2003

REPORT

ANNUAL

JI d b= LU ®
BankDhofar

EE-oult SAOG

‘; | A we .‘c\ ( R4
Moving Forward...with You




HIS MAJESTY SULTAN QABOOS BIN SAID




CONTENTS

Board of Directors' RePOrt........cvviiieieinirineiniiiereieeeanenenennns 4 (
The Board of Dir€CEOrS. ...uiii e e e ee e e e e enenens 6 E[
MISSION StateMENT .o o asusinminm o v s smmose s e Z
L= T =T T T —————————————————— R 8
Report on Corporate GOVEIMaNCE. .. ..ueuvririiintirineeanenenenrnrnrseenenens 9 |
Management Discussion and Analysis REPOrt........cccvvvereeeenenenenen. 14 ‘
Financial Highlights of Last Five YEars......c.cccvivviieinininannnennnns 24 |
Financial Ratios of Last FIVe YEArs........c.vvvireerinieieeeieeeeneivsnennn, 25
Bank Dhofar Network of Branches & ATMS........cc.eeeeievvveeneeninen,s 27
Report of the Auditors to the Shareholders.......oovvvvvvvvvennnns 29 |
Balance Sheet.. it e, 30 Q
InCome StatemeNnt. .. .ccivviii i 31
Statement of Changes in EQUItY.......cvcvvuieeenineeieninnrnnns S — 32
Cash FIOW Stat@mentu. . civimcssis sisinns sommsms sanrmessmssseeseres arsesms 33
e ROSP———————————————————— 34 |




Dear Shareholders,

On behalf of the Board of Directors of Bank Dhofa:r
S.A.0.G., I am pleased to present to you the Bank’s
Financial Statements and the Auditor’s Report for the
ial year ended 31 December 2003.

financ

Oman's Economy .
In spite of the political difficulties affect'ing the rteglon
in 2003, the local economy continued its sgsta?mable
and remarkable growth. The preliminary indicators
and estimates showed that Oman’s economy was
expected to grow by 6.2% in 2003, as thg ml-sect(?r
would grow by 7.1% resulting from the increase in
i national oil pr
len:;;cted to real?ze a growth of 5.9% due to t.he
strong performance in the LNG industry, construction
and financial mediation activities. On the other hand,

local

general price index was expected to decrease by_ 0.4%
in 2003 despite the increase in the non—DqIIar import
bills as a result of the significant declir_we of the
exchange rate of the U.S. currency against other

major currencies.

Also,
economy,

ices. The non-oil sector was also

inflation remains firmly under control as the

backed by the good performance of the national
the Muscat Securities Market (MSM)

recorded a significant growth of 420/0 in 2003. The
MSM index increased from 191.9 points at the end of
2002 to reach 272.7 at the end of 2003.

The
Last

Bank’s Activities in 2003
year was an eventful year for your Bank with the

Bank undertaking several initiatives of strategic
importance. After obtaining all regulatory approvals,

we

have successfully integrated the assets and

liabilities, operations and activities of the erstwhile
Majan International Bank. Also during the secopd—
quarter of 2003, an international consultancy flrm
concluded its review and study of the various
organizational and managerial aspects of tr.\e Bank
after the merger. The proposed recommendations and

sug

gestions were discussed and approved by the

Board of Directors and have been implemented.

Also, the Board of Directors retained a rer‘mwned
consultancy firm to coordinate and sup_ervnse the
Bank’s five-year strategic plan. The strategic p|ar\ was
presented to the Board, discussed and approved in the

second half of 2003.

=

In the fourth quarter of 2003, subsequent to the
shareholders’ approval in the Extraordinary
General Meeting held on September 30, 2003,
the Bank has obtained all regulatory and
administrative approvals for shortening the
Bank’s name to ‘Bank Dhofar’ and has changed
the Bank’s logo. In 2004 you will see Bank
Dhofar in its new livery and ‘Moving Forward ...
With You’ just as its new marketing slogan says.

Financial Performance in 2003

As stated above and despite the difficult
conditions that prevailed in the region, our Bank
continued its excellent achievements, as all
financial indicators showed significant growth.

The total assets grew in 2003 by 37.8% and
reached RO 474.1 million at the end of the year
compared with RO 344.0 million at the end of
2002. The net customer loans portfolio increased
from RO 266.0 million in 2002 to reach RO 367.2
million, a growth of 38.1%. Also, the customer
deposits recorded a growth of 29.3% and
increased from RO 277.2 million at the end of
2002 to RO 358.4 million at the end of 2003.

The shareholders” equity was RO 63.1 million on
31 December 2003 compared with RO 47.4
million at 31 December 2002. The share capital
increased from RO 35.28 million at the end of
2002 to RO 41.96 million at the end of the
current year due to the issuance of 6.68 million
shares with par value of RO 1 each to the former
shareholders of erstwhile Majan International
Bank as part of the merger consideration. As a
result of the increase in the shareholders’ equity
the net assets per share increased from
RO 1.344 at the end of 2002 to RO 1.504 at the
end of 2003,

Also, most profitability indicators recorded
significant growth, as net interest income grew
by 17.6% from RO 18.2 million for the year 2002
to RO 21.4 million for 2003. Other income
increased by 23.8% and reached RO 5.04 million
in 2003 compared with RO 4.07 million in the
previous year. Albeit, the operating expenses
have increased due to the additional expenses
related to the merger of Majan International
Bank activities, the Bank maintained an
acceptable operating expenses to operating
income ratio of 41.7% for the year 2003
compared with 39.7% for 2002. The net profit of

the Bank, after making the required provisions
for bad and doubtful debts, grew in 2003 by
22.4% and reached RO 10.16 million compared
with RO 8.30 million in 2002. This remarkable
growth in net profit improved the earning per
share from RO 0.235 in 2002 to RO 0.252 in
2003.

Proposed Dividends

Your Board of Directors recommends RO 6.29
million cash dividends, that represents a 15% of
the share capital of the Bank. In compliance with
the Bank for International Settlements (BIS)
guidelines on capital adequacy, we will retain
RO 1.47 million to be transferred to subordinated
bonds reserve, amounting to 20% of the
subordinated bonds maturing within the next five
years.

The basis of the Bank’s policy on dividends
distribution is on maintaining a fine balance
between retaining and distributing the annual
profit. The Bank retains part of the annual profit
in the form of reserves and retained earnings to
build a solid capital base, taking into
consideration the future growth of the Bank, the
possible economic and financial markets
fluctuations and the requirements of the capital
adequacy ratio.
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MISSION STATEMENT

To grow steadily into a leading financial institution with a sharp focus on customer
needs and to continue its endeavour to develop its competent staff, enhance its
unrivalled shareholder value and increase its contribution to the progress of the
Sultanate of Oman.

Prospects & Aspirations

® Expand the network of branches and ATMs to an optimum level
in order to cover all the regions within the Sultanate of Oman

® Maintain optimum capital adequacy and liquidity ratios
® Offer an array of services to suit various customer needs
® Boost its contribution to the progress of the Sultanate and the

welfare of its people

® Integrate resources to take the lead in the local market
@ Constantly upgrade and develop staff competencies and skills
® A cross-functional and decentralised management structure
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REPORT ON CORPO

Part One

1 - Corporate Governance Philosophy:

Corporate Governance is a topic that invites a multi-disciplinary as well as super-disciplinary
view. A corporation in modern times represents an amalgam of diverse social interests. The
interests belong not only to the present generation, but also to the future one. It wields large
economic and social powers. Those in control of the corporation, therefore, hold enormous
responsibilities of multifarious dimensions - social, economic, ethical, scientific and
technological.

The behavioural pattern of those who govern are embedded in the pressures and tensions of
the modern day society. The mental frame of corporate decision makers is inextricably linked
to the under-currents of social phenomena.

The values of accountability, social responsibility, long-term vision and ethical behaviour have
thus, become important after the formal introduction of the code of corporate governance in
the country.

The Board of the Bank bears the principal responsibility of fashioning the governance code as
appropriate to the Bank within the broad framework enunciated by the Central Bank of Oman
and the Capital Market Authority. It is also charged with the responsibility of subjecting the
code to periodic review to keep it refurbished and contemporary.

Decision-making within the Bank has been broadly divided into two levels. The Board of
Directors at the apex level, as trustees of the shareholders, bears the responsibility, of
strategic supervision of the Bank, apart from fulfilling statutory obligations. Its composition
has a balanced mix of experts and other directors. Some of the major responsibilities of the
Board, namely audit, senior management succession, legal and regulatory compliance are
discharged through two sub-committees, viz., the Audit Committee and the Executive
Committee. These sub-committees which operate under Board approved charters have been
meeting regularly and have contributed significantly to the effective functioning of the code of
governance. The charters of these committees meets with all the requirements as laid down in
the code of corporate governance enunciated by the Central Bank of Oman and the Capital
Market Authority of Oman. In addition, the Board carries the responsibility of approving the
strategic plans of the Bank. The executive management of the Bank comprises the Senior
Managers headed by the Chief Executive.

Through this two-tiered inter-linked governance process, a wholesome balance has been
created between the need for focus and executive freedom, and the need for supervision,
control and checks and balances.

The formal code of governance prescribes the highest ethical standards in the conduct of the
Bank’s business. The Senior Members of the Bank are fully cognisant of their responsibilities in
setting personal examples so that the code is internalised within the Bank and becomes part of
its culture. In the ultimate analysis, there can be no substitute for the enlightened self-
regulation that is expected of every member of the Bank.

2 - The Board of Directors
Functions of the Board
The responsibilities and functions of the Board include the following:

® Charting the overall strategic direction of the Bank and reviewing and approving the
business and strategic plans.

® Monitoring the Bank’s performance and evaluating whether the business is properly
managed in accordance with the Bank’s set plans.

® Approving the interim and annual financial statements.

® Forming various Board sub-committees, approving their charters and reviewing the functions
of these committees.

® Reviewing all audit reports submitted by internal and external auditors and statutory
agencies.

® Ensuring that the Bank conducts its operations in an ethical and transparent manner.

® Assessing and approving the proper delegation of authorities to executive management.

® Evaluating the functions and the performance of the CEO and the key employees.

(;
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Size and Terms
(12) non-executive directors who are elected by the shareholders at the Annual General
i h Director can be re-elected for similar

The Board consists of twelve

Meeting. The term of office of the Board of Directors 1S three years and eac

period(s). The term of the current Board expires in April 2004 and the election of the new Board together with any
| Meeting to be held at the end of March 2004.

re-nomination will be taken up at the Annual Genera

Composition and Selection

Members of the Board of Directors are elected from among the Bank’s shareholders or non-shareholders provided that
a shareholder candidate owns no less than 50,000 shares of the Bank. The majority of members of the Board of
Directors shall be non-executive Directors.

A minimum of one-third of the Board members shall be independent Directors, none of their immediate relatives
having held a senior position in the Bank for the last two years, who shall have no relation with the Bank that could
result in financial transactions other than contracts and transactions entered through open tendering or done in the

ordinary course of business.
ret ballot whereby each shareholder shall have a number of votes equivalent

The election process is through direct sec
to the number of shares he/she holds. Every shareholder shall have the right to vote for one candidate or more
ivalent to the number of shares he/she holds.

provided the total number of votes in the voting form is equ

Board Committees

The Board has the following t
terms and reference of respective Committees, as approve

® Executive Committee
@ Audit Committee

Additional committees may be
access to the information and resources it requir
celected the committee members based on their professional backgrounds,

committees.

wo Board Committees, whose objectives, powers and procedures are governed by the
d by the Board.

established from time to time based on the business needs. Each committee has
es, including direct access to staff and consultants. The Board has
<kills and other qualities they bring to the

Part Two
1. Members of the Board of Directors
The Board of Directors of Bank Dhofar (SAOG

2003 consists

of the following:

) which met 8 times in the year

;\
|

Eng. Abdul Hafidh Salim Rajab Al-Aujaili

Sheikh Salem Mubarak Al Shanfari

Member
(Executive Director)

Member 7

(Executive Director)

5| Sheikh Salem Oufait A Shanfari

| Wy Diersahmi ALAMbab____|

Mr. Abul Aziz Ali Al Shanfari [Mermber |

\ “ Mr. Saleh Nasser Al Habsy

| 15— e Yoo e A o[ e
iR Mmed A Motan [ Werber ____|

Eng. Saeed Salim Al Shanfari w
m Mr. Anmed Abdullah Sulaiman Modgaibel W

l
\
l
L
|

\_

* Mr. Ahmed Abdullah Sulaiman Mogaibel was inducted as a Board Member in December 2003.
bruary 2003, 8 April 2003, 14 April 2003, 25 May 2003,

Board meetings were held on 16 Fe
2003, 6 December 2003 and 29 December 2003. There was a gap of more

June 2003 and 6 December 2003, to contrary of the stipulation of Article 4 of Co
listed companies. The lapse however was more than compensated by the directors meeting 8 times durin

and the Executive Committee of 5 directors meeting 11 times as indicated below.

Although all Board members are Independent Directors as defined in the Code of Corporate Go
Capital Market Authority, they will be individually identified at the next election of the Board tha

end of March 2004.

2 June 2003, 9 June

than 4 months between the meeting of 9

de of Corporate Governance for MSM-
g the year

vernance issued by the
t will be held at the

2. Executive Committee

The Clommittee? consists of five members with proper
gxpengnce, Skl”? and initiative. The objective of ?he
bXECLll:Ne Committee is_ to discharge responsibilities on
et? of the Bqard in deciding on specific policy
??lbers‘deman;hng in-depth study and analysis
oﬁ i nf;"?gonmanti interactive consideration and decis]ons:
atters of business beyond th
e powe
idnilpl)agratgici Eg "cﬂf;e _manigement, but considergd Iegz
ceive ! i
oo the full Board’s attention and

The Board members of the Executive Committee are:

, 1. Eng. Abdul Hafidh Salim Chairman 9
Rajab Al-Aujaili of the
Committee
2. Mr. Abdul Aziz Al Shanfari Vice 10
' - Chairman

3. Sayyid Salim Musallam Member 8

Al Busaidi
4, Mr, Saleh Nasser Al Habsy Member 9 '
5. Mr. Ali Ahmed Al Mashani Member 11 ;

The Committee held 11 meetings during 2003.
3. Audit Committee

';Cetﬁ;dgogfdmmfittse was formed in December 2001
the of Directors with th i i
objectives and responsibilities: S Tekaing e

@ To focus the attenti
ion of the Board
i and t
ﬁnaanag_;ement of the Bank on the importance of stroﬁp
ncial reporting and risk management. ’

® T i
Ban{l)< gwnc:jnlctor the adequalcy of internal controls in the
o take appropriate steps where required.

® To monitor the Bank’ mplian h leg nd
k's compliance wi
‘ e : ith legal a
egulatory provisions, its articles of association
r

charter, by-law ;
Directo'rs_y s and rules established by the Board of

® Toi - :
To identify the risk areas of the Bank’s operations to

be covered in th
e sC i
Sl dueing the yearl.)pe of the internal and external

® To monitor the effecti
_ tiveness of the i i
: ec of the internal a
nction and approve the audit plan as well as thﬁlg

availability of a
tools). Y dequate resources (personnel and

® h ntm h h
tClr I’E|CO 1i:nd the appoi tment / change of the
ors a i i i
texreslaf aud tl.d determine and review their

® T -

forv?arréi?i; t[t"ﬁe V;en‘"':lqs cif fthe external auditors before
ual financi

Board for approval. ncial statements to the

- .

m;'tc;errespc:)r; ?‘?d bring to the attention of the Board any
ncern with regard to the fo i

) f ' regoing and

agyam?;cg[jﬁcl aocfcc;ﬁntmg or auditing concerns idegtified
res e external or internal audi

examination by supervisory authorities. i, o

The Members of the Audit Committee are:

1. Mr. Suhail Ahmed Chairn;an:'.

Alawi Al Tbrahim

|
‘ Al Mashani of the
Committee
2. Eng. Saeed Salim Member g
Al Shanfari
3. Mr. Mohammed Yousuf | Member 5

The Committee held 5 meetings in 2003.
4. Directors’ Remuneration and Executives Pay

A

disresgjrmember_s of the Board are non-executive

incentivs; arlz ﬂX?d bsalar\/ or performance-linked
applicable. The non-executive di

i irecto

:Eﬁesgi':gat%eagnuaé ;emuneration and sitting fees F:IS‘
oard / Committee meetings. Di ’

remuneration and sitti 4 INngs, irectors

folloies: ting fees paid during 2003 are as

Chairman

16.0
of the Board
Board Members |162.4 70.0 232.4
TOta_I__ . 178.4 81.5 259:9

The Bank’'s top five e i

: xecutives, namely the Chi

E)L(Jecutwe, Deputy Chief Executive, Gener\;I Manaél'](l.(:ic

BaEE?gg Se;‘;:jcesb Deputy General Manager- Retail
L eputy General Manager- i

Management have received the following in 3003' Rk

Bonus :
| RO '000s 20 000s
Top five 319.7 61.1 12.0 BRQOZ 2005

Executives
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5. Compliance with Regulatory Requirements 7.2. Major shareholders

The Bank adhered to and complied with all relevant The following are the major shareholders who OWn Audit & AccoUnting

regulatory requirements and there were no penalties more than 5% of the outstanding chares as at 31

or strictures imposed on the Bank in the last three December 2003: PO. Box 641 ”

years for non_comp]]ance with any statutory of s - e — Ruwi 112 PR N Tel. : (988) 709181

MBD Area, Muscat

Sultanate of Oman

Fax : (968) 700839
E-mail : kpmgoman@kpmg.com.om

Sultanate of Oman
Shi

Also, the Bank complied with all provisions of the Code el = et
Dhofar International Development and

of Corporate Governance issued by the Capital Market
Authority, except with regard to the gap between two
meetings of the Board of Directors as explained in
Section 1 above.

regulatory authority requirements. 15

|
&
Investment Company (S.A.0.G.) l\
|
\ Governance practices i i
| in accordance with Capital Market Authority Code of Corporate G
overnance

|
6. Communication with shareholders and 1
Investors
The Bank publishes its quarterly interim financial \
statements and also hosts these and other relevant \

|
|
We have performed the
procedures prescribed in th i
) i e Capital market Authority ("CMA") Circ
pect to the Corporate Governance Report of the Bank ("the R;[:)ort“L;lar ll\lot e e
and its application of the

- quarterly results are published in two local newspapers g. Profile of the

Statutory Auditors

in Arabic and English. These results can be obtained , , Circular No. 11
by shareholders cither from the Bank or Muscat ‘_The Ba_nks statutory aus:htors are KPIV!G, an . 11/2002 dated 3 June 2002, as amended. The Report is set out
Securities Market (MSM). mterna_\tlonm accounting firm oper_atmg in 159 ut on pages 9 to 12.
Th " . | - countries from 821 offices and having more than
e management provides reg ar updates to the 100,000 staff. KPMG in Oman has over 70 employees QOur engagement wa
: : 5 A s undertaken in accor o .
rctlwarkllet cmt theThBar;nkS performaglce E\'F"ld ne\lz including 3 partners and 12 m'anagers. It trains the SN A ————- dance with the International Standards on Auditin ;
evelopments. 1he anagement Discussion an largest number of Omanis i the auditing and s. The procedures were performed solel ; g applicable to agreed-
Analysis Report forms part of this annual report. accounting profession. olely to assist you in evaluating the Report
7. Market Price Data Due to the mandatory re Lirement to rotate auditors
) y req . _ We found the Report reflects , in all materi

7.1. Share Price Movements every four years we are required to appoint nNew bromm an _ ] ' aterials respects, the Bank’s application of o

) o , auditors for the year ending 31 December 2004. The . y material misrepresentation. We draw attention t n of the provisions of the Code and is free
The high/low share price information of the Bank Board of Directors would like to take this opportunity Directors’ meeting was held for a period of o Page 10 of the Report that sets out that no Board
during the financial year ended 31 December 2003 on behalf of the shareholders and the Bank, to express not in accordance with Articl ' more than 4 months between 9 June 2003 and 6 D oard of
compared with Muscat Securities Market Index s & their thanks to KPMG for their services to our Bank icle 4 of the Capital Market Authority Code of Corporat - | s
follows: over the previous years. [P BES T R

9. Other Matters

m In 2003 the Board of Directors, through the Audit
Committee, reviewed and assessed the Bank’s system
of internal controls.

International Standard iti
s on .
 The last Annual General Meeting (AGM) was held on you. Auditing other matters might have come to our attention that
28 April 2003 and the last Extra General Meeting would have been reported to
(EGM) was held on 30 September 2003.

Because the ab
ove procedures do i i
not constitute either an audit or a review made in accordan th
ce with International

a

the Bank’s annu

al report for the year end

ed 31 Decemb

B er 200

v offer reports:af Bink Bhafar SAGE, takon a5 whols 3 and does not extend to the financial statements or

| 6 Ma
rch 2004 KPMG
1 \
|
L | KPMG, a branch office established under
— ::'; law of Oman, is a member of
MG International, a Swiss cooperative. i

C.R. No. : 6/30936/1

D o
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MANAGEMENT DISCUSSION AND AN

LLLEcpae? EiAs

Ahmed Bin Ali Al shanfari - Chief Executive

Oman’s Economy and Outlook

Oman'’s economy fared well in 2003 as is evident from
the available preliminary economic indicators. Based
on estimates real Gross Domestic Product (GDP) grew
by 6.2% in 2003. The consumer price index reduced
by 0.4% in 2003, in line with the trend of the last few
years of negative inflation. The Rial Omani interest
rates continued to remain at low levels with the
weighted average cost of total Rial Omani deposits in
the banking sector at 1.2 % approx. At the back of
the good corporate performance, the Muscat
Securities Market general price index registered a
significant growth of 42 % in 2003. Further testimony
of the progress and development of Oman’s economy
came from the recently released report by the Fraser
Institute that has ranked Sultanate of Oman as the
18th most liberal economy among the 123 nations
covered in the study.

The Government is pressing ahead with the
privatization in the telecommunication, POWer, water,
ports and wastewater sectors. In its efforts to
broaden the base of the economy, the Government
has initiated a number of new projects of national
importance. Some of the more prominent projects in
the offing are the LNG and fertilizer plant in Qalhat,
power plants at Barka, Al Kamil and Salalah, a third
LNG train, a refinery, polypropylene and a methanol
plant in Sohar, a tourism project at Bander Jissah, the
Seeb seafront resort, an aluminum smelter plant and
the Salalah Container Port and Free Zone area in
Salalah.

The Government has been announcing a host of
progressive regulations that are comparable to the
best in the world to promote and attract investments
in the country. In keeping with its open policy of

encouraging investments to Oman, the Sultanate is
expected to shortly announce laws permitting
ownership of real estate by expatriates.

The budget for 2004 forecasts a deficit of RO 500
million with planned expenditure of RO 3.43 billion
and anticipated revenues of RO 2.93 billion. The
increase in expenditure is on ‘account of additional
investment expenditure, which would spur economic
activity in the medium term. The budget is based on
very cautious assumptions. The oil price has been
conservatively assumed at USD 21 per barrel against
an actual realization of USD 27.50 per barrel in 2003.
Based on reports from various research houses and
other multilateral agencies, the outlook in the short to
medium term for the Oman’'s economy remains
positive.

Industry Structure and Developments

The financial services industry comprises of
commercial banks, specialized lending institutions and
other financial intermediaries. At the end of 2003,
there were fourteen commercial banks and three
specialized banks operating in the Sultanate. The five
local commercial banks accounted for the bulk of the
market share, with competition remaining intense
amongst the banks for new business. Further
consolidation took place in the local banking industry
in 2003 with Majan International Bank merging with
Bank Dhofar. Also, a major local bank injected
additional share capital to further strengthen its
capital position.

The total assets of all the commercial banks in the
Sultanate increased by 3.5 Y% year-on-year (y-o0-y) to
touch RO 4.5 billion as at the end of 2003. Total
lending increased modestly by 1.2% (y-o-y) in 2003
as compared to 0.9% (y-o-y) in 2002. The total
deposits including Government deposits increased by
2.7% (y-o-y) in 2003. Most of the local banks
operating in the Sultanate have posted an increase in
profits for the year ended December 31, 2003. The
banks in Oman are well positioned to benefit from an
upturn in global economic activity.

Opportunities and Threats

The opportunities to grow profitable corporate
banking and trade finance business remain limited.
With Oman’s accession to the World Trade
Organization regional and international banks may
decide to enter the Omani market and create more
competition for local banks. Also, proliferation of
e-banking may offer customers the option to deal
with non-local banks for certain financial services.

manner.

Falling oil production and volatility in oil prices could
Ialdversgly affect the Government’s revenues ALIJso
increasing cost of capital for firms feadiﬁg to
rgluctance on the part of the private sector to mak
significant new investments locally. "

Merger of Erstwhile Majan International Bank

The first quarter of 2003 saw the culmination of the
m_erger process of erstwhile Majan International Bank
with Bank Dhofar SAOG. The merger between the t

banks became effective March 31, 2003 with Ma'WO
International Bank ceasing to operate from that dajfen
Plans were set and progress monitored against these:
plgns to achieve a smooth and seamless integrati

with minimal disruption to customer servicego Icem
communication, excellent teamwork, attenfionptg
detail and a shared purpose ensured that the various
merger-related tasks were completed in a time bound

As a result of the merger, the accretion to

the total assets of Bank Dhofar was RO 96.56 million

:SS:;?HZ] d_etails of wh‘ich are available in the notes
rationailnizgty_flng the . financial statements. The
. ion of functions and facilities subsequent to

erger, has ensured that synergies as anticipated

gl;nllr:tertr;atmnaF consultancy firm was retained by the
Organizatimr:l\new and aqvise on the wvarious
e orona and managenal‘ aspects of the Bank
oo Ml tger. Based on their study, the firm made
o qlons and suggestions to the Board for

entation. After a careful consideration, of these

recommendations, b
. , by the Board, the re
were implemented in 2003. SRRk ehanges

Five Year Strategic Plan

The i
assis*?a'nk retained a renowned consulting firm to
In the development and preparation of a

(415

Strategic Plan for the Bank covering the next fiv
years up to 2008. Ambitious growth plans have bees
dra.wn, keeping in perspective, the interests of th
various stakeholders, paramount among them bei ;
our customers, shareholders and staff. The Bomg
approved these plans towards the end of .2003. ar

New Corporate Identity

In the second half of 2003, we received shareholders’
;ndkregulnatory approvals to shorten the name of trrwse
h:g bteoenB?Sf Dhofar". The new corporate identity
b mally launched in early 2004. The
transition to the new corporate identity, in a phased
manner, will entail changing signage’ stationer
chgqug books, Electron and credit car’ds etc Thyf
objective of launching the new corporate id:antit\; is ts

position the Bank as a significan i
‘ . t and domina
in the Omani banking sector. MR

;hekr)ew Iogo a_nd identity are an affirmation of the
ank’s unflinching commitment to our customers
The grgen dot on top of the new logo depicts this‘
symbolically. The new logo is a phoneti

cpqnotation of the words Bank Dhofar. The Bankl'(s:
vision, looking ahead, is aptly encapsulated in our

new corporate slogan - i i
e g moving forward...with

Review of Operations

Retail Banking and Marketing

The Retail Banking and Marketing Group (RBMG
postgd Ia strong performance in 2003 with itg
Fontmu_mg focus on delivering value-added
innovative products and services to its customers
The RBMG adopts a market-oriented approach t-
develop and market financial products and servic .
that fulfill the banking requirements of our Ret:ﬁ
customers. Changing customer preferences are




The driving force...

identified through market research, customer surveys,
opinion polls and an array of other tools so that
innovative products and services are designed that
meet the banking needs of customers in a particular
segment. The customer is always at the forefront and
center stage in all our product development, delivery
and service initiatives.

In order to realize the strategic objectives and sharpen
their focus, the RBMG was organized into five main
units in the first half of 2003. These being: Branch
Distribution, Direct Banking & Marketing, Product
Management and Service Quality, Retail Credit and the
Card Center. These divisions work in a cohesive
manner to ensure that the strategic objectives set for
the RBMG are achieved.

With the merger of erstwhile Majan International Bank
SAOC with Bank Dhofar and the subsequent
rationalization of our branch network, the total number
of branches at the end of 2003 reached forty-five (45),
a net increase of two (2) branches over the number as
at December 31, 2002. The Bank is presently
conductirg feasibility studies to open new branches at
suitable locations, thereby further augmenting the
physical branch network of the Bank.

Complementing the branch network, the Bank is
launching an array of electronic delivery channels for
the added banking convenience of our customers. In
the last quarter of 2003, Short Message Services
(SMS) was launched under the ‘Al Zajil’ banner, making
us the first bank in the Sultanate to offer such a
service to its customers. The Bank offers a
comprehensive range of banking services over SMS
with a combination of ‘pull’ and ‘push’ services.
Considerable investment in technology and people is
being made to offer banking services through other
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" electronic channels, some of which will be available for

the use of our customers in 2004. The Bank as at the
end of 2003 had sixty-two (62) proprietary Automated
Teller Machines (ATMs), which are linked to the
OmanSwitch, allowing our customers to use a wide
network of over 365 ATMs in Oman and other ATMs in
some GCC countries to conduct banking transactions.

Last year, the consumer loan policy was enhanced to
make the various consumer loan products more flexible
and attractive. ‘Al Heson’ the prize savings scheme was
redesigned and now has total annual prize money of RO
630,000. The new format of Al Heson savings scheme
offers prizes on a monthly and weekly basis with
special prizes for ladies and children. The launch of
minors’ accounts under the ‘Mazeen and Mazoon’
savings scheme has been well received as is evidenced
by the keen interest in opening accounts under this
scheme by young savers. The Bank recorded a
significant growth in Visa Electron cards and credit
cards issued during 2003. According to Visa
International, the Bank has recorded the highest
growth in Oman for both issuance and usage of Visa
credit cards.

Various exciting initiatives are under way for rollout in
2004 which will ensure that our customers continue to
benefit from top class products and services and the
Bank retains its leadership position locally.

Corporate Banking

The Corporate Banking Division has been playing a
pivotal role in the profitable growth of the business of
the Bank. The division was organized into two distinct
units in the first half of 2003, with one unit being
exclusively responsible for medium-sized firms and the
other unit managing the large corporate entities,
syndications and project financing. The objective of this
bifurcation, apart from improving focus on the
customers belonging to the respective segments, is to
ensure that we develop marketing strategies that are
closely aligned to the requirements of our customers in
each segment.

The Mid-Sector Corporate Division has been extending
traditional credit products, in addition to offering tailor-
made products especially designed for mid-sized
entities in various sectors. We recognize this as a
growing market segment having its own distinct
financing requirements which is best served by
dedicated staff who fully understand these unique
banking needs.

In the first half of 2003, Corporate Banking efforts were
directed to ensure that the customer relationships
remain unaffected due to the merger of erstwhile Majan
International Bank with Bank Dhofar. It is noteworthy



that the merged entity has been able to retain all the
major clients. The client list which already includes
most of the leading business houses in Oman was
expanded further in 2003 to include new corporate
relationships. The Corporate Banking Division was
particularly active in the area of project financing and
syndications in 2003. We participated in many high
profile financial closures for a number of projects of
national importance that are expected to henefit

Oman’s economy.
Treasury, Trade Finance and International

In order to reduce the volatility of the Bank’s net
income due to changes in the interest rates, which
have continued to remain at historically low levels,
concerted efforts have been made to increase the
quantum of non-interest income. The strong growth in
non-interest income is a clear indication that our
efforts have started to yield good results with these
three divisions being a significant contributor to the
Bank’s non-interest income in 2003.

Trade Finance continues to be a key focus area of the
Bank and we are committed to upgrade our product
range and service offerings in this area. Investment in
technology and manpower will support the ambitious
growth planned for the Trade Finance division in the

coming years.

The International Division has successfully negotiated
a fully underwritten syndicated loan facility for UsD 50
million with a green shoe option of USD 25 million.
The facility is led by major international banks and the
response has been extremely encouraging with
commitments from banks in Europe, Far East, Middle
East and the USA exceeding the required amount. The
participation of these banks in our syndicated
borrowing program reflects the confidence of the
international financial community to the country in
general and to the Bank and its management, in

particular.
Support Services

Key divisions in the Support Services Group are
Information Technology, Human Resources and Central

Operations.
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Central Operations

In the second quarter of 2003, a Central Operations
Division was established within the Bank. The
objective of creating this division is to have a
specialized unit, where various back office operations
are carried out centrally in an efficient, economical
and effective manner. Some of the key benefits that
would accrue as a direct result of setting up this
division include achieving economies of scale,
application of specialized know-how, automation of
workflows and an effective management of
operational risks. It would also facilitate continuous
improvement to our internal processes to provide top-
quality service consistently to our valued customers.
The centralization of the back office processes would
provide our branch staff with quality time to delight
and exceed customer expectations.

Some of the activities that are carried out by the
Central Operations include processing of clearing,
payments, payroll and support to the branches. The
division aims to be a ‘Centre of Excellence’ and has
embarked on value creation through:

e FEffective processing of transactions

e Adopting "Total Care" approach in the services
provided

@ Developing "Business Smart Technical People®
@ Establishing core "Areas of Excellence"

@ Providing hands on training and experience-based
learning for young Omani staff

@ Providing technical "Check and Balance" to the
organization

® Forging "Win-Win" modus operandi with the
customers.

In 2004, the Central Operations Division will launch
various new initiatives thereby moving up the value
chain from being ‘provider of services' to a ‘service
partner’ whose strategies and objectives are firmly
aligned with those of the service recipients and more
importantly with those of the Bank.

Information Technology

The division ensures that the technology needs of the
Bank are met in a cost effective manner by acquiring
state-of-the-art solutions that are suitable for the
activities and operations of the Bank. On merger of
erstwhile Majan International Bank with Bank Dhofar,
the division achieved a smooth and seamless
integration of the computer system of erstwhile Majan
International Bank with that of Bank Dhofar. It is
indeed creditable that the data migration to the core
banking system of Bank Dhofar was completed over a
weekend, as planned, with minimal disruption to

customer service.

The Bank continues to invest heavily i
' eavily in techn
3;3,—;52?? its con;puter systems. In 2003, the %SEK
its core hanking software. As 4 i
. _ . menti
eagller, the SM$ banking service with a variety ofogiﬁ
and push services was successfully rolled out to the
customers in the last quarter of 2003. Testing was
Zt;cécessfullyt completed for upgradation of the front
computer system being used b .
; : y the br
with thg actual implementation planned for Zogzcﬁ:
alsq migrated the SWIFT system from Fast—lwir
Logica to SWIFT Alliance Access in the second half o?’

2003.

T:je‘ ditvision is curreqtly spearheading various new
EOC()JJ:C s some o.f which would be implemented in
. These projects aim to enhance our electronic
strengthen risk
gzzacge?rﬁgttséystem;,tsuppoﬁ new lines of business
. market to launch new produ '
cts a

zgif\étct('as and _automate more processes. The overgﬁ
jective behind all these initiatives is to ensure that

delivery channel capability,

our customers are provi -
vided with superi i i
ior
products and world-class service. g financial

Human Resources

T s
S:aifdlvlljll—]o; ﬁucceslsf_ully managed integration of new
e T ave joined as a consequence of the
- 56;2 Thtot;l heaficount as at December 31, 2003
retaining’ toﬁ—nc?tncllil Isoﬁsgl?qi’;iecfifm CLEV6|0Pin9 i
9 . ( aff and has a
[r:evefsé S‘I'phec:l?a‘l en;phas.is on quality Omanizationl\:ta;ﬁ
B ank achieved an Omanization ratio of
at the end of 2003, as compared to an

Omanization |
iy evel of 90 % set by the Central Bank of

Over ini
£ iﬁSgoégaltmqg programs were arranged by the
- ing relatedoklmpart necessary training to improve
e nowledge and develop relevant skills
., t.h n aIIl around 1,200 participants were
o o t;:‘ various training programs conducted
! Te year on diverse topics like Banlk
DeVE|opme’nt rade quance, Lending, Management
B R" Superior Customer Service and
9, Risk Management, Money Laundering and

grt’gﬁrr}dre:l%%var;tf?ubjects. The Bank has also sponsored

staff members at the Institute i

. : i of B

EQSr Financial Studies to pursue Banking Di?:?lcfmg

Senios;ass.t ';'fhe Bapk has ‘been sponsoring deserving

gant aff for higher studies overseas. In 2003, the
sponsored two staff members each for ’MBA

studies and a lon .
: g duratio ; :
Business English in the UK. n course in Executive

fr\:tp:c\iN Pgrf_ormance Management system has been
e uced in the .Bank. The redesigned system of
gbjeoctfri?lzgcgrhaeppralsal is based on Management by
. new system will further reinf
;g;fgf\;z;d system continues to be closely Iinkglt—jciot;?;
peram ce of the employees. We remain committed
e Bank Dhofar a learning organization and
preferred place for performing staff to work e s

Risk Management

Division, In the. frst. halt of 2005, xhe g &
raraged ="t of oot ne egeicnes
22 [5;; ;e \;irt]ﬁitn a \‘r:l h?ggecttli \ée Vr; s_k Iﬁ?a r?afg;hr:fer?’cwll‘iéorgeisojﬁi
oo, T chisn 3555 G o T
The risk management strategycoffvtehe Lés;r;isg ot
a clear understandi i i i 'Is'based e
sssessment s in:cfr'i”%n22;5!5#2Jés“sp’r‘.f'ci‘:é"’u“r’;i“ i

ng. Risk management governance

is provided through various
B
level oversight committees. 8 anc MeraRsmenE

;Z,igﬁgé the Ce_ntral Bank of Oman formulated detailed
e Opserc;iginrlslf ntaﬁnagement for compliance of the

g in the Sultanate of Oman. A

: . A F

:i:ftrinal f!rm was retained by the Bank to revi:\.frugﬁg
gmdeﬂgeglsil;smznigement framework in the light of

: ued by the Central Bank of Om

. . g a )

irrt;vlev\,' led to identification of areas where ert-g:’
maprovement was possible in the area of risk
draT\lragemlent. Pursuant to this study, the Bank has
n a time-bound plan to further strengthen its risk




management systems, based on best of breed
technologies and latest techniques and methodologies
in this area.

The Bank is at an advanced stage of implementing a
best-in-class credit risk management software that will
assist in an effective risk-based credit assessment,
rating and benchmarking of our corporate borrowers.
The corporate credit proposals are reviewed by Risk
Management, whose observations form an important
input to the decision making process.

The Treasury Division Is responsible for the
management of liquidity and interest rate risk under
the guidance and supervision of the Asset and Liability
Management Committee. The Risk Management
Division is responsible for oversight of related
guidelines set internally and by the regulators on this
subject.

Operational risk is controlled through established and
detailed internal controls with well-defined reporting
lines and segregation of duties. Regular audit checks
ensure that necessary controls exist to mitigate this

risk.

The key elements of our risk management practices
include independent checks and balances, formal
authority limits for approval, well-defined policies and
procedures, modelling and scenario  testing,
diversification, active portfolio management and
experienced risk management personnel.

The important types of risks to which the Bank is
exposed are credit risks, liquidity, market risk and
operational risk. Note 28 accompanying the financial
statements provides an overview of some of these
risks along with details of the Bank's policies to
measure, monitor and manage these risks.

Credit Risk

This refers to the risk that counter-parties may default
where credit facilities have been provided to them.
Credit risk is controlled and managed by dealing with

MANAGEMENT DISCUSSION AND ANALYSIS REI

customers of good credit standing, thorough credit
assessment, obtaining collateral when appropriate
and continuous monitoring. Additionally, group and
single obligor limits, borrower rating, portfolio
analysis, counter party limits and concentration of
limits are some of the tools that are used by the Bank
to effectively manage its credit risk.

The Bank employs experienced and competent staff in
the area of Corporate Banking, providing them with
regular training to upgrade and hone their credit
skills. Detailed credit policies, procedures and
guidelines, proper segregation of duties, elaborate
matrix of authorities for credit approval and periodic
audit and examinations by the internal and external
auditors ensure that a rigorous environment of checks
and balances exists within the Bank.

Liquidity Risk

Liquidity risk refers to the risk that a firm will
encounter in raising funds to meet commitments
associated with financial instruments. It includes both
the risk of being unable to fund assets at appropriate
maturities and rates and the risk of being unable to
liquidate a financial asset at close to its fair value. The
Treasury Division in conjunction with the other
divisions manages the liquidity on a daily basis. The
Asset Liability Committee (ALCO) sets the broad
framework for the Treasury to operate so that the
Bank is always in a position to meet its financial
commitments. A high-level ALCO meeting is held on a
monthly basis in addition to a weekly ALCO meeting
to handle tactical issues. ALCO regularly reviews the
liquidity policy, in addition to overseeing other
matters with which it is entrusted.

Diversification of depositor base, reducing
dependence on large depositors and maintaining a
suitable mix of deposits including low cost deposits
are some of the measures that the Bank has regularly
taken to maintain a stable deposit base. The Bank
maintains a stock of high quality liquid assets, which
can be liquidated at a short notice to raise cash if
required. The Bank has in place arrangements with
several international banks to raise funds, if required,
The Bank has recently secured a medium term
syndicated loan of USD 75 million from international
banks, with the draw down expected in 2004. The
Bank has also plans for augmenting its medium term
deposits in Rial Omani to reduce the maturity

mismatch.
Market Risk

Market risk is the risk of loss arising from unexpected
changes in financial prices, including interest rate,
exchange rates, bond, equity and commodity prices.
Two prominent risks affecting the Bank are currency
and interest rate risk.

The majo.r foreign currency to which the Bank i
exposed is the US Dollar. The established ar'tIs
between US Dollar and Rial Omani substar?t' IHy
reduces_ this risk unless the parity between the !’? ;
currencies is revised. It is unlikely that this parit v\'\x?l
be changed_ in the near future. To control curlYen

exp.osures., ‘lntra day and overnight limits have been sc{
up Jp addition to currency-wise stop loss limits for tr:a
dealmg‘room. The Central Bank of Oman has set
prudential norms for the net open position to restriit

the banks from taking undue currency risks.

;ri:\e Bank_ manages the interest rate risk by matching
e re-pricing of assets and liabilities through various

means and operating within the set gap limits. Foreign
currency loans are linked to the Libor rates and re-

priced regularly to r )
e y educe the attendant interest rate

Operational Risk

S_Ip;?j;aqthoarlzl risk C;sfthe risk of loss resulting from
or defective internal
. : processes
;\g&“;;tlt(amhs, techm(_:al failures or from external events 'al'ﬁg
regularl?/s d%taélec;:i policies and procedures thatl are
updated to ensure that a i
control environment exi i e Tl
sts in the Bank. Trai
: . Trained an
tﬁg’:pBeatEr;t Tsetatffdovsrsee the operational functions o?‘
_ . ste isaster Recover i
A _ y plans exist t
gn?/\!lc;cies norr_nal banking services in the eventuality o?‘
. ruption. The Bank is closely reviewing the
o recommendations issued by the Basel
E SUI teelgn Sound practices for the management
pervision of operational risk" for implementation

Financial Performance

Th
ens tE:iglkapsosted stror)g growth in 2003 with the year-
B sets touchlngl RO 474.1 million, an increase
- Tshcompared with RO 344.0 million at the end
increase(.j frc)e net loans and advances to customers
s r_rlml‘RO 266.0 million at the end of 2002 to
| .of rgl3 |o{|)1 at the end of 2003, a creditable
B .1_/c. An analysis of our loans and
es portfolio as at December 31, 2003 along with

the comparative fi : )
follows: gures for the prior period is as

Loans
Loans against trust receipts 18.4 4.9
Bills Discounted 2.6 1.5
Advance against credit cards 4.1 3.4
Others 2.8 6l

. 4

Gross loans and advances to 404.8 284.4
customers '

Less: Allowance for (37.6) (18.4)
impairment |
Net Loans and Advances 367.2 266.0

:T:]i\lf;ie;tmen_tsl in securities increased in 2003 by RO 8.6
n mainly due to an increase in our holdi in th
oldings in t
(lag\gerni:n]?ﬂﬁjnt _ofzggwan Development Bonds f?'om F:]g
. nin 2 to RO17.3 million at
2003. Also, the available for : okl
: , or sale equity i
increased by RO 1.8 million in 2003. i

Total deposits from cus
ta tomers reached RO
million at the end of 2003 compared with RO gg?;

million at the end of 2002 ;
o
29.3% over 2002 figures. =PUASEING B Qawth of

The composition of customer deposits at the end of

2003 along with the corresponding fi
Beritd iE88 Follows: ponding figures for the prior

Current accounts 91..2‘ 759 7
Saving accounts 45.5 39.7
Time deposits 209.0 176'9
Certificates of deposit 10.1 | i
Margin accounts 2.6 0.9
Total customer accounts 358.4 277..2

L




The 3-years certificate of deposits (CDs) amounting
to RO 10.1 million carries an interest rate of 6.75%
per annum. The CDs will mature for payment in July

2004,

Following the merger of erstwhile Majan International
Bank (MIB) with Bank Dhofar and in line with the
merger terms, subordinated bonds amounting to
RO 7.36 million were issued in 2003. These bonds
having a face value of RO 1 each and tenor of 5 years
and 1 day carry a coupon of 7% per annum with
interest payable annually. The subordinated bonds
were issued in accordance and in compliance with the
guidelines on Reporting Capital Measurement and
Capital Standards based on Basle Committee
framework as defined by the Bank for International
Settlements (BIS). These bonds are included in Tier
11 capital for the calculation of capital adequacy ratio
and are listed on the Muscat Securities Market.

shareholders’ Equity

The shareholders’ equity at the end of 2003 was
RO 63.1 million compared with RO 47.4 million at the
end of 2002. The increase in shareholders’ equity is
attributed mainly to an increase in share capital by
RO 6.68 million and the recognition of RO 5.43
million as part of the share premium reserve. The
increase in the share capital of RO 6.68 million is on
account of issuance of 6.68 million shares of nominal
value RO 1 each to the former shareholders of
erstwhile Majan International Bank as part of the
merger consideration.

We have transferred RO 1.02 million to the legal
reserve being 10% of the net profits for 2003. Also,
an amount of RO 1.47 million has been transferred to
the subordinated bonds reserve representing 20%
amortization of the total amount of outstanding
subordinated bonds of RO 7.36 million. Retained
earnings increased from RO 1.53 million at the end of
2002 to RO 2.65 million at the end of 2003.

The net assets per share reached RO 1.504 at the end
of 2003 compared with RO 1.344 at the end of 2002.
An analysis of shareholders’ funds at the end of 2003

along with the corresponding figures for prior period is
as follows:

RO million |
= 2003 2002
Share capital 41.96 35.28
Share premium 5.43 -

_ Share premium =~ —————"""
Legal reserve 5.32 4.30

Subordinated bonds reserve 1.47
Proposed distribution 6.29 6.29

_Proposed distDVLO - — —
Retained earning 2.65 1.53

Total Shareholders’ Equity 63.12 47.40

Income Statement

Net interest income increased by 17.6% from RO 18.2
million for the year ended 2002 to RO 21.4 million for
the year ended 2003. For the year ended 2003,
interest income increased by 12.3%, while interest
expense decreased by 2.2% as compared to that of

2002.

Other income recorded remarkable growth of 23.8%
and reached RO 5.04 million in 2003 compared with RO
4.07 million in 2002 at the back of a robust increase in
net fees and commission by 39%. A detailed analysis
of other income for 2003 along with the corresponding
figures for prior period is as follows:

" Net fees and commission
Foreign exchange
Investment securities
Other income
Total Other Income 5.04 4.07

Total operating income grew by 18.6% and reached RO
26.44 million in 2003 compared with RO 22.29 million

in 2002.

Total operating expenses increased from RO 8&.85
rnillion in 2002 to RO 11.02 million in 2003. Staff co.sts
|ncr§a§ed in 2003 by RO 1.30 million, while the
'admmlstration costs increased by RO 0.86 million. The
|ncrlef=,|se in operating expenses is mainly due tc; the
additional operating expenses relating to the merger of
the activities and operations of erstwhile Majan
'International Bank with Bank Dhofar. In spite ofJan
increase in operating expenses, cost to income ratio
has been maintained at an acceptable level of 41.7%
in 2003 compared with 39.7% in 2002. o

ThelE?ank continued its prudent policy of makin
pro_wsmps as required for impaired assets. The amoung’lc
of impairment provided in 2003 was RO 4.96 million
compared with RO 4.84 million in 2002. A detailed
analysis of impairment for 2003 along with the
corresponding figures for the prior period is as follows:

Impairment for:

Investments - 462
Loans & advances 4,878 4,248
Written-off 57 ’ 8
Property & Equipment 28 120
Provisions recovered (960) (735)
Impairment 4,003 4,103

Net profit increased in 2003 by 22.4% and reached RO
10.16 million for the year ended 2003 compared with
_RO 8.30 million in 2002. The earnings per sha

increased from RO 0.235 in 2002 to RO 0.252 in ZOO;e

'Llj'hgdBoard of Di'rectors proposes to pay a 15% cash
aIVI end amounting to RO 6.29 million, subject to the
pproval of the Bank’s shareholders. The proposed profit

appropriation for 2003 is as follows:

\ :
Appropriation:-

Proposed dividends 6,294 6,294
To legal reserve 1,016 830
To subordinated bonds reserve 1,472 =
Proposed directors remuneration 254 178
To retained earning 1,120 993

Net profit for the year 10,156 8,295
I T

Future Prospects

Bank Dhofar is, today, the fourth largest bank in th
Sultanate in terms of total assets and branch networke
The Bank is ranked as the third most profitable bank i .
the.S.uItanate for 2003. The Bank has a strong ca itrﬂlI
position, state-of-the-art technology and a commi?tead
and _cqmpetent work force. The Bank follows prudent
provisioning policy and our provisions f

rnon-;_)erforming accounts is in excess of 100% of tl?(::
!mpa|red amount. The Bank has been investing heavil

in tgchnology to upgrade systems and its people to offey
a wide range of world-class financial services to ou::
customers. The year 2004 should see us launching a
number of key initiatives which will further cement gtJ)ur

position as a dominant pla i i
positic player in the local banking




FINANCIAL HIGHLIGHTS OF LAST

For the year

(In RO'000)

FIVE YEARS

2003 2002 2001 2000 1999
NET INTEREST INCOME - 21,402 18,224 15,390 10,873 10,438
NON INTEREST INCOME 5040 4,068 3,282 3,049 3,114
OPERATING COSTS 11,016 8,854 7,948 6,129 6,016
OPERATING PROFIT
(before impairment losses) 15,426 13,438 10,724 7,793 7,536
PROFIT FROM OPERATIONS 11,423 9,335 6,733 6,628 6,204
NET PROFIT FOR THE YEAR 10,156 8,255 6,133 5,528 5,463
At year-end
TOTAL ASSETS 474,085 344,003 337,054 272,530 261,589
NET LOANS PORTFOLIO 367,185 | 266,006 257,676 212,761 197,304
CUSTOMER DEPOSITS 358,397 277,219 268,406 210,859 196,058
SHAREHOLDERS' EQUITY 63,127 47,408 42,651 39,839 39,195
SHARE CAPITAL 41,962 35,280 33,600 32,000 32,000
FULL SERVICE BRANCHES 45 43 43 27 23
ATMs 62 58 57 45 40
STAFF 562 431 443 348 341

I-PROFITABILITY

Return on Average Equity
Return on Average Capital
Return on Average Assets
Non Interest Income to Operating Income

Operating Expenses to Operating Income

II-LIQUIDITY

Net Loans to Total Deposits

Total Customer Deposits to Total Deposits

93.1%

As at As at
~ 31st Dec 31st Dec
2003 2002
18.4% 18.4%
26.3% 24.1%
2.5% 2.4%
19.1% 17.4%
41.7% 39.7%
- 95.49% 93.6%

97.6%

As at
31st Dec
2001

14.9%
18.7%

2.0%
17.6%
42.6%

90.9%
94,7%

- FINANCIAL RATIOS OF LAST FIVE YEARS

As at
31st Dec
2000

14.0%
17.3%

2.1%
21.9%
44.0%

95.2%
94,3%

As at
31ist Dec
1999

15.0%
17.1%

2.2%
23.0%
44.4%

92.3%

| | 91.7%

Loan Loss Provisions to Total Loans
Non Performing Loans to Total Loans
Loan Loss Provisions to Total Non

Performing Loans

IV-CAPITAL ADEQUACY

BIS Risk Assets Ratio
BIS Risk Assets Ratio on Tier One Capital

9.3%
8.7%

106%

15.6%
12.8%

6.5%
5.3%

121.7%

14.3%
13.0%

5.4%
4.9%

110.3%

13.8%
12.7%

5.3%
4.4%

111.8%

15.7%
14.5%

5.1%
4.5%

114%

16.5%
15.2%

Shareholders' Equity / Total Assets  133% 13.8% 12.7% 14.6% 13.29%
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SHAREHOLDERS' EQUITY

Branches

Branch Telephone Fax Address Branch Telephone Fax Address
Muscat Governorate Dhahirah Region
Muscat 736614736606 739166 1613, PC 112, Ruwi Thri 489341/489685 490341 28, PC 511, Thri
Chroniche Muttrah 712970/714452 713556 1441, PC 112, Ruwi Al Tragi 4950717494126 495047 90, PC 515, Iragi
MBD 750516/790466 798621 2230, PC 112, Ruwi Buraimi 651989/651696 651115 278, PC 512, Burami
Greater Muttrah 707959/706636 706103 1831, PC 112, Ruwi
Wadi Al Kabir 7714126/7714127 7714128 1507, PC 112, Ruwi Dakhliah Region
Ruwi 7731090/7735854 7731892 1442, PC 112, Ruwi Bidbid 369044/369033 369055 307, PC 613, Bid Bid
Amerat 576580/576120 575829 346, PC 112, Ruwi Sumail 351188/351283 350094 190, PC 620
Wattayah 566731 566732 1696, PC 112, Ruwi Barkat Al Mauz 433460/433466 433462 97, PC 516, Barkat Al Mauz
Qurum 567671/567673 567679 108, PC 114 Nizwa 410234/411370 411234 83, PC 611, Nizwa
Madinat Sultan Qaboos 601256/604606 601245 326, PC114 Bahla 420292/420021 420387 661, PC 612, Bahla
Al Khuwair 602374/602049 601623 1507, PC 112, Ruwi
Al Khuwair Centre 680008/684880 683366 2717, PC 112, Ruwi Shargiyah Region
Bausher Polyclinic 502605/596994 595323 184, PC130 Sinaw 474367/474663 474823 296, PC 418, Sinaw
Azaiba 595075/596811 595079 378, PC133 Ibra 471631/471632 470646 514, PC 413, Ibra
Seeb Airport 510101/510102 510468 56, PC 111, Seeh Al Mintirib 484049/483853 483510 154, PC 421
Al Khoud 536132/545026 545268 555, PC 121 Jalan Bani Bu Ali 453440453414 453446 10, PC 416, Jalan
Seeb Town 623373/625852 625627 347, PC 121, Seeb Al Ees - Sur 444350441912 443710 323, PC 411
Sur 441255/440256 440615 75, PC 411, Sur
AL Batinah Region
Barka 884423/884428 884451 751, PC 320, Barka Dhofar Governorate
Rustag 875117/876039 875591 25, PC 318, Rustag Salalah 292299/294863 295291 2334, PC 211, Salalah
Rustaq 2-Al Ghoshb 878737875759 878797 216, PC 329 Saada- Salalah 225409/225463 225179 2334, PC 211, Salalah
Muladdah 868544/868553 868549 106, PC 314, Muladdah | Al Wadi- Salalah 212185/212180 210085 2334, PC 211, Salalah
Suwaig 8620107862001 862102 585, PC 315, Suwaig Awgadain- Salalah 2111307211226 211125 2334, PC 211, Salalzh
Khadra Al Burashid 814162/814164 814163 505, PC 315, Suwaiq
Khaboura 801028/801686 805130 423,PC326
Hafeet 817991/817992 817993 596, PC 319, Saham
Saham 8566997854400 855277 92, PC 319, Saham
Sohar 840228/844358 841229 21, PC 311, Sohar
ATM's Markaz Al Bahja Izki ( Near Post Office)
Al Khoud Branch Shafaa’ ( Shafaa’ Military Camp- Izki)
Muscat Governorate Al Khoud (Bp filling station- Book Roundabout) Nizwa Branch

Muscat Branch

Muttrah - Chroniche Branch

MBD Branch - 1
MBD Branch - 2

Greater Muttrah Branch
Al Wadi Al Kabir Branch

Ruwi Branch

Al Aamerat Branch
Wattayah Branch
Qurum Branch
Crowne Plaza Hotel

Madinat Sultan Qaboos Branch

Al Khuwair Branch

Al Khuwair Centre Branch

Al Sarooj Commercial Center

Al Khuwair 33 (4] Maha Filling Station)
Khuwair (Pic & Save)

Bausher Polyclinic Branch

Bausher (Zain Factory)

Al Gubrah( Al Shera'a Roundabout)
Azaiba Branch

Seeb Airport Branch
Seeb International Exhibition Center

Seeb Town Branch

Al Batinah Region

Barka Branch
Rustaq Branch

Rustaq 2 Branch - Gashob

Muladdah Branch
Suwaiq Branch

Khadhra Al Bu Rasheed Branch- Suwaig

Khaboura Branch

Hafeet Branch- Saham

Saham Branch
Sohar Branch

Dhahirah Region

Ibri Branch
Iraqi Branch - Ibri
Buraimi Branch

Dakhliah Region

Bidbid Branch
Sumail Branch
Barkat Al Mauz Branch

Bahla Branch

Shargiyah Region
Sinaw Branch

Tbra Branch

Minitirib Branch-Bidiya
Jaalan Bani Bu Ali Branch
Al Ees Branch - Sur

Sur Branch

Dhofar Governorate

Salalah Branch

Salalan (Shell Filling Station-Sook Al Markazi)
New Salalah (Al Najah Street)

Salalah (Al Qoaf-Al Salaam Street)

Salalah (Haffa-Sultan Qaboos Street)

Al Sa'ada Branch-Salalah

Dahareez - Salalah

Al Wadi Branch - Salalah

Al Awgadain Branch-Salalah

@)




BANK DHOFAR NETWORK OF BRANK

AL BATINAH REGION

(JBr-aces

ATM' - i/ Branches..,

~
= Branche
_9 ATM's
- Dadd

DAKHLIAH REGION

45 Branches

Total of 62 atm's Nationwide

DHOFAR GOVERNORATE

Audit & Accounting

P.O. Box 641

4th Floor, HSBC Bank Building Tel. : (968) 709181
Ruwi 112 MBD Area, Muscat Fax : (968) 700839
Sultanate of Oman Sultanate of Oman

E-mail ; kpmgoman@kpmg.com.om

REPORT OF THE AUDITORS TO THE SHAREHOLDERS OF
BANK DHOFAR SAOG
(Formerly Bank Dhofar Al-Omani Al-Fransi SAOG)

We have audited the balance sheet of Bank Dhofar SAOG ("the Bank") as of 31 December 2003 and the related statements of income

changes in equity and cash flows for the year then ended, set out on pages 30 to 64,

’

Respective responsibilities of the Bank’s Board of Directors and Auditors

These financial statements are the responsibility of the Bank’s Board of Directors. Our responsibility is to express an opinion on these

financial statements based on our audit.

Basis of opinion

We conducted our audit in accordance with International Standards on Auditing as promulgated by the International Federation of

Accountants. Those Standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial

statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and

disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates

made by the Board of Directors, as well as evaluating the overall financial statement presentation. We beljeve that our

audit provides
a reasonable basis for our opinion,

Opinion

In our opinion, the financial statements present fairly, in all material respacts, the financial position of Bank Dhofar SAOG as at 31

December 2003 and the results of its operations, and its cash flows for the year then ended in accordance with International Financial

Reporting Standards as promulgated by the International Accounting Standards Board and the disclosure requirements of the Capital

Market Authority and comply with the Commercial Companies Law of 1974, as amended.

27, January 2004 W :
/

KPMG, a branch office established under
the law of Oman, Iis a member of
KPMG International, a Swiss cooperative,

Chartered Accountants
C.R. No. : 6/30936/1
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For the year ended 31 December 2003

INCOME STATEMENT

2003

2003 2002 _ o
usD’ 000 USD’ 000 Notes RO’000 RO'000 2003 2002
Assets UsD’ 000 ot 2003 2002
_ . o ’ ,
36,320 26,940 Cash and cash equivalents 3 13,983 10,372 & E0I000 RO'000
85,291 74,571 Treasury bills 26 32,837 28,710 64,000 Interest income
59,377 36,951 Investment securities 4 22,860 14,226 fimes) Interest expense 267'675 24,640
52,652 32,683 Loans and advances to banks 5 B 2027} 12,583 (6,273) (6,416)
953,727 690,925 Loans and advances to customers 6 - 367,185 266,006 P
8,927 12,221 Property and equipment 7 3,437 3,453 by Net interest income 412 e
13,571 7,273 Intangible assets 8 . 5225 2,800 t Other income 19 5'040 18,224
21,524 11,951 Other assets 9 8,287 5,853 ! H058
= 57,901 Operating i
1,231,389 893,515 Total assets 474,085 344,003 perating income s i
= =5t . 7
Liabilities
: = Operating expenses
69,026 : 18,016 Deposits from banks 10 : 2_6,575 6,936 (20,831) T B ——
930,901 720,049 Deposits from customers 11 358,397 277,219 (2,166) Depreciation I casts 20 (9,986) (8,020)
48,374 32,311 Other liabilities 12 18,624 12,440 7 (1,030) ('83 £
19,122 - Subordinated bonds 13 7,362 - (22,997) Dpersiling expensss
- e (11,016) (8,854)
1,067,423 770,376 Total liabilities 410,958 296,595
= 34,904 Profit from i
operations before i i
Shareholders' equity s wipasront 15,426 13,438
108,992 91,637 Share capital 14 41,962 35,280
14,101 - Share premium 14 - -5-,429_' - (10,657) Impairment
13,813 11,174 Legal reserve 15 5319 4,302 s (4,003) (4,103)
3,823 = Subordinated bond reserve 15 1,472 3
16,3_4_1_{8 16,348 Proposed distribution 14 . ”_-6‘,__294 : 6,294 224,247 Profit from operations after impairment 1
- 6,889 3,980 Retained earnings - 2,652 1,532 (2,701) Income tax expense 22 b2 9,335
: ' (1,267) (1,040)
163,966 123,139 Total shareholders' equity 63;-1"2_7 47,408 5
st e 1387 Net profit for the year
: 1
1,231,389 893,515 Total liabilities and shareholders’ equity 474,085 344,003 9,258 8,295
0.61 ; )
| Contingent liabilities . Earnings per share (Rials Omani/USD) 16 0.252
169,709 124,062 and commitments 25 65,338 i G2
3.91 3.49 Net assets per share (Rials Omani/USD) - 1.504 R 64 Formait itegtal SR GF fhese T |
se financial statements.

The notes on

The financial statements were approved and autho

behalf by:

pages 34 to 64 form an integral part of these financial statements.

Chairman

The report of the auditors is set forth on page 29.

30

rised for issue by the Board of Directors on 27 January 2004 and signed on theil

Chief Executivé|

port of the auditors is set forth on page 29.
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STATEMENT OF CHANGES IN EQUITY

For the year ended 31 December 2003

Sub-
ordinated

Sub-
ordinated

Proposed Retained

distribution

bond
reserve

Legal
reserve

Share
premium

Share
Capital
RO'000

Proposed Retained

bond
reserve distribution

Legal
reserve

Share
Premium
USD' 000 USD’' 000 USD’ 000

Share
Capital

Total
RO'000

earnings

Note

Total

earnings

RO'000

RO'000 RO'000

RO'000

RO'000

UsD' 000 USD’' 000 USD’ 000

UsD’ 000

42,651

53¢

5,040

3,472

33,600

1 January 2002

1,401 110,783

13,001

9,018

87,273

(1,680)

1,680

Issue of Bonus shares

(4,364)

4,364

8,295

8,295

Net profit for the year

21,545

21,545

(3,360)

(3,360)

Dividends paid

(8,727)

(8,727)

(6,294)

6,294

14

Propesed dividend

(16,348)

16,348

(830)

830

15

Transfer to legal reserve

(2,156)

2,156

(178)

(178)

Directors’ remuneration

(462)

(462)

1,532 47,408

6,294

4,302

35,280

31 December 2002

3,980 123,139

16,348

11,174

91,637

3

N

6,682

6,682

14

Shares issued

17,355

17,355

5,429

5,429

14

Share premium

14,101

14,101

10,156

10,156

Net profit for the year

26,379

26,379

(6,294)

(6,294)

Dividends paid

(16,348)

(16,348)

(6,294)

6,294

14

Proposed dividend

(16,348)

16,348

(1,016)

1,016

(2,639) Transfer to legal reserve

2,639

Transfer to subordinated

(1,472)

1,472

15

bond reserve

(3,823)

3,823

(254)

(254)

Directors’ remuneration

(660)

(660)

5,429 5,318 1,472 6,294 2,652 63,127

41,962

31 December 2003

14,101 13,813 3,823 16,348 6,889 163,966

108,992

The notes on pages 34 to 64 form an integral part of these financial statements the report of the auditors is set forth on page 29.

CASH FLOW STATEMENT

For the year ended 31 December 2003

2003 2002 2003 2002
uUspD’ 000 UsbD’ 000 RO_'OO_O RO000
Operating activities _

82,319 70,452 Interest and commission receipts 31,693 27,124
(14,184) (20,252) Interest payments (5,461) (7,797)
(18,455) (14,735) Cash payments to suppliers and employees (7,105) (5,673)

49,680 35,465 19,127 13,654

Increase in operating assets 5
(65,333)  (31,192) Loans and advances to customers (25,153) (12,009)
(17,932) 1,556 Loans and advances to banks (6,904) 599
(153,000)  (109,730) Purchase of treasury bills (58,905)  (42,246)
144,790 119,870 Proceeds from sale of treasury bills 55,744 46,150
(91,475) (19,496) (35,218) (7,506)
| Increase in operating liabilities
59,405 22,891 Deposits from customers 22,871 8,813
48,400 (21,161) Deposits from banks 18,634 (8,147)
107,805 1,730 41,505 666

66,010 17,699 Net cash from operating activities 25,414 6,814

(2,701) (2,291) Income tax paid (1,040) (882)

63,309 15,408 Cash flow from operating activities 24,374 5,932

Investing activities :
1,855 2,345 Investment income 714 903

(2,605) (2,252) Purchase of investments (1,003) (867)

2,122 8,317 Proceeds from sale of investments 817 3,202
(1,769) (1,699) Purchase of property and equipment (681) (654)
203 96 Proceeds from sale of property and equipment 78 37
(24,720) - Acquisition of MIB (13,367) 2
(34,914) 6,807 Net cash from investing activities (13,442) 2,621
Financing activities
'__(:16,348) (8,727) Dividend paid (6,294) (3,360)
(462) (314) Directors remuneration paid (178) (121)
(16,810) (9,041) Net cash from financing activities (6,472) (3,481)

11,585 13,174 Net change in cash and cash equivalents 4,460 5,072

28,535 15,361 Cash and cash equivalents at 1 January 10,986 5,914

40,120 28,535 Cash and cash equivalents at 31 December 15,446 10,986

36,320 26,940 Cash and cash equivalents 13,983 10,372

(894) (875) Capital deposit with Central Bank of Oman (344) (337)

5,060 3,005 Loans and advances to banks 1,948 1,157

. (366) (535) Deposits from banks (141) (206)
40,120 28,535 Cash and cash equivalents for the purpose of cash flow statement 15,446 10,986

The Notes on pages 34 to 64 form an integral part of these financial statements.

The report of the auditors is set forth on page 29.
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2.3

2.3.1

2.3.2

2:3.3

NOTES
(forming part of the financial statements)

Principal accounting policies (continued)
Financial instruments

Classification

Trading instruments are those that the Bank principally holds for the purpose of short-term profit taking and represent
derivative contracts that are not designated and effective hedging instruments, and liabilities from short sales of financial

instruments.

Originated loans and receivables are loans and receivables created by the Bank providing money to a debtor other than
those created with the intention of short-term profit taking. Originated loans and receivables comprise loans and advances

to banks and customers other than bonds purchased at original issuance.

Held-to-maturity assets are financial assets with fixed or determinable payments and fixed maturity that the Bank has the
intent and ability to hold to maturity. These represent certain advances to banks and customers and certain debt

investments.

Available-for-sale assets are financial assets that are not held for trading purposes, originated by the Bank, or held to
maturity. Available-for-sale instruments include money market placements and certain debt and equity investments.

Recognition

The Bank recognises financial assets held for trading and available-for-sale assets on the date it commits to purchase the

assets. From this date any gains and losses arising from changes in fair value of the assets are recognised.

Held-to-maturity loans and originated loans and receivables are recognised on the day they are transferred to the Bank.

Measurement
Financial instruments are measured initially at cost, including transaction costs.

Subsequent to initial recognition all trading instruments and all available-for-sale assets are measured at fair value, except
that any instrument that does not have a quoted market price in an active market and whose fair value cannot be reliably

measured Is stated at cost, including transaction costs, less impairment losses.

All non-trading financial liabilities, originated loans and receivables and held-to-maturity assets are measured at amortised
cost less impairment losses. Amortised cost is calculated on the effective interest rate method. Premiums and discounts,
including initial transaction costs, are included in the carrying amount of the related instrument and amortised based on

the effective interest rate of the instrument.
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Principal accounting policies (continued)
Financial instruments (continued)

Fair value measurement principles

creditworthiness of the counter-parties.
Gains and losses on subsequent measurement

Gains isi
and losses arising from a change in the fair valye of available-for-

recognised directly in income St sale assets and assets held for trading are

Cash and Cash equivalents
;» and short-term highly liquid
Treasury bills

Treasury bills issued fo
ra
term greater than three months are classified separately as assets available f
able for sale.

Investments |

o

2.7

2.8

2.9

2.10

2.10.1

(forming part of the financial statements)

Principal accounting policies (continued)

Loans and advances

Loans and advances originated by the Bank are classified as originated loans and receivables. Loans and advances are

reported net of allowances to reflect the estimated recoverable amounts {accounting policy 2.10).

De-recoghition

A financial asset is derecognised when the Bank loses cantrol over the contractual rights that comprise that asset. This

occurs when the rights are realised, expire or are surrendered. A financial liability is derecognised when it is extinguished.

Available-for-sale assets and assets held for trading that are sold are derecognised and corresponding receivables from the
buyer for the payment are recognised as of the date the Bank commits to sell the assets. The Bank uses the specific

identification method to determine the gain or loss on de-recognition.

Held-to-maturity instruments and originated loans and receivables are derecognised on the day they are transferred by the

Bank.

Offsetting

Financial assets and liabilities are offset and the net amount reported in the balance sheet when there is a legally

enforceable right to set off the recognised amounts and there is an intention to settle on a net basis, or realise the asset

and settle the liability simultaneously.

Impairment

Financial assets are reviewed at each balance sheet date to determine whether there is objective evidence of impairment.

If any such indication exists, the asset’s recoverable amount is estimated.

Originated loans and advances

The recoverable amount of originated loans and advances is calculated as the present value of the expected future cash

flows, discounted at the instrument’s original effective interest rate. Short-term balances are not discounted.




NO__TES

(formlng part of the financial statements)

Principal accounting policies (continued)

Impairment (continued)

Originated loans and advances (continued)
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2.11

2,12

2,13

2.14

NOTES

(formmg part of the ﬂnanc1ai statements)

Principal accounting policies (continued)
Property and equipment

Items of property and equipment are stated at cost less accumulated depreciation and impairment loss except for freehold
land and capital work-in-progress which are stated at cost. Depreciation is calculated so as to write off the cost of property
and equipment, other than freehold land and capital work-in-progress, by equal instalments over their estimated economic

useful lives from the date the asset is brought into use, as follows:

Years
Buildings ' 7-25
Furniture and fixtures 3-7
Motor vehicles 3-5
Computer equipment 4

Gains and losses on disposal of property and equipment are determined by reference to their carrying amount and are taken
into account in determining operating profit. Repairs and renewals are charged to the income statement when the expense
is incurred. Subseqguent expenditure is capitalised only when it increases the future economic benefits embodied in the item

of property and equipment. All other expenditure is recognised in the income statement as an expense as incurred.
Intangible assets

Goodwill arising on an acquisition represents the excess of the cost of the acquisition over the fair value of the net
identifiable assets acquired. Goodwill is stated at cost less accumulated amortisation and impairment losses. Goodwill is

amortised over a period of 10 years from the date of initial recognition and is charged to the income statement on a straight

line basis.
Investment property
Investment property is stated at fair value determined periodically by an independent registered valuer. Fair value is based

on current prices in an active market of similar properties in same location and condition. Diminution in value below original

cost will be charged to the income statement. valuation increase will be credited to the income statement.

Investment property is included in other assets and is not depreciated.

Provisions

A provision is recognised in the balance sheet when the Bank has a legal or constructive obligation as a result of a past
event, and it is probable that an outflow of economic benefits will be required to settle the obligation. If the effect is

material, provisions are determined by discounting the expected future cash flow rate that reflects current market

assessments of the time value of money and, where appropriate, the risks specific to the liability.
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Principal accounting policies (continued)

Dividends

Dividends are recognised as a liability in the Year in which they are declared
ed,

Other payables
Other payables are stated at cost,

Interest income and expense

Income tax is recognised in the income

in which case it js recognised in equity.

nefit will be realised,
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Principal accounting policies (continued)
Employee terminal benefits

Contributions to a defined contribution retirement plan, for Omani employees in accordance with the Oman Social Insurance

Scheme, are recognised as expense in the income statement as incurred.

Provision for non-Omani employee terminal contributions, which is an unfunded defined benefit retirement plan, is made in
accordance with Omani Labour Laws and is based on the liability that would arise if the employment of all employees were

terminated at the balance sheet date.
Derivative financial instruments

The Bank uses forward exchange contracts to manage its exposure to foreign exchange risks arising from operational,

financing and investment activities. The Bank does not hold or issue derivative financial instruments for trading purposes.

Derivative financial instruments are recognised at cost. Subsequent to initial recognition, derivative financial instruments

are stated at fair value.
Directors’ remuneration

In accordance with the Commercial Companies’ Law of 1974, as amended, Directors’ remuneration is shown as an

appropriation of profit.
Segment reporting

A segment is a distinguishable component of the Bank that is engaged either in providing products or services (business
segment), or in providing products or services within a particular economic environment (geographical segment), which is
subject to risks and rewards that are different from those of other segments. The Bank currently operates only in the
Sultanate of Oman. The Bank’s primary format for reporting segmental information is business segments, based upon
Management and internal reporting structure. The Bank’s main business segments are commercial and investment
banking. During the years ended 31 December 2003 and 31 December 2002 the Investment Banking Segment is not
considered by the management to be a reportable segment and accordingly, its assets, revenues and results have been

combined, in these financial statements, within those of the Commercial Banking segment.
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Cash and cash equivalents

2003 2002

RO'000 RO'000

Cash on hand 3,787 3,930
Balances with Central Bank of Oman 10,196 6,442
13,983 10,372

At 31 December 2003, cash and cash equivalents included balances with the

approximately RO 344,000 (2002: RO 337,000) as minimum reserve requireme
Bank’s daily business.

Central Bank of Oman in the amount of
nts. These funds are not available for the

Investment securities

Debts and other fixed income instruments held to maturity

Government Development Bonds (cost and market value)

17,249 10,449
Equity investments available for sale
- Quoted 3,254 2,535
- Unquoted 2,357 1,242
22,860 14,226
Market value Carrying value
Cost 2003 2002 2003 2002
RO’000 RO’000 RO'000 RO’000 RO'000
Quoted
- at Muscat Securities Market
Investments 485 974 619 974 486
Insurance 465 730 536 730 464
Services 782 973 863 973 738
Industrial 757 = 743 823 577 823
2,489 3,420 2,841 3,254 2,511
- at foreign security markets - - 24 = 24
2,489 3,420 2,865 3,254 2,535
Jnquoted
Jnquoted Omani Company 1,618 - 3 1,368 740
Inquoted foreign equities 989 E = 989 502
2,607 - = 2,357 1,242

NOTES

‘.(.1;orr’r.i{iﬂn-g“part of the financial statements)

Loans and advances to banks

2003 2002
RO'000 RO'000
18,323 11,426
Placement with other banks - g
F
Current clearing accounts
20,271 12,583

A m men h on nk in h nk’ ment (2002: one).
t 31 December 2003, placements with one bank individually represents 20% or more of the Bank’s place (
’

Loans and advances to customers

5 50,805 39,474
i 326,139 228,716
Loans oln
18,345 ;
Loans against trust receipts - s
r
Bills discounted -~ e
T
Advance against credit cards - e
Others
404,766 284,402
Gross loans and advances - Nl
r
Less: Impairment allowance .
367,185 266,006
Net loans and advances
The movement in the impairment allowance is analysed below:
a) Provision for loan losses
13,047 10,049
1 January . :
11,051
Acquired from MIB 4.878 re
r
Allowance made during the year - o
Released to income statement during the year _(255) o
Written off during the year
27,761 13,047

31 December
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Loans and advances to customers (continued)

b) Reserved interest (CBO requirement) | cane e
RO’000 RO'
000
1 January
Acquired from MIB 51349‘ 5
Reserved during the year . :
Released to income statement during the year 2'36].- ol
Written off during the year = o
(213) (28
3)
31 December .
9,820
5,349
Total impairment allowance |
% 37,581 18
,396

nte est is reserved b the Bank to np wit ” e eg atio S 1 1e5 IS he (:e tral Bank of (JI[ an
y
co Y | ules, ul and g |de|| | Sued b
iga 1st 0ans a d adva ces wnich are |Ir Da! Ed '

the Central B ﬂk g p
Jr de a Of Oman's UIdell es fOl ovisior agal st ClaSS| IEd fDallS da d adVa] ces, at 31 DECEI be 200 out
r 3! u

f the total provisions of -
a
SR pproximately RO 37,581,000 (2002: RO 18,396,000) provision made on a
ar assets amounts to approximately RO 5,398,000 (2002: RO 5,042 000) general portfolio basis
- ’ r =

cer be 2003 oans d a es w ]Ci e 1 a“ed (0] which inte e as b e =} I u
7 adv C a 1 st 1= d
serve amo t to

pproximately RO 30,292,000
2 .
n . Hal (2002: RO 10,087,000) and loans and advances on which inte i ;
nt to approximately RO 5,120,000 (2002: RO 5,028,000) rest is not being accrued
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Property and equipment

Furniture Capital
Freehold and Motor Computer work-in-
land Buildings fixtures vehicles equipment progress Total

RO'000 RO’'000 RO’'000 RGO'000 RO'000 RO'000 RO’000
Cost
1 January 2003 140 1,653 2,894 455 2,986 300 8,428
Acquired from MIB - - 498 151 915 - 1,564
Additions - - 277 115 517 = 909
Disposals/Transfer = = (64) (35) (25) (228) (352)
Written-off = = 3 - (114) - (114)
31 December 2003 140 1,653 3,605 686 4,279 72 10,435
Depreciation
1 January 2003 - 825 1,988 290 2,322 - 4,975
Acquired from MIB - - 311 144 742 A 1,197
Charge for the year - 69 433 91 437 - 1,030
Disposals /
written-off - - (49) (34) (121) - (204)
31 December 2003 = 444 2,683 491 3,380 - 6,998
Net book value
31 December 2003 140 1,209 922 195 899 72 3,437
31 December 2002 140 1,278 906 165 664 300 3,453

During 2003, buildings classified as investment properties (note 9) in the amount of approximately RO 1.252 million (2002:
RO 1.252 million) have been transferred to other assets.

Intangible assets

on 31 March 2003, the Bank acquired MIB. The net assets of MIB were acquired at a consideration of RO 26.82 million.
The fair value of the identifiable net assets acquired amounted to RO 23.82 million. Accordingly, goodwill in the amount of
approximately RO 3 million has been recognised, which is being amortised over a period of 10 years. Also during 2001, the
Bank had acquired sixteen branches of Commercial Bank of Oman SAQOG at a purchase price of approximately RO 15.48
million. This acquisition gave rise to goodwill of RO 3.5 million, which is also being amortised over a period of 10 years.

2003 2002

RO'000 RO'000

Goodwill on acquisition 2 6,50ﬂ 3,500

Accumulated amortisation (1,275) (700)

Goodwill at the end of the year : 5,225 2,800
The movement in the goodwill account is as follows:

Opening goodwill 2,800 3,150

Addition on acquisition (note 29) 3,000 =

Amortised during the year - (575) (350)

5,225 2,800

Goodwill at the end of the year

The amortisation charges for the year are included in staff and administration costs.

45




e ot s T E S

(formi

ng part of the financial statements) a “
Dther assets
2003
2002

RO'000 RO'000
orward exchange contracts
nterest receivable 4,139 1,989

- I

eceivable from Ministry of Finance 1,033 725
repaid expenses = 132
eferred tax asset (note 22) 220 465
ther receivables = 624 526
vestment property (note 7) 643 764

1,322

: 1,252

8,287 5,853

Irsuant to an agreement bet
ween the Bank and the G
overnment of the Sultanate
of Oman actin

1ance (" "
( MOF' )r g through the Ministr\/ of

the MOF had a
greed to m
oS BB o BE ’ ake payments to the Bank in connection with the obligations of
was fully paid in June 2003. Investment properties a customer. The
are not depreciated.

posits from banks

‘m deposits
/able on demand 26,434 ! 6,730
141 206
26,575 6.936

31 DeCE T be 2003 bO row g
. = o
' f 0 no ba k | d|Vfdua”y lep esent 20 Yo 0 maore o the Ba lks bOl ow 1gs 2002 2
( )

posits from customers

rent accounts

ings accounts 91,234

59,721

e deposits 45,502 39,728

ificate of Deposits 208,007 176,898
jin accounts 10,099
2,555

872

358,397 277,219

ent accounts and time d its i
epo .
N posits include deposits from the Government of the Sult

y RO 71,090,000 (2002: RO 56,105 000) ultanate of Oman in the amount of
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Other liabilities 2003 2002
RO'000 RO'000

Interest payable 2,241 1,429
Creditors and accruals 9,563 7,146
Staff terminal benefits 200 164
Forward exchange contracts 4,143 1,990
Income tax provision _2,230 1,566
Deferred income 247 145
18,624 12,440

Staff terminal benefits

The Bank’s net liability to unfunded defined benefit retirement plan and the movement during the year is as follows:

1 January 164 146
Expense recognised in the income statement 44 37
Cash paid to employees (8) (19)

200 164

31 December

subordinated bonds

Pursuant to a ‘merger agreement’ between the Bank and MIB dated 28 December 2002, at 31 March 2003 the Bank has
issued 7,361,767 subordinated bonds of RO 1 each for tenure of 5 years and 1 day to the erstwhile shareholders of MIB.

These bonds carry a coupon rate of 7% per annum payable annually. The bonds are listed at Muscat Securities Market.

share capital and share premium

The authorised share capital consists of 50,000,000 (2002: 50,000,000) shares of RO 1 each. At 31 December 2003, the
issued and paid up share capital comprises 41,961,818 (2002: 35,280,000) shares of RO 1 each.

On 31 March 2003, pursuant to the ‘merger agreement’, the Bank has issued 6,681,818 shares of RO 1 each to erstwhile

shareholders of MIB at a premium. Accordingly, total share premium RO 5,429,380 has been recognised and is not available

for distribution.

During the year ended 31 December 2002, the Bank had issued 1,680,000 shares as bonus shares to shareholders. The

bonus shares issued were funded from a transfer from retained earnings for the year ended 31 December 2001.
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Share capital (continued)

Shareholders

The following sha
reholders of the B
an
k own 10% or more of the Bank’s shares, in their
. name or through a nom;
minee account

2003 5
Shares held (% 2
g Yo Shoras hatg =
Dhc?far International Development : . e
and I
- nNvestment Company saog
Qais Omanij Establishment 14,988 5us 800 12,115,575
Civil Service Pension Fung 2,709,603 6.5 4,7691050 =
/69, 13.5
4,196,181 1ig
.0
— ! 2,491,
Proposed distribution - -

Th i
€ Board of Directors in their meeting held on 2
n

nd 7 January 20
ed 31 December 2003 (2002: RO 6,294 - ¥ 2004 proposed a cash dividend of RO 6,294 000 for th
! r - ¢ f or € vear

leserves

2gal reserve

2002
& RO’000 RO‘000
ry
propriati
Propriation for the year e e
1,016
December | | .
5,318
iIccordanc: =
e with Article 106 of the Commercial C
h Ompanies Law of 1974

onds mature.

48

16

17

i8
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Earning per share

The calculation of basic earnings per share is based on profit for the year attributable to ordinary shareholders as

follows:

2003 2002
Net profit for the year (RO) 10,156,000 8,295,000
Weighted average number of :
shares outstanding during the year 40,291,363 35,280,000
Earning per share 0.252 0.235

Capital adequacy

The ratio of equity to risk weighted assets as formulated by the Basle Committee for the year ended 31 December 2003 is

15.6% (2002: 14.3%).

Net interest income 2003 2002

RO’'000 RO'000
Loans and advances to customers 26,902 23,689
Debt investments 299 545
Money market placements 449 367
Cash and cash equivalents 25 39
Total interest income 27,675 24,640
Deposits from customers (6,061) (6,307)
Money market deposits (212) (109)
Total interest expense (6,273) (6,416)
Net interest income 21,402 18,224

Interest reserved during the year on impaired loans and advances in the amount of RO 2,361,000 (2002: 1,066,000) has

not been included in the total interest income in accordance with CBO guidelines,
Had the Bank presented interest income in accordance with IFRS 39 - Financial Instruments: Recognition and

Measurement, the interest income and impairment charge for the year would have increased by RO 2,361,000 (2002:

RO 1,066,000). However, the presentation followed by the Bank does not have any impact on the net profit of the Bank.
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Other income

2003 2002
Fees ; 0000 RO0
and commissions (net) go
Foreign exchange :
: 145
Investment securities - 40: 1,039
Others 273
1,702
: 1,197
1,484 1,559
= 4,068

The fees and commissi
missions show
n above are net of fees and commissions paid of RO
243,000 (2002: R
: RO 191,000).

Staff and administration costs

Staff costs

Salaries and allowances

Other personnel costs 4,96
Scheme costs - . e
5 402
N e .
on-Omani employee terminal benefit . el s
: ] 160
44
: 37
Administration costs ‘-
- 5,612 4,313

\dvertising and promotion
)ccupancy costs =
1,053
] 1,010

mortisation of intangible assets o
ata processing - . =
~€S and subscription | :;: .
orrespondent charges V = 464
YMMunication costs . E
inting and stationery | .33 :
ofessional charges - ::: o
;urance | 2 o
- L4« 169
- 131
5 _746'73. 432
9,986 8,020

31 December 2003
, the Bank had employee strength of 562 (2002: 431)

an Social Insurance Scheme ("the Schem )
ell

Ba”k contr bUtES (0] the SC eme for Om e p Oyees.
0 | t al ani l
s 1S
ad Iniste ed hy “ e GOVE! 1ent 0‘ 0” al

ributi
Ions to the Scheme based on fixed percentage

The Scheme, which is a defined contr|

The Bank and 0O 'butions retirement

mani employees are re

s of basic salarjes. Ael R e Monthly
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Staff and administration costs (continued)

Non-Omani employee terminal benefits

n for end of service benefits for non-Omani employees is made in accordance with the requirements of the

The provisio
r Law of 1973. This is an unfunded defined benefits retirement plan. Employees are entitled to

benefits based

Omani Labou
employment.

on length of service and final remuneration. Accrued staff terminal benefits are payable on termination of

Impairment 2003 2002
"RO’000 RO’000
Investments = 462
Loans and advances
- allowance for impairment 3,918 3,513
- written-off 57 8
Property and equipment 28 120
4,003 4,103
Income tax
Income tax expense:
Current tax expense 1,365 1,436
Deferred tax credit relating to the origination and
reversal of temporary differences (98) (396)
1,267 1,040

Income tax

The Bank is liable to income tax for the year 2003 in accordance with the income tax laws of the Sultanate of Oman at the
rate of 12% on taxable profits in excess of RO 30,000. The following is a reconciliation of income taxes calculated at the

applicable tax rate with the income tax expense:

Accounting profit for the year 11,423 9,335

Tax liability at the rates mentioned above 1,367 1,117

Tax effect of permanent differences (100) (36)

Tax effect of temporary differences not recognised as i

deferred tax : = (41)
1,267 1,040

Tax expense
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Income tax (continued)

Temporary differences which give rise to deferred tax assets are as follows:

2003 2002
- RO’000 RO’000
Depreciation (50) (65)

Provision for loan losses : 674 591
Total deferreq tax asset : 624 526

Status of the tax assessments

rectors believe that additional taxes, if any,

in respect of open tax assessments
would not he Mmaterial to the Bank's financial position.

-0ans and advances

irectors and shareholders holding less than 10%
terest in the Bank

: 16,861 5,699
irectors and shareholders holding 10% or more interest '
 the Bank 2,220 6,896
19,081 12,595
'POsits and other accounts
‘ectors and shareholders holding less than 10%
erest in the Bank 16,508 23,663
ectors and shareholders holding 10% or more interest
he Bank 20,004 2,287
6,512 25,950
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23

- continued)
f the Bank's shares (
lated parties and holders of 10% or more o
i ith relate
Transactions wi

2’6'03 2002
' RO'bb'o RO'000
Contingent liability and commitment - | 52. i
i o
Directors and shareholders holding less than -~ -
; K .
interest in the Ban e | . =
Directors and shareholders holding 10% or more | | 759
ire
1,611 4,289
in the Bank — |
| 16 11
| =i 16
Remuneration paid to Directors . | - 9
Chairman - remuneration . |
- sitting fees - 1
162
| 0 56
| 70
Board of Directors — remuneration -
- sitting fees 250 | -
. 37 18
Other transactions

Rental payment to a related party

| o




(forming part of the ﬁnanciai s

tatements)
Single borrower and senior members

Single borrower

Total exposure: .2.003 o
- RO'000 RO'000
Indirect (off-balance sheet items |
) .8,'7:_l4 7,169
Number of customers - —
Senior members 1 2
Total exposure:
Direct
Indirect s
19,513 12,595
Number of Members = -z
13
: 12

borrow
€r, are secured by cash collaterals pledge

with other commercial banks.

~ontingent liabilities and commitment
s
redit related contingent items

credi g 1 r commit 1ents or wnic t“e]e are co Q 1 1er ah es:
EttEJS (o) d t, uara tees d d ot
e
t S, d
[a]e} 1 g CUStO (=] '

tters of credit

ceptances

15,828

larantees and performance bonds 10,331 12830

i

vance payment guarantees 17,474 oz

yment guarantees 7'04 12,823
: 7

ners : 6,162
— 13,564

- : : 8,800

1,094 547

65,338 47 764
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(form

Contingent liabilities and commitments (continued)

Credit related contingent items (continued)

The Bank guarantees the performance of customers by issuing standby letters of credit and guarantees to third parties.

The risk involved is essentially the same as the credit risk involved in extending loan facilities to customers, therefore these

transactions are subjected to the same credit organisation, portfolio maintenance and collateral requirements for customers

e there is some credit risk associated with the remainder of commitments, the risk is viewed as

applying for loans. Whil
As the

modest, since it results from the possibility of unused portions of the facilities being drawn by the customers.

facilities may expire without being drawn upon, the notional amounts do not necessarily reflect future cash requirements,

The credit risk of these facilities may be less than the notional amounts, but as it cannot be accurately determined, the

credit risk has been taken to be the contract or notional amount. At 31 December 2003, letters of credit, guarantees and

other commitments amounting to RO 11,752,000 (2002: RO 3,497,000) are counter guaranteed by other banks.

Capital and investment commitments 2003 2002
- RO'000 RO'000
210 297

Contractual commitments for property and equipment

Other contingent liabilities and commitments

At 31 December 2003, there are no significant contingencies or commitments which have crystallised after the balance

sheet date nor are there any acknowledged material claims against the Bank.
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Analysis of significant assets and liabilities

Interest Sensitivity Gap

y following policy guidelines and reduces risk by matching the repricing of
assets and liabilities through various means includi

Ng monitoring by the ‘Asset—Liabthy’ Committe

9ap positions can be made to adjust the profile as market outlooks change.

e. Significant changes in

Effective

Due on Due Due Due Due Not Total
Average demand within within  within 1 after 5 bearing
Interest and to 30 lto6 7to 12 to 5 years interest
Rate Days months months years
% RO'000 RO’000 RO’000 RO’000 RO’000 RO’000 RO’000
31 December 2003
“ash & cash equivalent 6,000 - - - = 7,983 13,983
reasury bills 1.2 18,337 9,000 5,500 = = = 32,837
0ans and advances
) banks 2.4 13,757 385 2,279 3,850 - - 20,271
ans and advances
Customers 8.4 94,976 92,913 25,372 129,700 18,354 5,870 367,185
her assets - - - - - - 8,287 8,287
vestment securities 4.9 - 600 - 16,649
perty alnd equipment

= 5,611 22,860
angible assets

- 3,437 3,437

2 = = 4 5,225 5,225
al assets 133,070 102,898

33,151 150,199 18,354 36,413 474,085
0sits from

omers 1.8 52,001 78,094 91,142 56,423 42 80,695 358,397
osits from banks 1.3 24,512 - 1,925 138 - - 26,575
2r liabilities - - - - - - 18,624 18,624
rdinate bonds 7.0 - - - 7,362 - - 7,362
eholders’ equity - - - - - - 63,127 63,127

| liabilities &

eholders’ equity 76,513 78,094 93,067 63,923 42

162,446 474,085
lance sheet gap

56,557 24,804

(59,916) 86,276 18,312 (126,033) -
lative interest

ivity gap 56,557 81,361 21,445 107,721 126,033
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lysis of significant assets and liabilities (con
26 Analy
(a) Interest Sensitivity Gap (continued) ) Tctal
Due
Due :
Due .
. 3 ithi er 5 bearing
piad = 02 within within within 1 aft s e
e
s d:r:ago 1to6 7 to 12 to 5 y
; e ears
Inte;ets Days months months y :
- i Q'00
d RO'000 R
RO'000 RO’000 RO'000 RO'000
% RO'000
- 10,372 10,372
31 December 2002 — - - - - o
ash equivalent e -
i 2.0 4,500 16,880
Treasury bills | 4]
235 =
Loans and advances . . . . .
2. 8
e 370 266,006
39,489 5,
e e e 43,437 36,059 17,798 123,853 hER g
9.0 . _ _ l
to customers : = : - e 55
] = 10,199 .
Other assets - - , 7 i
investment securities 6.6 - - - 2r800 e
Property and equipment - - : _ - f
= — - 657 138,287 39,489 29,636 344,003
63 26, r
54,571 55,3
Total assets
9
61,794 277,21
3 42 (
ol 86,251 62,012 56,437 10,68 : i
u : - 1,925 -
customers : : ’ O oo
1 - 10,45 f
Deposits from banks 1.7 — . _ - e e
Other liabilities - _ ; - -
Shareholders’ equity -
3
119,652 344,00
e 08 42 .
i 91,262 64,002 56,437 12,6
’ . I (90,0186) -
Shareholders’ equi — — ’
(36,691) (8,639) (29,780} .
On-balance sheet gap
6 = =
i 50,569 90,01
Cumulative interest e Mk e 110)
sensitivity gap
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Analysis of assets and liabilities (continued)

Treasury bills - available for sale

Represents treasury bilis issued for a term of greater than three months:

91 days to 120 days
121 days to 182 days
183 days and above

5,500 7,330

(forming part of the financial stateme

nts)

2003
RO'000

21,337
6,000

2002
RO'000

15,380
6,000

32,837 28,710
Geographical concentrations
Assets Liabilities
Loans & Gross Deposits Deposit
advances loans & Investment from from Contingent
to banks advances securities customers banks liabilities
RO'000 RO’000 RO’000 RO’'000 RO’000 RO’'000
31 December 2003
Sultanate of Oman 7,850 404,766 21,871 358,397 1,678 36,767
dther GCC countries 4,159 - - - 9,336 5,822
urope & N. America 8,262 - 989 = 15,561 12,349
frica and Asia - - - - - 10,400
20,271 404,766 22,860 358,397 26,575 65,338
- December 2002
ltanate of Oman i 284,402 13,700 277,219 - 28,948
her GCC countries 4,132 = 24 - 1,289 1,875
rope & N. America 8,397 = 502 - 5,647 6,768
ica and Asia 54 - - - - 10,173
12,583 284,402 14,226 277,219 6,936 47,764
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Analysis of assets and liabilities (continued)
n

Customer concentrations

NOTES

;i\n-ancial statements)

Liabilities
Assets .
< Deposit
Deposits . t
Gross from Contingen
P loans & Investment fromm bailis liabilities
advances securities  customers i RO’000
to banks ad"ance: RO’000 RO'000 RO'000
‘00
RO’000 RO
. 618
= 103,632
31 December 2003 : 163,535 ;675 — 64,142
Personal - 227,521 5,611 183, ) -
Corporate - 13,710 17,249 ' X
65,33
Soeinan 766 22,860 358,397 26,575 ’
4
20,271 404,
210
. 82,911 -
31 December 2002 2 120,212 8,203 6,936 47,382
138, f
Personal e 159,179 3,777 (o5 ) 172
' 56,
Corporate 3 5,011 10,449 e
74
nt 6,936 s
Governme e 14,226 277,219
12,583 '
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A .
nalysis of assets and liabilities (continued)

Economic sector concentrations

Assets L'abl“t'es
GI'O S lualls Deposlts IIOIII CDIItIIIgent
S

liabilities

and advances customers
31 December 2003 B RO'000
Personal
International trade 163,535 103,632
r
Construction 52,012 12,582
J &
Manufacturing 25,316 3,408
r
Wholesale & retail trade 30,858 5,458
Communication and utilities 16,301 1,199
Financial services 6,717 1,013
Government 16,292
3,455
Other services 13,710 71,090
r
29,200
64,810

RO'000

618
14,499
12,723
10,263

4,377
1,463
1,504

578

6,830

Others
91,750
12,483
404
766 358,397 65,338

31 December 2002

Personal
International trade 202 82,911
Construction AL 4,977
Manufacturing ) 3,154
Wholesale & retail trade 15248 3,471
Communication and utilities oS 1,082
Financial services 2861 1,372
Government 14,873 4,066
Other services 5,011 56,105
14,223 57,607

210
10,321
12,321

8,787
1,438
1,559
1,624

172
4,347

Others
43,553
‘ 62,474
: 6,985
284
0 277,219 47,764

Foreign currency exposures
2003
2002
N RO'000 RO'000
et assets denominated in US Dollars
Net i i
assets denominated in other foreign currencies o o
r
455
270
14,300 13,037
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Fair value information
ff-balance sheet financial instruments at

Based on the valuation methodology outlined below, the fair values of all on and o
31 December 2003 are considered by the Management not to be materially different to their book values:

Estimation of fair values
s and liabilities.

The following summarises the major methods and assumptions used in estimating the fair values of asset

Loans and advances
Fair value Is calculated based on discounted expected future principal and interest cash flows. Loan repayments are
al repayment dates, where applicable. For loans that do not have fixed repayment dates or

erest rates

assumed to occur at contractu
t to prepayment risk, repayments are estimated based on experience in previous periods when int

that are subjec

were at levels similar to current levels, adjusted for any differences in interest rate outlook. Expected future cash flows are
estimated considering credit risk and any indication of impairment. Expected future cash flows for homogeneous categories
of loans are estimated on a portfolio basis and discounted at current rates offered for similar lpans to new borrowers with
similar credit profiles. The estimated fair values of loans reflect changes in credit status since the loans were made and
changes in interest rates in the case of fixed rate loans.

Investments carried at cost and derivatives
Fair value is based on quoted market prices at the balance sheet date without any deduction for transaction costs. If a
quoted market price is not available, fair value is estimated based on discounted cash flow and other valuation techniques.

ques are used, estimated future cash flows are based on management’s best estimates

Where discounted cash flow techni
e is a market related rate for a similar instrument at the balance sheet date.

and the discount rat

Bank and customer deposits
For demand deposits and deposits with no defined maturities, fair value is taken to be the amount payable on demand at
r value of fixed-maturity deposits, including certificates of deposit, is based on

the balance sheet date. The estimated fai
g rates currently offered for deposits of similar remaining maturities. The value of long-term

discounted cash flows usin
relationships with depositors is not taken into account in estimating fair values.

Other on-balance sheet financial instruments

The fair values of all on-balance sheet financial instruments are considered to approximate their book values.

Off-balance sheet financial instruments
ancial instruments, which include

No fair value adjustment is made with respect to credit-related off-balance sheet fin
es, as the related future income streams materially

commitments to extend credit, standby letters of credit and guarante
reflect contractual fees and commissions actually charged at the balance sheet date for agreements of similar credit
standing and maturity.

The market value adjustments in respect of foreign

Foreign exchange contracts are valued based on market prices.
exchange contracts are included in the book values of Other assets and Other liabilities.
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Risk Management

The important types of financial risks to which the Bank is exposed are credit risks, liquidity and market risk. Market risk
includes currency risk and interest rate risk. The Bank enters into derivative financial instruments like forward contracts for
risk management purpose. Financial risks are actively managed by Management to ensure compliance with Bank’s risk

limits. The Bank risk limits are assessed regularly to ensure their appropriateness given the Bank’s objectives, strategies
and current market conditions.

Credit risk

The most important risk to which the Bank is exposed is credit risk. The Bank is subject to credit risk through its trading,
lending and investing activities and in cases where it acts as an intermediary on behalf of customers or other third parties
or issues guarantees. The risk that counter-parties to financjal instruments might default on their obligations is monitored

on an ongoing basis. To manage the level of credit risk, the Bank deals with counter-parties of good credit standing and
when appropriate, obtains collateral,

The Bank’s primary exposure to credit risk arises through its loans and advances. The amount of credit exposure in this
regard is represented by the carrying amounts of the assets on the balance sheet, The Bank is exposed to credit risk on
various other financial assets, the current credit exposure in respect of these instruments is equal to the carrying amount
of these assets in the balance sheet.

The Bank guarantees the performance of customers by Issuing standby letters of credit and guarantees to third parties.
The risk involved is essentially the same as the credit risk involved in extending loan facilities to customers, therefore these
transactions are subjected to the same credit organisation, portfolio maintenance and collateral requirements for customers
applying for loans. While there is some credit risk associated with the remainder of commitments, the risk Is viewed as
modest, since it results from the possibility of unused portions of the facilities being drawn by the customers. As the

facilities may expire without being drawn upon, the notional amounts do not necessarily reflect future cash requirements

The credit risk of these facilities may be less than the notional amounts, but as it cannot be accurately determined, the

credit risk has been taken to be the contract or notional amount.

Concentrations of credit risk (whether on or off balance sheet) that arise from financial instruments exist for groups of

counter-parties when they have similar economic characteristics that would cause their ability to meet contractual

obligations to be similarly affected by changes in economic or other conditions.

The Bank’s policy is to require suitable collateral to be provided by certain customers prior to the disbursement of approved
loans. Guarantees and letters of credit are also subject to strict credit assessments before being provided. The agreements

specify monetary limits to the Bank's obligations. Credit card commitments are unsecured. Periodic reviews of cardholders’
creditworthiness are made and card limits are adjusted where necessary.,

Collateral for loans, guarantees, and letters of credit is usually in the form of cash, inventory,
property.

listed investments, or other
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Risk Management (continued)
Liquidity risk

Liquidity risk arises in the general funding of the Bank’s activities and in the management of positions. It includes both the
risk of being unable to fund assets at appropriate maturities and rates and the risk of being unable to liquidate an asset at

a reasonable price and in an appropriate time frame.

The Bank has access to a diverse funding base. Funds are raised using a range of instruments including deposits, other
liabilities and assigned capital. This enhances funding flexibility, limits dependence on any one source of funds and generally
lowers the cost of funds. The Bank strives to maintain a balance between continuity of funding and flexibility throu?h ’fhe
use of liabilities with a range of maturities. The Bank continually assesses liquidity risk by identifying arlul:l monitoring
changes in funding required to meet business goals and targets set in terms of the overall strategy. In addition the Bank

holds certain liquid assets as part of its liquidity risk management strategy.
Market risk

Market risk includes currency risk and interest rate risk.

Currency risk

The Bank is exposed to currency risk through its transactions in foreign currencies. Major foreign currency to which the

Bank is exposed to is US Dollar. As the currency in which the Bank presents its financial statements is Rial Omani, the Bank’s
i i i. The

financial statements are affected by movements in the exchange rates between these currencies and the Rial Omani. Th

i i ncies to
Bank finances a significant portion of its financial assets in the same currencies as the relevant measurement curre

mitigate its foreign currency risk.

; . . . : 2
The Bank’s transactional exposures give rise to foreign currencies gains and losses that are recognised in the incom
statement. The Bank ensures that its net exposure is kept to an acceptable level by buying and selling foreign currencies

at spot rates when considered appropriate.

Interest rate risk

The Bank's operations are subject to the risk of interest rate fluctuations to the extent that interest-earning assets and
. - d

interest-bearing liabilities mature at different times or in different amounts. In case of floating interest rate assets an

liabilities the Bank is also exposed to basis risk, which is the difference in repricing characteristics of the various floating

rate indices, such as savings rate and different types of interest.

i i i i ith

Risk management activities are aimed at optimising net interest income, given market interest rate levels consistent wi
the Bank’s business strategies. The Bank manages these mismatches by following policy guidelines and reduces risk by
: ; : T . _Liability’
matching the repricing of assets and liabilities through various means including monitoring by the ‘Asset-Liability

Committee. Significant changes in gap positions can be made to adjust the profile as market outlooks change.
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Merger with Majan International Bank SAOC
On 31 March 2003, the Bank acquired MIB, an Omani Closed Joint Stock Company incorporated in the Sultanate of Oman ]
in October 1998. The transaction was approved by the shareholders on 3 December 2002, and has been accounted for using

the ‘purchase method’ of accounting. Accordingly, the net assets of MIB are recorded at cost.

The fair value of assets and liabilities of MIB acquired by the Bank as 31 March 2003 were as follows:

 RO’000

Assets

Cash and cash equivalents 4,242

Treasury bills - 1,000

Investment securities 8,629

Loans and advances to banks 1,388

Loans and advances to customers - net - 80,469

Property and equipment - net 367

Other assets ] 462

Total assets = 96,557

Liabilities e

Deposits from banks 13,017

Deposits from customers 58,307

Other liabilities 1,409

Total liabilities ' 72,733

Net assets 23,824

Goodwill arising on acquisition 3,000

Purchase consideration ' 26,824

The cash flows in respect of the acquisition are as follows:

RO'000

Cash and balances with CBO 509

Balances with Central Bank of Oman : 3,603

Due from banks 2,888

Due to banks ' . (13,017)

Cash and cash equivalent for cash flow purposes acquired from MIB (6,017)

The shareholders of MIB existing on 31 March 2003 have received the following consideration:

P 6,681,818 shares of RO 1 each of the Bank. These shares rank equally with the existing shares of the Bank;

» 7,361,767 subordinated bonds issued by the Bank with a nominal value of RO 1 each-and a coupon rate of 7% per
annum with interest being paid annually. The bonds are redeemable five years and one day after the date of the issue;
and

P RO 7,350,000 in cash paid within one month after 31 March 2003.

Comparative figures

Certain comparative figures have been reclassified to conform to the presentation adopted in these financial statements.
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