - - 23,932,375.98
Other Provisions 5.19
Amount (NPR)
Particulars 32/03/2075 31/03/2074 31/03/2073
Provision for Legal Cases - - 800,000.00
Provision for Possible Losses 579,047.00 579,047.00 579,047.00
Total 579,047.00 579,047.00 1,379,047.00
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Notes to the Profit or Loss Account 6
Net Premiums As at 32" Ashadh 2075 6.1
Gross Premium 6.1.1
Amount (NPR)
Particulars 2074175 2073/74
Direct Premium 1,259,839,396 1,126,924,957
Facultative Inward Premium 2,618,229.17 2,368,219
Total Gross Premiums 1,262,457,626 1,129,293,176
Premium Ceded to Reinsurers 6.1.2
Amount (NPR)
Particulars 2074175 2073/74
Premium Ceded to Reinsurers (508,259,749) (381,490,096)
Total Premiums Ceded to Reinsurers (508,259,749) (381,490,096)
Fees and Commission Income 6.2
Amount (NPR)
Particulars 2074175 2073/74
Reinsurance Commission Income 120,966,468 76,065,129
Others - -
Total Commission Income 120,966,468 76,065,129
Investment Income 6.3
Amount (NPR)
Particulars 2074175 2073/74
Income from Government Securities and Securities guaranteed by Govt. 212,374 153,545
Income from Fixed Deposit of Commercial Bank 120,468,219 47,652,523
Income from Fixed Deposit of Development Bank 27,924,956 11,781,042
Income from Fixed Deposit of Financial Institutions 2,303,740 3,091,045
Dividend Income from the Shares of Public Company 683,623 189,223
Miscellaneous Income 7,505,495 6,721,104
Income from Bank Deposit (Expect Fixed Deposit) 4,096,681 3,039,447
Total 163,195,087 72,627,929
Net Realised Gains and Losses 6.4
Amount (NPR)
Particulars 2074175 2073/74
Property and Equipment
Realised Gains 341,861 87,385
Total net realised gains and losses 341,861 87,385
Other Operating Income 6.5
Amount (NPR)
Particulars 2074/75 2073/74
Written Back of Provision for Loss in Investments 3,268,921 764,016
Written Bank of Provision for Doubtful Debt 1,761,269 3,623,801
Total Other Operating Income 5,030,189 4,387,818
Net Benefits and Claims 6.6
Amount (NPR)
Particulars 2074/75 2073/74
a. Gross Benefits and Claims Paid
Claim Lodged This Year (356,317,619) (212,629,311)
Claim Lodged in Prior Years (269,837,510) (303,987,751)
Total Gross Benefits and Claims Paid (626,155,129) (516,617,062)
b. Claims Ceded to Reinsurer 218,256,290 190,669,390
Net Benefits and Claims Paid (407,898,839) (325,947,673)
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Net Change in Insurance Contract Liabilities

6.7
Amount (NPR)

a. Change in Gross Insurance Contract Liabilities

Change in Insurance Contract Outstanding Claims Provision (190,035,524) 64,386,682
Change in Charged for Incurred But Not Reported (IBNR) (10,612,015) (35,856,874)
Change in Unexpired Risk Reserve (URR) Provision (87,507,085) (140,022,383)
Total Change in Gross Insurance Contract Liabilities (288,154,624) (111,492,575)
b. Change in Reinsurance Assets
Change in Reinsurance Asset created on Outstanding Claim Provision 143,366,563 (54,589,853)
Change in Reinsurance Asset created on Unexpired Risk Reserve (URR) 69,200,553 32,906,826
Total Net Change in Insurance Contract Liabilities 212,567,116 (21,683,027)
Net Change in Insurance Contract Liabilities (75,587,507) (133,175,602)
Other Operating and Administrative Expenses 6.8
Amount (NPR)
Particulars 2074/75 2073/74
Employee Expenses (Note 6.8.1) 121,963,321 88,290,317
House Rent 8,300,202 5,718,432
Electricity and Water 1,719,704 1,374,003
Repair and Maintenance
Building 905,090 1,145,883
Vehicle 291,988 269,873
Office Equipment and Accessories 331,043 285,494
Others 53,564 26,300
Communication Expenses 6,643,799 3,827,530
Printing and Stationary 4,206,754 3,482,086
Non Capitalized Expenses 11,580 104,929
Fuel and Conyenance 4,397,544 3,142,701
Travelling Expenses (Including Allowance)
Domestic 735,394 704,307
International 489,542 594,085
Agent Training 23,000 35,940
Other Agent - -
Insurance Expenses 798,785 462,999
Security Expenses 978,600 807,300
Legal and Consultancy 1,684,118 18,059,724
Books and Periodicals 119,101 101,840
Advertisement and Publicity 2,567,771 1,818,064
Business Promotion Expenses 631,376 882,429
Guest and Refreshment Expenses 4,207,781 2,534,893
Gifts and Donations 384,731 32,596
Board Meeting Fees and Expenses
Board Meeting Fee 844,500 893,000
Board Meeting Expenses 148,490 42,225
Committee Meeting Fees and Expenses -
Committee Meeting Fees 581,000 498,500
Committee Meeting Expenses 491,702 333,839
Annual General Meeting Expenses 871,248 403,666
Audit Related Fees
Audit Fees 140,000 140,000
Tax Audit Fees 140,000 140,000
LFAR Fees 20,000 20,000
Internal Audit Fees 300,000 300,000
Other Fees 3,470 6,037
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Amount (NPR)

Interest 308,105 1,765,780
Bank Charge 442,669 364,769
Membership and Renewal Charges 1,088,937 1,257,506
Depreciation Expenses 11,764,875 10,928,358
Stamp Ticket 103,560 97,740
Other -
Outsourcing Services- Contract 15,484,000
Other Expenses 15,191,781 6,414,537
Foreign Currency Loss 379,434 465,091
Share Related Expenses 1,471,215 1,650,610
Total 211,219,771 159,423,382
Exployee Benefit Expenses 6.8.1
Amount (NPR)
Particulars 2074/75 2073/74
Salary and Allowance 63,861,127 50,674,303
Provident Fund 2,963,652 2,362,358
Training Expenses 1,380,547 1,091,889
Insurance Expenses 850,244 568,754
Pension and Gratuity Expenses 12,016,268 1,733,143
Leave Encashment 9,723,122 6,271,639
Statutory Bonus 31,168,361 25,588,231
Total 121,963,321 88,290,317
Other Expenses 6.9
Amount (NPR)
Particulars 2074/75 2073/74
Agent Commission 30,682,514 21,426,583
Reinsurance Commission Expenses 320,140 508,240
Service Charges 7,568,161 7,501,713
Other Direct Expenses
Total 38,570,815 29,436,536
Provisions 6.10
Amount (NPR)
Particulars 2074/75 2073/74
Provision for loss in investment 880,000 67,798
Provision for Doubtful Debt 4,573,557 1,761,269
Total 5,453,557 1,829,066
Income Tax Expenses 6.11
Amount (NPR)
Particulars 2074/75 2073/74
Income Tax 115,495,141 79,094,492
Defferred Tax Assets/Liabilities (17,786,409) (3,927,826)
Total 97,708,732 75,166,666
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Dividend Paid and Proposed 6.12
Amount (NPR)

Particulars 2074175 2073/74
Paid During the year
Stock Dividend for 72/73 - 60,000,000
Stock Dividend for 73/74 100,000,000 -
Cash Dividend for 72/73 - 3,157,895
Cash Dividend for 73/74 5,263,158 -
Total Dividend Paid in the year 105,263,158 63,157,895
Proposed for approval at AGM
Stock Dividend - 100,000,000
Cash Dividend - 5,263,158
Total Proposed Dividend - 105,263,158

Earning Per Share (EPS) 6.13

Amount (NPR)

Particulars 2074/75 2073/74
Profit attributable to Ordinary Equity Holders 207,292,260 175,992,415
Weighted Average Number of Ordinary Shares 8,475,000 3,900,000
Basic EPS 24.46 45.13
Diluted EPS 24.46 45.13
Weighted average number of shares for Restatement - 8,380,420
Basic EPS restated 24.46 21.00

7 Disclosures and Additional Information

7.1 Risk Management

7.1.1 Insurance Risk

The principal risk the Company faces under insurance contracts is that the actual claims and benefit payments
or the timing thereof, may differ from expectations. This is influenced by the frequency of claims, severity of
claims and actual benefits paid . Therefore, the objective of the Company is to ensure that sufficient reserves
are available to cover these liabilities.

The risk exposure is mitigated by diversification across a large portfolio of insurance contracts and geographical
areas. The variability of risks is also improved by careful selection and implementation of underwriting strategy
guidelines, as well as the use of reinsurance arrangements."

The Company Principally issues the following type of contracts: Fire Policies, Marine Policies, Motor Policies,
Engineering Polcies, Agriculture & Micro Policies, Miscellaneous Policies and Aviation Policies. Risks under non
life insurance contracts usually cover twelve month duration. The most significant risk arise for non life insurance
contract due to increase in accident rates, climate changes, natural disasters and terrorist activities.

The above risk exposure is mitigated by diversification across a large portfolio of insurance contracts and
geographical areas. The variability of risks is improved by careful selection and implementation of underwriting
strategies, which are designed to ensure that risks are diversified in terms of type of risk and level of insured
benefits. This is largely achieved through diversification across industry sectors and geography. Furthermore,
strict claim review policies to assess all new and ongoing claims, regular detailed review of claims handling
procedures and frequent investigation of possible fraudulent claims are established to reduce the risk exposure
of the Company.

49



The following tables show the concentration of insurance contract liabilities.

o

Lumbini General Insurance Company Ltd.

ANNUAL REPORT 2074/075

As at 16 July, 2016 Amount (NPR)
Particulars Outstanding Claims IBNR Reinsurance of Net
Liabilities
Fire 66,847,728 2,381,936 54,799,871 14,429,793
Marine 596,400 123,025 522,295 197,130
Motor 155,693,659 37,147,923 22,528,528 170,313,054
Engineering 50,503,042 232,609 49,142,311 1,593,341
Agriculture & Micro 350,000 179,357 337,500 191,857
Miscellaneous 46,224,421 703,423 45,203,354 1,724,489
Total 320,215,250 40,768,273 172,533,860 188,449,663
As at 15 July, 2017 Amount (NPR)
Particulars Outstanding Claims IBNR Reinsurance of Net
Liabilities
Fire 12,686,316 3,530,922 10,209,703 6,007,535
Marine 1,994,550 310,910 1,283,007 1,022,453
Motor 168,096,784 69,525,639 35,267,988 202,354,436
Engineering 30,385,603 394,600 29,285,791 1,494,412
Agriculture & Micro 911,239 479,540 513,275 877,504
Miscellaneous 50,152,338 1,105,689 48,504,659 2,753,367
Total 264,226,830 75,347,300 125,064,423 214,509,708
As at 16 July, 2018 Amount (NPR)
Particulars Outstanding Claims IBNR Reinsurance of Net
Liabilities
Fire 19,558,062 6,179,529.00 16,518,604 9,218,987
Marine 16,820,447 423,062.04 14,000,034 3,243,476
Motor 251,760,195 81,928,854.00 83,092,726 250,596,323
Engineering 89,829,411 483,153.00 87,126,949 3,185,616
Agriculture & Micro 3,294,909 1,073,390.00 2,602,481 1,765,818
Miscellaneous 48,212,088 1,958,583.00 46,390,206 3,780,464
Total 429,475,112 92,046,571 249,730,999 271,790,683
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7.1.2 Financial Risk

The primary source of financial risk to an insurer arises from its investment exposures and investment
activities. Thus, the investment portfolios maintain a prudent approach in its investment strategy and
investment exposures to ensure that investment returns are optimised on a risk adjusted basis and to

ensure the Company operates within its defined risk appetite.

A. Credit Risk

Credit risk refers to a risk that a counterparty will default on its contractual obligations resulting in financial
loss to the Company. Thus, for an insurance contract, credit risk includes the risk that an insurer incurs
a financial loss because a reinsurer defaults on its obligations under the reinsurance contract

The following policies and procedures are in place to mitigate the Group’s exposure to credit risk:
a) The Company does not have any significant credit risk exposure to any single couterparty or any

group of counterparties.

b) Reinsurance is placed with counterparties that have a good credit rating and concentration of risk
is avoided by entering into agreement with more than one party. At each reporting date, management
performs an assessment of creditworthiness of reinsurers and updates the reinsurance purchase

strategy, ascertaining suitable allowance for impairment.

c) The company deals with only creditworthy counterparties and obtains sufficient collateral where
appropriate, as a means of mitigating the risk of financial loss from defaults.

Amount (NPR)

Financial Investments at amortized cost | Neither past due Past due Past Past due Carrying Amount
nor impaired less90 Days | 91to180Days | andimpaired
Fixed Deposits 1,658,119,516 - - - 1,658,119,516
Government Bonds 6,517,324 - - - 6,517,324
Loans to Employees 5,517,724 - - - 5,517,724
Receivables from Re-Insurers 156,354,321 - - - 156,354,321
Deposits 23,321,866 - - - 23,321,866
Sundry Debtors 45,050,569 - - - 45,050,569
Total 1,894,881,319 - - 1,894,881,319
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B. Liquidity Risk

The risk that an entity will encounter difficulty in meeting obligations associated with financial liabilities
that are settled by delivering cash or another financial asset.

Liquidity adequacy is a measure or assessment of the ability of a company to meet payment obligations
in a full and timely manner within a defined time horizon. It is a function of its sources of liquidity relative
to its liquidity needs. Liquidity sources can be internal and external, available immediately or within the
defined time horizon, and includes all funds, assets and arrangements that allow an insurer to meet its
liquidity needs. Liquidity needs include all current and expected payment obligations within the defined
time horizon.

The following table depicts the maturity profile of the investment portfolio on a discounted cash flow
basis which is designed and managed to meet the required level of liquidity as and when liquidity outgo
arises taking into consideration the time horizon of the financial liabilities of the business.

As at 16 July, 2018 Amount (NPR)
Less than 1 Years 1to 3 Years More than 3 years Total
Assets
Financial Investments at FVTOCI - - 137,357,709 137,357,709
Financial Investments at amortized cost 1,657,892,966 6,500,000 1,664,392,966
Reinsurance assets 520,685,803 - - 520,685,803
Other Financial assets at amortized cost 45,446,736 - - 45,446,736
Cash and cash equivalents 196,831,152 - - 196,831,152
2,420,856,657 - 143,857,709 2,564,714,366
Liabilities
Insurance contract liabilities 1,188,348,354 - - 1,188,348,354
Other Financial liabilities at amortized cost 187,557,836 - - 187,557,836
Other liabilities 91,731,709 - 43,984,047 135,715,756
Provisions - 579,047 579,047
1,467,637,899 - 44,563,094 1,512,200,993
Net Asset/(liabilities) 953,218,758 - 99,294,614 1,052,513,373
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C. Market Risk

Market risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because
of changes in market prices. Market risk comprises three types of risk: foreign exchange rates (currency
risk), market interest rates (interest rate risk) and market prices (price risk).

i) Currency Risk

Foreign exchange risk is the potential for the Company to experience volatility in the value of its assets,
liabilities and solvency and to suffer actual financial losses as a result of changes in value between the
currencies of its assets and liabilities and its reporting currency. The Company does not maintain foreign
currency denominated assets in its investment portfolios and as such is not exposed to foreign exchange
risk related to investments.

The Company has no significant concentration of currency risk. The amount with reinsurer is settled in
Nepali Rupee.

ii) Interest Rate Risk

Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate
because of changes in market interest rates.

The major interest rate risk that the Company is exposed to is the discount rate for determining insurance
liabilities.

iii) Equity Price Risk

Equity price risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate
because of changes in equity prices (other than those arising from interest rate risk or currency risk),
whether those changes are caused by factors specific to the individual financial instrument or its issuer,
or by factors affecting all similar financial instruments traded in the market.

The Company’s equity price risk exposure relates to financial investment held at FVTOCI, whose values
fluctuate as a result of changes in market prices.

Market indices Y%age change Impact on Other Impact on equity
Comprehensive Income

NEPSE 5% 817,518 817,518

NEPSE -5% (1,167,884) (1,167,884)

Note: Due to lack of information on Beta (correlation ) of NEPSE with the securities, it has been considered 1.
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7.2 Liability Adequacy Test

NFRS 4 requires the insurance company to determine their business liabilities using the actuaries.
A Liability Adequacy Test (LAT) was performed by an independent actuary as at 32 Ashad 2075, 31
Ashad 2074 and 31 Ashad 2073 as required by NFRS 4-Insurance Contracts in order to assess the
adequacy of the carrying amount of the provision for unexpired risk. The valuation is based on internationally
accepted actuarial methods.

At each reporting date, the Company reviews its unexpired risk and a liability adequacy test is performed
to determine whether there is any overall excess of expected claims and deferred acquisition costs over
unearned premiums. The calculation uses current estimates of future contractual cash flows after taking
account of the investment return expected to arise on assets relating to the relevant non-life insurance
technical provisions. If these estimates show that the carrying amount of the unearned premiums is
inadequate, the deficiency is recognized in the statement of profit or loss by setting up a provision for
liability adequacy.

Following are the assumption used by actuaries for the calculation of liabilities of the company as
required by NFRS 4

7.2.1  The accounting Policy for Liability testing including the frequency and nature of testing.
NFRS 4 Accounting Policy document is a policy framework which specifies the fundamental approach
of the company to implementation of the NFRS 4 in the background of regulatory specifications (of Bima
Samiti) for estimation of various liability provisions.

The FY 2017-18 being the first year of application of NFRS 4, it is expected that this Accounting Policy
document shall undergo changes so as to capture directions of the Bima Samiti including experience
of the Company as the business develops.

7.2.2 The Cash-Flows Considered.
Cash Flows considered and estimation are as follows:
Income side:

0 Premium

0 Reinsurance claims

0 Reinsurance commission
Outflow side:

o Claims

0 Reinsurance premium

0 Commission for intermediation

0 Expenses
The current liability estimates are not based on present value of future cash flows, the portfolio size
being very small. Alternatives methods have been applied"

7.2.3  Valuation Methods and Assumptions
For all one-year policies, except for Marine Cargo Open Cover Policies, the UPR is determined on 1/365th
basis, assuming the risk is uniform over the policy year.
For shorter than one-year Marine Cargo Policies, UPR is determined:
i. Using straight-line method over the policy term; or
ii. Inthe absence of date required for (i) above,
using the last three months’ premium for the relevant period of Implementing Regulations.



th
@ ANNUAL REPORT 2074/075

7.2.4  The Discounting Policy.

No discounting has been used. The estimates of liability amount for non-life insurance contracts are
always carried out on non-discount basis for i) liability terms being short and ii) the Pricing (determination
of premium) is on non-discount basis.

7.2.5 Aggregation Practices.

Principles of aggregation:

“when applying an existing accounting policy, the aggregation practice follows that practice already
established in that policy. When using an NAS 37 measure of the future cash flows, the test “shall be
made at the level of a portfolio of contracts that are subject to broadly similar risks and managed together
as a single portfolio.”

The portfolio of insurance contracts as at the reporting date is very small, hence no aggregation has
been considered.

7.2.6 Liability Adequacy Report Result
Amount (NPR)

Portfolios Net Unexpired Risk Reserve

2016 2017 2018
Fire 12,946,104 18,507,451 35,186,272
Marine 810,810 1,852,123 2,489,336
Motor 250,932,486 346,598,987 338,591,880
Engineering 719,982 2,223,855 2,433,636
Agriculture & Micro 1,195,300 3,754,770 6,920,174
Miscellaneous 3,845,096 4,628,148 10,250,570
Total 270,449,778 377,565,334 395,871,868
Portfolios Incurred but nor Reported

2016 2017 2018
Fire 2,381,936 3,530,922 6,179,529
Marine 123,025 310,910 412,048
Motor 37,147,923 69,525,639 81,928,854
Engineering 232,609 394,600 483,153
Agriculture & Micro 179,357 479,540 1,073,390
Miscellaneous 703,423 1,105,689 1,958,583
Total 40,768,273 75,347,300 92,035,557
Portfolios Outstanding Claim as per LAT

2016 2017 2018
Fire 66,847,728 12,686,316 19,558,062
Marine 596,400 1,994,550 16,820,447
Motor 155,693,659 168,096,784 251,760,195
Engineering 50,503,042 30,385,603 89,829,411
Agriculture & Micro 350,000 911,239 3,294,909
Miscellaneous 46,224,421 50,152,338 48,212,088
Total 320,215,250 264,226,830 429,475,112
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7.3 Capital Management
The focus of capital management is to maintain a strong capital base to support the business and
business growth, and to satisfy regulatory capital requirements at all times.

In view of this the Company has established the following objectives, policies and approach;

a) To maintain the required solvency level and to pay out its' liabilities on time

b) To allocate capital efficiently and support the growth of the business by ensuring that returns on
capital employed meets the requirements of business

c) To maintain financial strength to support new business growth and to satisfy the requirements of
the insured, regulators and stakeholders.

7.3.1  Regulatory minimum paid up capital

Non-Life insurance companies were required by the Monetary Policy 2015/16 to attain a stipulated
minimum paid up capital of NPR 1 billion by mid-July 2018. As on the reporting date, the company's
paid up capital is NPR 880 Million against the stipulated requirement. Company has subsequently fulfilled
the capital requirement.

7.3.2  Solvency Margin
The Company has Solvency Margin Ratio of 1.42 (Previous Year 2.13) computed in accordance with
Solvency Margin Directive, 2070.
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7.4 Employee Benefit
Amount (NPR)
32/03/2075 31/03/2074 31/03/2073
Particulars Gratuity Liability Accuml;leagicnegs Paid Gratuity Liability Accu/;rl])g?rtlicnegs Paid Gratuity Liability Acculmtsl?gicnegsPaid
Expenses Recognized In Statement of Profit or loss (SoPL)
Current service cost 1,905,583 9,723,122 1,292,036 6,271,639 1,117,959 1,967,970
Net Interest cost 682,566 441,107 353,911
Expected Return on Plan Assets
Past Service Cost 9,428,119
Expenses recognized in the Profit or Loss A/c 12,016,268 9,723,122 1,733,143 6,271,639 1,471,870 1,967,970
Expenses Recognized In Other Comprehensive Income (OCI)
Actuarial (Gains)/ Losses on Obligation 4,043,144 2,679,845 406,609
Actuarial (Gains)/ Losses on Plan Assets - - -
Expenses Recognized In Other Comprehensive Income 4,043,144 - 2,679,845 - 406,609
Change in Present Value Obligations
Opening Net Liability 11,376,099 | 12,505,763 7,351,784 8,281,018 5,898,523 6,313,048
Expenses recognised in SoPL 12,016,268 9,723,122 1,733,143 6,271,639 1,471,870 1,967,970
Expenses recognised in OCI 4,043,144 2,679,845 406,609
Benefit paid directly by Employer (1,936,970)|  (3,743,379) (388,673) (2,046,894) (425,218)
Actuarial (Gain)/ Loss
Liability at the end of the year 25,498,541 | 18,485,506 11,376,099 12,505,763 7,351,784 8,281,018
Change in Fair Value of Plan Assets
FV of Plan Asset at Beginning of the Year
Interest Income
Expected Return on Plan Assets
Contribution by Employer
Benefit paid
Actuarial (Gain)/ Loss on Plan Assets
Fair Value of Plan Asset at End of the Year - - - - -
Amount Recognized in SOFP
PV of Obligations at Year End 25,498,541 | 18,485,506 11,376,099 12,505,763 7,351,784
Fair Value of Plan Assets at Year End - - - - -
Unfunded Status (25,498,541)  (18,485,506) = (11,376,099) | (12,505,763) (7,351,784)
Actuarial Assumptions
Rate of Discounting 6% 6% 6% 6% 6% 6%
Rate of Salary Inrease 5% 5% 5% 5% 5% 5%
Rate of Employee Turnover 11% 11% 11% 11% 11% 11%
Retirement age (remaining working lives in years)
Mortality
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7.5 Related

Parties

The Company identifies the following as the related parties under the requirements of NAS 24.
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Amount (NPR)

Name Relationship Remarks
Manohar Das Mool Chairman

Bishwo Raj Regmi Director

Arun Raj Shrestha Director

Ganesh Raj Regmi Director

Kamal Bhattarai Director

Madhur Lal Sinnya Director

Dr. Anil Raj Bhattarai Independent

Noor Prakash Pradhan, CEO

Key Management Personnel

7.5.1 Board Member Allowances and Facilities
The Board of Directors have been paid meeting fees of NPR 844,500 during the fiscal year. There were
26 Board Meetings conducted during the fiscal year. Audit Committee and other committees were paid
meeting allowace of NPR 581,000 during the year.

7.5.2 Transactions with Related Parties

Compensation to Chief Executive Officer (CEQ)

Short Term Other | Termination | Share Based
S. No. Particular Employee Post Employee Benefits Long-term | ganefits Payment
Benefits Benefits (if any)
i Leave
Gratutty Encashment
1 Noor Prakash Pradhan 3,768,500 558,600 700,000 - - -
Total 3,768,500 558,600 700,000 - - -

Other than above, vehicle facility and mobile phone expenses have been reimbused by the Company.
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7.6 Details of Investment in Listed Shares (Measured at FVTOCI)

Amount (NPR)

Particulars 2074/2075 2073/2074 2072/2073
Cost Fair Value Cost Fair Value Cost Fair Value

Nepal Investment Bank Limited
(8,517 shares) 5,118,717 | 5,289,057 5,118,717 6,558,090 5,118,717 | 8,857,680
Nepal Investment Bank Limited
(1,704 bonus shares) 1,312,080
Nepal Investment Bank Limited
(3,238 shares) 2,010,798
Jalabidyut Lagani Tatha Bikas Co. Ltd. (HIDCL)
(5,793 shares) 579,300 897,915 579,300 1,141,221 579,300 | 2,508,369
Mero Micro Finance Bittiya Sanstha Limited
(41 shares) 4,100 44,280 4,100 90,364 4,100 4,100
Mero Micro Finance Bittiya Sanstha Limited
(4 bonus shares) 18,360 8,816
National Micro Finance Bittiya Sanstha
(19 shares) 1,900 42,066 1,900 32,566
National Micro Finance Bittiya Sanstha
(4 shares) 8,856
Green Development Bank
(105 shares) 10,500 14,910 10,500 65,835
Suryadaya Laghu Bittiya Sanstha
(10 shares) 1,000 15,500 1,000 6,720
Suryadaya Laghu Bittiya Sanstha
(7 Right shares) 700 10,850
RSDC Laghu Bittiya Sanstha
(10 shares) 1,000 5,550 1,000 29,500
RSDC Laghu Bittiya Sanstha
(6 bonus shares) 3,300 18,315 17,700
RSDC Laghu Bittiya Sanstha
(6 bonus shares) 3,330
Arun Kabeli Power Company
(295 shares) 29,500 76,700 29,500 120,655
Synergy Power Development Company
(616 shares) 61,600 76,384 61,600 149,688
Nepal Life Insurance Company
(1,721 shares) 2,480,925 | 1,807,050 2,480,925 3,696,708
Nepal Life Insurance Company
(435 honus shares) 934,380
Nepal Life Insurance Company
(1,349 bonus shares) 1,416,450
Standard Chartered Bank
(1630 shares) 2,102,700 | 1,230,650 2,102,700 3,740,850
Standard Chartered Bank
(1630 Bonus shares) 1,230,650
Butwal Power Company Ltd.
(20,000 shares) 10,020,000 | 9,140,000
Total 20,415,242 | 23,357,671 10,391,242 | 17,905,173 5,702,117 | 11,370,149
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8

First Time Adoptation of NFRS, Reconciliations and Disclosures

NFRS 1 (First-time Adoption of Nepal Financials Reporting Standards) provides a suitable starting point
for accounting in accordance with NFRS and is required to be mandatorily followed by first-time adopters.

The Company has prepared the opening Statement of Financial Position as per NFRS as of 1st Shrawan,
2073 (16 July 2016) (the transition date) by:

A. recognising all assets and liabilities whose recognition is required by NFRS,

B. derecognising items of assets or liabilities which are not permitted by NFRS,

C. reclassifying items from previous Generally Accepted Accounting Principles (GAAP) to NFRS as
required under NFRS, and

D. applying NFRS in measurement of recognized assets and liabilities.

Exceptions

As per NFRS 1 any change in accounting policy should be applied retrospectively, however it prohibits
retrospective application of some aspects of other NFRS. Some of the exceptions which are relevant
to the entity are as follows

Estimates: An entity’s estimates in accordance with NFRSs at the date of transition to NFRSs shall be
consistent with estimates made for the same date in accordance with previous GAAP. The company
does not have any such estimates made under NFRS which is different than the local GAAP on date
of transitions.

Classification and measurement of financial assets An entity shall assess whether a financial asset
carried at amortised cost meets the conditions of NFRS 9 on the basis of the facts and circumstances
that exist at the date of transition to NFRSs. Accordingly, for investment carried at amortised cost as
on date of transition the business model test and cash flow test has been checked for the same date.
As per the exception for retrospective application classification based on the circumstance prevailing
at initial recognition would be difficult and perhaps impossible.

Exemptions

NFRS 1 has provided various optional exemption from some requirement of other NFRS. Retrospective
application of some of the standard can require significant resources and could in some circumstances
be impracticable.

Deemed Cost: The entity has not used fair value on date of transition as deemed cost. Rather, the
carrying amount under previous GAAP of an item of property, plant and equipment has been considered
as deemed cost on date of transition. (IG7). There is no requirement for componentization nor there was
any major replacement which was not capitalized in previous year.

8.1 Significant changes from the policies adopted in the past

Significant changes from the accounting policies adopted under previous GAAP (erstwhile Nepal
Accounting Standards and directives issued by Insurance Board of Nepal) and the adoption of NFRS
has been disclosed in the respective segments, including the impact. The detailed impact disclosure
is given below.
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8.2 Reconciliation of Total Equity
Amount (NPR)

Particulars As at 16 July 2018 | As at 15 July 2017 | As at 16 July 2016
Total equity (shareholders’ funds) under previous GAAP 1,501,310,377 852,993,833 678,958,315
NFRS Adjustments:
Unexpired Risk Reserve (16,097,994) (2,049,556) (34,720,183)
Deferral of Reinsurance Commission Income (63,422,564) (43,145,816) (33,336,566)
Deferral of Agent Commision 17,627,451 15,218,462 8,681,520
Deferral of Reinsurance Commission Expense 204,799 121,015 291,842
Unrealized Gain/ (Loss) on investment 2,942,429 7,513,931 5,668,032
Deferred Tax Adjustments 37,800,527 23,482,810 21,815,658
(Additional)/ Writeback of Employee Benefit Provision (2,170,796) (1,461,132) (687,440)
Reversal/ (Payment of Cash Dividend) 6,315,789 5,263,158 3,157,895
Reversal of Provison on Investment 880,000 - -
Additional IBNR provision (65,084,954) (54,472,939) (18,616,065)
Total Adjustment to Equity (81,005,311) (49,530,065) (47,745,308)
Total Equity under NFRS 1,420,305,066 803,463,767 631,213,008

8.3 Reconciliation of Profit or Loss Account

Amount (NPR)

Particulars Year ended 16 July 2018 | Year ended 15 July 2017
Profit as per previous GAAP 233,789,883 179,298,677
Adjustments under NFRS
Unexpired Risk Reserve (14,048,437) 32,670,627
Deferral of Reinsurance Commission Income (20,276,748) (9,809,249)
Deferral of Agent Commision 2,408,989 6,536,942
Deferral of Reinsurance Commission Expense 83,784 (170,827)
Deferred Tax Adjustments 11,733,323 1,416,968
(Additional)/ Writeback of Employee Benefit Provision 3,333,480 1,906,153
Reversal of Provison on Investment 880,000 -
Additional IBNR provision (10,612,015) (35,856,874)
Total Adjustment to Profit or Loss (26,497,625) (3,306,261)
Profit or Loss under NFRS 207,292,258 175,992,416
Other Comprehensive Income (6,030,252) (583,762)
Total Comprehensive Income under NFRS 201,262,006 175,408,654
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8.4 Reconciliation of Statement of Financial Positions

8.4.1 Reconciliation of Statement of Financial Positions reported as at 16 July, 2018

Amount (NPR)
Particulars Explanatory Notes | Re-classified GAAP Adjustments NFRS
Assets
Property, Plant and Equipment 124,379,959 124,379,959
Intangible Assets - - -
Deferred Tax Assets a 11,416,641 37,800,527 49,217,168
Financial Assets measured at Amortized Cost 1,664,392,966 - 1,664,392,966
Financial Investments at FVTOCI b 134,415,280 2,942,429 137,357,709
Financial Investments at FVPL - - -
Deferred Expenses c - 17,832,250 17,832,250
Other Assets 117,273,075 117,273,075
Reinsurance Assets d 520,685,803 520,685,803
Reinsurance Receivables 156,354,321 156,354,321
Income Tax Receivable 18,147,517 - 18,147,517
Cash and Cash Equivalent 196,831,152 - 196,831,152
Total Assets 2,423,210,909 579,261,010 3,002,471,919
EQUITY
Share Capital 880,000,000 880,000,000
Share Premium 30,842,451 30,842,451
Insurance Fund 439,885,664 439,885,664
Catastrophe Reserve 39,769,059 39,769,059
Retained Earnings 97,712,082 (115,025,405) (17,313,322)
Other Reserves 13,101,120 34,019,967 47,121,087
Total Ordinary Shareholders’ Equity 1,501,310,377 (81,005,438) 1,420,304,940
Liabilities
Insurance Contract Liabilities e 586,479,474 639,328,529 1,188,348,354
Employee Benefit Obligation f 81,804,894 2,170,796 83,975,690
Deferred Revenue g 63,422,564 63,422,564
Reinsurance Payables 187,557,836 187,557,836
Other Payables 58,283,490 58,283,490
Other Provisions h 7,774,837 (7,195,789) 579,047
Total Liabilities 921,900,531 697,726,100 1,582,166,981
Total Ordinary Shareholders’ Equity and Liabilities 2,423,210,908 616,720,662 3,002,471,920

63




th
@ ANNUAL REPORT 2074/075

8.4.2 Reconciliation of Statement of Financial Positions reported as at 15 July, 2017

Amount (NPR)
Particulars Explanatory Notes | Re-classified GAAP Adjustments NFRS
Assets
Property, Plant and Equipment 120,827,143 120,827,143
Intangible Assets - -
Deferred Tax Assets a 5,363,555 23,482,810 28,846,365
Financial Assets measured at Amortized Cost 1,064,472,582 - 1,064,472,582
Financial Investments at FVTOCI b 123,302,942 7,513,931 130,816,873
Financial Investments at FVPL - - -
Deferred Expenses c - 15,339,478 15,339,478
Other Assets 84,809,965 84,809,965
Reinsurance Assets d - 326,818,674 326,818,674
Reinsurance Receivables 143,126,820 - 143,126,820
Income Tax Receivable 14,401,163 - 14,401,163
Cash and Cash Equivalent 122,035,359 - 122,035,359
Total Assets 1,678,339,529 373,154,892 2,051,494,420
EQUITY
Share Capital 390,000,000 390,000,000
Share Premium - -
Insurance Fund 326,017,265 326,017,265
Catastrophe Reserve 27,776,911 27,776,911
Retained Earnings 102,151,622 (77,846,961) 24,304,661
Other Reserves 7,048,034 28,316,896 35,364,930
Total Ordinary Shareholders’ Equity 852,993,832 (49,530,065) 803,463,767
Liabilities
Insurance Contract Liabilities e 535,552,549 383,341,167 918,893,716
Employee Benefit Obligation f 53,996,157 1,461,132 55,457,289
Deferred Revenue g 43,145,816 43,145,816
Reinsurance Payables 137,295,843 137,295,843
Other Payables 92,658,944 92,658,944
Other Provisions h 5,842,205 (5,263,158) 579,047
Total Liabilities 825,345,698 422,684,957 1,248,030,655
Total ordinary Shareholders’ Equity and Liabilities 1,678,339,530 373,154,892 2,051,494,422
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8.4.3 Reconciliation of Statement of Financial Positions reported as at 16 July, 2016

Amount (NPR)

Particulars Explanatory Notes | Re-classified GAAP Adjustments NFRS
Assets

Property, Plant and Equipment 121,527,528 121,527,528
Intangible Assets - -
Deferred Tax Assets a 2,852,697 21,815,658 24,668,355
Financial Assets measured at Amortized Cost 774,015,149 - 774,015,149
Financial Investments at FVTOCI b 118,613,817 5,668,032 124,281,849
Financial Investments at FVPL - - -
Deferred Expenses c - 8,973,363 8,973,363
Other Assets 64,149,528 64,149,528
Reinsurance Assets d - 341,381,285 341,381,285
Reinsurance Receivables 152,331,046 152,331,046
Income Tax Receivable - - -
Cash and Cash Equivalent 150,888,580 - 150,888,580
Total Assets 1,384,378,344 377,838,337 1,762,216,681
EQUITY

Share Capital 330,000,000 330,000,000
Share Premium - -
Insurance Fund 237,623,357 237,623,357
Catastrophe Reserve 18,686,434 18,686,434
Retained Earnings 88,111,348 (75,228,996) 12,882,352
Other Reserves 4,537,176 27,483,690 32,020,866
Total Ordinary Shareholders’ Equity 678,958,315 (47,745,307) 631,213,009
Liabilities

Insurance Contract Liabilities e 405,563,193 394,717,532 800,280,726
Employee Benefit Obligation f 42,021,896 687,440 42,709,336
Deferred Revenue g 33,336,566 33,336,566
Reinsurance Payables 174,449,333 174,449,333
Other Payables 54,916,289 54,916,289
Income Tax Payable 23,932,376 23,932,376
Other Provisions h 4,536,942 (3,157,895) 1,379,047
Total Liabilities 705,420,030 425,583,644 1,131,003,673
Total Ordinary Shareholders’ Equity and Liabilities 1,384,378,345 377,838,337 1,762,216,682
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8.5 Reconciliation of Statement of Profit or Loss Account
8.5.1 Reconciliation of Profit and Loss for the year ended 16 July, 2018
Amount (NPR)

Particulars Explanatory Notes GAAP Adjustments NFRS
Gross Premium 1,262,457,626 1,262,457,626
Premium Ceded to Reinsurers (508,259,749) (508,259,749)
Net Premium 754,197,877 - 754,197,877
Fees and Commission Income g 141,243,217 (20,276,748) 120,966,468
Investment Income 163,195,087 163,195,087
Net Realised Gains and Losses 341,861 341,861
Other Operating Income 4,150,189 880,000 5,030,189
Total Revenue 1,063,128,231 (19,396,748) 1,043,731,482
Gross Benefits and Claims Paid (626,155,129) (626,155,129)
Claims Ceded to Reinsurers 218,256,290 218,256,290
Net Benefits and Claims (407,898,839) - (407,898,839)
Net Change in Insurance Contract Liabilities e (50,927,057) (24,660,451) (75,587,507)
Other Operating and Administrative Expenses f (214,553,251) 3,333,480 (211,219,771)
Other Expenses Cc (41,063,588) 2,492,773 (38,570,815)
Provisions (5,453,557) (5,453,557)
Total Benefits, Claims and Other Expenses (719,896,292) (18,834,198) (738,730,490)
Profit Before Tax 343,231,939 305,000,992
Income Tax Expenses a (109,442,055) 11,733,323 (97,708,732)
Profit for the Year 233,789,883 (26,497,623) 207,292,260
Other Comprehensive Income

Net Gain on Revaluation of Financial Assets at Fair Value 1,845,899 (4,571,502)
Actuarial Gains/(Losses) on Defined Benefit Plan (2,679,845) (4,043,144)
Income Tax relating to above items 250,184 2,584,394
Total Comprehensive Income for the year 233,789,883 (27,081,385) 201,262,008
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8.5.2 Reconciliation of Profit and Loss for the year ended 15 July, 2017

Amount (NPR)

Particulars Explanatory Notes GAAP Adjustments NFRS
Gross Premium 1,129,293,176 1,129,293,176
Premium Ceded to Reinsurers (381,490,096) (381,490,096)
Net Premium 747,803,080 - 747,803,080
Fees and Commission Income g 85,874,379 (9,809,249) 76,065,129
Investment Income 72,627,929 72,627,929
Net Realised Gains and Losses 87,385 87,385
Other Operating Income 4,387,818 4,387,818
Total Revenue 910,780,590 (9,809,249) 900,971,341
Gross Benefits and Claims Paid (516,617,062) (516,617,062)
Claims Ceded to Reinsurers 190,669,390 190,669,390
Net Benefits and Claims (325,947,673) - (325,947,673)
Net Change in Insurance Contract Liabilities e (129,989,354) (3,186,248) (133,175,602)
Other Operating and Administrative Expenses f (161,329,535) 1,906,153 (159,423,382)
Other Expenses c (35,802,651) 6,366,115 (29,436,536)
Provisions (1,829,066) (1,829,066)
Total Benefits, Claims and Other Expenses (654,898,279) 5,086,019 (649,812,259)
Profit Before Tax 255,882,311 251,159,081
Income Tax Expenses a (76,583,634) 1,416,968 (75,166,666)
Profit for the Year 179,298,677 (3,306,262) 175,992,415
Other Comprehensive Income

Net Gain on Revaluation of Financial Assets at Fair Value 1,845,899 1,845,899
Actuarial Gains/(Losses) on Defined Benefit Plan (2,679,845) (2,679,845)
Income Tax relating to above items 250,184 250,184
Total Comprehensive Income for the year 179,298,677 (3,890,024) 175,408,653
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Explanatory Notes:

68

Deffered tax assets and Liabilities are created on all the adjustments made for converging the
financials into NFRS Compliant.

FVTOCI are valued at the fair value (Mark to Market) as on Ashadh End and the unrealized gain
is also routed through OCI

Under Previous GAAP, agent commission expenses and Reinsurance commission expense were
accounted on cash basis. Under NFRS, these expenses are reported on accrual basis in proportion
to the policy period using 1/365th Method

Under previous GAAP, reinsurance assets related to Unexpired Risk reserve and Outstanding
Claims were presented on Net Basis by setting off against respective assets. Under NFRS, these
assets are presented in Gross Basis.

Insurance Contract Liabilities under previous GAAP were presented on Net basis. Under NFRS it
is presented in Gross basis by separately disclosing Provisions for Outstanding Claims, IBNR and
Unexpired Risk Reserve

Acturial Valuation of Employee Benefits (Leave Encashment and Gratuity) has been done under
NFRS. Previously, it was calculated as per the methods prescribed in its' employee bylaws
Under Previous GAAP, Reinsurance Commission Income was accounted on cash basis. Under
NFRS, reinsurance income are reported on accrual basis in proportion to the policy period using
1/365th Method

Under previous GAAP, bonus share and cash dividend were charged to retained earning for the
year which it has been declared. Under NFRS, provision for cash dividend and Bonus Shares has
been reversed and disclosed in notes only and charged in the year on which it has been passed
by AGM
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8.6 Reconciliation of Statement Cash Flow for the year ended 16 July 2018 and 15 July, 2017

Amount (NPR)

For the Year Ended 16 July 2018
Particulars Previous GAAP Effect of transition Amount as per
to NFRS NFRS
Net Cash Flows from Operating Activities 120,558,766 160,436,643 280,995,409
Net Cash Flows from Investing Activities (523,906,779) (97,872,130) (621,778,910)
Net Cash Flows from Financing Activities 415,579,294 - 415,579,294
Net increase/ (Decrease) in Cash and Cash Equivalent 12,231,281 62,564,513 74,795,793
Cash and Cash equivalents at the beginning of the period 20,928,670 101,106,690 122,035,359
Cash and Cash equivalents at the end of the period 33,159,950 163,671,202 196,831,152
For the Year Ended 15 July 2017
Particulars : =
Previous GAAP Effect of transition Amount as per
to NFRS NFRS

Assets

Net Cash Flows from Operating Activities 210,867,672 70,657,433 281,525,104
Net Cash Flows from Investing Activities (211,476,219) (95,744,211) (307,220,430)
Net Cash Flows from Financing Activities (3,157,895) - (3,157,895)
Net increase/ (Decrease) in Cash and Cash Equivalent (3,766,442) (25,086,779) (28,853,220)
Cash and Cash equivalents at the beginning of the period 24,695,112 126,193,468 150,888,580
Cash and Cash equivalents at the end of the period 20,928,670 101,106,689 122,035,359

0  There is no any cash inflow due to NFRS. However, major adjustments are observed mainly due to
reclassification of call deposits from investment in Local GAAP to cash and cash equivalent in NFRS
financials. Also, Interest Income and other realized gain on disposal of assets is Classified as operating
Income in case of NFRS causing the difference in classification.
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