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i Nepal Re-Insurance Co.Ltd. (Nepal Re.)

VISION

Nepal Reinsurance Company limited to be the reliable and
choicest reinsurer in Asia and the Region, demonstrating high
standard professional and prompt services.

MISSION

Provide quality and hasty reinsurance service to our valuable
clients making them comfortable all time in bearing the risk;
customer-focused; committed to grow profitably, sustainably
and ultimately satisfactory returns to our stakeholders; play
catalyst role to the Government for the development of the
nation.

CORE VALUES

- Responsiveness

- State of the Art Practices

- Partnerships

- Knowledge Sharing
- Integrity

- Accountability

- Sustainability
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Nepal Re-Insurance Co.Ltd. (Nepal Re.)

- STRATEGIC PLAN FOR

UPCOMING FISCAL YEAR

Be recognized in Insurance and Reinsurance market nationally and
internationally with highest level of financial strength, joining hands with the
prominent players in reinsurance sector.

Grow reinsurance business remarkably and steadily thereby maximizing
overall profit of the company, considering the risk coverage and risk retention
capacity of the company.

Invest in high yielding areas with appropriate risk categorization

Increase share based equity capital through public offer for large participation
in the stake of the company and make it freely traded in the stock market,
maximizing profit and net worth and also devising appropriate dividend

policy.
Equip and garland company with technically sound human resources in the

specific field which contributes achieving overall organizational goals and
prepare for business of tomorrow.

Ensure Institutional development through constructing company’s own
landmark and state of art building, getting done credit rating from renowned
credit rating agencies and enhancing working environment through excellent
IT based system.

Ensure institutionalization of International level corporate governance
system in the company with appropriate governance structure, showcasing
responsibility and accountability through transparency.

Maintain cordial and amicable relationship with regulators and other
prominent
stakeholders, complying with all legal and regulatory requirements.
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Nepal Re-Insurance Co.Ltd. (Nepal Re.)

A FINANCIAL OVERVIEW
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Nepal Re-Insurance Co.Ltd. (Nepal Re.)

Net Claim Paid Comparison (In Million)
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Nepal Re-Insurance Co.Ltd. (Nepal Re.)

THE ANNUAL REPORT PRESENTED BY MR. MAHESH KUMAR GURAGAIN,
CHAIRMAN OF BOARD OF DIRECTORS
INTHE FOURTH ANNUAL GENERAL MEETING OF THE COMPANY

Respected Shareholders,

On behalf of the board of directors, | would like to welcome you all the shareholders and invitees in this 4th
Annual General Meeting of Nepal Reinsurance Company Ltd. The company is grateful for your continuous
support and immense trust during the past 4 years. It gives me immense pleasure to share with you an
update on the financial position, the achievements, the management endeavors and overall performance
of the Company for this financial year 2017-18. On this very occasion, | would like to assure you that the
board has made every bit of efforts to adopt the invaluable suggestions of all our shareholders. This FY
2017-18, is the year where we adopted the Nepal Financial Reporting Standards (NFRS) for the first time.
Now, | would like to present financial audit report for the fiscal year 2017-18 pursuant to section 109 of the
Companies Act, 2006 including statement of financial position, income statement and statement of cash

flows as of July 16, 2018 for discussion and approval.
1. OVERVIEW OF THE LAST FISCAL YEAR’S TRANSACTIONS

REVIEW OF WORLD ECONOMIC SCENARIO

According to the World Economic Outlook published by International Monetary Fund (IMF) in 2018, World
Economic Growth was increased by 3.8 percent in 2017 whereas it is projected to increase by 3.9 percent
in 2018. Inflation is projected to rise in emerging and developing economies due to the rise in commodity
prices including the rise in energy prices. IMF projects that the inflation in developed economies remains
at 2.0 percent in 2018, whereas it was 1.7 percent in 2017. Likewise, inflation in emerging and developing
economies that was 4.0 percent in 2017 is projected to be 4.6 percent in 2018. Among the South Asian
countries, the inflation in Bangladesh, Bhutan, Nepal, India and Pakistan is projected to be somewhat

higher in 2018 as compared to 2017.

MACROECONOMIC STATUS

Nepal’s economy had the growth of 6.3% (GDP at base prices) in FY 2017-18 down from 7.4% in last fiscal year
a year earlier largely on the back of subdued agriculture output, as a result of floods of August 2017 which
seems to be substantially higher in comparison with an average annual growth rate over the last decade
is 4.3% in the last ten years, FY 2009-FY 2018. Economic growth is anticipated to be 7.0% in FY 2018/19.
The average annual inflation moderated to 4.2% in FY 2018, down from 4.5% a year earlier and estimated
to remain same in the FY 2019. Overall economic activities are oriented towards positive directions as a
result of conducive environment in investment due to stable government formed after the election of
three tiers of government. With the momentum gain in FY 2017 continuous recovery of economy is seen
due to prospects of a more stable socio-political environment in Nepal, tourists'arrival has been increasing,
favoring‘hotel and restaurant’and ‘travel and communication’sub-sectors. Similarly, overall financial sector

and Insurance sector is in growing stage expanding their size in total GDP.

8 ol affies ufadcer
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Nepal Re-Insurance Co.Ltd. (Nepal Re.)

REVIEW OF OVERALL INSURANCE SECTOR FORFY 2017-18
The total gross financial resource and utilization of insurance business has been increased by 25.14% to Rs.

229.54 billion in FY 2017-18 compared to the corresponding period of the previous fiscal year. Along with
the increment of the insurance companies and its business, in the first eight months of the FY 2018-19, the
insurance has reached to upto 18% of the population of Nepal and estimated to reach upto 20% of the
population in FY 2018-19.

There is continuous increment seen in the insurance sector premium of both Life and Non-life insurance
companies. As amount of NRs. 73.78 billion of insurance premium was collected during FY 2017-18 in
comparison to FY 2016-17 where the amount was NRs. 54.09 billion. A total amount worth NRs. 51.41
billion rupees was collected through life insurance premiums giving the growth of 33.11% and NRs.
22.37 billion rupees were collected through non-life insurance premiums giving the growth of 35.98%. As
the investible amount stood NRs. 229.54 billion upto FY 2017-18 where 85.71% is contributed from Life
insurance companies and other 14.29% from Non-life insurance companies.

(*Source: Annual Report of Insurance Board of FY 2017-18)

In analysis of overall Insurance market of the nation, total reinsurance expenses made by the company
totaled NRs. 10,940 million where NRs. 1,190.70 million is from Life insurance companies and remaining

9,749.30 million is from Non-life insurance companies. Out of which Nepal Re occupied the overall market

share of 36.61% in the reinsurance sector of the country.

NEPAL RE STAKE IN THE DOMESTIC MARKET (IN MILLION)
. Total Reinsurance Nepal Re
Particulars . Nepal Re Share
expenses Portion
Life insurance companies 1,190.70 405.76 34.08%
Non-lifeinsurance companies 9,749.30 3,598.89 36.91%
Total 10,940.00 4,004.65 36.61%

* As per the published Annual report of Insurance Board and Nepal Re Financial Statement of FY 2074-75
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Nepal Re Market Share
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Figure: Insurance Premium Amount and Growth Rate
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Nepal Re-Insurance Co.Ltd. (Nepal Re.)

In reference to data published by Insurance board, Nepal Re average reinsurance premium received over
the three year period from FY 2015/16 to 2017/18 was NRs. 1,228.81 million. Out of which, 43.10 percent
was place as retrocession and the remaining portion 56.90 percent was retained by the company itself. The
reinsurance claim is also in increasing trend. The low ratio of reinsurance claim to premium i.e 7.71 percent
and the average net outflow of premium NRs. 488.69 million.

In case of Life Insurance Business, after the inception of reinsurance business of Nepal Re the trend of gross
reinsurance premium received is in increasing trend over the three year period from FY 2015/16 to 2017/18.

The average premium received was NRs. 259.66 million over the period.

INFORMATION REGARDING NEW REGULATIONS

The national Insurance sector has been shaped with positive achievements where New Insurance Act is in
the process of promulgation and under the consideration of parliament, IFRS based financial reporting is
made mandatory from this FY 2017-18 with the name of Nepal Financial Reporting Standards (NFRS) and
with the support of Insurance Board has been successfully implemented. New Risk based directives are
pronounced by Insurance Board for Insurers, their management, investment, reinsurance and for claim
settlement. Further, Insurance training center has been established with initiation of Insurance board
followed by all Insurers to make Insurance Human Resource personnel more competent on the horizon of

Insurance market.

2. IMPACT OF NATIONAL AND INTERNATIONAL EVENTS ON THE COMPANY’S BUSINESS
The growth of reinsurance premium is more in emerging market than in developed market. Nepal being
one of the developing and emerging market we can see the growth in premium in higher rates than other

global market.

Wiorkd Advanced markets Emarging markets
2018 - 2018 = 207TE W 2018F W 20189F

Source: Swiss Re Institute.,

Figure: Real growth of non-life reinsurance premiums
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Nepal Re-Insurance Co.Ltd. (Nepal Re.)

Looking at the global reinsurance market, premium growth improved to 3% in 2017 which is led by
emerging markets. FY 2017 was declared as the largest insured loss year ever where results have been
significantly impacted by the Hurricanes Harvey, Irma and Maria in different continents. Similarly, Global
non-life insurance premiums increased 2.8% to USD 2,234 billion in 2017, down from 3.3% in 2016, but
remained slightly above the 10-year average due to lower growth in emerging markets and further forecast
to increase around 4% in real terms by 2019. Global life premiums increased only marginally by 0.5% to
USD 2,657 billion in 2017 (2016: 1.4%) due to falling premiums in advanced markets.

In analysis of the local reinsurance market, as per the budget statement for FY 2018-19, the government of
Nepal has asked allthelocalinsurers to reinsure at least 20 percent of their policies with domestic reinsurance
companies which shall affect the business of the company massively nationally and internationally. Due to
which there will be increment in the company’s service in large scale basis where the insurance premium is

anticipated to grow by 65.29% in comparison with FY 2017-18.

(In Million)
Particulars FY 2017-18 Budgeted FY 2018-19 Growth
Gross Premium Income 4,235 7,000 65.29%

Nepal Re is internationally recognized for both life and non-life insurance business as the company is
currently placing retrocession program to top reinsurers of the world viz. Hannover Re, GIC Re, Chaucer
Re, XL Catlin, Sava Re, GIC Bhutan Re, Trust Re, CICA Re, Labuan Re, Kenya Re, Tunis Re, Asian Re, AVENI
Re, PTI, Tan Re, PhilNa Re, PTA Re, Senegal Re, Emirates International, NEM Nigeria and Eurasia. Similarly,
it has been obtaining treaty business from Bangladesh, Kenya, Cambodia, Papua New Guinea, South
Korea, Bhutan and Africa and facultative business from Bahrain, Bangladesh, Bhutan, Dubai, Kuwait, Oman,
Mauritius, Zimbabwe, Cambodia, Maldives, Nigeria, Palestine, Philippines, Qatar, Russia, Sudan, Thailand,
Togo, Vietnam and Yemen. Further, Nepal Re has been able to show its presence in Global Insurance
Market within 3 short years of its establishment as the company has succeeded to obtain business from 28
countries globally within 3 years of establishment.

A selected number of overseas business relationships are also maintained through trusted brokers.
Recently, Nepal Re has been granted license for Cross Border Reinsurer (CBR) by the Insurance Regulatory
and Development Authority of India (IRDAI) due to which Nepal Re has started to participate in treaty
and facultative business of Indian public sector insurance companies such as Oriental Insurance, National
Insurance, United Reinsurance, New India Assurance, GIC Re and other private sector insurance companies
as well. Being trusted by the regulator of Indian Insurance Market, which is one of the largest insurance
markets in the whole world, can be taken as another milestone Nepal Re has achieved. There has been
increment in gross insurance premium by 23.07% and net profit by 50.52% in comparison with previous
fiscal year. Nepal Re has started to do reciprocal business with other reinsurance companies from this fiscal
year.

The main businesses which are operated under Non-Life sector are direct cession, Pool, Facultative and

Treaty Reinsurance business. Under life sector are term life business.

12 <l aiffes urddear
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Nepal Re-Insurance Co.Ltd. (Nepal Re.)

FINANCIAL PERFORMANCE SUMMARY

(In million)
Particulars FY 2017-18 FY 2016-17 Growth (%)
Gross Premium Income 4,235 3,441 23.07%
Net Premium Income 3,324 2,852 16.55%
Net profit for the year 1,007 669 50.52%
Insurance Fund 1,114 684 62.87%
Investments 9,195 6,704 37.16%
Retained Earnings 1,076 621 73.27%

*Above financial summary is based on NFRS financial statements including both life and non-life business.

The development of business in FY 2017-18 was shaped by significant growth in the net premium income
by 16.55% along with 50.52% increment in net profit comparison with the previous fiscal year.

NON-LIFE REINSURANCE BUSINESS
Positive developments have been seen in the non-life business with the growth of 21.46% by giving the

gross premium income of NRs. 3,829 million. Net income increased by 48.62% to NRs. 859 million.

LIFE REINSURANCE BUSINESS

The business performance in life insurance was shaped by positive developments. Gross premium income
in life business increased by 40.62% i.e totaled NRs. 406 million and was on higher side with previous year
by growth of 64.17% where net profit totaled NRs. 147.71 million.

As diversified investments of around NRs. 9,195 million of the company has also helped for effective
management of the investment risk. Further there will be significant investments which company will
make in upcoming FY 2018-19 by enhancing the areas of diversified portfolio on reference to the newly

issued Investment guidelines by Insurance Board.

3. ACHIEVEMENTS SINCE THE LAST FISCAL YEAR TILL PREPARATION OF THE ANNUAL REPORT
AND FUTURE PLANS

Particulars Budgeted in FY 2075-76 Amount upto Chaitra end
(NRs.) 2075 (NRs.)
1. | Gross Insurance Premium 7,000 million 4,485 million
Non-Life business 6,250 million 4,188 million
Life business 750 million 297 million
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Nepal Re-Insurance Co.Ltd. (Nepal Re.)

. The capital of Nepal Re has been increased and will be of NRs. 10 Billion after the Initial Public Offering
(IPO) in the coming Fiscal year and IPO is under process.

. The software development and implementation has been completed from domestic professionals.

. With the initiation of the Government of Nepal, successful implementation of 20% direct cession has
been made in FY 2018-19.

. In this FY 2017-18, Nepal Re has adopted the NFRS for the first time giving global recognition in the
financial reporting framework.

. Staff Administration Rules and Bye laws have been approved by the Public Service Commission (PSC).

. The design and process for the further completion of the company’s building has been initiated.

. Nepal Re has made a remarkable achievement in the business growth where anticipation of NRs.
7,000 million is made in the gross premium on upcoming FY 2018-19.

. Nepal Re was awarded with largest tax payer of insurance industry in fiscal year 2015/16 and 2016/17.

. Along with investment participation of the company, Nepal Infrastructure Bank Ltd. (NIFRA) has been
established.

. Rating is at completion stage for IPO requirement.

. Committees are formed as per the new directives of Insurance Board.

. Corporate strategic plan is prepared and implemented from FY 2018-19.

. IRDAI licensing for cross border business in India is continued for FY 2018-19.

. As the gross profit of company has reached upto NRs. 1,448 million giving NRs. 1,007 million net of tax
on this FY 2017/18, the company has entered in billionaire group in corporate sector.

FUTURE PLANS

. Be recognized in Insurance and Reinsurance market nationally and internationally with highest level
of financial strength, joining hands with the prominent players in reinsurance sector.

. Grow reinsurance business remarkably and steadily thereby maximizing overall profit of the company,
considering the risk coverage and risk retention capacity of the company.

. Invest in high yielding areas with appropriate risk categorization

. Increase share based equity capital through public offer for large participation in the stake of the
company and make it freely traded in the stock market, maximizing profit and net worth and also
devising appropriate dividend policy.

. Equip and garland company with technically sound human resources in the specific field which
contributes achieving overall organizational goals and prepare for business of tomorrow.

. Ensure Institutional development through constructing company’s own landmark and state of art
building, getting done credit rating from renowned credit rating agencies and enhancing working
environment through excellent IT based system.

. Ensure institutionalization of International level corporate governance system in the company
with appropriate governance structure, showcasing responsibility and accountability through
transparency.

. Maintain cordial and amicable relationship with regulators and other prominent stakeholders,
complying with all legal and regulatory requirements.

. Starting to work at large size in Life reinsurance sector with a separate life fund through the fund

14 <l aifes uddear
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Nepal Re-Insurance Co.Ltd. (Nepal Re.)

support from Government. It will be set up with a due approval of Government.

Preparing necessary infrastructures, like; building, rating, IT set up, human capital, strategic policy,
listing to NEPSE with IPOs to public and all instruments for underwriting of business and claims
settlement to identify Nepal Re as an efficient Reinsurer.

As per the new provision of budget for FY 2019/20 of Government of Nepal, Insurance Board and
government will be advised for review of regulations, policies and directives on Reinsurance in Nepal

to make our reinsurance market strong, reliable and simple to bring foreign reinsurance placements.

INDUSTRIAL AND BUSINESS RELATIONS

The existing strategy has undoubtedly enhanced the company’s business relationship. But for the long
sustainable business relationship with globally recognized reinsurer the company should conduct
the strategic agreements which in turn enhances the skill, technology and knowledge for not only
increment in the profit but also for acknowledgement of the company in the global market. Industrial

harmony has been maintained and continuous efforts are being made to enhance it.

CHANGES IN THE BOARD OF DIRECTORS WITH REASONS
There has been no change in the board of directors in this FY 2017-18.

MAIN FACTORS AFFECTING THE BUSINESS

The factors affecting the reinsurance business are mentioned as below;

As mentioned in the of Budget related to the FY 2017-18, the direct cession percentage to be given by
local insurance companies to Reinsurance Company shall majorly affect the business of the company.
Risks and challenges arising due to the increased competition in the global reinsurance market
Impact of risky underwriting made during the business

Limited long-term investments in the market can be a major challenge due to which the investments
will be focused only on limited portfolios rather than being diversified.

Risk arising due to changing political scenarios and its negative/positive impact on the reinsurance
business expansion.

Determination of company'’s rating and ranking

Impact of low interest rates causing low yields and affecting investments returns

REMARKS OF BOARD OF DIRECTORS (IF ANY) ON AUDIT REPORT
As so such remarks has been made in the audit report related to FY 2017-18. The recommendations

made in audit report have been incorporated for necessary improvements.

AMOUNT PROPOSED FORTHE DISTRIBUTION OF DIVIDEND
As per the provision of Reinsurance Management directives 2071, the reinsurance company shall
not distribute its income for at least five years and transfer such amount on the reserve fund while

conducting reinsurance business. Thus the amount has not been proposed for the distribution of
dividend.

dell arffep ufedeer 19




Nepal Re-Insurance Co.Ltd. (Nepal Re.)

9. DETAILS OF FORFEITED SHARES, INCLUDING QUANTITY, FACE VALUE, AND AMOUNT
RECEIVED PRIOR TO THE FORFEITURE, AMOUNT RECEIVED AFTER SELLING THE FORFEITED
SHARES AND AMOUNT RETURNED FOR THE FORFEITED SHARES

The company has not forfeited any shares till date.

10. DISCLOSURE OF TRANSACTION WITH SUBSIDIARY/ASSOCIATES.

The company doesn’t own any subsidiary and associate companies.

11. INFORMATION PROVIDED BY THE PRINCIPAL SHAREHOLDERS IN THE LAST FISCAL YEAR

No such information was provided during the review year.

12. DISCLOSURE ON THE SHARE TRANSACTION & OWNERSHIP BY BOARD MEMBERS AND
EMPLOYEES OF THE COMPANY IN THE LAST FISCAL YEAR
No such share transaction and ownership has been received during the review year.

13. DISCLOSURE OF INFORMATION ON INVOLVEMENT OF ANY BOARD MEMBER OR THEIR CLOSE
RELATIVES HAVING PERSONAL INTEREST ON ANY AGREEMENTS DONE BY THE COMPANY
DURING LAST FISCAL YEAR

No such information has been received during the review year.

14. DISCLOSURE OF ON SHARES BUY BACK BY THE COMPANY

No such activity during the review year.

15. INTERNAL CONTROL SYSTEM AND ITS DETAILS
The company is well aware of the establishment and maintenance of effective internal control
system. For the minimization of possible current and future risks the company has maintained and
implemented the necessary Reinsurance Policies. An independent chartered accountant has been
appointed as the internal auditor system that conducts the audit on quarterly basis and provides
the reports for its discussion in Audit Committee to strengthen internal control. The company is
continuously following the Corporate Governance Directives, 2075 issued by Insurance Board which

has helped to make the internal control system more effective.

RISK MANAGEMENT

The company through the effective internal control system is practicing risk minimization approach
as well. Identification of various risks in the Reinsurance sector and management of such risks through
effective system, risk bearing capacity etc are the major subjects under the view of the company. To
evaluate the adequacy of the policies & strategies of the company and its control, a director level risk
management and solvency committee has been formed. Further, for minimization of international
level risk and net capacity of the company it is necessary to increase capital of the company through
initial public offering and listing of the share in Nepal Stock Exchange.
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Nepal Re-Insurance Co.Ltd. (Nepal Re.)

DISCLOSURE ON THE TOTAL MANAGEMENT EXPENSES OF LAST FISCAL YEAR
In the review year, total management expenses were NRs. 58,436,323.

Particulars Amount (NRs.)
Employee Expenses 23,974,474.00
Administrative expenses 34,461,849.00
Total Management Expenses 58,436,323.00

DETAILS OF THE MEMBERS OF THE AUDIT COMMITTEE, THEIR REMUNERATION, ALLOWANCES
AND FACILITIES, ACTIONS TAKEN, AND ANY RECOMMENDATIONS MADE BY THE COMMITTEE
In the review year, a four member audit committee has been constituted under the coordination of
member of Board of Director Mr. Ramesh Rana. Mr. Shiva Nath Pandey (Chief Executive Officer, Surya
Life Insurance Co. Ltd.), Mr. Bibek Jha (Chief Executive Officer, Nepal Life Insurance Co. Ltd.) and Mr.
Sanchit Bajracharya (Chief Executive Officer, Prabhu Insurance Co. Ltd.) are the members of Audit

Committee.

The audit committee reviews the operational and financial condition of the company including both

internal and external audit report and provides its recommendation to the management for the

required improvements. The external audit report did not mention any critical remarks and necessary

improvements have been made for other remarks mentioned in the report. In the FY 2017-18 the

audit committee held total 10 meetings. Total amount of NRs. 78,000.00 was provided as meeting

allowance to the audit committee. Other than mentioned no any allowance and facilities has been

provided to the audit committee.

The actions made by the audit committee are as follows,

. Review of the internal audit report and recommend necessary improvement to the management.

. Review of the external audit report along with recommendation of necessary improvement to
the management and provide to the Board of Directors.

. Provide suggestions for the improvement in the internal control system of the company.

. Recommend the appointment of external auditor to the Annual General Meeting (AGM)

DISCLOSURE ON AMOUNT RECEIVABLES FROM DIRECTORS, MANAGING DIRECTORS,
CEO, COMPANY'’S PRINCIPAL SHAREHOLDERS OR ANY FIRM, COMPANY OR ANY OTHER
ORGANIZATION ASSOCIATED WITH SUCH INDIVIDUALS OR THEIR CLOSE RELATIVES

None
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Nepal Re-Insurance Co.Ltd. (Nepal Re.)

19. DISCLOSURE ON SALARY, ALLOWANCES, AND FACILITIES PROVIDED TO THE DIRECTORS,
MANAGING DIRECTORS, CEO AND OTHER EMPLOYEES
In the review year NRs. 965,400.00 was paid as meeting allowances to the directors of the company.

The following mentioned amount has been paid as other meeting allowances.

S.N. Name of committee No. of meetings Allowances paid

1. Claim sub-committee 3 43,000.00
2. Investment sub-committee 12 83,500.00
3. Audit committee 10 78,000.00
4. Recruitment committee 48 614,000.00
5. Other sub-committee as required 68 478,100.00

In the review year, NRs. 3,193,060.00 was paid to Chief Executive Officer (CEO) related to the salary,
allowances, festival expenses and provident fund facilities. To other employee’s total amount of
NRs. 20,781,414.00 was paid related to the salary, allowances, festival expenses and provident fund
facilities.

Note: Apart from the amount disclosed above, the company has been providing vehicle facility and

bonus in accordance to the Bonus Act to Chief Executive Officer and other senior officials.

20. REMAINING DIVIDEND AMOUNT TO BE CLAIMED BY SHAREHOLDERS

None

21. DISCLOSURE ON THE PURCHASE AND SALE OF THE PROPERTY AS PER CLAUSE 141

No purchase and sale of the property has been made in last fiscal year.

22. DISCLOSURE ONTRANSACTIONS BETWEEN ASSOCIATED COMPANIES AS PER CLAUSE 175
The company has been carrying on the reinsurance related transactions with every local life and
non-life insurance companies. Other than that no any transactions has been carried out between

associated companies.

23. ANY OTHER DETAILS TO BE DISCLOSED IN THE REPORT AS PER THE COMPANIES ACT AND
EXISTING LAWS

Anti-money laundering provisions

24. DISCLOSURE ON THE PROVISION OF THE DIRECTIVE 86 AS PER COMPANIES DIRECTIVES,
2072

The company has been abiding the provision made in the Company’s Directives 2072.
25. OTHERISSUES

Corporate Social Responsibility has been started from this FY 2018-19 in remote village of Taplejung
district.
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Nepal Re-Insurance Co.Ltd. (Nepal Re.)

Finally,

We would like to express our sincere gratitude to Government of Nepal, Insurance Board, Company
Registrar Office, Nepal Rastra Bank, Nepal Stock exchange including others associated regulatory
bodies, reinsurers, reinsurance brokers, insured, shareholders, employees, journos and well-wishers
who have supported directly and indirectly for continuous development of the company. We would
also like to express our gratitude to Ministry of Finance, Inland Revenue Department and other
government associated entities for proper direction, suggestions and recommendations during our
regular operation and we expect the continuous support in days to come. We would like to thank
all the AGM attendees for your valuable presence and active participation to make this meeting a
success.

Thank you.

Date: 14 June 2019 (31 Jestha, 2076)

Mahesh Kumar Guragain
Chairman

Board of Director
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Suvod Associates |

Chartered Accountants

357/55 Ganeshmarg
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Mew Banestwor

Kathmandir-44500

Nepal. RO Box 107049
Independent Auditor’s Kepon
Tal  +977-1-5242014
Fax  +977-1-5242819
Web  wwwsuvodassociatescom,ng
Email info@suvodassociates.comnp

suvodassoclateuEyahoo.com

Nepal Re-Insurance Company Limited

Financial Year 2074-2075{2017.2018)

Report on the Financial Statements,
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Nepal Re-Insurance Co.Ltd. (Nepal Re.)

Suvod Associates

Chartered Accountants

Opinion

In our opinion, s far as appears form our examination, , the finuncial statements pive o frue and far view of
the financial posinon as ar Ashadh 32 2075 (July 16, 2008), and of the resules of s operasons and cash fows
of Nepal Re-Insurance Company Limited  for the vear then ended in acconlance with Nepal Financial
Reporting Standards (NFRS) and comply with the requirements of the companies Act, 2063,

Report on other legal & regulatory requirements

We further report thae:

Z
3

We have obimmed all the information and exphmanons which were considereed necessary for the
'|'“|.|T|| ¥ ol ol :ELH.!"

In e opunion, proper books of accounts as required by the law have been kept by the company.
During our examination of the books of accounts of the company and based on the mformanon and
explinations provided 10 us, we did nor come across the cases where the company, 11s board of
directors or any member thereof or any representanve or any office bearer or any emplovee of the
company have acted contrary 10 the provisions of law or caused loss or dantage to the company,

The Company has not acted ina manoer o wopandize the mierest and secunity of the palicy holders,
insurers & shareholders

Kathrmandi, Nepal CA (D) Suvod Kumar lKam
Diare: Baisakh 9, 2076 ' Managmp Panner.
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Nepal Re-Insurance Co.Ltd. (Nepal Re.)

CONSOLIDATED STATEMENT OF FINANCIAL POSITION
As at 32nd Ashadh 2075
Nepal Re-Insurance Company Limited - Thapathali, Kathmandu

Assets

Ashadh 32, 2075

Ashadh 31, 2074

Shrawan 1st,

(Restated)

2073 (Restated)

Property, plant & equipments 531,332,007 503,454,274 459,764,343
Intangibles 77,496 103,328 129,160
Financial Assets through OCI 264,939,129 94,901,984 128,334,632
Financial Assets through P/L - - -
Fianncial Assets at Amortized Cost 8,930,070,637 6,610,070,637 5,249,949,411
Other Financial Assets 102,491,908 7,160,090 1,470,780
Insurance Receivables 2,080,477,725 1,554,487,478 1,130,597,198
Other Receivables 93,526,568 85,668,615 39,334,435
Tax Assets 889,305,121 448,988,394 225,459,650
Deferred Tax Assets 11,619,269 9,131,383 22,749,813
Cash & Cash Equivalent 122,454,757 78,654,577 257,622,706
Total Assets 13,026,294,617 9,392,620,761 7,515,412,129
Liabilities

Tax Liabilities

Deferred Tax Liabilities - - -
Insurance Contract Liabilities 2,242,486,235 1,953,614,748 568,822,292
Reinsurance payables 249,219,436 267,627,114 533,601,529
Employee benefits 5,051,762 2,651,042 798,383
Other liabilities 207,388,279 94,392,138 71,817,367
Provisions 169,171,006 116,183,378 73,015,465
Total Liabilities 2,873,316,718 2,434,468,421 1,248,055,036
Sharesholder's Funds

Equity Shares 7,177,500,000 5,000,000,000 5,000,000,000
Retained Earning 1,076,457,321 621,020,302 333,092,798
Insurance Fund 1,113,640,980 683,851,270 428,799,298
Catastrophic Reserve 348,926,202 223,312,803 147,019,146
Other Reserves 436,453,395 429,967,966 358,445,851
Total Shareholder's funds 10,152,977,898 6,958,152,340 6,267,357,094
Total liabilities and Shareholder's Equity 13,026,294,617 9,392,620,761 7,515,412,129

For and on behalf of the Board of Directors of Nepal Reinsurance Company Ltd

Nikunj Agrawal Dip Prakash Panday

Director Director

Purushottam Subedi
Director

Ujjwol Raj Aryal
Chief Finance Officer

Date: 9th Baisakh, 2076
Place: Kathmandu, Nepal

Dhaniram Sharma
Director

Chirayu Bhandari
Chief Executive Officer

Mahesh Kumar Guragain, FCA
Chairman

As per the report of our even date.

(Dr.) Suvod Kumar Karn, FCA
Managing Partner
Suvod Assocaites, Chartered Accountants
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Nepal Re-Insurance Co.Ltd. (Nepal Re.)

CONSOLIDATED STATEMENT OF PROFIT OR LOSS
For the period ended 32 Ashadh 2075
Nepal Re-Insurance Company Limited - Thapathali, Kathmandu

As at Ashadh 32, 2075 Ashadh 31, 2074 (Restated)

Gross written premium

4,235,314,471

3,441,195,747

Ceded written premium 910,930,187 589,375,651
Net written premium 3,324,384,285 2,851,820,096
Other income

Commission income 319,532,761 200,446,996
Investment income 782,957,126 420,106,514
Other Insurance related income 233,155,954 531,520,938
Provision written off 586,268
Total Revenue 4,660,030,125 4,004,480,811
Claim benefits paid 1,490,746,006 574,519,664
Claim ceeded to reinsurer 429,811,408 117,524,035
Net Benefits & claims 1,060,934,598 456,995,629
Change in insurance contract liabilities 288,871,488 1,384,792,456
Commission expenses 1,214,705,961 800,365,836
Other insurance related expenses 434,816,464 275,585,920
Service fee expenses 37,301,471 31,401,202
Personeel Expenses 141,574,172 79,198,816
Administrative expenses 30,036,785 20,611,655
Finance Cost 12,220 -
Forex gain /(Loss) = 158,813
Loss on sale of FA (116,321)

Impairment losses

Depreciation & amortization 3,751,042 3,092,252
Total benefit claim paid & other expenses 3,211,887,880 3,052,202,578
Profit before tax 1,448,142,246 952,278,233
Tax expenses 440,498,686 283,679,163
Net Profit For the Year 1,007,643,559 668,599,070
BEPS 20.11 13.37
DEPS 20.11 13.37

For and on behalf of the Board of Directors of Nepal Reinsurance Company Ltd

Nikunj Agrawal Dip Prakash Panday Ramesh Rana
Director Director Director

Purushottam Subedi
Director
Ujjwol Raj Aryal
Chief Finance Officer
Date: 9th Baisakh, 2076
Place: Kathmandu, Nepal

Dhaniram Sharma
Director

Chirayu Bhandari
Chief Executive Officer

Mahesh Kumar Guragain, FCA
Chairman
As per the report of our even date.

(Dr.) Suvod Kumar Karn, FCA
Managing Partner
Suvod Assocaites, Chartered Accountants
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Nepal Re-Insurance Co.Ltd. (Nepal Re.)

CONSOLIDATED STATEMENT OF OTHER COMPREHENSIVE INCOME
For the period ended 32 Ashadh 2075
Nepal Re-Insurance Company Limited - Thapathali, Kathmandu

Net income 1,007,643,559 668,599,070
Will not be reclassifiable to statement of profit or loss

Actuarial gain /(loss) (18,848) (218,597)
Revaluation on PPE 23,820,500 35,730,750
Fair value changes in investment (20,162,855) (18,811,453)
Income tax related to component of OCI 6,043,202 5,577,857

Will be reclassified subsequently to profit or loss
Unrealised gains and losses on investments .

Exchange gain/ loss of foreign operation

Income tax related to component of OCI

Total Comprehensive Income for the year, net of tax 1,017,325,558 690,877,627
Attributable to Non controlling Interest =
Attributable to Shareholders of Nepal Re 1,017,325,558 690,877,627

For and on behalf of the Board of Directors of Nepal Reinsurance Company Ltd

Nikunj Agrawal Dip Prakash Panday Ramesh Rana Dhaniram Sharma Mahesh Kumar Guragain, FCA
Director Director Director Director Chairman
Purushottam Subedi As per the report of our even date.
Director

(Dr.) Suvod Kumar Karn, FCA
Managing Partner
Suvod Assocaites, Chartered Accountants

Ujjwol Raj Aryal Chirayu Bhandari
Chief Finance Officer Chief Executive Officer
Date: 9th Baisakh, 2076
Place: Kathmandu, Nepal
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Nepal Re-Insurance Co.Ltd. (Nepal Re.)
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Nepal Re-Insurance Co.Ltd. (Nepal Re.)

STATEMENT OF CASH FLOW
For the period ended Ashad 32, 2075
Nepal Re-Insurance Company Limited - Thapathali, Kathmandu

Operating Activities

Notes As at Ashadh 32,

Restated as at

2075

Ashadh 31, 2074

Net profit for the year 1,007,643,559 668,599,070
Adjustment:

Provision for tax 436,943,370 264,482,877
Deferred tax 3,555,317 19,196,286
Depreciation 3,751,042 3,092,252
Investment income (782,957,126) (420,106,514)
Provision writeroff - (586,268)
Tax Paid (877,260,097) (488,011,621)
Bonus provision 115,128,678 58,345,238
Profit on sale of assets (116,321) -
Bonus Paid (3,920,281) -
Prior period (814,047) (9,209,912)
changes in current assets & liabilities

Actuarial remeasurement of leave (248,686) 650,439
Employee benefit cost (vehicle scheme cost) 89,148

Other assets (72,025,317) (5,689,310)
Insurance Receivables (525,990,247) (423,890,280)
Other Receivables (7,857,953) (46,334,180)
Unexpired reserve expense 288,871,488 1,384,792,456
Reinsurance payables (18,407,679) (265,974,415)
Employee benefits 2,400,720 1,852,659
Other liabilities & provisions 35,250,348 23,474,590
Net cash flow from operating activities (395,964,084) 764,683,368
Investing Activities

Change in PPE (10,492,863) (18,175,600)
Investment in FD, debentures (2,320,000,000) (1,360,121,226)
Investment in Shares (190,200,000) 14,621,195
Investment Income 782,957,126 420,106,514
Net cash flow from investing activities (1,737,735,737) (943,569,117)
Financing Activities

Contribution from capital measures 2,177,500,000

Dividend payment - -
Proceeds from long-term debts - -
Repayment of long-term debts = =
Other changes (net) - (82,380)
Net cash flow from financing activities 2,177,500,000 (82,380)
Change in cash & cash equivalents for the year 43,800,179 (178,968,129)
Opening cash & cash equivalent 78,654,577 257,622,706
Closing cash & cash equivalent 122,454,757 78,654,577

Nikunj Agrawal
Director

Dip Prakash Panday
Director

Purushottam Subedi
Director

Ujjwol

Dhaniram Sharma
Director

Ramesh Rana
Director

Raj Aryal Chirayu Bhandari

Mahesh Kumar Guragain, FCA
Chairman

As per the report of our even date.

(Dr.) Suvod Kumar Karn, FCA

Chief Finance Officer
Date: 9th Baisakh, 2076
Place: Kathmandu, Nepal

Chief Executive Officer

Managing Partner

Suvod Assocaites, Chartered Accountants

26 el arffies yfadcer



Nepal Re-Insurance Co.Ltd. (Nepal Re.)
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Nepal Re-Insurance Co.Ltd. (Nepal Re.)

STATEMENT OF FINANCIAL POSITION
Non-Life Insurance Business - As at 32nd Ashadh 2075
Nepal Re-Insurance Company Limited - Thapathali, Kathmandu

Assets Notes Ashadh 32,2075 Ashadh 31, Shrawan 1st,
2074 (Restated) 2073 (Restated)
Property, plant & equipments 4 531,332,007 503,454,274 459,764,343
Intangibles 5 77,496 103,328 129,160
Financial Assets through OCI 6.1 264,939,129 94,901,984 128,334,632
Financial Assets through P/L 6.2 - - -
Fianncial Assets at Amortized Cost 6.3 8,590,000,000 6,310,000,000 | 5,249,878,774
Other Assets 7 102,562,542 7,230,727 1,541,417
Insurance Receivables 8 1,928,553,025 1,485,528,907 | 1,074,280,534
Other Receivables 9 89,755,863 161,610,726 39,334,435
Tax Assets 10 989,459,776 491,408,328 230,780,566
Deferred Tax Assets 11 11,619,269 9,131,383 22,749,813
Cash & Cash Equivalent 12 88,586,494 77,795,391 251,520,738
Total Assets 12,596,885,601 9,141,165,049 | 7,458,314,412
Liabilities
Deferred Tax Liabilities 11 - - -
Insurance Contract Liabilities 13 2,027,777,680  1,809,464,718 526,363,016
Reinsurance payables 14 224,831,567 267,627,114 533,601,529
Employee benefits 15 5,051,762 2,651,042 798,383
Other liabilities 16 284,680,488 90,105,247 69,594,395
Provisions 17 152,290,390 116,183,379 73,645,885
Total Liablities 2,694,631,887 2,286,031,501 | 1,204,003,208
Sharesholder's Funds
Equity Shares 18 7,177,500,000 5,000,000,000 | 5,000,000,000
Retained Earning 19 860,077,247 528,303,389 320,046,909
Insurance Fund 20 1,113,640,980 683,851,270 428,799,298
Catastrophic Reserve 20 314,582,093 213,010,923 147,019,146
Other Reserves 20 436,453,395 429,967,966 358,445,851
Toal Shareholder's Funds 9,902,253,715 6,855,133,549 | 6,254,311,204
Total liabilities and shareholder's funds 12,596,885,601 9,141,165,049 | 7,458,314,412

Notes 4 to 41 form an integral part of financial statements.

For and on behalf of the Board of Directors of Nepal Reinsurance Company Ltd

Ramesh Rana
Director

Nikunj Agrawal
Director

Dip Prakash Panday
Director

Purushottam Subedi
Director
Ujjwol Raj Aryal
Chief Finance Officer
Date: 9th Baisakh, 2076
Place: Kathmandu, Nepal
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Dhaniram Sharma
Director

Chirayu Bhandari
Chief Executive Officer

Mahesh Kumar Guragain, FCA
Chairman

As per the report of our even date.

(Dr.) Suvod Kumar Karn, FCA
Managing Partner
Suvod Assocaites, Chartered Accountants
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Nepal Re-Insurance Co.Ltd. (Nepal Re.)

STATEMENT OF PROFIT OR LOSS
Non-Life Insurance Business - For the period ended 32 Ashadh 2075
Nepal Re-Insurance Company Limited - Thapathali, Kathmandu

Notes Ashadh 32,2075

Ashadh 31, 2074 (Restated)

Gross written premium 21 3,829,551,638 3,152,895,687
Ceded written premium 22 910,930,187 589,375,651
Net Written Premium 2,918,621,452 2,563,520,037
Other Revenue
Commission income 23 319,532,761 200,446,996
Investment income 24 745,839,858 410,367,870
Other Insurance related income 25 233,155,954 531,520,938
Provision written off 586,268
Total Revenue 4,217,150,024 3,706,442,109
Gross benefit & claim paid 26 1,380,801,463 531,725,264
Claim ceeded to reinsurer 26 429,811,408 117,524,035
Net Benefits & claims 950,990,055 414,201,229
Change in insurance contract liabiities 13 218,312,962 1,283,101,703
Commission expenses 27 1,193,403,004 784,415,870
Other insurance related expenses 27 434,816,464 275,585,920
Service fee expenses 27 29,186,215 25,635,200
Personnel Expense 28 122,427,186 77,588,624
Administrative expenses 29 27,232,655 18,930,287
Finance Cost 12,220 -
Forex gain /(Loss) 30 - 145,508
Loss/(gain) on sale of assets (116,321)
Impairment losses
Depreciation & amortization 4&5 3,751,042 3,092,252
Total benefit claim paid & other expenses 2,980,015,482 2,882,696,593
Profit before tax 1,237,134,543 823,745,515
31 377,196,376 245,119,347
Net Profit For the Year 859,938,167 578,626,168
BEPS 17.16 11.57
DEPS 17.16 11.57

Notes 4 to 41 form an integral part of financial statements.
For and on behalf of the Board of Directors of Nepal Reinsurance Company Ltd.

Nikunj Agrawal Dip Prakash Panday Ramesh Rana Dhaniram Sharma Mahesh Kumar Guragain, FCA
Director Director Director Director Chairman

Purushottam Subedi
Director

As per the report of our even date.

(Dr.) Suvod Kumar Karn, FCA
Managing Partner
Suvod Assocaites, Chartered Accountants

Ujjwol Raj Aryal
Chief Finance Officer

Chirayu Bhandari
Chief Executive Officer
Date: 9th Baisakh, 2076
Place: Kathmandu, Nepal
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Nepal Re-Insurance Co.Ltd. (Nepal Re.)

STATEMENT OF OTHER COMPREHENSIVE INCOME
Non-Life Insurance Business - For the period ended 32 Ashadh 2075
Nepal Re-Insurance Company Limited - Thapathali, Kathmandu

Ashadh 32,2075 Ashadh 31,2074 (Restated)

Net income 859,938,167 578,626,168
Will not be reclassifiable to statement of profit or loss

Actuarial gain /(loss) (18,848) (218,597)
Revaluation on PPE 23,820,500 35,730,750
Fair value changes in investment (20,162,855) (18,811,453)
Income tax related to component of OCI 6,043,202 5,577,857

Will be reclassified subsequently to profit or loss

Unrealised gains and losses on investments -

Exchange gain/ loss of foreign operation
Income tax related to component of OCI

Total Comprehensive Income for the year, net of tax 869,620,166 600,904,725
Attributable to Non controlling Interest =
Attributable to Shareholders of Nepal Re 869,620,166 600,904,725

For and on behalf of the Board of Directors of Nepal Reinsurance Company Ltd

Nikunj Agrawal Dip Prakash Panday Ramesh Rana Dhaniram Sharma Mahesh Kumar Guragain, FCA
Director Director Director Director Chairman
Purushottam Subedi As per the report of our even date.
Director

(Dr.) Suvod Kumar Karn, FCA
Managing Partner
Suvod Assocaites, Chartered Accountants

Ujjwol Raj Aryal Chirayu Bhandari
Chief Finance Officer Chief Executive Officer
Date: 9th Baisakh, 2076
Place: Kathmandu, Nepal
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Nepal Re-Insurance Co.Ltd. (Nepal Re.)

STATEMENT OF CASH FLOW
Non-Life Insurance Business - For the period ended Ashad 32, 2075
Nepal Re-Insurance Company Limited - Thapathali, Kathmandu

Ashadh 32, 2075 Ashadh 31, 2074 (Restated)

Operating Activities

Net profit for the year 859,938,167 578,626,168
Adjustment:
Provision for tax 373,641,059 225,923,061
Deferred tax 3,555,316 19,196,286
Depreciation 3,751,042 3,092,252
Investment income (745,839,858) (410,367,870)
Provision writeroff - (586,268)
Tax Paid (871,692,507) (486,550,824)
Bonus provision 98,248,062 58,345,238
Profit on sale of assets (116,321) -
Bonus Paid (3,920,281) -
Prior period (814,047) (9,840,332)
Actuarial remeasurement of leave (248,686) 650,439
changes in current assets & liabilities
Employee benefit cost (vehicle scheme cost) 89,148
Other assets (71,919,122) (5,689,310)
Insurance Receivables (443,024,118) (411,248,373)
Other Receivables 71,854,863 (122,276,291)
Unexpired reserve expense 218,312,962 1,283,101,703
Reinsurance payables (42,795,547) (265,974,415)
Employee benefits 2,400,720 1,852,659
Other liabilities 116,723,255 21,410,672
Net cash flow from operating activities (431,855,892) 479,664,794
Investing Activities
Change in PPE (10,492,863) (18,175,600)
Investment in FD, debentures (2,280,000,000) (1,060,121,226)
Investment in Shares (190,200,000) 14,621,195
Investment Income 745,839,858 410,367,870
Net cash flow from investing activities (1,734,853,005) (653,307,760)
Financing Activities
Contribution from capital measures 2,177,500,000
Dividend payment - -
Proceeds from long-term debts - -
Repayment of long-term debts - -
Other changes (net) - (82,380)
Net cash flow from financing activities 2,177,500,000 (82,380)
Change in cash & cash equivalents for the year 10,791,103 (173,725,347)
Opening cash & cash equivalent 77,795,391 251,520,738
Closing cash & cash equivalent 88,586,494 77,795,391
For and on behalf of the Board of Directors of Nepal Reinsurance Company Ltd
Nikunj Agrawal Dip Prakash Panday Ramesh Rana Dhaniram Sharma Mahesh Kumar Guragain, FCA
Director Director Director Director Chairman

Purushottam Subedi
Director

As per the report of our even date.

(Dr.) Suvod Kumar Karn, FCA
Managing Partner
Suvod Assocaites, Chartered Accountants

Chirayu Bhandari
Chief Executive Officer

Ujjwol Raj Aryal
Chief Finance Officer
Date: 9th Baisakh, 2076
Place: Kathmandu, Nepal
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Nepal Re-Insurance Co.Ltd. (Nepal Re.)

NOTES TO THE FINANCIAL STATEMENTS

1. CORPORATE INFORMATION

1.1 Reporting Entity
Nepal Re-Insurance Company Limited (Nepal Re.), the successor of insurance Pool that was set up in
2003 with the aim to cover damages caused by the terrorism, was incorporated on 7th November
2014, under the Companies Act, 2006 of Nepal accordance to the decision of Council of Ministers
(Nepal) dated 7th August, 2014 to convert the Insurance Pool, Nepal into Reinsurance Company.
Nepal Re was formally inaugurated on 22nd December 2014 by the Hon'ble Finance Minister. It is
established in the PPP Model with equity participation of Government, Nepal Re-Insurance Company
Limited (Nepal Re).

1.2 Principal Activity
The Company is engaged in reinsurance business of both Non-Life and life Insurance.

1.3 Accounting policies
Adoption of new and revised Standards
i) New standards and amendments to published standards effective for the year ended 16th July,
2018
The following new and revised IFRSs were effective in the current year and had no material impact on
the amounts reported in these financial statements.

Recognition of Deferred Tax | Recognition of Deferred Tax Assets for Unrealized Losses
Assets for Unrealized Losses | (Amendments to IAS 12) was issued in January 2016.

(Amendments to IAS 12) The amendment to IAS 12 Income Taxes provides clarity on the
following aspects:

- Unrealized losses on debt instruments measured at fair value and
measured at cost for tax purposes give rise to a deductible temporary
difference regardless of whether the debt instrument’s holder
expects to recover the carrying amount of the debt instrument by
sale or by use.

- The carrying amount of an asset does not limit the estimation of
probable future taxable profits.

- Estimates for future taxable profits exclude tax deductions resulting

from the reversal of deductible temporary differences.




R AU [ASTHT BT [AHES

Nepal Re-Insurance Co.Ltd. (Nepal Re.)

Disclosure Initiative (Amendments | The Disclosure Initiative (Amendments to IAS 7), requires that
to IAS 7 Statement of Cash Flows) | an entity shall provide disclosures that enable users of financial
statements to evaluate changes in liabilities arising from financing
activities, including both changes arising from cash flows and non-
cash changes. These include the following changes in liabilities
arising from financing activities: (a) changes from financing cash
flows; (b) changes arising from obtaining or losing control of
subsidiaries or other businesses; (c) the effect of changes in foreign

exchange rates; (d) changes in fair values; and (e) other changes.

i) Impact of new and amended standards and interpretations on the financial statements for the
year ended 16 July, 2018 and future annual periods

The standards which has been pronounced by the Accounting Standard Board Nepal (ASB Nepal) is
used in the preparation of financial statements. The departure from the requirements of NFRS, if any,

has been disclosed separately in the Notes to Accounts.

Asanumber of new standards as well as the amendments to the existing standards and interpretations
have been issued by International Accounting Standard Board (IASB) after the pronouncements of
NFRS with varying effective dates. These amendments and new standards become applicable only
when ASB-Nepal pronounces them.

New Standards and Amendments to standards Effective for annual periods beginning on or

after
IFRS 17 Insurance Contracts 1 January 2021
IFRS 16 Leases 1 January 2019

IFRS 17 Insurance Contracts

IFRS 17 Insurance Contracts was issued in May 2017. The standard establishes principles for the
recognition, measurement, presentation and disclosure of insurance contracts issued. It also
requires similar principles to be applied to reinsurance contracts held and investment contracts with
discretionary participation features issued. The objective is to ensure that entities provide relevant
information in a way that faithfully represents those contracts. This information gives a basis for users
of financial statements to assess the effect that contracts within the scope of IFRS 17 have on the

financial position, financial performance and cash flows of an entity.

IFRS 17 supersedes IFRS 4 Insurance Contracts. IFRS 17 is effective for annual periods beginning on or
after 1 January 2021.

The application of this standard is likely to have an impact on amounts reported in the company’s
financial statements. However it is not practicable to provide a reasonable estimate on the effects of

IFRS 17 until a detailed review has been completed.

34 el affes fadcer



) AUTH AT HFOT fatHe S

Nepal Re-Insurance Co.Ltd. (Nepal Re.)

IFRS 16 Leases
IFRS 16 Leases, issued in January 2016 replaces IAS 17, IFRIC 4, SIC-15 and SIC27. IFRS 16 sets out

the principles for the recognition, measurement, presentation and disclosure of leases, with the

objective of ensuring that lessees and lessors provide relevant information that faithfully represents

those transactions.

IFRS 16 introduces a single lessee accounting model and requires a lessee to recognize assets and
liabilities for all leases with a term of more than 12 months, unless the underlying asset is of low
value. Lessors continue to classify leases as operating or finance, with IFRS 16's approach to lessor

accounting substantially unchanged from its predecessor, IAS 17.

The application of this standard is likely to have an impact on amounts reported in the company’s
financial statements. However it is not practicable to provide a reasonable estimate on the effects of

IFRS 16 until a detailed review has been completed.

BASIS OF PREPARATION

2.1 Statement of Compliance
The Institute of Chartered accountants of Nepal has issued Nepal Financial Reporting Standards
which became applicable from the decision of Institute of chartered Accountants of Nepal council
decision dated 13th September 2013. The Financial Statements of the company which comprise
the Statement of Financial Position, Statement of Profit or loss, Statement of Other Comprehensive
Income, Statement of Changes in Equity, Statement of Cash Flows and Notes thereto have been
prepared in accordance with these Nepal Financial Reporting Standards laid down by the Institute of

Chartered Accountants of Nepal, and comply with the requirements of Companies Act 2063.

These are the company’s first Financial Statements prepared in accordance with Nepal Accounting
Standard prefixed NFRS and NAS and NFRS 1 First — time Adoption of Nepal Financial Reporting
Standard has been applied.

An explanation of how the transition from NAS to NFRS has affected the company’s statement of

financial position, financial performance and cash flows is provided in the note 36.

2.2 Basis of Measurement
The Financial statements have been prepared on the historical cost basis and applied consistently
subject to the impact in note 2.1, with no adjustments being made for inflationary factors affecting

the Financial Statements, except for the following;

« Available-for-sales financial assets are measured at fair value

+ Employee Benefits-Gratuity

+ Investment property is measured at fair value.

« Derivative financial instruments are measured at fair value.

« Defined benefit schemes, surpluses and deficits are measured at fair value.

« Impairment of asset is measured at fair value and related disposal cost.

aeh arfep Ufdesr 39



Nepal Re-Insurance Co.Ltd. (Nepal Re.)

« Assets acquired &Liabilities assumed in a business combination are recognized at fair value.

The Company present its Statement of Financial Position broadly in the order of liquidity. Financial
assets and liabilities are offset and the net amount reported in the statement of financial position only
when there is a legally enforceable right to offset the recognize amounts and there is an intention to
settle on a basis, or to realize the assets and settle the liability simultaneously.

2.3 Date of Authorization of Issue
The Financial Statements of Nepal Reinsurance Company Limited for the year ended 32nd Ashadh
2075, were authorized for issue in accordance with a resolution of the Board of Directors on 9th
Baisakh, 2076.

2.4 Reporting Period
The Nepal Re follows Nepalese financial year based on Nepalese Calendar. This financial statements
cover for time adoption of NFRS for FY 2074/75.

The corresponding dates for the English calendar are as follows:

Relevant Financial Statements Nepalese Calendar Date/ English Calendar
Period Date / Period
Opening Financial Statement at the date of Shrawan 1, 2073 July 16,2016
Transaction to NFRS
Comparative Statement of Financial Position date Ashadh 31, 2074 July 15,2017
Comparative Reporting period Shrawan 1, 2073-Ashadh | July 16,2016 - July
31,2074 15,2017
NFRS Financial Position date Ashadh 32, 2075 July 16,2018
NFRS Reporting period Shrawan 1,2074-Ashadh | July 16,2017 - July
32,2075 16,2018
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Nepal Re-Insurance Co.Ltd. (Nepal Re.)

2.5 Functional and Presentation Currency

The Financial Statements are presented in Nepalese Rupees (NPR), which is the Company’s functional

currency rounded to the nearest rupees, unless otherwise stated.

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

estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting
estimates are recognized in the period in which the estimate is revised and in any future periods
affected.

Information about critical judgements in applying accounting policies that have the most significant

effect in the amounts recognized in the Financial Statements are included in the following notes.

Critical Accounting Estimates/Judgement Disclosure
Insurance Provision Note 13
Employee Retirement Benefits Note 15
Useful life of PPE Note 3.3.2

2.6.1Insurance Contract Liabilities - Non Life Insurance
Non- Life Insurance contracts, estimates have to be made both for the expected ultimate cost of
claims reported at the reporting date and for the expected ultimate cost of claims incurred, but
not yet reported, at the reporting date (IBNP). It can take a significant period of time before the
ultimate claims cost can be established with certainty. The main assumption underlying estimating

the amounts of outstanding claims is the past claims development experience.

2.7 Changes to presentation
As part of management’s review of its financial statements, the presentation of the company’s
statement of cash flows have for the financial year ended 16 July 2018 to incorporate the following:

a) The change in the presentation of the Company’s statement of cash flows from the direct method

to the indirect method is to provide relevant and available information.

For presentation purposes, prior year comparative statements have been re-presented. Further there
has been no any material adjustment made in the company’s statement of cash flows.

2.8 Changes in accounting policy
The company applies its accounting policies consistently from year to year except where deviations

have been explicitly mentioned in the notes to accounts.
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2.9 Materiality and Aggregation

Each material class of similar items is presented separately in the Financial Statements. Items of a

dissimilar nature of function are presented separately unless they are immaterial.

3. SIGNIFICANT ACCOUNTING POLICIES
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 at 16,

July 2016 for the purposes of the transition to NFRSs, unless otherwise indicated.

3.1 Foreign Currency Transactions
All foreign exchange transactions are converted to the functional currency, at the rates of exchange
prevailing at the time the transactions were effected. Reinsurance contracts which were accepted &
ceded in foreign currency are converted to functional currency at the rates of exchange prevailing at

the time of transaction and Revenue is recognized accordingly.

Monetary assetsand liabilities denominatedinforeign currencies at the reporting date are retranslated
to the functional currency at the exchange rate at that date. Non- monetary assets and liabilities
denominated in foreign currencies that are measured at fair value are retranslated to the functional
currency at the exchange rate date fair value was determined. Foreign currency differences arising

on retranslation are recognized in the Statement of profit or loss.

3.2 Insurance Contracts
IFRS 4 setout basis principles for the accounting of insurance contract in which underwriting contract
to be divided into insurance & investment contracts. Contract with significant insurance risk are
considered as insurance contracts while contracts without significant insurance risk are categorized
intoinvestment contracts. This standard contains fundamental rules governing specific circumstances
such as the separation of embedded derivatives and unbundling of deposit components but doesn’t
set out extensive provision related to the measurement of insurance and reinsurance contracts. In
conformity with the basic rule of NFRS 4 and NFRS framework, Nepal Re has thereby recognized

specific transaction in line with the requirement of above standards.

Classification of Insurance Contracts
NFRS 4 requires contracts written by insurers to be classified as either “insurance contracts” or

investment contracts” depending on the level of insurance risk transferred.

Insurance contracts are those contracts when the Company (the insurer) has accepted significant
insurance risk from another party (the policyholders) by agreeing to compensate the policyholders
if a specified uncertain future event (the insured event) adversely affects the policyholders. As a
general guideline, the Company determines whether it has significant insurance risk, by comparing
benefits paid with benefits payable if the insured event did not occur. Insurance contracts can also

transfer financial risk.
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Investment contracts are those contracts that transfer significant financial risk and no significant
insurance risk. Financial risk is the risk of a possible future change in one or more of a specified
interest rate, financial instrument price, commodity price, foreign exchange rate, index of price or
rates, credit rating or credit index or other variable, provide in the case of a non - financial variable

that the variable is not specific to a party to the contract.

Once a contract has been classified as an insurance contract, it remains an insurance contract for the
remainder of its lifetime, event if the insurance risk reduces significantly during this period, unless all
rights and obligations are extinguished or expire. Investment contracts can, however, be reclassified

as insurance contracts after inception if insurance risk becomes significant.

All the products sold by the Company are insurance contracts and therefore classified as Insurance
contracts under the NFRS 4 - Insurance Contracts. Thus, the Company does not have any investment
contracts within its product portfolio as at the reporting date.

3.3 Assets and Liabilities and Basis of their Valuation
3.3.1Intangible Assets

Basis of Recognition
An Intangible Assets 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 assets can be measured reliably.

Software acquired by the Company is stated at cost less accumulated amortization and accumulated

impairment losses.

Subsequent Expenditure

Subsequent expenditure is capitalized only when it increases the future economic benefits embodied
in the specific asset to which it relates. All other expenditure is recognized in the Statement of profit
or loss as incurred.

Amortization

Amortization is recognized in the Statement of Income on a straight line basis over the estimated
useful life of the software, 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

estimated useful life of software is five years.

The estimated useful life of an intangible asset in a service concession arrangement is the period

when it is available for use to the end of the concession period.

Amortization methods, useful lives and residual values are reviewed at each financial year-end and

adjusted if appropriate.
De-recognition
An Intangible Asset is de-recognized on disposal or when no future economic benefits are expected

from it. The gain or loss arising from de-recognition of such Intangible Assets is included in the

Statement of profit or loss when the item is derecognized.
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3.3.2Property Plant and Equipment

Basis of Recognition
Property, Plant and Equipment are tangible items that are held for servicing, or for administrative

purposes, and are expected to be use during more than one year.

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.

Measurement

An item of Property, Plant and Equipment that qualifies for recognition as an asset s initially measured
at its cost. Cost includes expenditure that is directly attributable to the acquisition of the asset and
costincurred subsequently to add to or replace a part of it. The cost of self-constructed assets includes
the cost of materials and direct labour, any other costs directly attributable to bringing the asset to
a working condition for its intended use and the costs of dismantling and removing the items and
restoring at the site on which they are located. Purchased software that is integral to the functionality
of the related equipment’s is capitalized as a part of computer equipment.

Gains and losses on disposal

Gains and losses on disposal of an item of property, plant and equipment are determined by
comparing the proceeds from disposal with the carrying amount of property plant and equipment,
and recognized net within “other income/other expenses”in the statement of profit or loss.
Subsequent Costs

The cost of replacing a part of an item of Plant and Equipment is recognized in the carrying amount
of the item if it is probable that the future economic benefits embodies within the part will flow to
the Company and its cost can be measured reliably. The cost of day to day servicing of Property, Plant
and Equipment is charged to the Statement of profit or loss as incurred.

Depreciation
Freehold land is not depreciated. Depreciation is charged on property, plant and equipment on the

straight line basis to write-off the cost over the estimated useful lives as follows,
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Assets Type Sub-Classification Useful life (Years)
Building RCC Frame Structure 50
Load bearing structure (brick/stone) -Official Purpose 25
Metal Structure 15
Garage 15
Compound Wall 15
Plant & Machinery Air- conditioner 10
Generator 7
Others P & M 7
Furniture & Fixtures Furniture and Fixtures-Wooden 7
Furniture & fixtures- Steel, Aluminum 5
Others 7
Computer & Accessories Computer 5
Laptop and electronics 5
Scanner 5
Server & others 5
Printer 5
Office Equipment’s Electric equipment’s 5
Other equipment’s 5
Motor Car, jeep , bus, motorcycle 10
Tricycle, cycle & others 5
Leasehold Leasehold assets Over the period of
lease

Assets were depreciated from the day it was available for use and depreciation is provided up to the
date of disposal.

Depreciation methods, useful lives and residual value are reviewed and adjusted if appropriate at
each reporting date.
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De-recognition

The carrying amount of an item of Property Plant & Equipment is de-recognized on disposal or when
no future economic benefits are expected from it. The gain or loss arising form the de-recognition of
an item of Property Plant & Equipment is included in the Statement of Income when the item is de-
recognized.

When replacement costs are recognized in the carrying amount of an item of Property & Equipment,
the remaining carrying amount of the replaced part is de-recognized. Major inspection costs are
capitalized. At each such capitalization, the remaining carrying amount of the previous cost of
inspection is de-recognized.

3.3.3Leased Assets - Lessee
The determination of whether an arrangement is lease, or contains a lease, is based on the substance
of the arrangement at the inception date.

Operating Leases
Leases that do not transfer to the Company substantially all the risks and benefits incidental to
ownership of the leased items are operating leases. Operating lease payments are recognized as an
expense in the Statement of profit or loss on a straight line basis over the lease term.

3.3.4Impairment of Non- Financial Assets
The carrying amounts of the Company’s non- financial assets are reviewed at each reporting date
to determine whether there is any indication of impairment. If any such indication exists, then the
asset’s recoverable amount is estimated. For intangible assets that have indefinite useful lives or that
are not yet available for use, the recoverable amount is estimated each year at the same time. An
impairment loss is recognized if the carrying amount of an asset exceeds its estimated recoverable
amount.

The recoverable amount of an asset is the greater of its value in use and its fair value less costs to sell.
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.

Impairment losses are recognized in the Statement of profit or loss.

Reversal of impairment loss:
A reversal of an impairment loss on a non-revalued asset shall be recognized immediately in profit or
loss. A reversal of an impairment loss on revalued assets shall be recognized in Other Comprehensive
Income (OCI) and increases the revaluation surplus for that asset. However, to the extent that an
impairment loss on the same revalued asset was previously recognized in profit or loss, a reversal of
that impairment loss is also recognized in profit or loss.

3.3.5Financial Assets

3.3.5.1 Initial recognition and subsequent measurement
The company has elected to apply NFRS 9 Financial Instruments as the new accounting policies provide
more reliable and relevant information for users to assess the amounts, timing and uncertainty of
future cash flows.

Financial Assets Classification
The company classifies its financial assets in the following measurement categories:
a) Those to be measured subsequently at fair value

42 el arffies yfadcer



D AT UAAT HFOST fAfes

Nepal Re-Insurance Co.Ltd. (Nepal Re.)

i) through other comprehensive income, or
ii) through profit or loss

b) Those to be measured at amortized cost.

Financial assets at fair value through other comprehensive income (FVtOCI)

Assets that are held for collection of contractual cash flows and for selling the financial assets, where
the assets’ cash flows represent solely payments of principal and interest, are measured at fair value
through other comprehensive income (FVtOCl). Movements in the carrying amount are taken
through OCI, except for the recognition of impairment gains or losses, interest revenue and foreign
exchange gains and losses which are recognized in profit and loss.

When the financial asset is derecognized, the cumulative gain or loss previously recognized in OCl is
reclassified from equity to profit or loss and recognized in other gains/ (losses). Interest income from
these financial assets is included in finance income using the effective interest rate method.

Fair value through profit or loss (FVtPL)

Financial assets at fair value through profit or loss include financial assets held for trading and those
designated upon initial recognition at fair value through profit or loss. Investments typically bought
with the intention to sell in the near future are classified as held for trading. Attributable transaction
costs are recognized in the statement of profit or loss as incurred. These investments are initially
recorded at fair value. Subsequent to initial recognition, they are re-measured at fair value.

Changes in fair value are recorded in ‘fair value gains and losses’ in the statement of profit or loss.
Interest is accrued and presented in ‘investment income’ using the Effective Interest rate (EIR).
Dividend income is recorded in the ‘investment income' when the right to the payment has been
established. The Company will evaluate its financial assets at fair value through profit or loss (held for
trading) by considering whether the intent to sell them in the near term is still appropriate.

The designation eliminates or significantly reduces the inconsistent treatment that would otherwise
arise from measuring the assets or liabilities or recognizing gains or losses on a different basis.
Financial assets at amortized cost

Financial assets that are held for collection of contractual cash flows where those cash flows represent
solely payments of principal and interest are measured at amortized cost.

A gain or loss on a debt investment that is subsequently measured at amortized cost and is not part
of a hedging relationship is recognized in profit or loss when the asset is derecognized or impaired.
Interest income from these financial assets is included in finance income using the effective interest
rate method.

3.3.5.2 De-recognition of financial assets
A financial asset (or, when applicable, a part of a financial asset or part of a group of similar financial
assets) is derecognized when:

« The contractual rights to the cash flows from the financial assets have expired

« Transfers the contractual rights to receive the cash flows of the financial asset,

« The Company retains the right to receive cash flows form the asset, but has assumed an obligation
to pay them in full without material delay to a third party under a‘pass-through’ arrangement

« The Company has transferred its rights to receive cash flows from the asset and either:

+ has transferred substantially all the risks and rewards of the asset, or

« has neither transferred nor retained substantially all the risks and rewards of the asset, but has
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transferred control of the asset.

When the Company has transferred its right to receive cash flows from an asset and has neither
transferred nor retained substantially all the risks and rewards of the asset nor transferred control of
the asset, the asset is recognized to the extent of the Company’s continuing involvement in the asset.
Continuing involvement that takes the form of guarantee over the transferred asset is measured at
the lower of the original carrying amount of the asset and the maximum amount of consideration
that the Company could be required to repay.

3.3.5.3 Offsetting of financial instruments
Financial assets and liabilities are offset and the net amount presented in the statement of financial
position when, and only when, the Company has a legal right to set off the recognized amounts and
it intends either to settle on a net basis or to realized the asset and settle the liability simultaneously.

Income and expenses are presented on a net basis only when permitted under NFRSs, or for gains
and losses arising from a group of similar transactions such as in the Company’s trading activity.

3.3.5.4 Amortized cost measurement
The amortized cost of a financial asset or liability is the amount at which the financial asset or
liability is measured at initial recognition, minus principal repayments, plus or minus the cumulative
amortization using the effective interest method of any difference between the initial amount
recognized and the maturity amount, minus any reduction for impairment.

3.3.5.5 Fair Value of Financial Instruments
The fair value of financial instruments that are actively traded in organized financial markets is
determined by reference to quoted market bid prices for assets and offer price for liabilities at the
close of business on the financial statement date, without any deduction for transaction costs.

For financial instruments where there is not an active market, the fair value is determined by using
appropriate valuation techniques. Valuation techniques include the discounted cash flow method,
comparison to similar instruments for which market observable prices exist and other relevant
valuation models. Certain financial instruments are recorded at fair value using valuation techniques
because current market transactions or observable market date are not available. Their fair value is
determined using a valuation model that has been tested against prices or inputs to actual market
transactions and using the Company’s best estimate of the most appropriate model assumptions.

Also, profit or loss calculated when such financial instruments are first recorded (‘Day 1'procit or loss)
is deferred and recognized only when the inputs become observable or on de-recognition of the
instrument.

The fair value of floating rate with credit institutions is their carrying value. The carrying value is the
cost of the deposit and accrued interest. The fair value of fixed interest bearing deposits is estimated
using discounted cash flow techniques. Expected cash flows are discounted at current market rates
for similar instruments at the balance sheet date.

If the fair value cannot be measured reliably, these financial instruments are measured at cost, being
the fair value of the consideration paid for the acquisition of the investment or the amount received
on issuing the financial liability. All transaction costs directly included in the cost of the investment.
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3.3.5.6 Impairment of financial assets

The Company assesses at each financial statement date whether a financial asset or group of financial
assets is impaired.

. Assets carried at amortized cost
If there is objective evidence that an impairment loss on assets carried at amortized cost has been
incurred, the amount of the impairment loss is measured as the difference between the asset’s
carrying amount and the present value of estimated future cash flows (excluding future expected
credit losses that have not been incurred) discounted at the financial asset’s original effective interest
rate. The carrying amount of the asset is reduced and the loss is recorded in the income statement.

The Company first assesses whether objective evidence of impairment exists individually for financial
assets that are individually or collectively for financial assets that are not individually significant. If it
is determined that no objective evidence of impairment exist for an individually assessed financial
asset, whether significant or not, the asset is included in a group of financial assets with similar credit
risk characteristics and that group of financial assets is collectively assessed for impairment. Assets
that are individually assessed for impairment and for which an impairment loss is, or continues to be,
recognized are not included in a collective assessment of impairment. The impairment assessment is
performed at each balance sheet date.

If, in a subsequent period the amount of the impairment loss decreases and that decrease can
be related objectively to an event occurring after the impairment was recognized, the previously
recognized impairment loss is reversed. Any subsequent reversal of an impairment loss is recognized
in the income statement, to the extent that the carrying value of the asset does not exceed its
amortized cost at the reversal date.

. Financial Assets that are measure at fair value though Other Comprehensive Income If an financial
asset measure at fair value though other comprehensive income is impaired, an amount comprising
the difference between its costs (net of any principal repayment and amortization) and its current fair
value, less any impairment loss previously recognized in other comprehensive income, is transferred
from equity to the income statement. Reversals in respect of equity instruments classified as available-
for-sale are not recognized in the statement of profit or loss.

Reversals of impairment losses on debt instruments classified at FVtOCI are reversed through the
statement of profit or loss if the increase in the fair value of the instruments can be objectively related
to an event occurring after the impairment losses were recognized in the profit or loss statement.
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3.3.5.7 Fair value hierarchy
For the purpose of disclosure requirements pursuant to NFRS 13, “Fair Value Measurement”, financial

assets & liabilities are assigned to three level hierarchy.

The fair value hierarchy, which reflects characteristics of the price data and inputs used for

measurement purpose, is provided as follows;

Level 1:

Assets and liabilities are measured at unadjusted quoted prices directly in active and liquid market.

Level 2:

Assets and liabilities are measured using observable data’s that are not allowable to level 1.

Level 2 valuations are those where quoted market prices are not available, for example where the
assets or liabilities is traded in a market that is not considered to be active or valuation techniques
are used to determine fair value and where these techniques use inputs that are based significantly

on observable market data.

Level 3:

Level 3 inputs are unobservable inputs for the asset or liability. Unobservable inputs shall be used to
measure fair value to the extent that relevant observable inputs are not available, thereby allowing
for situations in which there is little, if any, market activity for the asset or liability at the measurement
date.

3.4 Reinsurance Receivables
Reinsurance receivables are recognized when due and measured on initial recognition at the fair
value of the consideration received or receivable. The amount recoverable under reinsurance and
retrocession contracts are reviewed for impairment whenever events or circumstances indicate that
the carrying amount may not be recoverable, with the impairment loss recorded in the statement of

profit or loss.

3.5 Other Receivables

Other receivables and dues from related parties are recognized at cost.

3.6 Cash & Cash Equivalents
Cash equivalents are short-term, highly liquid investments that are readily convertible to known
amounts of cash and which are subject to an insignificant risk of changes in value. Cash and cash
equivalents comprise cash balances and call deposits. Bank overdrafts that are repayable on demand
andform an integral part of the company’s cash and cash equivalents for the purpose of the statement

of Cash Flows.
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3.7 Liabilities and provisions

3.7.1 Insurance contract liabilities

3.7.1.1 Non- Life insurance contract liabilities
Non- life insurance contract liabilities are recognized when contract are entered into and premiums
are charged. These liabilities include the unexpired premium and claim liabilities. The premium
liabilities relate to policies for which premium has been receive but the exposure has not fully expired,

while the claim liabilities relate to claims that have been incurred but not yet settled.

Provision for unexpired risks

The provision for unexpired risks includes a provision for unearned premium and any additional
provision for premium deficiency. The provision for unearned premiums represents premiums
received for risks that have not yet expire. Generally the reserve is released over the term of the
contract and is recognized as premium income. An additional provision for premium deficiency is
made where the expected value of claims and expenses attributable to the unexpired periods of
policies in force at the reporting date exceeds the provision for unearned premium in relation to such
policies.

Ateachreporting date the companyreviewsits unexpiredriskandaliability adequacy testis performed
to determine whether there is any overall excess of expected claims and deferred acquisition costs
over unearned premiumes. If these calculations show that carrying amount of the unearned premiums
(less related deferred acquisition costs) is inadequate, the deficiency is recognized in the statement

of profit or loss by setting up a provision for liability adequacy.

Claims incurred and provision for insurance claims

The Claim Liability are based on the estimated ultimate cost of all claims incurred but not settled at
the balance sheet date, whether reported or not, with a reduction for the expected value of salvage
and other recoveries.

Delays can be experienced in the notification and settlement of claims, therefore the ultimate cost
of these cannot be known with certainty at the balance sheet date. The liability is calculated at the
reporting date using a range of standard actuarial claim projection techniques, based on empirical
date and current assumptions that may include a margin for adverse deviation. The liabilities are
derecognized when the contract expires, is discharged or is cancelled.

Provision for insurance claims comprise provisions for the company’s estimate of the ultimate cost
of settling all claims incurred but unpaid at the reporting date whether reported or not and related

internal and external claims handling expenses.

Deferred Acquisition Cost (DAC)

The costs of acquiring new business including commission, brokerage and other related expenses
which vary with directly related to production of new businesses are deferred to the extent that
these costs are recoverable out of future premiums. All other acquisition costs are recognized as an

expense when incurred.
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Reinsurance
The Company cedes insurance risk in the normal course of business to recognized reinsurers through

formal reinsurance arrangements.

Reinsurance assets represent balances due from both insurance and reinsurance companies for paid
and unpaid losses and loss adjustment expenses. Amounts recoverable from reinsurers are estimated
in @ manner consistent with the claim liability associated with the reinsured policy. Reinsurance
receivable are recorded gross in the balance sheet unless a right to offset exists.

Reinsurance assets are reviewed for impairment at each reporting date or more frequently when an
indication of impairment arises during the reporting year. Impairment occurs when there is objective
evidence as a result of an event that occurred after initial recognition of the reinsurance asset that
the Company may not receive all outstanding amounts due under the terms of the contract and
the event has a reliably measurable impact on the amounts that the company will receive from the

reinsurer. The impairment loss is recorded in the income statement.
Premiums and claims are presented on gross basis for ceded reinsurance.

Reinsurance assets are derecognized when the contractual rights are extinguished or expire or when
the contract is transferred to another party.

Reinsurance Commissions
Commissions receivable on outwards reinsurance contracts are recognized in the period of its’

occurrence.

Liability Adequacy Test
At each reporting date the Company reviews its unexpired risk and a liability adequacy test is
performed as laid out under NFRS 4 to determine whether there is any overall excess of expected
claims and deferred acquisition costs over unearned premiums. This calculation used current
estimates of future contractual cash flows after taking account of the investment return expected
to arise on assets relating to relevant non- life insurance technical provisions. If these estimates
show that the carrying amount of the unearned premiums (less related deferred acquisition costs)
is inadequate, the deficiency is recognized in the income statement by setting up a provision for
liability adequacy.

3.7.2. Employee Benefit Obligation
A defined benefit plan is a post-employment benefit plan other than a defined contribution plan. The
company'’s net obligation in respect of defined benefit plans is calculated by estimating the amount of
future benefit that employees have earned in return for their service in the current and prior periods;
and discounting that benefit to determine its present value. The calculation is performed annually by
a qualified independent actuary using the projected unit credit (PUC) method as recommended by
NAS 19- employee benefits.
The assumptions based on which the results of the actuarial valuation was determine, are included
in note 15 to the financial statements.

48 el arffies fadcer



D AT UAAT HFOST fAfes

Nepal Re-Insurance Co.Ltd. (Nepal Re.)

However, according to the payment of gratuity, the liability for the gratuity payment to an employee
arises only on the completion of 3 years of continued service with the company.

The provision is not externally funded.

The company recognized all actuarial gains and losses arising from defined benefit plans in other
comprehensive income and expenses related to defined benefit plans in personnel expenses in

profit or loss.

Defined Contribution plans-Employees’ provident fund and employees’ Trust Fund

Adefined contribution planis a post-employment plan under which an entity pays fixed contributions
into a separate entity and will have no legal or constructive obligation to pay a further amount.
Obligations for contributions to Provident Fund covering all employees, are recognized as an
employee benefit expense in profit or loss when they are due.

The Company contributions 10% of basic salary & grade of employees as provident fund.

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 benefits, if the company has a 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.

3.7.3. Provisions
A provision, other than insurance contract provisions is recognized if, as a result of a past event,
the Company has a present legal or constructive obligation that can be estimated reliably, and it is

probable that an outflow of economic benefits will be required to settle the obligation.

3.8 Revenue recognition

3.8.1. Gross premiums
Gross written Premium is generally recognized as written upon inception of the treaty. Written
premium is recognized based on estimates of ultimate premiums provided by the ceding companies.
Initial estimates of written premium are recognized in the year in which the underlying risks incept.
Subsequent adjustments, based on reports of actual premium by the ceding companies or revisions
in estimates, are recorded in the year in which they are determined.
Premiums are earned from the date of attachment of risk, over the indemnity period, in accordance
with the pattern of the exposure of risk expected under the contracts. The pattern of the risk exposure

is generally matched by the passage of time.

3.8.2 Reinsurance Premium
Reinsurance premium expense is recognized in the same accounting period as the gross written

premium to which it relates or in accordance with the pattern of reinsurance services received.
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3.8.3 Unearned premium reserve
The unearned premium reserve represents the portion of the reinsurance premium written in the
current year but relating to the unexpired period of coverage. Company presumed that premium
earned weighted same over the period of fiscal year. As a result equal proportion of net premium
is provisioned for unearned reserve. While for the marine unearned premium reserve is created for

period of three years & only after its elapses charged to profit or loss.

3.8.4 Investment Income
Interest income is recognized in the statement of profit or loss as it accrues and is calculated by using
the effective interest rate method. Fees and commissions that are an integral part of the effective
yield of the financial asset or liability are recognized as an adjustment to the effective interest rate of

instrument.

3.8.5. Realized gains and losses
Realized gains and losses recorded in statement of profit or loss on investments included gains and
losses on financial Assets. Gains and losses on the sale of investments are calculated as the difference
between net sales proceeds and the original or amortized cost and are recorded on occurrence of

the sale transaction.

3.8.6. Other Income

Other income is recognized on an accrual basis.

3.9 Benefits, claims and expenses recognition

3.9.1 Gross benefits and claims
Gross benefits and claims for non-life insurance 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.
Claims expenses and liabilities for outstanding claims are recognized in respect of direct and inward
reinsurance business. The liability covers claims reported but not yet paid, Incurred but not reported
claims (IBNR), Incurred But not enough reserved (IBNER) and the anticipated direct and indirect
costs of settling those claims. Claims outstanding are assessed by review of individual claim files and
estimating changes in the ultimate cost of settling claims. The provision in respect of IBNR< IBNER is
actuarially valued on an annual basis to ensure a more realistic estimation of the future liability based
on past experience and trends.
While the directors consider that the provision for claims is fairly stated on the basis of information
currently available, the ultimate liability will vary as a result of subsequent information and events.
This may result in adjustment to the amounts provided. Such amounts are reflected in the financial
statements for that period. The methods used and the estimates made are reviewed regularly.

50 <o arffes ufardeer



D AT UAAT HFOST fAfes

Nepal Re-Insurance Co.Ltd. (Nepal Re.)

3.9.2 Reinsurance claims

Reinsurance claims are recognized when the related gross insurance claim is recognized according to

the terms of the relevant contract.

3.10 Expenditure Recognition

a) Expensesare recognized in the statement of profit or loss on the basis of a direct association between
the cost incurred and the earning of specific items of income. All expenditure incurred in the running
of the business and in maintaining the property, plant & equipment in a state of efficiency has been
charged to statement of Income in arriving at the profit for the year.

b) Forthe purpose of presentation of the statement of profit or loss the directors are of the opinion that
nature of expenses method presents fairly the elements of the Company’s performance, and hence

such presentation method is adopted.

3.11 Taxation
3.11.1. Current Taxes
Current tax is the expected tax payable on the taxable income for the year, using tax rates enacted at

the reporting date and any adjustments to tax payable in respect of previous years.

3.11.2 Deferred Taxation
Deferred tax is recognized using the balance sheet method, providing for temporary differences
between the carrying amount of assets and liabilities for financial reporting purposes and the

amounts used for taxation purposes.

Deferredtaxismeasuredatthetaxratesthatareexpectedtobeappliedtothetemporarydifferenceswhen

theyreverse, based onthe laws that have been enacted or substantively enacted by the reporting date.

Deferred tax assets and liabilities are offset if there is a legally enforceable right to offset current tax
liabilities and assets, and they related to income taxed levied by the same tax authority on the same

taxable entity.

A deferred tax asset is recognized only to the extent that it is probable that future taxable profits will
be available against which the temporary difference can be utilized.

Deferred tax assets are reviewed at each reporting date and reduced to the extent that it is no longer
probable that the related tax benefit will be realized.

3.12 Stated Capital

Company’s Stated Capital comprises of ordinary shares which are classified as equity.

3.13 Earnings Per Share
The Company presents basic earnings per share (EPS) data for its ordinary shares. Basic EPS is
calculated by dividing the profit or loss attributable to ordinary shareholders of the Company by the
weighted average number of ordinary shares outstanding during the period.
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3.14 Cash flow Statements
The cash flow statement has been prepared using the indirect method. Interest received., interest
paid and dividend received are classified as investing cash flows while dividends paid is classified as
financing cash flow.

For cash flow purposes, cash and cash equivalents are presented net of bank overdrafts.

3.15 Commitments and Contingencies
Contingencies are possible assets or obligations that arise from a past event and would be concerned
only on the occurrence or non-occurrence of uncertain future events, which are beyond the

company'’s control.

3.16 Events occurring after the Reporting Date
All material post balance sheet events have been considered and where appropriate adjustments or
disclosures have been made in the Financial Statements.

3.17 Proposed Dividends
Dividend proposed/declared by the Board of Directors after the reporting sheet date is not recognized

as a liability in the Financial Statements.

3.18 Comparative Information
The Comparative information is re-classified wherever necessary to conform with the current year’s
classification in order to provide a better presentation. The details of such re-classifications have

been provided in Note 36.

3.19 Management of Insurance Risks
Insurance Risk arising from reinsurance business.
Insurance risk may arise from discrepancies between reinsurance needs and the actual coverage
provided for in the contract, resulting in the insurer retaining greater risk than anticipated. Similarly,
an insurer may face a basis risk related to alternative risk transfer mechanisms where the amounts
obtained by the insurer through the mechanisms do not match the losses incurred by the insurer.
The Company considers insurance risk to be a combination of the following components.
+ Underwriting risk
+ Retrocession risk
« Claim risk

a) Underwriting risk:
Underwriting involves measuring risk exposure and determining the premium that needs to be
charged to insure that risk. Underwriting risk generally refers to the risk of loss on underwriting

activity in the reinsurance.
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Management policy to cover underwriting risk

i) Statistical databases are maintained clearly so that proper decisions are taken during underwriting.
As the proposal or application form is commonly the main source of underwriting information, it

should be reviewed regularly to ensure that the questions remain reasonably clear and pertinent.

i) Retrocession ofitsriskis carried out which is primarily ameans of reducing areinsurer’s underwriting
risk, allowing it to expand the scope of its business. The cost of transferring risk to a reinsurer is lower
than the solvency capital cost the reinsurer would bear if it retained the risk in its portfolio, because
reinsurer benefit from better risk diversification than a primary insurer.

iii) Liability claims of very high payout limits are secured by taking a large cover which helps to
control the impact on the free reserves and profit.

iv) Assistance of the expertise is used including the reinsurance broker which can help with rating,

underwriting and claims management.

b) Retrocession risk
Retrocession risk refers to the inability of the retrocedent to obtain insurance from a retrocessionaire

at the right time and at an appropriate cost.

Management policy to cover retrocession risk

i) Globally trusted and high rated reinsurance companies are chosen for the reinsurance placements.
i) Ensuring that its reinsurance contracts cover all applicable lines of business and the limits of cover
are adequate.

iii) Maintains sufficient oversight and control over the design and placement of the reinsurance
program, regardless of whether an intermediary is involved.

iv) Continuously rendering reinsurance statements and perform reconciliation of accounts regularly
and promptly as failure to do so may cause balances due from reinsurers to build up or result in
disputes over the outstanding balances, thereby increasing credit/asset risk.

v) Staff involved are familiar with the liquidity strain and adhere to clear procedures spelled out to
facilitate prompt collection of reinsurance recoverable and ensure that all dues are collected and set
off against the payables on time.

vi) The company reviews whether its reinsurance programme has, over a period of time, supported its

business objectives and strategies, and helped to mitigate its losses to within its risk tolerance level.

c¢) Claim Risk
The company is liable to fulfill their contractual obligations to insurers and pay claims when they fall

due.

Management policy to cover claim risk
i) Appropriate processes and procedures are set for claims handling, dispute resolution and maintain
criteria for accepting and rejecting claims;

i) Various controls has been set to determine fraudulent claims and take action against such claims
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iii) Ensures that the company is in a position to settle claims at all times, and claims due will be settled

within reasonable times;

iv) Claim committee performs continuous monitoring related to the compliance with claim

management process and procedures and take corrective action when necessary.

Insurance Risk Exposure of the company:

Portfolio Gross Written Premium Ceded Written Premium | Net Premium

Fire 994,258,412 158,743,805 835,514,607
Motor 1,652,813,028 143,571,246 1,509,241,782
Marine 455,827,332 209,823,745 246,003,587
Engineering 140,077,871 49,780,021 90,297,850
Miscellaneous 249,748,212 64,006,425 185,741,786
Cattle & Agro 336,826,784 285,004,945 51,821,838
Total 3,829,551,638 910,930,187 2,918,621,452

Financial Risk Management
The company discloses information that enables users of its financial statements to evaluate the
nature and extent of risks arising from financial instruments to which the company is exposed at the
end of the reporting period.
The disclosures focus on the risks that arise from financial instruments and how they have been

managed. These risks typically include credit risk and liquidity risk.

Qualitative disclosures
For each type of risk arising from financial instruments, the company has disclosed:
a) The exposures to risk and how they arise;
b) Its objectives, policies and processes for managing the risk and the methods used to measure the
risk; and
c) Any changes in (a) or (b) from the previous period.

Quantitative disclosures
For each type of risk arising from financial instruments, the Company has disclosed:

(@) Summary quantitative data about its exposure to that risk at the end of the reporting period.

Credit risk
The Company has disclosed by class of financial instrument;
(a) The amount that best represents its maximum exposure to credit risk at the end of the reporting
period without taking account of any collateral held or other credit enhancements.

(b) Information about the credit quality of financial assets that are neither past due nor impaired.
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Liquidity risk

The company has disclosed:
(@) A maturity analysis for financial liabilities that shows the remaining contractual maturities; and

(b) A description of how it manages the liquidity risk inherent in (a).

a) Credit Risk

Credit risk is counter-party default risk, and includes the risk of failure of financial institution with
which the company has placed deposits/ investments to meet obligations, and the failure of reinsurers
to meet claims when they fall due. It also includes the risk of default by policyholders on premium
receivable, and failure of employees to meet loans provided by the company. In addition to strict
limits on single counterparty exposure, the Company follows a prudent credit policy which limits its
investments to high grade corporate credit in line with the Nepal Re Policy, and above the regulatory
minimum criteria, dingle counter-party exposure is monitored on a monthly basis by the CRO, and
any deviations require special approval. The Company’s investment approach is also guided and
monitored by Management.

Creditrisk to external reinsurers appears when insurance risk exposures are transferred by the company
to external reinsurance companies to mitigate insurance risk. Potential losses can arise either due to
non- recoverability of reinsurance receivables already present of default on benefits that are under
reinsurance treaties in force. The Company’s exposure to reinsurance risk is minimal, as majority of the

reinsurance is placed to reinsurer with strong credit rating.

Credit Risk Exposure on Assets

32nd Ashadh 2075
Financial Instruments = Govemment Commercial Other Total NRs
Guarantee Banks Institution
Fixed Deposit - 7,925,000,000 7,925,000,000
Recoverable - 89,755,863 1,928,553,025 2,018,308,888
Investment in Bond 300,000,000 365,000,000 665,000,000
Equity Investment 229,251,529 35,687,600 264,939,129
Other financial assets - 102,562,542 102,562,542
Total 300,000,000 8,609,007,392 2,066,803,167 | 10,975,810,559
31st Ashadh 2074
Financial Instruments Government Commercial Other Institution Total NRs
Guarantee Banks
Fixed Deposit - 6,310,000,000 6,310,000,000
Recoverable - 161,610,726 1,485,528,907 1,647,139,633
Equity Investment 82,530,584 12,371,400 94,901,984
Investment in Bond 300,000,000 300,000,000
Other financial assets - 7,230,727 7,230,727
Total 300,000,000 6,554,141,310 1,505,131,034 8,359,272,344
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b) Liquidity Risk of Debt Instruments
Liquidity risk is the risk that an entity will encounter difficulty in meeting obligations associated with
financial instruments. The table below summarizes the maturity profile of the financial assets of the
company based on their market value. The Company maintains a portfolio of highly marketable
securities that can be easily liquidated in the event of an unforeseen interruption of cash flow. Some

of the specific actions by the company to mitigate the liquidity risk are shown below:

Cash outflows identified in advance are matched through short term deposits.

The Company maintains a foreign currency bank account which can be liquidated in the event of

unexpected cash outflows.

Maturity Analysis of Financial Assets & liabilities at 32nd Ashadh 2075

Financial assets/liabilities 0-6 months 7-12 1-2 years Over2  Nostated

months years maturity
Financial assets
Fair value through profit orloss
Listed equity se-curities
Fair value through other 264939129 | 264939129
comprehen-sive income
Amortized cost =
Fixed deposit 770000000 |  7,155000000 7,925,000,000
Government &other bond 665,000000 665,000,000
Reinsurance re-ceivables 1080707,163 | 847,845,862 1,928553,025
Other Financial Assets 281416678 265497 392093 282,074,268
Cashand short term deposits 88586497 88586497
Total 1,450,710338 | 1,617,845862 | 7,155265497 | 665392093 | 264,939,129 | 11,154,152919
Financial liabili-ties
Reinsurance paya-ble 209,740,697 15,090870 224,831,567
Other financial liabilities | 283505668 8176 1166644 284680488
(Sundry Creditors)
Total 493,246,365 15,099,046 -| 1166644 -| 509512055



Maturity Analysis of Financial Assets 31st Ashadh 2074
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Financial assets/liabilities 0-6 months 7-12 1-2 years Over2  Nostated

months years maturity
Financial assets
Fairvalue through profit orloss
Listed equity secu-rities -
Fair value through other 94,901,984 94,901,984
comprehen-sive income
Amortized cost (please specify -
sepa-rately)
Fixed deposit 170000000 | 4520000000 | 1,020,000000 5,710,000,000
Government bond 300,000,000 300,000,000
Reinsurance receiv-ables 976821390 | 508707517 1485528907
Other Financial As-sets 168,183,863 265497 392093 168841/453
Cashand short term deposits 77,795,391 77,795391
Total 1,392,800,645 | 5028973,014 | 1,020,000,000 | 300392093 | 94,901,984 | 7,837,067,736
Financial liabilities
Reinsurance paya-ble 267627114 267,627,114
Other financial lia-bilities 87,8343101 1,166,644 89014745
(Sundry Creditors)
Total 355475215 - -| 1,166,644 - 356,641,859

c¢) Interest Rate Risk
Interest rate risk is the risk of interest rate volatility adversely affecting the market value of the
investment portfolio. In an increasing interest rate environment, there will be a drop in the value
of treasury bills and bonds when they are marked- to - market,
The company monitors its interest rate risk on a monthly basis by analyzing the movement in
the interest rate-sensitive asset duration, the allocation to interest- rate sensitive assets, and the
sensitivity of interest rate movements on the solvency margin.

Interest rate risk is constantly reviewed for market investment.

d) Marketrisk
Market risk is the risk that the fair value or future cash flows of financial instruments will fluctuate
due to changes in market variables such as interest rates, foreign exchange rates and equity
prices. The market risks may affect the Company’s income and expenses, or the value of its
financial instruments. The objective of the Company’s management of market risk is to maintain
this risk within acceptable parameters, while optimizing returns.
Market risk is an aggregation of,

. Currency risk;

. Interest rate risk

. Equity price risk;
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- Currency risk:
Currency risk, or foreign exchange risk, is a form of risk that arises when there is volatility in
currency exchange rates. The Company is subject to the risk that changes in foreign currency

values as its principal transactions are carried out in Nepalese Rupees.
Management policy for mitigating currency risk

The Company is exposed to foreign exchange risk arising from various currency exposures,

primarily with respect to US Dollar and Euro.

- Interest rate risk:
Interest rate risk is the risk of increased volatility due to a change of interest rates. Investment in
fixed deposits at fixed rates expose the Company to fair value interest rate risk.

Management policy for mitigating interest rate risk

Regulatory body which is under continuous review of the Investment committee. The
management is following the below mentioned guidelines to mitigate the interest rate risk;

i) The investment in each portfolio is made on the determination of the company’s liquidity
position, risk/return profile and other criteria set as per the Investment policy.

ii) Government securities and deposits with financial institutions held to maturity by the
company are accounted for at amortized cost and their carrying amounts are not sensitive to

changes in the level of interest rates.

However, Company does not have any variable rate interest bearing financial assets and financial
liabilities as at the reporting date. Therefore, the Company is exposed only to fair value interest
rate risk during the period.

- Equity price risk
Equity price risk is the risk that arises from security price volatility — the risk of a decline in
the value of a security or a portfolio. Accordingly, the equity price risk affects the Company's

investments in equity instruments.
Management policy for mitigating equity price risk

The management follows the guidelines as mentioned in the investment policy. The compliance
of the policy is regularly monitored and its non-compliance is reported to the committee. Further
the necessary action is taken on the same. The policy is reviewed regularly and ensures that the
company mainly invests in the low volatile sectors and manages it equity price risk.
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Exposure to equity risk & sensitivity analysis

Cost Fair Value Reported
Investment in equity shares 106,236,389.00 74,739,129
Sensitivity Analysis Impact on Profit & OClI
10% increment in share price 7,473,912.90
10% decrement in share price (7,473,912.90)

3.20 Related party disclosure

Nepal Re- recognizes related party to the company if:

a) Directly, or indirectly through one or more intermediaries, the party:

i.  Controls, is controlled by, or is under common control with, the company (this includes
parents, subsidiaries and fellow subsidiaries);

ii. Has an interest in the company that gives its significant influence over the entity; or

iii. Has joint control over the company;

b) The party is an associate of the company;

c) Thepartyisajoint venture in which the company is a venture ( A joint venture is a contractual
agreement whereby two or more parties undertake an economic activity that is subject to
control )

d) The party is a member of the key management personnel of the company or its parent;

e) The party is a close member of the family of any individual referred to in (a) or (d);

f) The party is an entity that is controlled, jointly controlled or significantly influenced
by, or for which significant voting power in such entity resides with, directly or indirectly, any
individual referred to in (d) or (e); or

g) The party is a post-employment benefits plan for the benefit of employees of the entity, or of
any entity.

The following information of related parties have been disclosed.

. Relationships between parents and subsidiaries shall be disclosed irrespective of whether
there have been transaction between those related parties.

. Key management personnel compensation in total and for each of the following categories:

i.  Short - term employee benefits;

ii. Post- employment benefits;

iii. Other long term benefits

iv. Termination benefits; and

v. Share-based payment.

If there has been transaction between related parties, the following information have been
disclosed:

vi. The amount of transactions;

vii. The amount of outstanding balance;

viii. Provisions for doubtful debts related to the amount of outstanding balances

ix. The expense recognized during the period in the respect of bad or doubtful debts

X.  Due from related parties.

The details of transactions with related parties are disclosed in note 34.
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Nepal Re-Insurance Co.Ltd. (Nepal Re.)

kYA Accounting Classificaiton & Fair Value

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market
participants at the measurement date. A fair value measurement assumes that the transaction to sell the asset or transfer the liability takes
place either

In the principal market for the asset or liability or ;
In the absence of the principal market, in the most advantageous market for the asset or liability.

Fair value of an asset or a liability is measured using the assumptions that market participants would use when pricing the asset or
liability, assuming that market participants act in their economic best interest. When available, the Company measures the fair value of
an financial instrument using quoted prices in an active market . A market is regarded as active if quoted prices are readily and regularly
available and represent actual and regularly occurring market orderly transactions. A fair value measurement of a non-financial asset
takes into account a market participant’s ability to generate economic benefits by using the asset in its highest and best use or by selling

value, maximising the use of relevant observable inputs and minimising the use of unobservable inputs. Valuation techniques used to
measure fair value shall maximise the use of relevant observable inputs and minimise the use of unobservable inputs. Inputs to valuation
techniques reasonably represent market expectations and measures of the risk-return factors inherent in the financial instrument. The
Company calibrates valuation techniques and tests them for validity using prices from observable current market transactions in the
same instrument or based on other available observable market data.

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, unless the fair value of that instrument is evidenced by comparison with other observable current
market transactions in the same instrument, i.e. without modification or repackaging, or based on a valuation technique whose variables
include only data from observable markets.

When transaction price provides the best evidence of fair value at initial recognition, the financial instrument is initially measured at the
transaction price and any difference between this price and the value initially obtained from a valuation model is subsequently
recognised in the statement of profit or loss on an appropriate basis over the life of the instrument but not later than when the valuation
is supported wholly by observable market data or the transaction is closed out.

Any difference between the fair value at initial recognition and the amount that would be determined at that date using a valuation
technique in a situation in which the valuation is dependent on unobservable is not recognised in the statement of profit or loss
immediately, but is recognised 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. Assets and long positions are measured at a bid price; liabilities and short positions are
measured at an asking price. Fair values reflect the credit risk of the instrument and include adjustments to take account of the credit risk
of the Company and the counter party where appropriate. Fair value estimates obtained from models are adjusted for any other factors,
such as liquidity risk or model uncertainties; to the extent that the Company believes a third-party market participant would take them
into accounting pricing a transaction.
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Nepal Re-Insurance Co.Ltd. (Nepal Re.)

38 Reconciliation Statement of Profit or Loss as previously reported under Local GAAP to NFRS

Particulars Notes to Year Ended July 16, 2018 (Ashadh 32, 2075)
first-time . .
. Previous Local GAAP* Effect of Transition to NFRS NFRS
adoption
Gross written premium 3,829,551,638 3,829,551,638
Ceded written premium 910,930,187 910,930,187
Net Written Premium 2,918,621,452 - 2,918,621,452
Other Revenue .
Commission income 319,532,761 - 319,532,761
Investment income 745,827,638 12,220 745,839,858
Other Insurance related income 233,155,954 233,155,954
Provision written off
Total Revenue 4,217,137,805 12,220 4,217,150,024
Gross benefit & claim paid 1,380,801,463 1,380,801,463
Claim ceeded to reinsurer 429,811,408 429,811,408
Net Benefits & claims 950,990,055 - 950,990,055
Change in insurance contract liabiities 212,893,584 5,419,378 218,312,962
Commission expenses 1,193,403,004 - 1,193,403,004
Other insurance related expenses 434,816,464 434,816,464
Service fee expenses 29,186,215 - 29,186,215
Personnel Expense 119,956,165 2,471,021 122,427,186
Administrative expenses 27,232,655 - 27,232,655
Finance Cost - 12,220 12,220
Provision for investment loss 14,684,217 (14,684,217) -
Forex gain /(Loss) - -
Loss/(gain) on sale of assets (146,620) 30,299 (116,321)
Expense Writeoff 302,600 (302,600) -
Impairment losses - -
Depreciation & amortization 4,426,205 (675,163) 3,751,042
Total benefit claim paid & other expenses 2,987,744,544 (7,729,062) 2,980,015,482
Profit before tax 1,229,393,261 7,741,282 1,237,134,543
Tax expenses 369,813,841 7,382,535 377,196,376
Net Profit For the Year 859,579,421 358,746 859,938,167
Other Comprehensive Income (OCI)
Actuarial gain /(loss) (18,848)
Revaluation on PPE 23,820,500
Fair value changes in investment (20,162,855)
Income tax related to component of OCI 6,043,202
Total Other Comprehensive Income, net of tax 9,681,999
Total Comprehensive Income for the period 869,620,166
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Nepal Re-Insurance Co.Ltd. (Nepal Re.)

Particulars Notes. to Year Ended July 15, 2017 ( Ashadh 31, 2074)

ﬁrst-tl.me Previous Local GAAP* Effect of Transition to NFRS NFRS

adoption
Gross written premium 3,152,895,687 3,152,895,687
Ceded written premium 589,375,651 589,375,651
Net Written Premium 2,563,520,037 - 2,563,520,037
Commission income 200,446,996 200,446,996
Investment income 410,367,870 410,367,870
Other Insurance related income 531,520,938 - 531,520,938
Provision written off 748,043 (161,775) 586,268
Other revenue 1,143,083,847 (161,775) 1,142,922,072
Total Revenue 3,706,603,883 (161,775) 3,706,442,109
Gross benefit & claim paid 531,725,264 531,725,264
Claim ceeded to reinsurer 117,524,035 117,524,035
Net benfits & claim paid 414,201,229 - 414,201,229
Change in insurance contract liabiities 1,354,552,864 (71,451,161) 1,283,101,703
Commission expenses 784,415,870 - 784,415,870
Other insurance related expenses 275,370,851 215,069 275,585,920
Service fee expenses 25,635,200 - 25,635,200
Personnel Expense 75,954,562 1,634,062 71,588,624
Administrative expenses 18,999,172 (68.,885) 18,930,287
Finance Cost - - -
Forex gain /(Loss) 145,508 - 145,508
Writeoff prior period 302,600 (302,600)
Impairment losses -
Provision for investment loss 22,642,816 (22,642,816) -
Depreciation & amortization 5,067,733 (1,975,482) 3,092,252
Total benefit claim paid & other expenses 2,977,288,407 (94,591,813) 2,882,696,593
Profit before tax 729,315,477 94,430,039 823,745,515
Tax expenses 219,211,533 25,907,814 245,119,347
Net profit for the Year 510,103,943 68,522,224 578,626,168
Other Comprehensive Income (OCI) -
Actuarial gain /(loss) - (218,597) (218,597)
Revaluation on PPE - 35,730,750 35,730,750
Fair value changes in investment - (18,811,453) (18,811,453)
Income tax related to component of OCI 5,577,857 5,577,857
Total Other Comprehensive Income, net of tax - 90,800,781 22,278,557
Total Comprehensive Income for the period 510,103,943 159,323,006 600,904,725

* The previous local GAAP figures have been reclassified to conform to NFRS presentation requirements for the purposes of this

note.
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39 Transition from Local Generally Accepted Accounting practice (Local GAAP) to Nepal Financial Reporting Standard (NFRS)

These financial statements, for the year ended July 16, 2018 are first financial statements prepared by Nepal Reinsurance Company Limited in
accordance with NFRS. For years up to and including the year ended July 15, 2017, the company prepared its financial statements in accordance
with local GAAP, including accounting standards issued by the Accounting Standard Board (ASB) and interpretations issued by IASB, Standing
Interpretations Committee (SIC), IFRS Interpretation Committee (IFRIC).

40

Accordingly, the Company has prepared local GAAP compliant financial statements for year ending on July 16, 2018. In preparing these financial
statements, the Company has prepared opening NFRS statement of financial position as at July 16, 2016 the Company’s date of transition to NFRS
in accordance with requirement of NFRS 1, “First time Adoption of NFRS”. The principal adjustments made by the company in restating its local
GAAP financial statements, including the statement of financial position as at July 16, 2016 and the financial statements as at and for the year
ended July 15, 2017 are quantified and explained in detail as Appendix A to E given in NFRS 1.The basic approach adopted is summarized
hereunder:

- All assets and liabilities have been classified into financial assets/liabilities and non-financial assets /liabilities.

* All non-current financial assets/liabilities at below market rate of interest or zero interest and outstanding as on July 16, 2016 have been measured
at fair value.

* In accordance with NFRS 1, the resulting adjustments are considered as arising from events and transactions entered before date of transition and
recognized directly in the retained earnings at the date of transition to NFRS.

* The estimates as at July 16, 2016 and at July 15, 2017 are consistent with those made for the same dates in accordance with local GAAP (after
adjustments to reflect any differences in accounting policies) other than PPE whose useful life are re-estimated to charged depreciation &
amoritization based on straight line basis on deemed cost over the estimated period.

* NFRS 1 also allows to first time adopter certain exemptions from the retrospective application of certain requirements under NFRS. Accordingly,
the company has availed the following exemptions / mandatory exceptions as per NFRS 1

i) Deemed Cost for Property, Plant & Equipment and Intangible Assets: The Company has availed exemption under Para D5 to D7 of
Appendix D to NFRS 1 which permits a first-time adopter to continue with the carrying values for its property, plant and equipment as at date of
transition to NFRS measured as per local GAAP. However, for land fair value as on the date of transition is considered as the deemed cost.

ii) Classification and Fair value measurement of financial assets or financial liabilities at initial recognition: The financial assets and
financial liabilitieshave been classified on the basis of facts existing as at the date of transition to NFRS. In addition, the exemption permits
prospective application of requirements of NFRS 9 “Financial Instruments” to transactions entered into on or after date of transition. As earlier
adoption is encouraged in every standards, company has classified & presented it's financial statement in line with NFRS 9.

Weighted average shares
Earning per shares is computed based on weighted average number of shares outstanding for the period.

Working FY 74-75 FY 73-74
Shares outstanding upto previous year 50,000,000 50,000,000
Addition for the year 21,775,000
(Additional capital was received on 31 Ashadh 2075)
Weight of addition shares o 118,989.07
Total Weighted average shares at FY end 50,118,989 50,000,000

** As the addition shares amount is received on 31st Ashadh 2075, weighted average for two days taken while computing EPS.

41 Earning Per Share
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FY 74-75 FY 73-74
Net profit for the year 859,938,167 578,626,168
Weighted average number of share outstanding at reporting date 50,118,989 50,000,000
Earning per share 17.16 11.57
Diluted Earning per share 17.16 11.57




Nepal Re-Insurance Co.Ltd. (Nepal Re.)

STATEMENT OF FINANCIAL POSITION
Life Insurance Business - As at 32nd Ashadh 2075

Nepal Re-Insurance Company Limited - Thapathali, Kathmandu

Assets Notes Ashadh 32, Ashadh 31,2074 Shrawan 1st,
2075 (Restated) 2073 (Restated)
Property, plant & equipments 4 - - -
Intangibles 5 - - -
Financial Assets though OCI 6.1 - - -
Financial Assets though P/L 6.2 - - -
Fianncial Assets at Amortized Cost 6.3 340,000,000 300,000,000 =
Other Financial Assets 7 - - -
Insurance Receivables 8 151,924,700 68,958,571 56,947,084
Other Receivables 9 85,901,262 5,995,550 -
Tax Assets 10 - - -
Deferred Tax Assets 11 - - -
Cash & Cash Equivalent 12 33,868,262 859,186 6,101,968
Total Assets 611,694,225 375,813,308 63,049,053
Liabilities
Tax Liabilitis 100,154,655 42,419,934 5,320,915
Deferred Tax Liabilities 11 - - -
Insurance Contract Liabilities 13.1 214,708,555 144,150,030 42,459,276
Reinsurance payables 14 24,387,869 - -
Employee benefits 15 - - -
Other liabilities 16 4,838,348 86,224,553 2,222,972
Provisions 17 16,880,616 - -
Total Liabilites 360,970,043 272,794,517 50,003,164
Sharesholder's funds
Equity Shares 18 - - -
Retained Earning 19 216,380,072 92,716,912 13,045,889
Insurance Fund 20 - - -
Catastrophic Reserve 20 34,344,110 10,301,879 -
Other Reserves 20 - - -
Total Shareholder's Funds 250,724,181 103,018,791 13,045,889
Total liabilites and shareholder's equity 611,694,225 375,813,308 63,049,053

Notes 4 to 36 form an integral part of financial statements.

For and on behalf of the Board of Directors of Nepal Reinsurance Company Ltd

Nikunj Agrawal Dip Prakash Panday Ramesh Rana Dhaniram Sharma
Director Director Director Director

Mahesh Kumar Guragain, FCA
Chairman

Purushottam Subedi
Director

As per the report of our even date.

(Dr.) Suvod Kumar Karn, FCA
Managing Partner
Suvod Assocaites, Chartered Accountants

Chirayu Bhandari
Chief Executive Officer

Ujjwol Raj Aryal
Chief Finance Officer
Date: 9th Baisakh, 2076
Place: Kathmandu, Nepal
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Nepal Re-Insurance Co.Ltd. (Nepal Re.)

Notes Ashadh 32,2075 Ashadh 31,2074 (Restated)
Gross written premium 21 405,762,833 288,300,059
Ceded written premium 22 - -
Net Written Premium 405,762,833 288,300,059
Other Revenue
Commission income 23 - -
Investment income 24 37,117,268 9,738,645
Other Insurance related income 25 - -
Provision written off -
Total Revenue 442,880,101 298,038,704
Claim benefits paid 26 109,944,543 42,794,399
Claim ceeded to reinsurer 26 - -
Net Benefits & claims 109,944,543 42,794,399
Change in insurance liability 13 70,558,526 101,690,753
Commission expenses 26 21,302,957 15,949,966
Other insurance related expenses 26 - -
Service fee expenses 26 8,115,257 5,766,001
Personnel expenses 27 19,146,987 1,610,192
Administrative expenses 28 2,804,130 1,681,369
Finance Cost - -
Forex loss/ (gain) 29 = 13,305
Loss on sale of FA -
Impairment losses
Depreciation & amortization 4&5 - -
Total benefit claim paid & other expenses 231,872,400 169,505,987
Profit before tax 211,007,701 128,532,718
Tax expenses 31 63,302,311 38,559,816
Net Profit For the Year 147,705,390 89,972,902

BEPS -
DEPS -

Notes 4 to 36 form an integral part of financial statements.

For and on behalf of the Board of Directors of Nepal Reinsurance Company Ltd.

Nikunj Agrawal Dip Prakash Panday Ramesh Rana
Director Director Director

Purushottam Subedi
Director
Ujjwol Raj Aryal
Chief Finance Officer
Date: 9th Baisakh, 2076
Place: Kathmandu, Nepal

Dhaniram Sharma

Chirayu Bhandari
Chief Executive Officer

Mahesh Kumar Guragain, FCA

As per the report of our even date.

(Dr.) Suvod Kumar Karn, FCA

Managing Partner

Suvod Assocaites, Chartered Accountants
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STATEMENT OF OTHER COMPREHENSIVE INCOME
Life Insurance Business - For the period ended 32 Ashadh 2075
Nepal Re-Insurance Company Limited - Thapathali, Kathmandu

Ashadh 32,2075 Ashadh 31, 2074
(Restated)

Net income 147,705,390 89,972,902
Will not be reclassifiable to statement of profit or loss
Actuarial gain /(loss) - -
Revaluation on PPE - -
Fair value changes in investment - -
Income tax related to component of OCI - -
Will be reclassified subsequently to profit or loss
Unrealised gains and losses on investments -
Exchange gain/ loss of foreign operation
Income tax related to component of OCI

Total Comprehensive Income for the year, net of tax 147,705,390 89,972,902
Attributable to Non controlling Interest -
Attributable to Shareholders of Nepal Re 147,705,390 89,972,902

For and on behalf of the Board of Directors of Nepal Reinsurance Company Ltd

Nikunj Agrawal Dip Prakash Panday Ramesh Rana Dhaniram Sharma Mahesh Kumar Guragain, FCA
Director Director Director Director Chairman

Purushottam Subedi As per the report of our even date.
Director
(Dr.) Suvod Kumar Karn, FCA

Managing Partner
Suvod Assocaites, Chartered Accountants

Ujjwol Raj Aryal Chirayu Bhandari
Chief Finance Officer Chief Executive Officer
Date: 9th Baisakh, 2076
Place: Kathmandu, Nepal
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Nepal Re-Insurance Co.Ltd. (Nepal Re.)

STATEMENT OF CASH FLOW
Life Insurance Business - For the period ended Ashadh 32, 2075
Nepal Re-Insurance Company Limited - Thapathali, Kathmandu

Operating Activities Notes Ashadh 32, 2075 Ashadh 31, 2074 (Restated)
Net profit for the year 147,705,390 89,972,902
Adjustment:

Provision for tax 63,302,311 38,559,816
Deferred tax - -
Depreciation - -
Investment income (37,117,268) (9,738,645)
Provision writeroff - -
Tax Paid (5,567,590) (1,460,796)
Bonus provision 16,880,616 -

Profit on sale of assets

Bonus Paid

Prior period

changes in current assets & liabilities

Employee benefit cost (vehicle scheme cost)

Other assets - -
Insurance Receivables (82,966,129) (12,011,487)
Other Receivables (79,905,712) (5,995,550)
changes in insurance contract liabilities 70,558,526 101,690,753
Reinsurance payables 24,387,869 -
Employee benefits - -
Other liabilities (81,386,205) 84,001,580
Net cash flow from operating activities 35,891,808 285,018,573
Investing Activities

Change in PPE - -
Investment in FD, debentures (40,000,000) (300,000,000)
Investment in Shares - -
Investment Income 37,117,268 9,738,645
Net cash flow from investing activities (2,882,732) (290,261,355)
Financing Activities

Contribution from capital measures -

Dividend payment - -
Proceeds from long-term debts - -
Repayment of long-term debts - -
Other changes (net) s =
Net cash flow from financing activities - -
Change in cash & cash equivalents for the year 33,009,076 (5,242,782)
Opening cash & cash equivalent 859,186 6,101,968
Closing cash & cash equivalent 33,868,262 859,186

For and on behalf of the Board of Directors of Nepal Reinsurance Company Ltd

Nikunj Agrawal Dip Prakash Panday
Director Director

Purushottam Subedi
Director

Ujjwol Raj Aryal
Chief Finance Officer

Dhaniram Sharma
Director

Mahesh Kumar Guragain, FCA

As per the report of our even date.

Chirayu Bhandari
Chief Executive Officer

Date: 9th Baisakh, 2076
Place: Kathmandu, Nepal

(Dr.) Suvod Kumar Karn, FCA
Managing Partner
Suvod Assocaites, Chartered Accountants
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Nepal Re-Insurance Co.Ltd. (Nepal Re.)

NOTES TO THE FINANCIAL STATEMENTS

1. CORPORATE INFORMATION

1.1 Reporting Entity
Nepal Re-Insurance Company Limited (Nepal Re.), the successor of insurance Pool that was set up in
2003 with the aim to cover damages caused by the terrorism, was incorporated on 7th November
2014, under the Companies Act, 2006 of Nepal accordance to the decision of Council of Ministers
(Nepal) dated 7th August, 2014 to convert the Insurance Pool, Nepal into Reinsurance Company.
Nepal Re was formally inaugurated on 22nd December 2014 by the Hon'ble Finance Minister. It is
established in the PPP Model with equity participation of Government, Nepal Re-Insurance Company
Limited (Nepal Re).

1.2 Principal Activity

The Company is engaged in reinsurance business of both Non-Life and life Insurance.

1.3 Accounting policies
Adoption of new and revised Standards

i) New standards and amendments to published standards effective for the year ended 16th
July, 2018
The following new and revised IFRSs were effective in the current year and had no material impact on

the amounts reported in these financial statements.

Recognition of Deferred Tax [ Recognition of Deferred Tax Assets for Unrealized Losses
Assets for Unrealized Losses [ (Amendments to IAS 12) was issued in January 2016.
(Amendments to IAS 12) The amendment to IAS 12 Income Taxes provides clarity on the
following aspects:

- Unrealized losses on debt instruments measured at fair value
and measured at cost for tax purposes give rise to a deductible
temporary difference regardless of whether the debt instrument’s
holder expects to recover the carrying amount of the debt
instrument by sale or by use.
- The carrying amount of an asset does not limit the estimation of
probable future taxable profits.

- Estimates for future taxable profits exclude tax deductions

resulting from the reversal of deductible temporary differences.
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Nepal Re-Insurance Co.Ltd. (Nepal Re.)

Disclosure Initiative | The Disclosure Initiative (Amendments to IAS 7), requires that
(Amendments to IAS 7 |an entity shall provide disclosures that enable users of financial
Statement of Cash Flows) statements to evaluate changes in liabilities arising from financing

activities, including both changes arising from cash flows and non-
cash changes.These include the following changes in liabilities arising
from financing activities: (a) changes from financing cash flows; (b)
changes arising from obtaining or losing control of subsidiaries or
other businesses; (c) the effect of changes in foreign exchange rates;
(d) changes in fair values; and (e) other changes.

ii) Impact of new and amended standards and interpretations on the financial statements for the
year ended 16 July, 2018 and future annual periods
The standards which has been pronounced by the Accounting Standard Board Nepal (ASB Nepal) is
used in the preparation of financial statements. The departure from the requirements of NFRS, if any,
has been disclosed separately in the Notes to Accounts.

Asanumber of new standards as well as the amendments to the existing standards and interpretations
have been issued by International Accounting Standard Board (IASB) after the pronouncements of
NFRS with varying effective dates. These amendments and new standards become applicable only
when ASB-Nepal pronounces them.

New Standards and Amendments to standards Effective for annual periods beginning on or after
IFRS 17 Insurance Contracts | 1 January 2021
IFRS 16 Leases ‘ 1 January 2019

IFRS 17 Insurance Contracts

IFRS 17 Insurance Contracts was issued in May 2017. The standard establishes principles for the
recognition, measurement, presentation and disclosure of insurance contracts issued. It also
requires similar principles to be applied to reinsurance contracts held and investment contracts with
discretionary participation features issued. The objective is to ensure that entities provide relevant
information in a way that faithfully represents those contracts. This information gives a basis for users
of financial statements to assess the effect that contracts within the scope of IFRS 17 have on the

financial position, financial performance and cash flows of an entity.

IFRS 17 supersedes IFRS 4 Insurance Contracts. IFRS 17 is effective for annual periods beginning on or
after 1 January 2021.

The application of this standard is likely to have an impact on amounts reported in the company’s
financial statements. However it is not practicable to provide a reasonable estimate on the effects of

IFRS 17 until a detailed review has been completed.
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Nepal Re-Insurance Co.Ltd. (Nepal Re.)

IFRS 16 LEASES
IFRS 16 Leases, issued in January 2016 replaces IAS 17, IFRIC 4, SIC-15 and SIC27. IFRS 16 sets out
the principles for the recognition, measurement, presentation and disclosure of leases, with the

objective of ensuring that lessees and lessors provide relevant information that faithfully represents

those transactions.

IFRS 16 introduces a single lessee accounting model and requires a lessee to recognize assets and
liabilities for all leases with a term of more than 12 months, unless the underlying asset is of low
value. Lessors continue to classify leases as operating or finance, with IFRS 16's approach to lessor
accounting substantially unchanged from its predecessor, IAS 17.

The application of this standard is likely to have an impact on amounts reported in the company’s
financial statements. However it is not practicable to provide a reasonable estimate on the effects of
IFRS 16 until a detailed review has been completed.

BASIS OF PREPARATION
2.1 Statement of Compliance

The Institute of Chartered accountants of Nepal has issued Nepal Financial Reporting Standards
which became applicable from the decision of Institute of chartered Accountants of Nepal council
decision dated 13th September 2013. The Financial Statements of the company which comprise
the Statement of Financial Position, Statement of Profit or loss, Statement of Other Comprehensive
Income, Statement of Changes in Equity, Statement of Cash Flows and Notes thereto have been
prepared in accordance with these Nepal Financial Reporting Standards laid down by the Institute of
Chartered Accountants of Nepal, and comply with the requirements of Companies Act 2063.

These are the company’s first Financial Statements prepared in accordance with Nepal Accounting
Standard prefixed NFRS and NAS and NFRS 1 First — time Adoption of Nepal Financial Reporting

Standard has been applied.

An explanation of how the transition from NAS to NFRS has affected the company’s statement of

financial position, financial performance and cash flows is provided in the note 36.
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2.2 Basis of Measurement
The Financial statements have been prepared on the historical cost basis and applied consistently
subject to the impact in note 2.1, with no adjustments being made for inflationary factors affecting

the Financial Statements, except for the following;

« Available-for-sales financial assets are measured at fair value

+ Employee Benefits-Gratuity

+ Investment property is measured at fair value.

« Derivative financial instruments are measured at fair value.

+ Defined benefit schemes, surpluses and deficits are measured at fair value.
« Impairment of asset is measured at fair value and related disposal cost.

« Assets acquired &Liabilities assumed in a business combination are recognized at fair value.

The Company present its Statement of Financial Position broadly in the order of liquidity. Financial
assets and liabilities are offset and the net amount reported in the statement of financial position only
when there is a legally enforceable right to offset the recognize amounts and there is an intention to

settle on a basis, or to realize the assets and settle the liability simultaneously.

2.3 Date of Authorization of Issue
The Financial Statements of Nepal Reinsurance Company Limited for the year ended 32nd Ashadh
2075, were authorized for issue in accordance with a resolution of the Board of Directors on 9th
Baisakh, 2076.

2.4 Reporting Period
The Nepal Re follows Nepalese financial year based on Nepalese Calendar. This financial statements
cover for time adoption of NFRS for FY 2074/75.

The corresponding dates for the English calendar are as follows:

Relevant Financial Statements Nepalese Calendar Date English Calendar
/ Period Date / Period
Opening Financial Statement at the date of Shrawan 1, 2073 July 16,2016
Transaction to NFRS
Comparative Statement of Financial Position date Ashadh 31, 2074 July 15,2017
Comparative Reporting period Shrawan 1, 2073-Ashadh | July 16,2016 - July
31,2074 15,2017
NFRS Financial Position date Ashadh 32, 2075 July 16,2018
NFRS Reporting period Shrawan 1, 2074-Ashadh | July 16,2017 - July
32,2075 16,2018
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2.5 Functional and Presentation Currency

The Financial Statements are presented in Nepalese Rupees (NPR), which is the Company’s functional
currency rounded to the nearest rupees, unless otherwise stated.

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

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting
estimates are recognized in the period in which the estimate is revised and in any future periods
affected.

Information about critical judgements in applying accounting policies that have the most significant

effect in the amounts recognized in the Financial Statements are included in the following notes.

Critical Accounting Estimates/ Judgement Disclosure

Insurance Provision Note 13
Employee Retirement Benefits Note 15
Useful life of PPE Note 3.3.2

2.6.1Insurance Contract Liabilities - Life Insurance
Life Insurance contracts, estimates have to be made both for the expected ultimate cost of claims
reported at the reporting date and for the expected ultimate cost of claims incurred, but not yet
reported, at the reporting date (IBNP). It can take a significant period of time before the ultimate
claims cost can be established with certainty. The main assumption underlying estimating the
amounts of outstanding claims is the past claims development experience.

2.7 Changes to presentation
As part of management’s review of its financial statements, the presentation of the company’s

statement of cash flows have for the financial year ended 16 July 2018 to incorporate the following:

a) Thechange in the presentation of the Company’s statement of cash flows from the direct method to
the indirect method is to provide relevant and available information.
For presentation purposes, prior year comparative statements have been re-presented. Further there
has been no any material adjustment made in the company’s statement of cash flows.

2.8 Changes in accounting policy
The company applies its accounting policies consistently from year to year except where deviations

have been explicitly mentioned in the notes to accounts.
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2.9 Materiality and Aggregation
Each material class of similar items is presented separately in the Financial Statements. Items of a

dissimilar nature of function are presented separately unless they are immaterial.

3. SIGNIFICANT ACCOUNTING POLICIES
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 at 16,

July 2016 for the purposes of the transition to NFRSs, unless otherwise indicated.

3.1 Foreign Currency Transactions
All foreign exchange transactions are converted to the functional currency, at the rates of exchange
prevailing at the time the transactions were effected. Reinsurance contracts which were accepted &
ceded in foreign currency are converted to functional currency at the rates of exchange prevailing at
the time of transaction and Revenue is recognized accordingly.

Monetary assetsand liabilities denominatedin foreign currencies at the reporting date are retranslated
to the functional currency at the exchange rate at that date. Non- monetary assets and liabilities
denominated in foreign currencies that are measured at fair value are retranslated to the functional
currency at the exchange rate date fair value was determined. Foreign currency differences arising
on retranslation are recognized in the Statement of profit or loss.

3.2 Insurance Contracts

IFRS 4 setout basis principles for the accounting of insurance contract in which underwriting contract
to be divided into insurance & investment contracts. Contract with significant insurance risk are
considered as insurance contracts while contracts without significant insurance risk are categorized
intoinvestment contracts.This standard contains fundamental rules governing specific circumstances
such as the separation of embedded derivatives and unbundling of deposit components but doesn’t
set out extensive provision related to the measurement of insurance and reinsurance contracts. In
conformity with the basic rule of NFRS 4 and NFRS framework, Nepal Re has thereby recognized
specific transaction in line with the requirement of above standards.

Classification of Insurance Contracts
NFRS 4 requires contracts written by insurers to be classified as either “insurance contracts” or

investment contracts” depending on the level of insurance risk transferred.

Insurance contracts are those contracts when the Company (the insurer) has accepted significant
insurance risk from another party (the policyholders) by agreeing to compensate the policyholders
if a specified uncertain future event (the insured event) adversely affects the policyholders. As a
general guideline, the Company determines whether it has significant insurance risk, by comparing
benefits paid with benefits payable if the insured event did not occur. Insurance contracts can also

transfer financial risk.
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Investment contracts are those contracts that transfer significant financial risk and no significant
insurance risk. Financial risk is the risk of a possible future change in one or more of a specified
interest rate, financial instrument price, commodity price, foreign exchange rate, index of price or
rates, credit rating or credit index or other variable, provide in the case of a non - financial variable

that the variable is not specific to a party to the contract.

Once a contract has been classified as an insurance contract, it remains an insurance contract for the
remainder of its lifetime, event if the insurance risk reduces significantly during this period, unless all
rights and obligations are extinguished or expire. Investment contracts can, however, be reclassified

as insurance contracts after inception if insurance risk becomes significant.

All the products sold by the Company are insurance contracts and therefore classified as Insurance
contracts under the NFRS 4 - Insurance Contracts. Thus, the Company does not have any investment
contracts within its product portfolio as at the reporting date.

3.3 Assets and Liabilities and Basis of their Valuation
3.3.1Intangible Assets
Basis of Recognition
An Intangible Assets 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 assets can be measured reliably.

Software acquired by the Company is stated at cost less accumulated amortization and accumulated

impairment losses.

Subsequent Expenditure
Subsequent expenditure is capitalized only when it increases the future economic benefits embodied
in the specific asset to which it relates. All other expenditure is recognized in the Statement of profit

or loss as incurred.

Amortization

Amortization is recognized in the Statement of Income on a straight line basis over the estimated
useful life of the software, 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

estimated useful life of software is five years.

The estimated useful life of an intangible asset in a service concession arrangement is the period

when it is available for use to the end of the concession period.

Amortization methods, useful lives and residual values are reviewed at each financial year-end and

adjusted if appropriate.
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De-recognition
An Intangible Asset is de-recognized on disposal or when no future economic benefits are expected
from it. The gain or loss arising from de-recognition of such Intangible Assets is included in the
Statement of profit or loss when the item is derecognized.

3.3.2Property Plant and Equipment
Basis of Recognition
Property, Plant and Equipment are tangible items that are held for servicing, or for administrative
purposes, and are expected to be use during more than one year.

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.

Measurement

An item of Property, Plant and Equipment that qualifies for recognition as an asset s initially measured
at its cost. Cost includes expenditure that is directly attributable to the acquisition of the asset and
costincurred subsequently to add to or replace a part of it. The cost of self-constructed assets includes
the cost of materials and direct labour, any other costs directly attributable to bringing the asset to
a working condition for its intended use and the costs of dismantling and removing the items and
restoring at the site on which they are located. Purchased software that is integral to the functionality

of the related equipment’s is capitalized as a part of computer equipment.

Gains and losses on disposal

Gains and losses on disposal of an item of property, plant and equipment are determined by
comparing the proceeds from disposal with the carrying amount of property plant and equipment,
and recognized net within “other income/other expenses”in the statement of profit or loss.

Subsequent Costs

The cost of replacing a part of an item of Plant and Equipment is recognized in the carrying amount
of the item if it is probable that the future economic benefits embodies within the part will flow to
the Company and its cost can be measured reliably. The cost of day to day servicing of Property, Plant
and Equipment is charged to the Statement of profit or loss as incurred.

Depreciation

Freehold land is not depreciated. Depreciation is charged on property, plant and equipment on the
straight line basis to write-off the cost over the estimated useful lives as follows,
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Assets Type Sub-Classification Useful life (Years)
Building RCC Frame Structure 50
Load bearing structure (brick/stone) -Official Purpose 25
Metal Structure 15
Garage 15
Compound Wall 15
Plant & Machinery Air- conditioner 10
Generator 7
Others P & M 7
Furniture & Fixtures Furniture and Fixtures-Wooden 7
Furniture & fixtures- Steel, Aluminum 5
Others 7
Computer & Accessories ~ Computer 5
Laptop and electronics 5
Scanner 5
Server & others 5
Printer 5
Office Equipment’s Electric equipment’s 5
Other equipment’s 5
Motor Car, jeep , bus, motorcycle 10
Tricycle, cycle & others 5
Leasehold Leasehold assets Over the period of
lease
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Assets were depreciated from the day it was available for use and depreciation is
provided up to the date of disposal.
Depreciation methods, useful lives and residual value are reviewed and adjusted if
appropriate at each reporting date.

De-recognition

The carrying amount of an item of Property Plant & Equipment is de-recognized on
disposal or when no future economic benefits are expected from it. The gain or loss
arising form the de-recognition of an item of Property Plant & Equipment is included
in the Statement of Income when the item is de-recognized.

When replacement costs are recognized in the carrying amount of an item of Property
& Equipment, the remaining carrying amount of the replaced part is de-recognized.
Major inspection costs are capitalized. At each such capitalization, the remaining
carrying amount of the previous cost of inspection is de-recognized.

3.3.3 Leased Assets - Lessee

The determination of whether an arrangement is lease, or contains a lease, is based on
the substance of the arrangement at the inception date.

Operating Leases

Leases that do not transfer to the Company substantially all the risks and benefits
incidental to ownership of the leased items are operating leases. Operating lease
payments are recognized as an expense in the Statement of profit or loss on a straight
line basis over the lease term.

3.3.4 Impairment of Non- Financial Assets

The carrying amounts of the Company’s non- financial assets are reviewed at each
reporting date to determine whether there is any indication of impairment. If any such
indication exists, thentheasset’s recoverableamount s estimated. Forintangible assets
that have indefinite useful lives or that are not yet available for use, the recoverable
amount is estimated each year at the same time. An impairment loss is recognized if
the carrying amount of an asset exceeds its estimated recoverable amount.

The recoverable amount of an asset is the greater of its value in use and its fair
value less costs to sell. 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.

Impairment losses are recognized in the Statement of profit or loss.
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Reversal of impairment loss:

A reversal of an impairment loss on a non-revalued asset shall be recognized
immediately in profit or loss. A reversal of an impairment loss on revalued assets shall
be recognized in Other Comprehensive Income (OCl) and increases the revaluation
surplus for that asset. However, to the extent that an impairment loss on the same
revalued asset was previously recognized in profit or loss, a reversal of that impairment
loss is also recognized in profit or loss.

3.3.5 Financial Assets

3.3.5.1 Initial recognition and subsequent measurement
The company has elected to apply NFRS 9 Financial Instruments as the new accounting
policies provide more reliable and relevant information for users to assess the amounts,
timing and uncertainty of future cash flows.

Financial Assets Classification

The company classifies its financial assets in the following measurement categories:
a) Those to be measured subsequently at fair value

i) through other comprehensive income, or

i) through profit or loss

b)Those to be measured at amortized cost.

Financial assets at fair value through other comprehensive income (FVtOCI)

Assets that are held for collection of contractual cash flows and for selling the financial
assets, where the assets’ cash flows represent solely payments of principal and
interest, are measured at fair value through other comprehensive income (FVtOCI).
Movements in the carrying amount are taken through OCl, except for the recognition
of impairment gains or losses, interest revenue and foreign exchange gains and losses
which are recognized in profit and loss.

When the financial asset is derecognized, the cumulative gain or loss previously
recognized in OCl is reclassified from equity to profit or loss and recognized in other
gains/ (losses). Interest income from these financial assets is included in finance
income using the effective interest rate method.

Fair value through profit or loss (FVtPL)

Financial assets at fair value through profit or loss include financial assets held for
trading and those designated upon initial recognition at fair value through profit
or loss. Investments typically bought with the intention to sell in the near future are
classified as held for trading. Attributable transaction costs are recognized in the
statement of profit or loss as incurred. These investments are initially recorded at fair
value. Subsequent to initial recognition, they are re-measured at fair value.
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Changes in fair value are recorded in ‘fair value gains and losses’ in the statement
of profit or loss. Interest is accrued and presented in ‘investment income’ using the
Effective Interest rate (EIR). Dividend income is recorded in the ‘investment income'
when the right to the payment has been established. The Company will evaluate its
financial assets at fair value through profit or loss (held for trading) by considering
whether the intent to sell them in the near term is still appropriate.

The designation eliminates or significantly reduces the inconsistent treatment that
would otherwise arise from measuring the assets or liabilities or recognizing gains or
losses on a different basis.

Financial assets at amortized cost

Financial assets that are held for collection of contractual cash flows where those cash
flows represent solely payments of principal and interest are measured at amortized
cost.

A gain or loss on a debt investment that is subsequently measured at amortized cost
and is not part of a hedging relationship is recognized in profit or loss when the asset
is derecognized or impaired. Interest income from these financial assets is included in
finance income using the effective interest rate method.

3.3.5.2 De-recognition of financial assets
A financial asset (or, when applicable, a part of a financial asset or part of a group of
similar financial assets) is derecognized when:

« The contractual rights to the cash flows from the financial assets have expired

- Transfers the contractual rights to receive the cash flows of the financial asset,

« The Company retains the right to receive cash flows form the asset, but has assumed
an obligation to pay them in full without material delay to a third party under a
‘pass-through’arrangement

« The Company has transferred its rights to receive cash flows from the asset and
either:

« has transferred substantially all the risks and rewards of the asset, or

+ has neither transferred nor retained substantially all the risks and rewards of the
asset, but has transferred control of the asset.

When the Company has transferred its right to receive cash flows from an asset and has
neither transferred nor retained substantially all the risks and rewards of the asset nor
transferred control of the asset, the asset is recognized to the extent of the Company’s
continuing involvement in the asset. Continuing involvement that takes the form of
guarantee over the transferred asset is measured at the lower of the original carrying
amount of the asset and the maximum amount of consideration that the Company
could be required to repay.
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3.3.5.3 Offsetting of financial instruments
Financial assets and liabilities are offset and the netamount presented in the statement
of financial position when, and only when, the Company has a legal right to set off the
recognized amounts and it intends either to settle on a net basis or to realized the
asset and settle the liability simultaneously.

Income and expenses are presented on a net basis only when permitted under NFRSs,
or for gains and losses arising from a group of similar transactions such as in the
Company’s trading activity.

3.3.5.4 Amortized cost measurement
The amortized cost of a financial asset or liability is the amount at which the financial
asset or liability is measured at initial recognition, minus principal repayments, plus
or minus the cumulative amortization using the effective interest method of any
difference between the initial amount recognized and the maturity amount, minus
any reduction for impairment.

3.3.5.5 Fair Value of Financial Instruments
The fair value of financial instruments that are actively traded in organized financial
markets is determined by reference to quoted market bid prices for assets and offer
price for liabilities at the close of business on the financial statement date, without
any deduction for transaction costs.

For financial instruments where there is not an active market, the fair value is
determined by using appropriate valuation techniques. Valuation techniques include
the discounted cash flow method, comparison to similar instruments for which
market observable prices exist and other relevant valuation models. Certain financial
instruments are recorded at fair value using valuation techniques because current
market transactions or observable market date are not available. Their fair value is
determined using a valuation model that has been tested against prices or inputs
to actual market transactions and using the Company’s best estimate of the most
appropriate model assumptions.

Also, profit or loss calculated when such financial instruments are first recorded (‘Day
1’procit or loss) is deferred and recognized only when the inputs become observable
or on de-recognition of the instrument.

The fair value of floating rate with credit institutions is their carrying value. The carrying
value is the cost of the deposit and accrued interest. The fair value of fixed interest
bearing deposits is estimated using discounted cash flow techniques. Expected cash
flows are discounted at current market rates for similar instruments at the balance
sheet date.
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If the fair value cannot be measured reliably, these financial instruments are measured
at cost, being the fair value of the consideration paid for the acquisition of the
investment or the amount received on issuing the financial liability. All transaction
costs directly included in the cost of the investment.

3.3.5.6 Impairment of financial assets
The Company assesses at each financial statement date whether a financial asset or
group of financial assets is impaired.

o Assets carried at amortized cost
If there is objective evidence that an impairment loss on assets carried at amortized
cost has been incurred, the amount of the impairment loss is measured as the
difference between the asset’s carrying amount and the present value of estimated
future cash flows (excluding future expected credit losses that have not been incurred)
discounted at the financial asset’s original effective interest rate. The carrying amount
of the asset is reduced and the loss is recorded in the income statement.

The Company first assesses whether objective evidence of impairment exists
individually for financial assets that are individually or collectively for financial assets
that are not individually significant. If it is determined that no objective evidence of
impairment exist foran individually assessed financial asset, whether significant or not,
the asset isincluded in a group of financial assets with similar credit risk characteristics
and that group of financial assets is collectively assessed for impairment. Assets that
are individually assessed for impairment and for which an impairment loss is, or
continues to be, recognized are not included in a collective assessment of impairment.
The impairment assessment is performed at each balance sheet date.

If, in a subsequent period the amount of the impairment loss decreases and that
decrease can be related objectively to an event occurring after the impairment was
recognized, the previously recognized impairment loss is reversed. Any subsequent
reversal of an impairment loss is recognized in the income statement, to the extent
that the carrying value of the asset does not exceed its amortized cost at the reversal
date.

« Financial Assets that are measure at fair value though Other Comprehensive Income
If an financial asset measure at fair value though other comprehensive income is
impaired, an amount comprising the difference between its costs (net of any principal
repayment and amortization) and its current fair value, less any impairment loss
previously recognized in other comprehensive income, is transferred from equity
to the income statement. Reversals in respect of equity instruments classified as
available-for-sale are not recognized in the statement of profit or loss.
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Reversals of impairment losses on debt instruments classified at FVtOCI are reversed
through the statement of profit or loss if the increase in the fair value of the instruments
can be objectively related to an event occurring after the impairment losses were
recognized in the profit or loss statement.

3.3.5.7 Fair value hierarchy
For the purpose of disclosure requirements pursuant to NFRS 13, “Fair Value
Measurement’, financial assets & liabilities are assigned to three level hierarchy.

The fair value hierarchy, which reflects characteristics of the price data and inputs used
for measurement purpose, is provided as follows;

Level 1:
Assets and liabilities are measured at unadjusted quoted prices directly in active and
liquid market.

Level 2:

Assets and liabilities are measured using observable data’s that are not allowable to
level 1.

Level 2 valuations are those where quoted market prices are not available, for example
where the assets or liabilities is traded in a market that is not considered to be active
or valuation techniques are used to determine fair value and where these techniques
use inputs that are based significantly on observable market data.

Level 3:

Level 3 inputs are unobservable inputs for the asset or liability. Unobservable inputs
shall be used to measure fair value to the extent that relevant observable inputs are
not available, thereby allowing for situations in which there is little, if any, market
activity for the asset or liability at the measurement date.

3.4 Reinsurance Receivables
Reinsurance receivables are recognized when due and measured oninitial recognition
at the fair value of the consideration received or receivable. The amount recoverable
under reinsurance and retrocession contracts are reviewed for impairment whenever
events or circumstances indicate that the carrying amount may not be recoverable,
with the impairment loss recorded in the statement of profit or loss.
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3.5 Other Receivables
Other receivables and dues from related parties are recognized at cost.

3.6 Cash & Cash Equivalents
Cash equivalents are short-term, highly liquid investments that are readily convertible
to known amounts of cash and which are subject to an insignificant risk of changes in
value.

Cash and cash equivalents comprise cash balances and call deposits. Bank overdrafts
that are repayable on demand and form an integral part of the company’s cash and
cash equivalents for the purpose of the statement of Cash Flows.

3.7 Liabilities and provisions

3.7.1 Insurance contract liabilities

3.7.1.1 Life insurance contract liabilities
Life insurance contract liabilities are recognized when contract are entered into and
premiums are charged. These liabilities include the unexpired premium and claim
liabilities. The premium liabilities relate to policies for which premium has been receive
but the exposure has not fully expired, while the claim liabilities relate to claims that
have been incurred but not yet settled.

Provision for unexpired risks

The provision for unexpired risks includes a provision for unearned premium and any
additional provision for premium deficiency. The provision for unearned premiums
represents premiums received for risks that have not yet expire. Generally the reserve
is released over the term of the contract and is recognized as premium income.
An additional provision for premium deficiency is made where the expected value
of claims and expenses attributable to the unexpired periods of policies in force at
the reporting date exceeds the provision for unearned premium in relation to such
policies.

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 premiumes. If these calculations show
that carrying amount of the unearned premiums (less related deferred acquisition
costs) is inadequate, the deficiency is recognized in the statement of profit or loss by
setting up a provision for liability adequacy.

Claims incurred and provision for insurance claims
The Claim Liability are based on the estimated ultimate cost of all claims incurred but
not settled at the balance sheet date, whether reported or not, with a reduction for
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the expected value of salvage and other recoveries.

Delays can be experienced in the notification and settlement of claims, therefore the
ultimate cost of these cannot be known with certainty at the balance sheet date. The
liability is calculated at the reporting date using a range of standard actuarial claim
projection techniques, based on empirical date and current assumptions that may
include a margin for adverse deviation. The liabilities are derecognized when the
contract expires, is discharged or is cancelled.

Provision for insurance claims comprise provisions for the company’s estimate of the
ultimate cost of settling all claims incurred but unpaid at the reporting date whether
reported or not and related internal and external claims handling expenses.

Deferred Acquisition Cost (DAC)

The costs of acquiring new business including commission, brokerage and other
related expenses which vary with directly related to production of new businesses
are deferred to the extent that these costs are recoverable out of future premiums. All
other acquisition costs are recognized as an expense when incurred.

Reinsurance assets
The Company cedes insurance risk in the normal course of business to recognized
reinsurers through formal reinsurance arrangements.

Reinsurance assets represent balances due from both insurance and reinsurance
companies for paid and unpaid losses and loss adjustment expenses. Amounts
recoverable from reinsurers are estimated in a manner consistent with the claim
liability associated with the reinsured policy. Reinsurance receivable are recorded
gross in the balance sheet unless a right to offset exists.

Reinsurance assets are reviewed for impairment at each reporting date or more
frequently when an indication of impairment arises during the reporting year.
Impairment occurs when there is objective evidence as a result of an event that
occurred after initial recognition of the reinsurance asset that the Company may not
receive all outstanding amounts due under the terms of the contract and the event
has a reliably measurable impact on the amounts that the company will receive from
the reinsurer. The impairment loss is recorded in the income statement.

Premiums and claims are presented on gross basis for ceded reinsurance.

Reinsurance assets are derecognized when the contractual rights are extinguished or
expire or when the contract is transferred to another party.
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Reinsurance Commissions
Commissions receivable on outwards reinsurance contracts are recognized in the
period of its’occurrence.

Liability Adequacy Test

At each reporting date the Company reviews its unexpired risk and a liability adequacy
test is performed as laid out under NFRS 4 to determine whether there is any overall
excess of expected claims and deferred acquisition costs over unearned premiums.
This calculation used current estimates of future contractual cash flows after taking
account of the investment return expected to arise on assets relating to relevant non-
life insurance technical provisions. If these estimates show that the carrying amount
of the unearned premiums (less related deferred acquisition costs) is inadequate, the
deficiency is recognized in the income statement by setting up a provision for liability
adequacy.

3.7.2. Employee Benefit Obligation

A defined benefit plan is a post-employment benefit plan other than a defined
contribution plan. The company’s net obligation in respect of defined benefit plans is
calculated by estimating the amount of future benefit that employees have earned in
return for their service in the current and prior periods; and discounting that benefit
to determine its present value. The calculation is performed annually by a qualified
independent actuary using the projected unit credit (PUC) method as recommended
by NAS 19- employee benefits.

The assumptions based on which the results of the actuarial valuation was determine,
are included in note 15 to the financial statements.

However, according to the payment of gratuity, the liability for the gratuity payment
to an employee arises only on the completion of 3 years of continued service with the
company.

The provision is not externally funded.
The company recognized all actuarial gains and losses arising from defined benefit
plans in other comprehensive income and expenses related to defined benefit plans
in personnel expenses in profit or loss.

Defined Contribution plans-Employees’ provident fund and employees’ Trust Fund
A defined contribution plan is a post- employment plan under which an entity pays fixed
contributions into a separate entity and will have no legal or constructive obligation to pay
a further amount. Obligations for contributions to Provident Fund covering all employees,
are recognized as an employee benefit expense in profit or loss when they are due. The
Company contributions 10% of basic salary & grade of employees as provident fund.
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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 benefits, if the company has a 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.

3.7.3. Provisions
A provision, other than insurance contract provisions is recognized if, as a result of a
past event, the Company has a present legal or constructive obligation that can be
estimated reliably, and it is probable that an outflow of economic benefits will be
required to settle the obligation.

3.8 Revenue recognition

3.8.1. Gross premiums
Gross written Premium is generally recognized as written upon inception of the treaty.
Written premium is recognized based on estimates of ultimate premiums provided
by the ceding companies. Initial estimates of written premium are recognized in the
year in which the underlying risks incept. Subsequent adjustments, based on reports
of actual premium by the ceding companies or revisions in estimates, are recorded in
the year in which they are determined.

Premiums are earned from the date of attachment of risk, over the indemnity period,
in accordance with the pattern of the exposure of risk expected under the contracts.
The pattern of the risk exposure is generally matched by the passage of time.

3.8.2 Reinsurance Premium
Reinsurance premium expense is recognized in the same accounting period as
the gross written premium to which it relates or in accordance with the pattern of
reinsurance services received.

3.8.3 Unearned premium reserve
The unearned premium reserve represents the portion of the reinsurance premium
written in the current year but relating to the unexpired period of coverage. Company
presumed that premium earned weighted same over the period of fiscal year. As a
result equal proportion of net premium is provisioned for unearned reserve. While for
the marine unearned premium reserve is created for period of three years & only after
its elapses charged to profit or loss.
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3.8.4 Investment Income
Interest income is recognized in the statement of profit or loss as it accrues and is
calculated by using the effective interest rate method. Fees and commissions that are
an integral part of the effective yield of the financial asset or liability are recognized as
an adjustment to the effective interest rate of instrument.

3.8.5. Realized gains and losses
Realized gainsandlossesrecordedinstatementof profitorlossoninvestmentsincluded
gains and losses on financial Assets. Gains and losses on the sale of investments are
calculated as the difference between net sales proceeds and the original or amortized
cost and are recorded on occurrence of the sale transaction.

3.8.6. Other Income
Other income is recognized on an accrual basis.

3.9 Benefits, claims and expenses recognition

3.9.1 Gross benefits and claims
Gross benefits and claims for non-life insurance 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.
Claims expenses and liabilities for outstanding claims are recognized in respect of
direct and inward reinsurance business. The liability covers claims reported but not
yet paid, Incurred but not reported claims (IBNR), Incurred But not enough reserved
(IBNER) and the anticipated direct and indirect costs of settling those claims. Claims
outstanding are assessed by review of individual claim files and estimating changes
in the ultimate cost of settling claims. The provision in respect of IBNR< IBNER is
actuarially valued on an annual basis to ensure a more realistic estimation of the
future liability based on past experience and trends.
While the directors consider that the provision for claims is fairly stated on the basis of
information currently available, the ultimate liability will vary as a result of subsequent
information and events. This may result in adjustment to the amounts provided. Such
amounts are reflected in the financial statements for that period. The methods used
and the estimates made are reviewed regularly.

3.9.2 Reinsurance claims
Reinsuranceclaimsarerecognized when therelated grossinsurance claimis recognized
according to the terms of the relevant contract.
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3.10 Expenditure Recognition

a) Expenses are recognized in the statement of profit or loss on the basis of a direct
association between the cost incurred and the earning of specific items of income. All
expenditure incurred in the running of the business and in maintaining the property,
plant & equipment in a state of efficiency has been charged to statement of Income in
arriving at the profit for the year.

b) For the purpose of presentation of the statement of profit or loss the directors are
of the opinion that nature of expenses method presents fairly the elements of the
Company'’s performance, and hence such presentation method is adopted.

3.11Taxation

3.11.1. Current Taxes
Current tax is the expected tax payable on the taxable income for the year, using tax
rates enacted at the reporting date and any adjustments to tax payable in respect of
previous years.

3.11.2 Deferred Taxation
Deferred tax is recognized using the balance sheet method, providing for temporary
differences between the carrying amount of assets and liabilities for financial reporting
purposes and the amounts used for taxation purposes.

Deferred tax is measured at the tax rates that are expected to be applied to the
temporary differences when they reverse, based on the laws that have been enacted
or substantively enacted by the reporting date.

Deferred tax assets and liabilities are offset if there is a legally enforceable right to
offset current tax liabilities and assets, and they related to income taxed levied by the
same tax authority on the same taxable entity.

A deferred tax asset is recognized only to the extent that it is probable that future
taxable profits will be available against which the temporary difference can be utilized.

Deferred tax assets are reviewed at each reporting date and reduced to the extent
that it is no longer probable that the related tax benefit will be realized.

3.12 Stated Capital
Company'’s Stated Capital comprises of ordinary shares which are classified as equity.

3.13 Earnings Per Share
The Company presents basic earnings per share (EPS) data for its ordinary shares. Basic
EPS is calculated by dividing the profit or loss attributable to ordinary shareholders of
the Company by the weighted average number of ordinary shares outstanding during
the period.
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3.14 Cash flow Statements
The cash flow statement has been prepared using the indirect method. Interest
received., interest paid and dividend received are classified as investing cash flows
while dividends paid is classified as financing cash flow.
For cash flow purposes, cash and cash equivalents are presented net of bank overdrafts.

3.15Commitments and Contingencies
Contingencies are possible assets or obligations that arise from a past event and
would be concerned only on the occurrence or non-occurrence of uncertain future
events, which are beyond the company’s control.

3.16Events occurring after the Reporting Date
All material post balance sheet events have been considered and where appropriate
adjustments or disclosures have been made in the Financial Statements.

3.17Proposed Dividends
Dividend proposed/declared by the Board of Directors after the reporting sheet date
is not recognized as a liability in the Financial Statements.

3.18 Comparative Information
The Comparative information is re-classified wherever necessary to conform with the
current year’s classification in order to provide a better presentation. The details of
such re-classifications have been provided in Note 36.

3.19 Management of Insurance Risks
Insurance Risk arising from reinsurance business
Insurance risk may arise from discrepancies between reinsurance needs and the
actual coverage provided for in the contract, resulting in the insurer retaining greater
risk than anticipated. Similarly, an insurer may face a basis risk related to alternative
risk transfer mechanisms where the amounts obtained by the insurer through the
mechanisms do not match the losses incurred by the insurer. The Company considers
insurance risk to be a combination of the following components.
+ Underwriting risk
+ Retrocession risk
« Claim risk

a) Underwriting risk:
Underwriting involves measuring risk exposure and determining the premium that
needs to be charged to insure that risk. Underwriting risk generally refers to the risk of
loss on underwriting activity in the reinsurance.
Management policy to cover underwriting risk
i) Statistical databases are maintained clearly so that proper decisions are taken
during underwriting. As the proposal or application form is commonly the main
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source of underwriting information, it should be reviewed regularly to ensure that
the questions remain reasonably clear and pertinent.

ii) Retrocession of its risk is carried out which is primarily a means of reducing a
reinsurer’s underwriting risk, allowing it to expand the scope of its business. The cost
of transferring risk to a reinsurer is lower than the solvency capital cost the reinsurer
would bear if it retained the risk in its portfolio, because reinsurer benefit from better
risk diversification than a primary insurer.

iii) Liability claims of very high payout limits are secured by taking a large cover which
helps to control the impact on the free reserves and profit.

iv) Assistance of the expertise is used including the reinsurance broker which can help
with rating, underwriting and claims management.

b) Retrocession risk
Retrocession risk refers to the inability of the retrocedent to obtain insurance from a
retrocessionaire at the right time and at an appropriate cost.
Management policy to cover retrocession risk
i) Globallytrustedandhighratedreinsurance companiesarechosenforthereinsurance
placements.
i) Ensuring that its reinsurance contracts cover all applicable lines of business and the
limits of cover are adequate.
iii) Maintains sufficient oversight and control over the design and placement of the
reinsurance program, regardless of whether an intermediary is involved.
iv) Continuously rendering reinsurance statements and perform reconciliation of
accounts regularly and promptly as failure to do so may cause balances due from
reinsurers to build up or result in disputes over the outstanding balances, thereby
increasing credit/asset risk.
v) Staff involved are familiar with the liquidity strain and adhere to clear procedures
spelled out to facilitate prompt collection of reinsurance recoverable and ensure that
all dues are collected and set off against the payables on time.
vi) The company reviews whether its reinsurance programme has, over a period of
time, supported its business objectives and strategies, and helped to mitigate its
losses to within its risk tolerance level.

c¢) Claim Risk
The company is liable to fulfill their contractual obligations to insurers and pay claims
when they fall due.
Management policy to cover claim risk
i) Appropriate processes and procedures are set for claims handling, dispute resolution and
maintain criteria for accepting and rejecting claims;
ii) Various controls has been set to determine fraudulent claims and take action against such claims
iii) Ensures that the company is in a position to settle claims at all times, and claims
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due will be settled within reasonable times;
iv) Claim committee performs continuous monitoring related to the compliance
with claim management process and procedures and take corrective action when

necessary.

Financial Risk Management
The company discloses information that enables users of its financial statements to
evaluate the nature and extent of risks arising from financial instruments to which the
company is exposed at the end of the reporting period.
The disclosures focus on the risks that arise from financial instruments and how they
have been managed. These risks typically include credit risk and liquidity risk.

Qualitative disclosures
For each type of risk arising from financial instruments, the company has disclosed:
a) The exposures to risk and how they arise;
b)Its objectives, policies and processes for managing the risk and the methods used
to measure the risk; and
¢) Any changes in (a) or (b) from the previous period.

Quantitative disclosures
For each type of risk arising from financial instruments, the Company has disclosed:

(a) Summary quantitative data about its exposure to thatrisk at the end of the reporting
period.

Credit risk
The Company has disclosed by class of financial instrument;
(@) The amount that best represents its maximum exposure to credit risk at the end
of the reporting period without taking account of any collateral held or other credit
enhancements.

(b) Information about the credit quality of financial assets that are neither past due
nor impaired.

Liquidity risk
The company has disclosed:
(@) A maturity analysis for financial liabilities that shows the remaining contractual
maturities; and
(b) A description of how it manages the liquidity risk inherent in (a).

a) CreditRisk
Credit risk is counter-party default risk, and includes the risk of failure of financial
institution with which the company has placed deposits/ investments to meet
obligations, and the failure of reinsurers to meet claims when they fall due. It also
includes the risk of default by policyholders on premium receivable, and failure of
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employees to meet loans provided by the company. In addition to strict limits on single
counterparty exposure, the Company follows a prudent credit policy which limits its
investments to high grade corporate credit in line with the Nepal Re Policy, and above
the regulatory minimum criteria, dingle counter-party exposure is monitored on a
monthly basis by the CRO, and any deviations require special approval. The Company’s
investment approach is also guided and monitored by Management.

Creditrisk to external reinsurers appears when insurance risk exposures are transferred
by the company to external reinsurance companies to mitigate insurance risk.
Potential losses can arise either due to non- recoverability of reinsurance receivables
already present of default on benefits that are under reinsurance treaties in force. The
Company’s exposure to reinsurance risk is minimal, as majority of the reinsurance is
placed to reinsurer with strong credit rating.

Credit Risk Exposure on Assets

32nd Ashadh 2075
Financial Govemment Commercial Other Total NRs
Instruments Guarantee Banks Institution
Fixed Deposit 340,000,000 340,000,000
Recoverable 151,924,700 | 151,924,700
Other financial assets 85,901,262 |85,901,262
Total - 340,000,000 |237,825,962 |577,825,962
31st Ashadh 2074
Financial Instruments Government Commercial Other Total NRs
Guarantee Banks Institution
Fixed Deposit 300,000,000 300,000,000
Recoverable 68,958,571 | 68,958,571
Other financial assets 5,995,550 |5,995,550
Total - 300,000,000 | 74,954,122 (374,954,122
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b) Liquidity Risk of Debt Instruments
Liquidity risk is the risk that an entity will encounter difficulty in meeting obligations
associated with financial instruments. The table below summarizes the maturity profile
of the financial assets of the company based on their market value. The Company
maintains a portfolio of highly marketable securities that can be easily liquidated in
the event of an unforeseen interruption of cash flow. Some of the specific actions by
the company to mitigate the liquidity risk are shown below:

Cash outflows identified in advance are matched through short term deposits.
The Company maintains a foreign currency bank account which can be liquidated in
the event of unexpected cash outflows.

Maturity Analysis of Financial Assets & liabilities at 32nd Ashadh 2075

Financial assets/liabilities =~ 0-6 months 7-12 1-2years  Over2 No stated

months years  maturity

Financial assets

Amortized cost -
Fixed deposit 340,000,000 340,000,000
Government bond -
Reinsurance receivables 151,554,209 370,491 151,924,700
Other Financial Assets 85,901,262 85,901,262.
Cash and cash equivalent 33,868,262 33,868,262.00
Total 185,422,471 | 86,271,753 | 340,000,000 - -| 611,694,224
Financial liabilities

Reinsurance payable 24,387,869 24,387,869
Other financial liabilities =
(Sundry Creditors)

Total 24,387,869 - - - - 24,387,869

Maturity Analysis of Financial Assets 31st Ashadh 2074

Financial assets/liabilities =~ 0-6 months 7-12 1-2 years No stated

months maturity

Financial assets

Amortized cost

Fixed deposit 300,000,000 - 300,000,000
Government bond =

Reinsurance receivables 68,958,571 68,958,571
Other Financial Assets 5,995,550 - - 5,995,550
Cash and cash equivalent 859,186 859,186
Total 75,813,308 | 300,000,000 - - -| 375,813,308

Financial liabilities

Reinsurance payable = -

Other financial liabilities | 86,224,553 86,224,553
(Sundry Creditors)
Total 86,224,553 - - - - 86,224,553
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c) Interest Rate Risk

Interest rate risk is the risk of interest rate volatility adversely affecting the market value of the
investment portfolio. In an increasing interest rate environment, there will be a drop in the value of
treasury bills and bonds when they are marked- to — market,

The company monitors its interest rate risk on a monthly basis by analyzing the movement in the
interest rate-sensitive asset duration, the allocation to interest- rate sensitive assets, and the sensitivity
of interest rate movements on the solvency margin.

Interest rate risk is constantly reviewed for market investment.

d)  Market risk
Market risk is the risk that the fair value or future cash flows of financial instruments will fluctuate due
to changes in market variables such as interest rates, foreign exchange rates and equity prices. The
market risks may affect the Company’s income and expenses, or the value of its financial instruments.
The objective of the Company’s management of market risk is to maintain this risk within acceptable
parameters, while optimizing returns.
Market risk is an aggregation of,
« Currency risk;
+ Interest rate risk

« Equity price risk;

- Currency risk:
Currency risk, or foreign exchange risk, is a form of risk that arises when there is volatility in currency
exchange rates. The Company is subject to the risk that changes in foreign currency values as its

principal transactions are carried out in Nepalese Rupees.

Management policy for mitigating currency risk
The Company is exposed to foreign exchange risk arising from various currency exposures, primarily

with respect to US Dollar and Euro.

- Interest rate risk:
Interest rate risk is the risk of increased volatility due to a change of interest rates. Investment in fixed

deposits at fixed rates expose the Company to fair value interest rate risk.

Management policy for mitigating interest rate risk
Regulatory body which is under continuous review of the Investment committee. The management
is following the below mentioned guidelines to mitigate the interest rate risk;

i) Theinvestmentin each portfolio is made on the determination of the company’s liquidity position,
risk/return profile and other criteria set as per the Investment policy.

i) Government securities and deposits with financial institutions held to maturity by the company
are accounted for at amortized cost and their carrying amounts are not sensitive to changes in the

level of interest rates.
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However, Company does not have any variable rate interest bearing financial assets and financial
liabilities as at the reporting date. Therefore, the Company is exposed only to fair value interest rate
risk during the period.

- Equity price risk
Equity price risk is the risk that arises from security price volatility - the risk of a decline in the value
of a security or a portfolio. Accordingly, the equity price risk affects the Company's investments in

equity instruments.

Management policy for mitigating equity price risk

The management follows the guidelines as mentioned in the investment policy. The compliance of
the policy is regularly monitored and its non-compliance is reported to the committee. Further the
necessary action is taken on the same. The policy is reviewed regularly and ensures that the company
mainly invests in the low volatile sectors and manages it equity price risk.

3.20 Related party disclosure
Nepal Re- recognizes related party to the company if:

a) Directly, or indirectly through one or more intermediaries, the party:
i. Controls, is controlled by, or is under common control with, the company (this includes parents,
subsidiaries and fellow subsidiaries);
ii. Has an interest in the company that gives its significant influence over the entity; or
iii. Has joint control over the company;

b) The party is an associate of the company;

¢) The party is a joint venture in which the company is a venture ( A joint venture is a contractual
agreement whereby two or more parties undertake an economic activity that is subject to control )

d) The party is a member of the key management personnel of the company or its parent;

e) The party is a close member of the family of any individual referred to in (a) or (d);

f)  The party is an entity that is controlled, jointly controlled or significantly influenced by, or for which
significant voting power in such entity resides with, directly or indirectly, any individual referred to in
(d) or (e); or

g) The party is a post-employment benefits plan for the benefit of employees of the entity, or of any
entity.
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The following information of related parties have been disclosed.

+ Relationships between parents and subsidiaries shall be disclosed irrespective of
whether there have been transaction between those related parties.
- Key management personnel compensation in total and for each of the following

categories:

i. Short - term employee benefits;
ii. Post- employment benefits;

iii. Other long term benefits

iv. Termination benefits; and

v. Share-based payment.

If there has been transaction between related parties, the following information have been
disclosed:

vi. The amount of transactions;

vii. The amount of outstanding balance;

viii. Provisions for doubtful debts related to the amount of outstanding balances

ix. The expense recognized during the period in the respect of bad or doubtful debts

X. Due from related parties.

The details of transactions with related parties are disclosed in note 34.
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8 Insurance Receivables
Insurance receivables includes amount receivable related to insurance businesses such as due from other insurance companies, due from
reinsurers.

Reinsurance receivables are recognised when due and measured on initial recognition at the fair value of the consideration received or
receivable.

Reinsurance assets are derecognised when the contractual rights are extinguished or expire or when the contract is transferred to another

party.

Reinsurance assets are reviewed for impairment at each reporting date or more frequently when an indication of impairment arises during the
reporting year. Impairment occurs when there is objective evidence as a result of an event that occurred after initial recognition of the
reinsurance asset that the Company may not receive all outstanding amounts due under the terms of the contract and the event has a reliably
measurable impact on the amounts that the Company will receive from the reinsurer. The impairment loss is recorded in the statement of

profit or loss.
FY 2074-75 FY 2073-74 FY 2072-73
Retrocession receivables 151,924,700 68,958,571 56,947,084
Impariment
151,924,700 68,958,571 56,947,084

9 Other Receivables
Includes receivables other than reinsurance receivables that are measured at amortized cost. Indication of impairment is reviewed at each
reporting date, any impariment is charged to statement of profit or loss.

FY 2074-75 FY 2073-74 FY 2072-73
Receivables 83,630,557 - -
Investment Income Receivables 2,270,705 5,995,550 -
Impairment - - -
85,901,262 5,995,550 -

10 Tax Assets/ Liabilities

Tax Assets comprise of tax paid to tax Authorities in the form of advance tax and TDS recoverable, While tax liabilities is computed based
on taxable profit at the rate prescribed by tax authorities. There amount has been presented on net basis.

FY 2074-75 FY 2073-74 FY 2072-73
Advance tax & TDS recoverable 7,028,387 1,460,796 -
Tax Provision (107,183,042) (43,880,731) (5,320,915)

(100,154,655) (42,419,934) (5,320,915)
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11 Deferred Tax

Deferred tax is provided using the balance sheet liability method, providing for temporary differences between the carrying amounts of assets
and liabilities for financial reporting purposes and the amounts used for taxation purposes. The amount of deferred tax provided is based on
the expected on realization or settlement of the carrying amount of assets and liabilities using tax rates at the balance sheet date.

A deferred tax asset is recognized only to the extent that it is probable that future taxable profits will be available against which the asset can
be utilized. Deferred tax assets are reduced to the extent that it is no longer probable that the related tax benefit will be realized.

Deferred Tax FY 2074-75 FY 2073-74 FY 2072-73
Tax base of Assets = - i
Carrying Value of Assets = - B

Employee benefits obligation = - i

Fair value change in Investment - - i

Provision for UPR 214,708,556 144,150,030 42,459,276
Provision for claim reserve - - -
Tax base of liabilities
Provision for UPR 202,881,416 144,150,030 42,459,276
Provision for claim reserve 11,827,139

Deductible/ (Taxable) Temporary difference - s -
Tax Rate 30% 30% 30%
Deferred Tax Assets/ (Deferred tax Liability) - s -
Opening DTA o R B
Charged to PL & OCI = - -
Charged to SoPL o - i
Charged to OCI = - -
Transferred to SOFP DTA/(DTL) - o -

12 Cash & Cash Equivalent

Cash and cash equivalents comprises cash balances, call deposits and other short term highly liquid investments which are
subject to an insignificant risk of changes in valur. These are presented at face value.

FY 2074-75 FY 2073-74 FY 2072-73
Cash Balance - - -
Bank Balance 33,868,262 859,186 6,101,968
33,868,262 859,186 6,101,968

aeh arfep ofdeer 139



) AUTH UAGTHT HFORT ATHES

Nepal Re-Insurance Co.Ltd. (Nepal Re.)

13 Insurance contract liabilities (ICL)
The amount of insurance contract liability reported in financial statements as listed below;

FY 2074-75 FY 2073-74 FY 2072-73
Unexpired Risk Reserve (URR) 202,881,416 144,150,030 42,459,276
Outstanding Claim Reserve (OCR) 11,827,139 - -
ICL reported in Statement of Financial Position 214,708,555 144,150,030 42,459,276
Expense reported in the statement of profit or loss 70,558,526 101,690,753 -

13.1  Unexpired Risk Reserve ( URR)

Provision for Unexpired Risk Reserve (URR) comprise of Unearned Premium Reserve ( UPR) and Premium Deficienty
Reserve (PDR)

i) Provision for Unearned Premium Reserve (UPR)
Under UPR, for all one year polices, except Marine Cargo Open Cover Policies, UPR is determined on fifty percentage of
net insurance premium basis, assuming the risk is uniform over the policy year.

ii)  Premium Deficiency Reserve (PDR)
PDR usually computed based on past experience analysis, in absence of adequate data system and being first time
implementation of NFRS amount has been considered for compuation for engineering line due to high financial loss ratio.
a) As per actuarial valuation

UPR provision
Line of bussiness FY 2074-75 FY 2073-74 FY 2072-73
Term Life 202,881,416 144,150,030 42,459,276
202,881,416 144,150,030 42,459,276
Premium Deficiency Reserve (PDR)
Line of bussiness FY 2074-75 FY 2073-74 FY 2072-73
Term Life . - -
b) GAAP Unexpired Premium Risk
Line of bussiness FY 2074-75 FY 2073-74 FY 2072-73
Term Life 202,881,416 144,150,030 42,459,276

202,881,416 # 144,150,030 # 42,459,276

URR reported in statement of finnaical position

FY 2074-75 FY 2073-74 FY 2072-73
Actuarial total assessment of Unexpired Premium Risk 202,881,416 144,150,030 42,459,276
GAAP- Unexpired premium risk 202,881,416 144,150,030 42,459,276
Amount reported in FS (higher of above) 202,881,416 144,150,030 42,459,276

Earlier to the implementation of NFRS, company provide URR of 50% based on net insurance premium as per the
Insurance Act & Regulation 1992. The amount so provided is recognized as income in the immediate succeeding financial
year.

With implementation of NFRS for the first time, and inadequacy of system tracing policies & portfolio to determine liability
adequacy test, URR is computed based on percentage of net insurance premium. Further analysis of financial loss ratio of
each of the portfolio shows below 100% So, no further provision is made due to adequacy of premium reserve.
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Financial Loss ratio
Line of Business 32, Ashadh 2075 31, Ashadh 2074 31, Ashadh 20’
Term Life 35.01% 22.93% NA
Since financial loss ration is within coverage of net premium for period ended 32 Ashadh 2075, 31 Ashadh 2074, provision
created under URR by the company is enough to cover the risk associated with premium as a result no addition resesrve
been created.

13.2  Change in reserve for unexpired risk

FY 2074-75 FY 2073-74 FY 2072-73
GAAP & adjusted opening 144,150,030 42,459,276 42,459,276
Balance at FY end 202,881,416 144,150,030 42,459,276
Trnasfer during the year (58,731,387) (101,690,753) -

Transition date transfer represent adjustment to retained earning.

13.3  Outstanding Claim Reserve (OCR)

This is the total of all claims that have been intimated and taken on record prior to the date at which financial statements are
prepared under such recorded claims and any amount is yet to be setted. Care is taken for reserve for liability under claims
under dispute and / or obligation and such estimate has to be consistent with prior practice.

While reporting liability for OCR, higher of acturial valuation under NFRS 4 and of regulator presecribed rules is taken for
consideration.

In addition to OCR, intimated but not reported and not enough reported is also provisioned based on 15% of actuarial
estimation of claim liabilities

Line of bussiness FY 2074-75 FY 2073-74 FY 2072-73
Term Life 10,284,139 - -
10,284,139 - -

A Liability Adequacy Test (LAT) was performed by Saket Singhal, a firm of professional actuaries 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 & outstanding claim reserve. The valuation is based on internationally accepted
actuarial methods . According to the report issued by consultants, the liability carried forward by the Company was
adequate except to engineering line at transition date . Hence, provision was made for additional IBNR for the transition
period.While for the compararive & first time NFRS reporting date loss ratio is fully covered by net insurance premium so,
no addition liability has been added.

el aifiies yfdeer 141



13.4

13.5

13.6

b)

©)

d)

e)

14

AT GASTHT HFat fafes

Nepal Re-Insurance Co.Ltd. (Nepal Re.)

Incurred But Not Reported (IBNR) including (IBNER)

This contains provision for claims which has already occurred but has not yet been reported. IBNR are calculted using
chain ladder and Bornhuetter-Ferguson Method. In general estimtion of two method re carried & higher of the estmiate is
taken for consideration.

IBNR claim liabilities
Line of bussiness FY 2074-75 FY 2073-74 FY 2072-73
Term Life 1,543,000 - -
1,543,000 - -
As per GAAP Financial Statements
Line of bussiness FY 2074-75 FY 2073-74 FY 2072-73
Term life 11,827,139 - -
11,827,139 - -
OCR reported in statement of finnaical position
FY 2074-75 FY 2073-74 FY 2072-73
Actuarial total assessment of OCR 11,827,139 = -
GAAP- Outstanding claim reserve 11,827,139 = -
Amount reported in FS (higher of above) 11,827,139 - -

Above amount is computed based on 15% of outstanding claim computed based on NFRS 4 in absence of adequate system
to trace claim datas. Based on the higher risk assessed of engineering, cattle & agro additional IBNR has been provdied.
Change in reserve for claim outstanding & IBNR

FY 2074-75 FY 2073-74 FY 2072-73
GAAP & adjusted opening - - -
Balance at FY end 11,827,139
Transfer for the year (11,827,139) - -
Disclosure

The accounting policy for liability testing including the frequency and nature of the testing:

Frequency of the liability testing will be annual and it will be based on the analysis of financial statements till the Company
is in position to provide individual claims data which seems to be highly unlikely as of now.

The cash flow considered:

Since the adequacy test is based on the analysis of the financial statements and movement of claims paid and outstanding
claims, individual claims wise and aggregated claims wise cashflows were not considered

Valuation methods and assumptions:
Analysis of financial statements was done to determine the adequacy of the claims reserves. There was no other specific
assumption

The discounting policy:
Discounting was not applied anywhere.

Aggregation Practices:
Since there was no transaction level data there could not have been any aggregation of claims.

Reinsurance Payable
Reinsurance payables includes amount payable related to insurance businesses such as due to brokers, due to other
reinsurance companies.

142 <hehr aiffes gfedcat



AT AT HFOAT fatHe S

Nepal Re-Insurance Co.Ltd. (Nepal Re.)

Reinsurance payables are recognised when due and measured on initial recognition at the fair value of the consideration paid
or payable
Reinsurance payables are derecognised when the contractual obligations are extinguished or expire or when the contract is

transferred to another party.

FY 2074-75 FY 2073-74 FY 2072-73
Payable to insurance and resinsurance companies 24,387,869 - -
Broker payables - - -
24,387,869 - -
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18  Share Capital
Financial instruments issued by the company are classified as equity only to the extent that they do not meet the

Incremental external costs that are directly atributable to the issue of these shares are recognised in equity, net of tax

FY 2074-75 FY 2073-74 FY 2072-73

Authorized Share Capital
Issued Share Capital
Paidup Share Capital

18.1  Reconciliation of Shares

FY 2074-75 FY 2073-74 FY 2072-73

Shares at 1st Shrawn
Addition of Shares
Bonus Issuance
Right Share issuance
Total Paidup Shares

182  Right to Ordinary Shares
All shares are fully paid and are not listed in stock exchanges, shareholders are entitled for one vote per shares at

19 Reserve & surplus

FY 2074-75 FY 2073-74 FY 2072-73
Retained Earning 92,716,912 13,045,889 12,415,468
Pofit for the year 147,705,390 89,972,902
Deferred tax - -
NFRS adjustment ~ Notes 3.25 630,421
Fund transfer (24,042,230 (10,301,879)
Prior period adjustment - -
Revaluation reserve
Change in Fair value of investment - -
216,380,072 92,716,912 13,045,889
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36 Reconciliation Statement of Profit or Loss as previously reported under Local GAAP to NFRS
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Nepal Re-Insurance Co.Ltd. (Nepal Re.)

Particulars Notes to Year Ended July 15, 2017
first-time Previous Local Effect of Transition to NFRS
adoption GAAP* NFRS

Gross written premium 288,300,059 - 288,300,059
Ceded written premium - - -
Net Written Premium 288,300,059 - 288,300,059
Commission income - - -
Investment income 9,738,645 - 9,738,645
Other Insurance related income - - -
Provision written off - - -
Total Revenue 298,038,704 - 298,038,704
Claim benefits paid 42,794,399 - 42,794,399
Claim ceeded to reinsurer - - -
Net Benefits & claims 42,794,399 - 42,794,399
Change in insurance liability 101,690,753 - 101,690,753
Commission expenses 15,949,966 - 15,949,966
Other insurance related expenses = =
Service fee expenses 5,766,001 - 5,766,001
Personnel expenses 1,610,192 - 1,610,192
Administrative expenses 1,681,369 - 1,681,369
Finance Cost - - -
Forex loss/ (gain) 13,305 - 13,305
Writeoff prior period - - -
Impairment losses - -
Provision for investment loss - - -
Depreciation & amortization - - -
Total benefit claim paid & other expenses 169,505,987 - 169,505,987
Profit before tax 128,532,718 - 128,532,718
Tax expenses 38,559,816 - 38,559,816
Net profit for the Year 89,972,903 - 89,972,902
Other Comprehensive Income (OCI) -
Actuarial gain /(loss) - - -
Revaluation on PPE - - -
Fair value changes in investment - - -
Income tax related to component of OCI - -
Total Other Comprehensive Income, net of tax - - -
Total Comprehensive Income for the period 89,972,903 - 89,972,902

* The previous local GAAP figures have been reclassified to conform to NFRS presentation requirements for the purposes of this note.,
further there is no change in total comprehensive income for the current year also, due to which reconcilation with equity has also been
not presented.

37 Transition from Local Generally Accepted Accounting practice (Local GAAP) to Nepal Financial Reporting Standard (NFRS)
These financial statements, for the year ended July 16, 2018 are first financial statements prepared by Nepal Reinsurance Company
Limited in accordance with NFRS. For years up to and including the year ended July 15, 2017, the company prepared its financial
statements in accordance with local GAAP, including accounting standards issued by the Accounting Standard Board (ASB) and
interpretations issued by IASB, Standing Interpretations Committee (SIC), IFRS Interpretation Committee (IFRIC).

Accordingly, the Company has prepared local GAAP compliant financial statements for year ending on July 16, 2018. In preparing these
financial statements, the Company has prepared opening NFRS statement of financial position as at July 16, 2016 the Company’s date of
transition to NFRS in accordance with requirement of NFRS 1, “First time Adoption of NFRS”. The principal adjustments made by the
company in restating its local GAAP financial statements, including the statement of financial position as at July 16, 2016 and the
financial statements as at and for the year ended July 15, 2017 are quantified and explained in detail as Appendix A to E given in NFRS
1.The basic approach adopted is summarized hereunder:

- All assets and liabilities have been classified into financial assets/liabilities and non-financial assets /liabilities.

* All non-current financial assets/liabilities at below market rate of interest or zero interest and outstanding as on July 16, 2016 have been
measured at fair value.
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Nepal Re-Insurance Co.Ltd. (Nepal Re.)

« In accordance with NFRS 1, the resulting adjustments are considered as arising from events and transactions entered before date of
transition and recognized directly in the retained earnings at the date of transition to NFRS.

* The estimates as at July 16, 2016 and at July 15, 2017 are consistent with those made for the same dates in accordance with local GAAP
(after adjustments to reflect any differences in accounting policies) other than PPE whose useful life are re-estimated to charged
depreciation & amoritization based on straight line basis on deemed cost over the estimated period.

* NFRS 1 also allows to first time adopter certain exemptions from the retrospective application of certain requirements under NFRS.
Accordingly, the company has availed the following exemptions / mandatory exceptions as per NFRS 1

i) Deemed Cost for Property, Plant & Equipment and Intangible Assets: The Company has availed exemption under Para D5 to D7 of
Appendix D to NFRS 1 which permits a first-time adopter to continue with the carrying values for its property, plant and equipment as at
date of transition to NFRS measured as per local GAAP. However, for land fair value as on the date of transition is considered as the
deemed cost.

ii) Classification and Fair value measurement of financial assets or financial liabilities at initial recognition: The financial assets
and financial liabilitieshave been classified on the basis of facts existing as at the date of transition to NFRS. In addition, the exemption
permits prospective application of requirements of NFRS 9 “Financial Instruments” to transactions entered into on or after date of
transition. As earlier adoption is encouraged in every standards, company has classified & prensented it's financial statement in line with
NEFRS 9.
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Nepal Re-Insurance Co.Ltd. (Nepal Re.)

Chartered Accountants

UH Suvod Associates

357/55 Ganeshmarg
Shankhamul
. New Baneshwor
Independent Auditor’s Report Kathmandu-44600

Nepal. P.O Box 10709

Nepal Re-Insurance Company Limited
Tel  +977-1-5242214

. . Fax — +977-1-5242819

- 2
Financial Year 2074-2075 (2017-2018) Wis e SR

Email info@suvodassociates.com.np

suvod Evah Lo
i

Report on the Financial Statements.

We have audited the accompanying Statement of Balance Sheet of Nepal Re-Insurance Company Linuted as at
Ashadh 32, 2075 (July 16, 2018) and the Sratement of Profit or Loss. the Cash Flow Sratement and the
Statement of Changes in Equity for the vear then ended Ashadh 32, 2075 and a summary of significant
accounting policy and other explanatory information. The financial statements have been prepared by
management based on the Beema Samin Financial Reporting Directives for Life & Non- Life Insurer 2066.

Management’s Responsibilities

Management is responsible for the preparauon and fair preseatation of these financial statements 1n accordance
with the Financial Reporting Directive for life & non-life Insurer 2066 provided by Beema Samiu and for such
internal conrrol as management derernunes 13 necessary 1o enable the preparation of financial statements that
are free from material nusstatement, whether due to fraud or erroc

Auditor’s responsibilities

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 abour whether the financial
statements are tree from material misstatement.

An audic involves performing procedures to obrain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of
the risks of material misstatement of the Anancial sttements, whether due w fraud or crror In muking those
risk assessments, the auditor considers internal control relevant to the entity’s preparauon and fair presentaton
of the financial statements in order to design audit procedures that are appropriate  the curcumstances, but
not for the purpose of expressing an opinion vn the effecuveness of the entity's mternal control.

An audit dlso includes evaluating the appropriateness of accounung policies used and the reasonableness of
accounting estimates made by management, as well as evaluaung the overall presentation of the financial
statements. We believe that the audit evidence we have obtaned is sufficient and appropriate to provide a busis

for our audit opinion. 5%!‘-

Anind i bier of UHY | ional
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Nepal Re-Insurance Co.Ltd. (Nepal Re.)

Chartered Accountants

UH Suvod Associates

Opinion

In our opinion, the financial statements present fairly, in all matenial respects the financial position of Nepal
Re-Insurance Company Limited as at Ashadh 32, 2075, and its financial performance and its cash flows for the
year then ended in accordance with the Financial Reporting Directves for Life & Non-Life Insurer 2066
provided by Beema Samiti.

Basis of Accounting

Withour modifying our opinion, we draw attention to Note | to the financial statements, which describes the
basis of accounting. ‘I'he financial statements are prepared [0 assist Nepal Re-lnsurance Company Limited to
meet the requirements of Beerna Sanun. As a result, the financial statements may nor be suitable for another

purpose.

Other matters

Nepal Re-Insurance Company Limited has prepared 4 separate set of financial statements for the year ended
Ashadh 32, 2075 in accordance with Nepal Financial Reporting Standards on which we issued a separate
auditor’s report to the shareholders of Nepal Re-Insurance Company Limited dated April 23, 2019.

CAL (Dr) Suvod Kumar Karn
Managing Parmer.
Suvod Associates

An independent member of UHY International (%)
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