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+ BDOF was established on Ist
January. 1990, .
+ The Bank started its operations with
only 2 branches. By 1992, it had 12

# In 1992, its authorised share capital
was increased to RO. 15 million.

# By 1994, the bank had increased its
Omanisation level to 74%.

# The Bank's Head office at MBD was
inaugurated in 1998. This 10-storey
butlding is a landmiark,

% Today, the Bank supports a network
of 43 branches, 57 ATMs, 37 affiliates
and 443 members of staff.

# The Omanisation level now stands at
over Y2%, the highest in the banking
sector.

* The Bank is equipped with cutting-
edge technology, using systems such as
CISCO Routers. TCP/AP, SWIFT
Communication, FDDI Ring
networking, Novell and NT Network
Operating Systems and a fully
functional Computer Backup Site.

www. bankdhofar.com

Suftan Qaboos Bin 9aid







Eng. Abdul Hafidh Salim Rajab Al-Aujaili
%ﬂuﬂ

Dear Shareholders,

On behalf of the Board of Directors of
Bank Dhofar Al Omani Al Fransi
(S.A.0.G), it is my proud privilege to
present to you the Bank’s Financial
Statements and the Auditor’s Report for the
financial year ended 31 December 2001.

The oil price opened firm in the US$ 19 —
20 band, saw a high of US$ 30 per barrel
and was back to US$ 17 - 18 level. The
drop in international oil prices was due to
the world economic scenario, which was in
the doldrums. The situation has worsened
after the September 11 episode.

The country’s economy however has
continued on its path of improvement.
Indications are that the oil prices may
stabilise around the present level and the
economy may continue on its recovery
path. The Stock Market has been having a
bumpy ride for entirely different reasons.

The MSM index opened firm at 201, peaked at 205 and
also touched an 8 year low of 146. As you may already be
aware, | am pleased to mention that our Bank’s share price
has held firm amidst this mayhem.

The year 2001 saw the full integration of the 16 erstwhile
Commercial Bank of Oman branches. With this, our
branch network has grown to 43 with an ATM network of
57 outlets. The Bank is thus poised to achieve an optimum
national network and is on the threshold for international
expansion.

Total assets of the Bank registered a quantum leap of 24%,
increasing to RO 337 million from RO 273 million at the
end of 2000. Gross loans and advances, the most
productive assets of the Bank, grew by 22% to reach a
figure of RO 272 million compared to RO 224 million at
the end of 2000. This growth is indeed commendable
when compared with the growth of 9% recorded by the
Banking industry in Oman. The customer deposits also
increased in unison by 27% to reach RO 268 million
compared to RO 211 million at the end of 2000.

Improving the efficiency of operations is an ongoing
process in your Bank. As a result, the expenses ratio of
your Bank, the most widely acknowledged parameter for
measuring a Bank’s efficiency, further improved from
44.02% to 43.59%. This, coupled with the stupendous
growth in the gross loans and advances of your Bank,
resulted in a record growth of 36% in the operating profit
of your Bank, reaching a total of RO 10.6 million
compared to RO 7.8 million for 2000. With the
introduction of new accounting standards, viz., TAS 39, the
financial assets and liabilities are shown at fair value in the
Balance Sheet. The heavy losses incurred by a very large
business group in Oman has severely affected the whole
Banking industry in the country. Thus, RO 1.7 million
being 100% of your Bank’s net exposure to this group has
been provided for by the Bank on this account. In spite of
this unusual provision and also the introduction of more
stringent accounting standards, the profit available for
appropriation showed a growth of 11% over the previous
year and was at RO 6.133 million.

In view of our robust performance, your Board takes
pleasure in recommending a dividend of 15% for the

financial year ended 31 December 2001. However, as you
are already aware, your Board last year evolved an
innovative approach and recommended a new dividend
policy of payment, partly in cash and partly in stocks
starting with the financial year 2000. In line with this
policy, your Board recommends 10% dividend in cash and
5% in stocks.

As you may already be aware, your Bank has started the
year 2002 on a happy note with the joint announcement to
the market by the Chairmen of Bank Dhofar Al Omani Al
Fransi and Majan International Bank of their intention of
the two Banks to merge. The preliminary steps have
already been taken and should this merger fructify, it will
firmly consolidate the position of your Bank as one of the
four largest Banks in Oman, ready to play a larger role in
the Country’s economy.

A new world order of electronic communication is rapidly
changing the way banks do business with their customers.
In this era of “Anytime, Anywhere, Anyhow” banking,
information technology plays a vital role in delivering
services to the customer’s satisfaction. In order to remain
abreast with the latest cutting edge technology,
strengthening of our Electronic Banking backbone is an
ongoing process in your Bank. Your Bank has joined the
Shamel Switch which is part of “Oman Switch”, which
will enable the Bank’s customers to access their accounts
from any ATM in the Sultanate and select ATMs across
GCC. We are introducing an electronic platform, which
will provide its customers with an uninterrupted service 24
hours, 7 days a week. Additionally, your Bank plans to
introduce Telephone Banking, Internet Banking and
Mobile Banking in the future.

As you may also be aware, your Bank is rated by two
internationally reputed rating agencies viz., Fitch IBCA
and Capital Intelligence (CIS). Both these agencies have
reaffirmed their ratings for your Bank as at par with the
Best in Oman.

Banking being a service industry, one of its most valuable
assets is the Bank’s dedicated staff and managers. The
Bank has continued to recruit young and energetic Omanis
who see a bright future in your Bank. The Bank is proud
to announce that its Omanisation level at 92.33% has

surpassed the 90% benchmark stipulated by
the Central Bank of Oman. Your Bank
places strong emphasis on training and is
confident that these dedicated young staff
will contribute to the success of your Bank
in years to come.

The Bank expects to set newer standards in
customer service. It is our profound belief
that the customer is the essence of our
being in business and it has been the
Bank’s endeavour to instil confidence in
our customers and demonstrate evidence of
trust, integrity, reliability, security and
empathy by tailor-making its services to
suit the specific needs of its customers in
general and corporate clients in particular.

On behalf of the Board, I would like to
thank our customers for their patronage and
the confidence they have reposed in your
Bank. They can continue to count on the
Bank’s unending support as also friendly
and efficient service. T also thank our
shareholders for their unstinting support
and the staff and management for their
good work done during the year 2001.

The Board of Directors also wishes to
thank the Central Bank of Oman for its
valuable guidance.

Finally, we at Bank Dhofar Al Omani Al
Fransi (SAOG), dedicate the achievements
of year 2001 to His Majesty Sultan Qaboos
Bin Said. We offer our most profound
gratitude for his farsighted leadership and
generous support to the private sector.
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Eng. Abdul Hafidh Salim Rajab Al Aujaili
Chairman
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Eng. Abdul Hafidh Salim Rajab Al-Aujaili

Sheikh Salem Mubarak Al Shanfari
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Sheikh Salem Oufait Al Shanfari
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Mohammed Yousouf Alawi Al Ibrahim
Menber

 Dhafer Sahmi Al Ahbabi

~ Ali Ahmed Al Mashani

Mleben

Sheikh Ahmed Taher Mogabil
Monber
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DMember

Eng. Said Salim Al Shanfari
Nenker

Saleh Nasser Al Habsy

Sayyed Salem Musallam Al Busaidi
Mesmber

" Abdul Aziz Al Al Shanfar
Mender

* Subail Ahmed Al Mashani
NManbr

1) Ahmed bin Ali Al Shanfari - General Manager

2) Abdullah bin Jama Farah - Deputy General Manager

and Chief Operating Officer
3) Virendra K. Raina - Assistant General Manager,
Corporate Banking
4) Yves Noyalet - Financial Controller
5) Max Jayamanna - Head of Internal Audit
6) Meryvn G. Fernando - Head of Credit
7) Syed Ziarat Ali - Head of International Division
8) Ravi Khana - Senior Manager,
Information Technology
9) Eshan Weerasinghe - Manager, Operations
10) Ahmed Said Al Tbrahim - Manager, Marketing
1) A. Reguramalingam - Manager, Investments
12) Ali Taqi Abdul Redha - Manager, Card Centre
13) Said Ahmed Safrar - Manager, MBD Branch
14) Amina Al-Falahi - Manager, Muscat Branch




To keep pace with the rapid economic
progress of the Sultanate of Oman, Bank
Dhofar Al Omani Al Fransi has enhanced its
efforts to become “the prefered bank” in the
corporate arena. In the year 2000, BDOF
revamped its Corporate Banking Group by
streamlining internal procedures and hiring
experienced professionals committed to
delivering corporate banking services of the
highest standards. This has paid rich
dividends in the year 2001.

The Corporate Banking Group, based at the
Bank’s Head Office in MBD, encompasses
Corporate  Credit, Project Finance &
Syndications, ~ Business  Development,
International Banking & Treasury, Trade
Finance, Credit Administration and Recovery.

Corporate Credit

The Corporate Credit Department is the nerve
centre of BDOF’s Corporate Banking Group.
It is staffed by qualified and highly
experienced banking professionals, bringing
their extensive international experience to the
Omani banking market. It provides the entire

gamut of corporate banking products, both funded and non-
funded.

Every customer or a group of customers is assigned a
specialised and attentive line-executive, designated as ‘Credit
Manager’ / ‘Credit Officer’, who is in constant touch with the
customer, understand his requirements, offer tailor-made
products  and services and coordinate with other
groups/departments of the Bank to facilitate prompt delivery
of the required services/products to the customer.

It was, therefore, not surprising that the Bank’s corporate
funded portfolio recorded an impressive growth of over 15.5%
as on 31.12.2001. This is perhaps the highest growth rate
witnessed during FY 2001 in the local Corporate banking
industry.

Project Finance & Syndications

In its endeavour to diversify the economy, the Sultanate of
Oman has embarked on an ambitious privatisation
programme, encouraging a wider participation from the
private sector. A number of large projects, requiring
considerable investment, which have been at the planning
stage for quite some time, are rapidly moving towards
financial close / implementation. BDOF has taken a conscious
decision to actively participate in the financing of such
projects within its prudential exposure norms. Accordingly,
the Project Finance & Syndication team continued to work
closely with local and international banks, exploring the
lending opportunities to various projects.

Some of the important project financing / syndicated deals, in
which BDOF participated during FY 2001, include Al Kamil
Power Company SAOC, AES Barka SAOC and Dhofar Power
Company SAOC. These, together with draw-downs from
loans committed earlier for Oman Gas Company SAOC,
Salalah Port Service Company SAOG and Qalhat Real Estate
Investment and Services LLC, helped BDOF grow its
syndicated loan portfolio to about 8% of the total outstanding
portfolio of corporate funded facilities.

Some of the prospective project / syndicated financing deals
that the Bank is currently considering include refinancing
facilities raised by Oman LNG LLC, project term loan
facilities of Oman India Fertiliser Company LLC, Sohar
Refinery project, Sohar Fertiliser project, etc.

Corporate Business Development

While every member of staff is encouraged to act as the
Bank’s ambassador to the outside world and market its various
products and services, BDOF set up, in mid-2000, a
specialised Corporate Business Development department.

The new department strives to aggressively reach out to
potential customers and help the Bank expand its corporate
clientele in a systematic manner. Headed by a qualified
Omani Executive with a long and rich banking experience in
the local market, it works in tandem with the Corporate Credit
department and has already shown impressive results.

International Banking & Treasury

Catering to the international banking requirements of our
customers, this department continued to play an important role
in the overall objective of the Bank to deliver ‘value-added’
services to its customers. The Group has built up
correspondent relationships with over 200 leading banks
across the world and is capable of handling transactions
designated for practically every country. Exploiting its vast
network of correspondent banks, it was also able to arrange
additional credit lines for the Bank.

Furthermore, the Communications Group continued to earn
accolades  from Chase Manhattan Bank, our main
correspondent bank in USA, for achieving over 99% accuracy
in SWIFT messages against a global average of around 92%!

The specialised Treasury Team manned by qualified
staff/dealers and supported by a full-fledged ’state-of-the-art’
Dealing Room equipped with cutting-edge dealing and
information devices, played a crucial role in the effective
management of the Bank’s liquidity and resources in the
turbulent money market conditions prevailing both locally and
overseas. In addition to catering to the internal treasury
requirements of the Bank, the team offers a wide array of
treasury services/products to our corporate customers both in
Omani Rials and foreign currencies.

Trade Finance

Having been revamped in 2000, this year the Trade Finance
department recorded significant growth in both income and
business. In line with its emphasis on quality and speed of
service, BDOF continued to provide its staff with specialised
training and skill upgradation. This policy has already borne

fruit and the department is contributing
significantly to the Bank’s overall growth and
profitability.

Credit Administration

Harnessing its expertise in the credit control
and custodial functions, the Credit
Administration department continued  its
effort of improving the ‘quality’ of security
documentation. Working in close association
with the Corporate Credit department, the
Department was also active in advising our
customers on pre- and  post-sanction
documentation.

Credit Recovery

In the light of rising incidents of credit
delinquencies, the  Credit  Recovery
department assumes an important role in the
Bank’s operations. Staffed by personnel with
a long and rich experience in handling sticky
and difficult cases requiring rehabilitation,
vigorous follow-up, legal interventions and
settlements, the Group continued its efforts
with ‘clock-work” efficiency and helped the
Bank resolve a number of complicated cases
during the year. This has resulted in
substantial savings for the Bank, both in terms
of money and managerial time,




The dictum of Retail Banking and Marketing Division (RB &
M) is “excellence in service”, It strives along with the Bank’s
other divisions, units and departments to provide prompt and
expedient services to its customers.

For it to live up to its expectations, the division expands its
services to a much larger number of customers every year, It is
thus fair to say that expansion and growth are central to RB &
M notion of banking.

Bank Dhofar Al-Omani Al-Faransi has grown substantially
during the fiscal year 2001, but in no one division was the
growth so marked as it was in Retail Banking and Marketing
Division. On the operational level, there was an average
i increase of 24% in the volume of business handled by this
: division, a figure which includes both its deposits and advances.

On the geographical level, in addition to expanding its
operations to areas where it already has a felt presence, the
branches also spread into 8 new wilayats.

Last year, the network of branches expanded by a total of 16
new branches. The Bank acquired 16 branches from the ex-
Commercial Bank of Oman, Two of them were combined with
existing BDOF branches and 14 were successfully merged into
BDOF's operations and were open to the public by 02.03.01
offering smooth and uninterrupted services to their, now BDOF,
customers.

Mol whass>
CU‘STOMEH SEAVICES

In July, RB&M relocated its Ruwi Branch in a more modern
building, with parking facilities and easier accessibility. Three
months later, in October, the division successfully opened two
new branches in Wilayat Tbra and Suwaig.

The year 2001 also witnessed the launching of a new product by
RB&M division, al-Manar, a twin product of its successful al-
Afdal. The new overdraft interest bearing al-Manar was
designed to offer flexibility to customers.

The Bank has long been the main sponsor of national activities
in Oman, most notably the Khareef Festival of Dhofar Region.
During this season, the division inaugurated its temporary
branch in the festival vicinity and conducted daily lucky draws
for existing customers as well as visitors. These were hugely
successful draws and attracted a big crowd and wide coverage.

The division relies on a body of experienced personnel, as its
main strength, and works constantly on their development. To
achieve a high level of customer service, the division works
upon recruiting and retaining high-caliber personnel. An
experienced person with a pleasant personality and diversified
interests, joined the division as manager of the Credit Card
Centre. He is bound to lead the Card Centre into its next step
forward which will increase both the portfolio and volume of
cards issued through and serviced by the Centre.

The division also has a policy of relocating branch managers so
that maximum benefit could be attained from diversification of
experience. Its personnel policy also extends to cover the
training of its staff both in-house and abroad.

This year was no exception, some managers were relocated to
different branches and 3 staff members studied abroad for a 9-
months-diploma in the UK.

In addition, 2001 witnessed a leap in the quality of operations
by RB & M division, which cannot be quantified. This was
achieved through the creation of the “Branch-Support-Team”, a
team of highly qualified staff members who are dedicated to
supporting the operations of the branches on site.

Retail Banking and Marketing Division has witnessed
expansion and growth on many fronts during the year 2001. Yet
more growth is planned for the fiscal year 2002.




“Any organisation is only as good as its people”, is the core
philosophy of the BDOF Training Centre. Since its
establishment, the Centre has remained committed to
excellence.

In addition to a sophisticated IT infrastructure, BDOF draws
on the vast experience of its dedicated personnel. As one of its
importanat assets, BDOF has made the continuous
development of its staff, one of its main priorities. Their
empowerment, motivation and commitment has remained a
pivotal driving force in the Bank’s unique proposition and its
corporate strategy.

This purposeful vision of ours is successfully realized by a
strong training machinery which is geared to provide the best
training for professional bankers.

The Bank’s training plan for the year is prepared after an
incisive training need analysis which takes into account its
corporate goals and objectives as well as challenges posed by
the changing industry and market environment vis-3-vis the
competencies of our staff at all levels.

The well devised training curricula and inputs have always
been targeted at filling the need gaps that make the delivery of
training  most effective on employee performance and
productivity. The Bank views well-planned training as a
significantly proactive process rather than a reactive response.

Starting with the induction and orientation training for new
recruits, BDOF’s Staff Training Centre offers a wide range of
well designed in-house training courses, covering all aspects
of commercial banking operations. In addition, the Centre
offers three to six month management development courses.
Attached to branches and Head Office departments, such
courses are attended by members of staff at all levels.

Although much emphasis is placed on the importance of in-
house training, many members of staff are sent abroad to
receive training and exposure. Furthermore, BDOF
encourages participation in carefully selected seminars and
training courses in Banking and Management.

Under a special scheme, rewarding opportunities are offered to
officers and managers, who demonstrate outstanding -
performance and high potential for development, to follow
one-year management courses in either the United Kingdom
or the United States of America.

We also host training courses conducted by professionally
reputed overseas institutes on  specialized subjects for the
benefit of our staff.

In today’s dynamic financial services industry, the climate
changes rapidly forcing the banks to rethink, reengineer and
redirect resources to find the elusive path to sustain
profitability and growth. Each strategic change made requires
new skill combinations and competencies on the part of
managers.

In this context, today, organizations operate in a perpetual
state of escalating managerial expectations. An acceptable
manager yesterday is not acceptable today and today’s
manager will not be good enough for the future. This is
because the standards rise continually as a result of
competition among companies, industries and even nations.

The only answer to this issue is sustainable training of
managers.

Therefore, training has become part of our strategic edge as it
quickly creates common and consistent mastery of high
leverage skills for everyone regardless of background or
experience.
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Net Interest Income (in RO *000) Operating Profit (in RO "000)
(before Impairment losses)
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e ' NET INTEREST INCOME 15390 10873 10438 10006 8,135

200000 NON INTEREST INCOME 3422 3,049 314 2751 2,065

s OPERATING COSTS 3201 6,129 6016 5811 5,125
| OPERATING PROFIT

} 1957 1998 1999 2000 2001 (before Impairment losses) 10,611 7,793 7,536 6,946 5,075
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NET PROFIT FOR THE YEAR 6,133 5,528 5463 5083 3075
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9 ga7 1998 1999 2000 2001 1997 1998 1999 2000 2001 NET LOAN PORTFOLIO 257,676 212,761 197,304 168,006 151,972
Customer Deposits (in RO *000) CUSTOMER DEPOSITS 268,406 210,859 196,058 175,503 157,775
SHAREHOLDERS’ EQUITY (1) 42,651 39,839 39,195 38,296 35,997

SHARE CAPITAL 33,600 32,000 32,000 32,000 32,000
FULL SERVICE BRANCHES 43 27 23 23 20
ATMs 57 45 40 32 28
STAFF 443 348 341

(1) Shareholders’equity has been restated as per IAS 10
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FINANCIAL RATIOS OF LAST FIVE YEARS

As at
31 December

2001
I - PROFITABILITY
Return on Average Equity 16.9%
Return on Average Capital 18.7%
Return on Average Assets 2.1%
Non Interest Income to Gross Income 18.2%
Operating Expenses to Gross Income 43.6%
Operating Profit on Average Assets 3.6%
IT - LIQUIDITY
Net Loans to Total Deposits 90.9%

Total Customer Deposits to Total Deposits ~ 94.7%

Liquid Assets to Total Customer Deposits 19%

III - ASSET QUALITY RATIOS
Loan Loss Provisions to Total Loans 5.4%
Non Performing Loans to Total Loans 4.9%
Loan Loss Provisions to Total Non
Performing Loans 110.3%
Net Non-performing Loans / Net Loans 0.6%

IV - CAPITAL ADEQUACY

BIS Risk Asset Ratio 13.8%
BIS Risk Asset Ratio on Tier One Capital ~ 12.7%
Shareholders’ Equity / Total Assets 12.7%

As at
31 December
2000

15.9%
17.3%
2.4%
21.9%
44%
2.9%

95.2%
94.3%
17.4%

5.3%
4.4%

111.8%
0.9%

15.7%
14.5%
14.6%

As at
31 December
1999

16%
17.1%
2.4%
23%
44.4%
3.3%

92.3%
91.7%
23.3%

3.1%
4.5%

114%
0.7%

16.5%
15.2%
13.2%

As at
31 December
1998

15.2%
15.9%
2.2%
21.6%
45.6%
2.9%

84.8%
88.6 %
34.2%

5.3%
4.6%

115.4%
0.6%

18.2%
16.9%
13.9%

As at
31 December
1997

15.1%
18.7%
1.7%
20.3%
50.3%
2.8%

80.7%
83.8%
40.2%

6.1%
5.4%

112.7%
0.6%

18.8%
17.8%
14.4%
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BALANCE SHEET EVOLUTION

In RO. Million

2001 2000 1999 1998 1997
Shareholders’ Equity (1) 43 40 39 38 36
Total Assets 337 273 262 243 231
Gross Loans and Advances 212 224 208 177 162
Total Customer Deposits 268 EAN | 196 176 158

The year 2001, in terms of Balance Sheet growth, with the addition of the 16 Ex Combank branches has been more than
satisfactory. All ratios outperformed by far the consolidated growth shown by the commercial banking sector in the
Sultanate as shown under:

All Banks BDOF
Total Assets: 6% 23%
Net Loans & Advances: 9% 21%
Total Customer Deposits : 7% 27%

As aresult of this significant growth in Assets, the Bank’s Capital Adequacy ratio as per BIS standards is now at 13.8%,
as compared to 15.7 % last year, but still well above the international minimum of 8% and the 12% minimum level
established by the Central Bank of Oman.

(1) Figures have been restated according to IAS 10, regarding the proposed dividends, recognized as a liability in the year
they are actually declared.

| Total Customer Deposits
M Shareholders' Equity

1999 2000 2001

Balance Sheet Evolution (in RO Million)
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DEeposiTs EVOLUTION

In RO. Million

Demand & Call
Saving

Time

Total Deposits

Customer deposits recorded in 2001 a substantial growth of 27 % over 2000 to reach RO 268 million at year-end with a
related growth of the Low cost deposits of 40%. The Bank compares favourably with the actual growth shown by the

2001 2000 1999
46 35 30
31 20 16

191 156 150
268 21 196

Banking sector (7%) as illustrated by its growing market share.

The Bank’s consistent policy to fund its books locally through customers deposits rather than borrowing overseas results

1998

22
16
138
176

in a comfortable liquidity position with a ratio Net loans to Total deposits of 91%.

1997

1 998

1999 2000 2001
Deposits Evolution (in RO Million)

1997

31
11
116
158

LENDING BY ECONOMIC SECTOR

In RO 000

Personal

International Trade
Construction
Manufacturing

Wholesale & Retail Trade
Communication & Utilities
Financial services
Government

Other Services

Others

300000
250000
200000

150000/

3697

2001

109,413
31,529
20,222
20,712
10,374
11,578

9,031
5,858
15,129
38,547

272,393

1998 1999

2000

77,546
36,002
19,804
19,227
15,566
11,657

7,103

1,159
15,405
20,381

223,850

ol
2000

| I II
2001

1999 1998 1997
85,522 76,134 83,371
22,636 11,764 11,553
16,562 6,342 7,042
15,900 6,720 5,020

7,864 5,558 4,154
11,501 9,142 6,820
10,060 10,683 5,382

1155 241 403

8,961 14,300 10,688
27,837 36,573 27,404

207,998 177457 161,843

|-'. Other Services
Government

| | Financlal Services
Communications & Utilities

I \Volesale & Retail Trade
Manufacturing

- Construction

B International Trade

Personal

Lending by Economic Sector (in RO '000)

In 2001, with the takeover of the loan portfolio of the 16 Ex Combank branches, the Bank’s lending in the personal sector
jumped significantly to reach 40 %. The Bank, in the light of the acquisition of the 16 branches, had been given a grace
period of three years by the Central Bank of Oman to adhere to the then limit of 35 %.
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\ DEposiTs BY EcoNoMiC
‘ In RO 000

Personal

International Trade
‘ Construction
Manufacturing
| Wholesale & Retail Trade
! Communication & Utilities
| Financial Services
Government
Other Services
Others

300000

250000

o
8

SECTOR

2001

86,018
3,851
4,121
4,076

611
2,261
3,848

48,606

59,903

54,511

268,406

097 1998 1999 2000

2000

LT
3,643
4,048
3,119

909
1,613
2,693

58,927

40,469

24,261

210,859

1999 1998
68,138 37,244
3,111 5,167
3,048 3314
7,715 1,274
2,463 438
1,503 1,382
2,869 5,379
64750 64371
33719 30,584
§542 26300
196,058 175,503

Government
Financial Services

Communication & Utilities

- Wolesale & Retail Trade

"20(')1 - Construction

: International Trade

Manufacturing

Pesonal

Deposits by Economic Sector (in RO "000)

1997

31,138
5,657
3,182
1,444

352
1,566
1,309

48,390

34,669

29,868

157,775

In the year 2001, one of the main targets was to reduce the Bank’s reliance on expensive and volatile deposits. This has
been significantly achieved with the drastic reduction of deposits from the Government and quasi-Government entities to
18 % of the total customer deposits (2000: 28 %).

OPERATING INCOME / OPERATING EXPENSE

In RO. "000

2001 2000 1999 1998 1997
Net Interest Income 15,390 10,873 10,438 10,006 7937
Other Income 3,422 3,049 3,114 2,751 2263
Net income 18,812 13,922 13,552 12,757 10,200
Staff related costs 3,852 3,165 2,932 2,775 2,445
Administration costs 3,550 2,253 2,294 2,285 1,924
Depreciation 799 71 790 751 756
Total operating costs 8,201 6,129 6,016 5,811 5,125

During the year 2001, both Net income and Operating costs show a significant increase. On the Income side, due to the
dual conjunction of the additional income generated by the 16 branches acquired from Combank on one side and the
favourable market conditions in terms of liquidity, leading to a drastic drop of the interest rates on the other side, the Bank’s
net interest income shows an appreciable 42% increase compared to the year 2000.

Similarly, dve to the additional expenses generated by the 16 branches in respect of Staff and Administration costs, the
depreciation of the Goodwill paid to Combank and some non-recurring expenses, the total Operating costs increased by
34% compared to the year 2000. Nevertheless, the ratio Cost to Income remains, at 43.6% lower than that in 2000 (44 %)
and more than acceptable by International Standards.
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* Awqadain

* Azaiba

* Al Amerat

* Al Ees - Sur

* Al Iraqi

* Al Khoudh

* Al Khuwair

* Al Mintirib

* Al Suwaiq

* Al Wadi - Salalah
* Al Wadi Al Kabir
* Bahla

* Barka

* Barkat Al Mawz

* Bausher Polyclinic

* Bidbid

* Buraimi

* Greater Muttrah
* Hafeet

* Tbra

% Ibri

# Khabourah

* Jalaan Bani Bu Ali
* Madinat Sultan Qaboos

* Muladdah

* Muscat

* Muttrah Business District (MBD)

* Muttrah Sook
* Nizwa

* Qurum

* Rustaq

* Rustaq - 2

* Ruwi

* Sa’adah - Salalah
* Saham

* Salalah

* Seeb Airport
* Seeb Town

* Sinaw

* Sohar

* Sumail

# Sur

* Wattayah

The BDOF Network of |

* Al Aamerat Branch

* Al Awqadain Branch - Salalah

* Al Gohubra (Al Shera’a Roundabout)

* Al Hafa - Sultan Qaboos Street (Salalah)
* Al Ees Branch - Sur

* Al Iraqi Branch

* Al Khoudh (BP Filling Station - Book Roundabout)
* Al Khoudh Branch

* Al Khuwair Branch

* Al Khuwair 33 (Al Maha Filling Station)
* Al Khuwair (Pic ‘n” Save Supermarket)
* Al Mintirib Branch

* Al Qoaf (Al Salam Street - Salalah)

* Al Saroo] Commercial Centre

* Al Suwaiq Branch

* Al Wadi Branch - Salalah

* Al Wadi Al Kabir Branch

* Azaiba Branch

* Bahla Branch

* Barka Branch

* Barkat Al Mawz Branch

* Bausher (Zein factory)

* Bidbid Branch

* Buraimi Branch

* Crowne Plaza Hotel

* Greater Muttrah Branch

* Hafeet Branch

* Ibra Branch

* [bri Branch

* Izki (Near Post Office)

* Khabourah Branch

* Jalaan Bani Bu Ali Branch

* Madinat Sultan Qaboos Branch

* Muladdah Branch

* Muscat Branch

* Muttrah Business District Branch (MBD) - 1
* Muttrah Business District Branch (MBD) - 2
* Muttrah Corniche (L.T. Ved Building)

* New Salalah - Al Najah Street

* Nizwa Branch

* Qurum Branch

* Rustaq Branch

* Rustaq Branch - 2

* Rustaq - Falaj Al Shrah

* Ruwi High Street Branch

* Sa’adah Branch

* Saham Branch

* Salalah Branch

* Salalah (Shell Filing Station - Sook Al Markazi)
* Seeb Airport Branch

* Seeb Town Branch

* Shafaa’ (Shafaa” Military Camp - Izki)

* Sinaw Branch

* Sohar Branch

* Sumail Branch

* Sur Branch

* Wattayah Branch




Audit & Accounting

P O Box 641 4th Floor, HSBC Building
Ruwi 112 MBD Area, Muscat
Sultanate of Oman

Tel. : (968) 709181
Fax : (968) 700839

Sultanate of Oman

REPORT OF THE AUDITORS TO THE SHAREHOLDERS OF
BANK DHOFAR AL-OMANI AL-FRANSI (SAOG)

We have audited the balance sheet of Bank Dhofar Al-Omani Al-Fransi (SAOG) (“the
Bank™) as of 31 December 2001 and the related statements of income and cash flows for
the year then ended, set out on pages 25 to 60.

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
believe that our audit provides a reasonable basis for our opinion.

Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial
position of Bank Dhofar Al-Omani Al-Fransi (SAOG) as at 31 December 2001 and the
results of its operations, and its cash flows for the year then ended in accordance with
International Accounting Standards as adopted by the International Accounting Standards
Board and the disclosure requirements of the Capital Markets Authority and comply with
the Commercial Companies Law of 1974, as amended.

28 January 2002

Kist

KPMG /I

Member firm of Charterd Accowmants & Management Consultants
KPMG International C.R. No.: 6/30936/1

E-mail : kpmgoman @ omantel.net.om

BALANCE SHEET

AT 31 DECEMBER

2001 2000 2001

UsD’ 000 USD’ 000 Notes RO’ 000
Assets

12,049 35,506 Cash and cash equivalents 3 4,639

84,712 23,377 Treasury bills 25 32,614

Investment securities

30,626 26,792 - Held to maturity 4,25 & 26 11,791
11,870 5,047 - Available for sale 4,25 & 26 4,570
35,745 36,434 Loans and advances to banks 5,25& 26 13,762
069,288 552,026 Loans and advances to customers 0,22, 24 & 26 257,676
13,055 9,439 Property and equipment 7 5,026
8,182 - Intangible assets 8 3,150
9,937 18,049 Other assets 9,25 & 26 3,826
875,464 707,870 Total assets 337,054
Liabilities
38,966 33,065 Deposits from banks 10, 25 & 26 15,002
697,158 547,685 Deposits from customers 11,22,25 & 26 268,406
28,558 23,641 Other liabilities 12,25 & 26 10,995
764,682 604,391 Total liabilities 294,403
Shareholders’ equity
87,273 83,117 Share capital 13 33,600
9,018 7,426 Legal reserve 14 3472
13,091 12,468 Proposed distribution 13 5,040
= 104 General reserve 14 -
1,400 364 Retained earnings 539
110,782 103479 Total shareholders’ equity 42,651
875,464 707,870 Total liabilities and shareholders’ equity 337,054
Contingent liabilities
118,171 119384  and commitments 24,2582 45496
3.30 323 Net assets per share (Rials Omani) 1,269

The notes on pages 29 to 60 form an integral part of these financial statements.

The financial statements were approved and authorised for issue by the Board of Directors on 28 January 2002

and signed on their behalf by:
;;& Chairman %@neral Manager

The report of the auditors is set forth on page 24

2000
RO’ 000

13,670
9,000

10,315
1,943
14,027
212,761
3,634

7,180

2ol

12,730
210,859
9,102

232,691

32,000
2,859
4,800

40
140

39,839

7259




2001
USD’ 000

69,688
(29,714)
39,974
8,888

48,862

19,226
2,075
10,073

31,374

17,488

17,488

(1,558)

_159%0

2000
USD’ 000

60,886
(32,644)

28,242
7,919

36,161

14,073
1,847
3,026

18,946

17,215

(1,081)

16,134

(1,777
14357

Notes
Interest income
Interest expense
Net interest income 17
Other income 18
Net income
Operating expenditure
Staff and administration costs 19
Depreciation 7
Impairment losses 20
Operating expenditure
Profit from operations
Provision to fund losses on trust account of
brokerage company
Profit before income tax
Income tax expense 21
Net profit for the year
Earnings per share (Rials Omani) 15

The notes on pages 29 to 60 form an integral part of these financial statements.

The report of the auditors is set forth on page 24.

2001
RO’ 000

26.830
(11,440)

15,390
3422

18,812

7,402
799
3,878

12,079

6,733

2000
RO’ 000

23,441
(12,568)
10,873
3,049

13,922

5,418
711
1,165

7,294

6,628

Share  Legal Proposed General Retained

capital reserve distribution  reserve earnings  Total

USD’000 USD'000  USD’000  USD’000 USD’000 USD’000

83,0117 5990 12468 104 127 101,806
: - : 14358 14,358
- - (12,468) (12,468)
| ) - (8312)
4,156 - (4156)
a - (1,436)

1,436
. Q18)  (218)

83,117 7426 12,468 104 363 103,478

4,156 (4,156) .
- - - 15929 15929
. - 8312 . - (8312)
. 5 g7y - (8727)
- - 4364 - (4364)
1,592 (104)  (1,488)

(314) (314)

87,273 9018 13,091 1,399 110,781

The notes on pages 29 to 60 form an integral part of these financial statements.

For THE

1 January 2000
Net profit for the year
Dividends paid

- Proposed dividend
- Proposed bonus share
- Transfer

Directors’ remuneration

31 December 2000

Issue of bonus shares
Net profit for the year
Dividends paid

- Proposed dividend
- Proposed bonus shares
- Transfer

Directors’ remuneration

31 December 2001

The report of the auditors is set forth on page 24,

ECEMBER 2001

STATEMENT OF CHANGES IN BQUITY
YEAR ENDED 31 D

Share  Legal Proposed General Retained
capital reserve distribution reserve earnings  Total
Notes RO’000 RO’000  RQ’000 RO’000 RO’000 RO’000
32,000 2,306 4,800 40 49 39,195
- - - 5528 5,528
- (4,800) - (4,800)
3,200 (3,200) -
1,600 {1,600)
14 553 - (553) -
. (84)  (84)
32,000 2,859 4,800 40 140 39,839
1,600 (1,600) - -
- - 6,133 6,133
(3,200) - (3,200)
13 3,360 (3.360) -
13 1,680 (1,680)
14 613 . 40) (3713 -
- (121 (121)
33,600 3472 5,040 539 42,651




CasH FLow Statement [
For THE YEAR ENDED 31 DECEMBER 200

| 2001 2000 2001 2000 ! Legal status and principal activities
' USD’ 000 USD’ 000 RO’ 000 RO’ 000
. g Bank Dhofar Al-Omani Al-Fransi (SAOG) (“the Bank™) is incorporated in the Sultanate of Oman as a
Operating activities S i . . : s
79,060 66,114 Interest and commission receipts 30,438 25,454 public joint stock company and is principally engaged in corporate and retail banking activities.
(31,805) (31,779) Interest payments (12,245) (12,235)
(18,699) (16,333) Cash payments to suppliers and employees (7,199 (6,288) ) Principal accounting policies
28,556 18,002 10,994 6,931

2.1 Basis of preparation
Increase in operating assets

(126,086) (42,758) Loans and advances to customers (48,543) (16,462) 2.1.1  Statement of compliance
(2,701) 9,678 Loans and advances to banks (1,040) 3,726
(116 ]16?(%%% (5§15,,7]2 gg Efggggﬁz ?ri)trfgz?é%}ntlrlgasury il (6}5?:?;3 (2312’(’);88 The finarllcial statements have b.een prepared i‘n accordance with International x_faccounting Standards i
(“IAS”) issued by the International Accounting Standards Board (“IASB”), interpretations of the |
. (179,732) (2,639) (69,197) (1,016) Standing Interpretations Committee of the IASB, requirements of the Commercial Companies Law of

‘ . gy 1974, as amended and disclosure requirements of the Capital Markets Authority.
Increase in operating liabilities

' 149,473 38,444 Deposits from customers 57,547 14,801 ; .
7,151 (12927)  Deposits from banks 275 (497 21.2  Basis of accounting
‘ 156,624 25,517 60,300 9,824 The financial statements are prepared on a fair value basis for derivative financial instruments, financial
, . o assets and liabilities held for trading, and available for sale assets, except those for which a reliable
(15,—::%% é?égﬁ%g ill%tmc]?:ltlagrggildoperatlng AALES %60895 I:E-’I,?i%g) measure of fair value is not e‘wailable. Othler fizllancial assets and liabilities and non-financial assets and
liabilities are stated at amortised cost or historical cost.
. 3,671 39,020 Cash flow from operating activities 1,413 15,023
' T Ak s The following accounting policies , which comply with International Accounting Standards, have been
) 9.091) Y dvance% i dvfor sEijianea ot fiw Biaches ] (3,500) conszstfanﬂy apghed, E)j(,C(?p[ f01" the Iadc')pnon of IAS 39: F1panc1a1 Insh:urgents, Recogmﬁon an,d
2,034 2,306 Tireestient iiooie 783 888 Measurement, (“IAS 39”) in dealing with items that are not considered material in relation to the Bank’s
(18,488559)] (4835) Purchase of investments (7,117) (186) financial statements,
7, Proceeds from sale of investments 3,014 2
(7,177 (2,397) Purchase of property and equipment (2,763) (923) 9 ; ;
436 26 Proceed from sale of property and equipment 168 10 5 e
| (15,364) (9,634) Net cash used in investing activities (5,515) (3,709) Transactions in foreign currencies are translated into Rials Omani and recorded at the foreign exchange
| — o rate ruling at the date of the transaction. Monetary assets and liabilities denominated in foreign
inancing activities i i ; istori Jated i i i i
| 831) (12468) Dividend paid (3.200) (4.800) f;fiﬁﬁfs’a??ﬁg?ﬁz slt:dtfq at hlSt}?l:}Cﬁ; ;p;fgrare transl,h‘lted mtto Rl?li‘ Omffmqat thelfoge.lglzhexlchange
| (18) (218) Directors remunetation paid (84) (84) g - Foreign exchange differences arising on translation are recognised in the income
statement. Non-monetary assets and liabilities denominated in foreign currencies, which are stated at
(8,530 (12,686) Net cash used in financing activities (3,284) (4,884) historical cost, are translated into Rials Omani at the foreign exchange rate ruling at the date of the
) ) ) transaction. Non-monetary assets and liabilities denominated in foreign currencies that are stated at fair
(20,223) 16,700 Net (decrease) increase in cash and cash equivalents (7,786) 6,430 value are translated into Rials Omani at the foreign exchange rates ruling at the dates that the values
35,583 18,883 Cash and cash equivalents at 1 January 13,700 7,270 were determined.
\
15,360 35,583 Cash and cash equivalents at 31 December 5914 13,700 23 Financial instruments
12,049 35,500 Cash and cash equivalents 4,639 13,670 I
(709) (681)  Capital deposits with Central Bank of Orman (373) (262) 231 Classiication
4,345 2,332 Loans and advances to banks 1,673 898 .
(325) (1,574) Deposits from banks (125) (606) 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
15,360 35,583 Cash and cash equivalents for the purpose of cash flow statement 5914 13,700 liahilities ftom shiort salas of Bnanelal sttuments.

The notes on pages 29 to 60 form an integral part of these financial statements.

The report of the auditors is set forth on page 24.
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FORMING PART OF THE FINANCIAL STATEMENTS

Principal accounting policies (continued)
Financial instruments (continued)
Classification (continued)

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.

2.3
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24
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26
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Principal accounting policies (continued)

Financial instruments (continued)

Fuair value measurement principles

The fair value of financial instruments is based on their quoted market price at the balance sheet date
without any deduction for transaction costs. If a quoted market price is not available, the fair value of
the instrument is estimated using discounted cash flow techniques.

Where discounted cash flow techniques are used, estimated future cash flows are based on
management’s best estimates and the discount rate is a market related rate at the balance sheet date for
an instrument with similar terms and conditions.

The fair value of derivatives that are not exchange-traded is estimated at the amount that the Bank
would receive or pay to terminate the contract at the balance sheet date taking into account current
market conditions and the current creditworthiness of the counter-parties.

Gains and losses on subsequent measurement

Gains and losses arising from a change in the fair value of available-for-sale assets are recognised
directly in income statement.

Gains and losses arising from a change in the fair value of trading instruments are recognised in the
income statement,

Cash and Cash equivalents

Cash and cash equivalents comprise cash on hand, cash deposited with Central Bank of Oman, and short
term highly liquid investments with maturities of three months or less when purchased, including
treasury bills.

Treasury bills

Treasury bills issued for a term greater than three months are classified separately as assets available for
sale.

Investments
Investments that the Bank holds for the purpose of short-term profit taking are classified as trading

instruments. Debt investments that the Bank has the intent and ability to hold to maturity are classified
as held-to-maturity assets. Other investments are classified as available-for-sale assets.

RMING PART OF THE FINANCIAL STATEMENTS) (8
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2.10

2.10.1

FORMING PART OF THE FINANCIAL S

Principal accounting policies (continued)
Loans and advances

Upto 31 December 2000, loans and advances are stated net of provisions for potential loan losses and
reserved interest.

With effect from 1 January 2001, following the introduction of IAS 39, the Bank has changed its
accounting policy as follows:

Ioans 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-recognition

A financial asset is derecognised when the Bank loses control 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 simultancously.

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.

2.10

2.10.1

2.10.2

Nores
(FORMING PART OF THE FINANCIAL STATEMENTS)

Principal accounting policies (confinued)
Impairment (continued)
Originated loans and advances (continued)

Loans and advances are presented net of specific and general allowances for uncollectibility. Specific
allowances are made against the carrying amount of loans and advances that are identified as being
impaired based on regular reviews of outstanding balances to reduce these loans and advances to their
tecoverable amounts. General allowances are maintained to reduce the carrying amount of portfolios of
similar loans and advances to their estimated recoverable amounts at the balance sheet date. The
expected cash flows for portfolios of similar assets are estimated based on previous experience and
considering the credit rating of the underlying customers and late payments of interest or penalties.
Increases in the allowance account are recognised in the income statement. When a loan 1s known to be
uncollectible, all the necessary legal procedures have been completed, and the final loss has been
determined, the loan is written off directly.

If in a subsequent period the amount of an impairment loss decreases and the decrease can be linked
objectively to an event occurring after the write down, the write-down or allowance is reversed through
the income statement.

Financial assets re-measured to fair value directly

The recoverable amount of an equity instrument is its fair value. The recoverable amount of debt
instruments and purchased loans re-measured to fair value is calculated as the present value of expected
future cash flows discounted at the current market rate of interest.

Where an asset re-measured to fair value directly through equity is impaired, and a write down of the
asset was previously recognised directly in equity, the write down is transferred to the income statement
and recognised as part of the impairment loss. Where an asset measured to fair value directly through
equity is impaired, and an increase in the fair value of the assets was previously recognised in equity,
the increase in fair value of the asset recognised in equity is reversed to the extent the asset is impaired.
Any additional impairment loss is recognised in the income statement.

If in a subsequent period the amount of an impairment loss decreases and the decrease can be linked
objectively to an event occurring after the write-down, the write-down is reversed through the income
Statement.
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Principal accounting policies (continued)
Property and equipment

Items of property and equipment are stated at cost less accumulated depreciation and impairment loss
except for freechold 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 3-10
Motor vehicles 4
Computer equipment 3-7

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. Subsequent 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.

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
increased will be credited to the income statement to the extent that such increases offset a valuation
decrease previously charged to the income statement.

Investment property is included in property and equipment and is not depreciated.

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.

2.14

2.15

2.16

2.17

2.18

219

Principal accounting policies (continued)

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.

Dividends

Dividends are recognised as a liability in the year in which they are declared.

Other payables

Other payables are stated at cost.

Interest income and expense

Interest income and expense is recognised in the income statement as it accrues, taking into account the
effective yield of the asset or an applicable floating rate. Interest income and expense includes the
amortisation of any discount or premium or other differences between the initial carrying amount of an
interest bearing instrument and its amount at maturity calculated on an effective interest rate basis.

Fee and commission income

Fee and commission income arises on financial services provided by the Bank. Fee and commission
income is recognised when the corresponding service is provided.

Taxation

Income tax on the profit or loss for the year comprises current and deferred tax. Income tax is
recognised in the income statement except to the extent that it relates to items recognised directly to
equity, in which case it is recognised in equity.

Current tax is the expected tax payable on the taxable income for the year, using tax rates enacted or
substantially enacted at the balance sheet date, and any adjustment to tax payable in respect of previous
years.
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Principal accounting policies (continued)
Taxation (continued)

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

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

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.

2.23
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Principal accounting policies (confinued)

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 2001 and 31 December 2000 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.

Cash and cash equivalents 2001 2000
RO’000 RO000

Cash on hand 3477 3,706
Balances with Central Bank of Oman 1,162 5,964
Treasury bills - 4,000
4,639 13,670

At 31 December 2001 cash and cash equivalents included balances with the Central Bank of Oman in
the amount of approximately RO 273,000 (2000: RO 262,000) as minimum reserve requirements. These
funds are not available for the Bank’s daily business.

Investment securities

Debts and other fixed income instruments held to maturity

11,791

Government Development Bonds (cost and market value) 10,315
Equity investments available for sale

- Quoted
- Unquoted




Investment securities (confinued)
Equity investments available for sale can be analysed as follows:

Market Market  Carrying  Carrying

Value value value value
Cost 2001 2000 2001 2000
RO’000 RO000 RO’000 RO’000 RO000
QOuoted

- at Muscat Securities Market
Investments 363 354 139 354 139
Insurance 433 346 213 346 213
Services 371 229 263 229 263
Industrial 718 604 548 604 548
1,885 1,533 1,163 1,533 1,163
- at foreign security markets 240 136 - 136 -
2,125 1,669 1,163 1,669 1,163

Unguoted and other investments

Unquoted Omani Company 2,513 780
Unquoted foreign equities 388 -
2,90 780

Loans and advances to banks

2001 2000

RO’000 RO’000

Placement with other banks 12,089 12,868
Current clearing accounts 1,673 1,159
13,762 14,027

At 31 December 2001, none of the above placements with one bank individually represent 20% or more
of the Bank’s placement (2000: ).

Loans and advances to customers 2001 2000

RO’000 RO’000
Overdrafts 42,722 41,459
Loans 213,204 166,400
Loans against trust receipts 6,278 7,815
Bills discounted 1,475 1,418
Advance against credit cards 2,762 2,200
Others 5,952 4,558
Gross loans and advances 272,393 223,850
Less: Allowance for impairment
1 January (11,089) (6,640)
Allowance made during the year (4,141) (1,330
Released to income statement during the year 350 339
Written off during the year 163 479
Interest reserved — net - (3,937)
31 December (14,717) (11,089)
Net loans and advances 257,676 212,761

Interest is reserved by the Bank to comply with the rules, regulations and guidelines issued by the
Central Bank of Oman against loans and advances which are impaired. The details are as follows:

1 January £ 2 4,054
Reserved during the year 886 662
Released to income statement during the year (68) (73)
Written off during the year (87) (706)
31 December 4,668 3,937

Under the Central Bank of Oman’s guidelines for provision against classified loans and advances, at 31
December 2001, out of the total provisions of approximately RO. 14,717,000, general provision amount
to approximately RO. 3,101,000.

At 31 December 2001, loans and advances which are impaired on which interest is not being accrued
amount to approximately RO 3,617,000 (2000: RO 3,648,000).




Property and equipment 9
Furniture Capital '
Freehold and Motor Computer work-in-
land Buildings fixtures  vehicles equipment progress  Total
RO000  RO’000 RO000 RO000  RO000  RO’000 RO’000

Cost

1 January 2001 140 1,543 2,339 323 2,339 280 6,964
Additions - 1,362 667 141 409 184 2,763
Disposals - - (81) (37) (50) - (168)
Written-off - - - - - (176) (176)
31 December 2001 140 2,905 2,925 427 2,698 288 9,383
Depreciation
1 January 2001 - 287 1,083 217 1,743 - 3,330
Charge for the year - 72 345 79 303 - 799
Disposals / adjustments - (48) 310 26 (60) - 228 |
31 December 2001 - 31 1,738 322 1,986 - 4357 |
Net book value
31 December 2001 140 2,594 1,187 105 712 288 5,020
31 December 2000 140 1,256 1,256 106 596 280 3,634 10
Tncluded in buildings, is investment in properties in the amount of approximately RO 1.252 million which are
not depreciated.
Intangible assets
During the year, the Bank acquired sixteen branches of Commercial Bank of Oman SAOG at a purchase price
of approximately RO 15.48 million. The net assets acquired were as follows: ‘
RO’000 11

Purchase considerations 15,481

Less: Value of net assets acquired

- Assets 28,322
- Liabilities (16,341)
11,981

Goodwill arising on acquisition 3,500
Goodwill amortised during the year (350)
3,150

The goodwill is being amortised over a period of ten years. The amortisation charge for the year is included in
staff and administration costs.

(Other assets 2001 2000

RO’000 RO’000

Advances paid for acquisition of new branches (refer note 8) - 3,500
Forward exchange contracts 1,537 -
Interest receivable 668 854
Receivable from Ministry of Finance (“MOF”) 399 665
Prepaid expenses 484 412
Deferred tax 130 619
Customer receivables 191 074
Other receivables 417 456
3,826 7,180

Pursuant to an agreement between the Bank and the Government of the Sultanate of Oman acting
through the Ministry of Finance (“MOF”), the MOF has agreed to make payments to the Bank in
connection with the obligations of a customer. The balance receivable from MOF is due for payment
in the amount of approximately RO 266,000 per annum through to June 2003.

Deposits from banks
Term deposits 14,877 12,124
Payable on demand 125 606

At 31 December 2001, borrowings from two banks individually represent 20% or more of the Bank’s
borrowings (2000: Nil).

Deposits from customers

Current accounts 45,165 34,325
waings accounts 31433 20,321
Tlme‘deposits 191,140 155,190
Margin accounts 668 1,023

268,406 210,859

Current accounts and time deposits include deposits from the Government of the Sultanate of Oman in
the amount of approximately RO 48,606,000 (2000: RO 58,927,000).
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Other liabilities 2001 2000
RO’000 RO’000

Interest payable 2,810 3,615
Creditors and accruals 5,183 3,278
Staff terminal benefits 146 145
Forward exchange contracts 1,536 -
Income tax provision (see note 18) 1,270 1,843
Deferred income 50 221
10,995 9,102

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 145 138
Expense recognised in the income statement 37 41
Cash paid to employees (36) (34)
31 December 146 145
Share capital

The authorised share capital consists of 50 million (2000: 50 million) shares of RO 1 each.
At 31 December 2001, the issued and paid up share capital comprises 33.6 million (2000: 32 million)
shares of RO 1 each. During the year ended 31 December 2001, the Bank has issued 1.6 million shares
as bonus to shareholders. The bonus shares issued were funded from a transfer from retained earnings
for the year ended 31 December 2000.

Shareholders

All those shareholders of the Bank who own 10% or more of the Bank’s shares, whether in their name
or through a nominee account, and the number of shares they hold are as follows:

2001 2000
Shares held (%) Shares held (%)

DIDIC 11,528,168 34.3 10,979,208 34.3
Qais Omani Establishment 4,541,952 13.5 4,325,669 13:3
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Share capital (continued)
Proposed distribution

The Directors have recommended a bonus issue of 1,680,000 shares (2000: 1,600,000) of RO 1 each.
The bonus issue is funded from a transfer from retained earnings. A resolution to approve the increase
in share capital will be presented to the shareholders at the annual general meeting.

The Board of Directors at the meeting held on 28 January 2002, proposed a cash dividend of RO 0.100
per share for the year ended 31 December 2001 (2000: RO 0.100 per share).

Reserves

Legal reserve 2001 2000
RO’000 RO’000

1 January 2,859 2,306

Appropriation for the year 613 553

31 December 3472 2,859

In accordance with Article 106 of the Commercial Companies Law of 1974, annual appropriations of
10% of profit are made to the legal reserve until the accumulated balance of the reserve is equal to one-
third of the Bank’s paid up share capital. This reserve is not available for distribution.

General reserve

The Board of Directors believe that the general reserve is no longer required and accordingly the
amount is transferred to retained earnings.

Earnings per share

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

shareholders in the amount of RO 6,133,000 (2000: RO 5,528,000) and 32,800,000 (2000: 32,000,000)

weighted average number of shares outstanding during the year.
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16 Capital adequacy 19 Staff and administration costs 2001 2000
' RO000 RO’000
The ratio of equity to risk weighted assets as formulated by the Basle Committee for the year ended 31
December 2001 is 13.8% (2000: 15.7%). Staff Costs
17 Net interest income 2001 2000 Salaries and allowances 3412 2,686
RO’000 RO000 Other personnel costs 250 311
Scheme costs 153 127
Loans and advances to customers 25,564 21,826 ' Non-Omani employee terminal benefit 37 41
Debt investments 758 851 . —_— _—
Money market placements 441 699 ‘ 3,852 3,165
Cash and cash equivalents 07 65 . Administration Costs
Total interest income 26,830 23,441 | Advertising and promotion 919 392
_ Occupancy costs 712 499
Deposits from customers (11,079) (11,976) Amortisation of intangible assets 350 : -
Money market deposits (361) (592) Data processing 339 304
_ . Fees and subscription 181 141
Total interest expense (11,440) (12,568) Commission 161 130
- Communication costs 159 154
Net interest income 15,390 10,873 Printing and stationery 149 85
FE=E==as Bdiaas Professional charges 94 99
Insurance 06 42
18 Other income Others 420 207
Fees and commissions 1,045 719 7,402 5418
Foreign exchange 241 263 Sogm=sss z==z==z=
Investment securities 783 888
Others 1,353 1,179 At 31 December 2001 the Bank had employee strength of 443 (2000: 348).
3422 3,049 w '

zzzz=zzz —— Oman Social Insurance Scheme (“the Scheme”)

The Bank contributes to the Scheme for all Omani employees. The Scheme, which is a defined contributions
| retirement plan, is administered by the Government of Oman. The Bank and Omani employees are required
| to make monthly contributions to the Scheme based on fixed percentages of basic salaries.

Non-Omani employee terminal benefits

The provision for end of service benefits for non-Omani employees is made in accordance with the
requirements of the Omani Labour Law of 1973. This is an unfunded defined benefits retirement plan.

) Employees are entitled to benefits based on length of service and final remuneration. Accrued staff terminal
benefits are payable on termination of employment.
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20 Impairment losses 2001 2000 : 91 Income tax (continued)
RO’000 RO’000 ' '
(b) Temporary differences which give rise to deferred tax
Investments : 160 assets are as follows:
Loans and advances 2001 2000
- allowance for impairment 379 991 RO’000 RO’000
- written-off 24 14
Property and equipment 63 : Depreciation (1) 9)
T ——— - Provision for loan losses 131 249
3,878 1,165
s SEEsc=ss Total deferred tax asset 130 240
21 Income tax ==mmmm== ==pzm==s
(a) Income tax expense: (¢)  Status of the tax assessments
Current tax expense 840 952 The Bank’s assessments for the tax years 1997 to 2000 have not yet been finalised with the Department of
Deferred tax credit relating to the origination and Taxation Affairs at the Ministry of Finance. The Board of Directors believe that additional taxes, if any, in
reversal of temporary differences (112) (240) respect of open tax assessments would not be material to the Bank’s financial position.
Reversal of excess provision (128) (28)
Lz —— 2, Transactions with related parties and holders of 10% or more of the Bank’s shares
Income tax 600 684
zzz===== s======2 In the ordinary course of business, the Bank conducts transactions with certain of its Directors/Shareholders and
companies over which they are able to exert significant influence; such transactions are considered by the Board
The Bank is liable to income tax for the year 2001 in accordance with the income tax laws of the of Directors to be on terms and conditions not significantly different to those that may be obtained from
Sultanate of Oman at the rate of 12% on taxable profits in excess of RO 30,000. The following is a . independent third parties. The aggregate amount of balances with such related parties are as follows:

reconciliation of income taxes calculated at the applicable tax rate with the income tax expense:
Loans and advances

Accounting profit for the year 6,733 6,212 Directors and shareholders holding less than 10%
pasam s =mmz=o=s interest in the Bank 85032
Tax liability at the rates mentioned above 804 742 Directors and shareholders holding 10% or more interest
Differences attributable to the tax effect of items in the Bank 5,155
that are not (assessable)/ deductible in determining ‘
taxable profit (76) (20) ‘ -
Tax effect of items that are temporarily deductible ' 13,187
|
for tax purpose 112 210 zz=z=zzsz
Contingency - ' 20 Deposits and other accounts
w Directors and shareholders holding less than 10%
Current tax expense 840 952 | interest in the Bank 13,845
zzz===== z==zzsss Directors and sharcholders holding 10% or more interest
in the Bank 770
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Transactions with related parties and holders of 10% or more of the Bank’s shares (continued)

2001 2000
RO’000 RO’000
Contingent liability and commitment
Directors and shareholders holding less than 10%
interest in the Bank 1,491 1,180
Directors and shareholders holding 10% or more interest
in the Bank 659 67
2,150 1,247
Remuneration paid to Directors
Chairman — remuneration 11 9
— sitting fees 7 1
Board of Directors - remuneration 110 76
— sitting fees 32 27
160 119
Impairment of loans and advances
Director with common directorship representing
a shareholder holding 10% or more in the Bank 1,070 -
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Single borrower and senior members

Single borrower

2001 2000
RO’000 RO000
Total exposure:
Direct - 5,574
Indirect (off-balance sheet items) 6,400 0,416
Numbet of customers 1 2
Senior members
Total exposure:
Direct 13,187 15,910
Indirect 2,150 1,247
Number of Members 16 26

Excess over limits as specified by the Central Bank of Oman for Single Borrower and Senior Members

are secured by cash collaterals, pledge of Government Development Bonds or risk participation
arrangements with other commercial banks.

Contingent liabilities and commitments
Credit related contingent items

Letters of credit, guarantees and other commitments for which there are corresponding customer
liabilities:

Letters of credit 11,772 11,957
Acceptances 6,785 3415
Guarantees and performance bonds 10,806 11,751
Advance payment guarantees 4,856 3,961
Others 11,277 14,879
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Contingent liabilities and commitments (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 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. At 31 December 2001,
letters of credit, guarantees and other commitments amounting to RO 4,426,000 (2000: RO 2,175,000)
are counter guaranteed by other banks.

Foreign exchange commitments

Upto 31 December 2000, the outstanding foreign exchange contracts entered into on behalf of
customers, all of which have a maturity of less than six months, were shown as commitments as under:

2001 2000

RO’000 RO000

Sales - 683

Purchases - 082
Capital and investment commitments

Contractual commitments for fixed assets 680 047

Authorised but not contracted for fixed assets 1,360 1,000

Other contingent liabilities and commitments

At 31 December 2001, 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.

25

(a)

Analysis of significant assets and liabilities
Interest Sensitivity Gap

Sensitivity to interest rates arises from mismatches in the period to repricing of assets and that of the
corresponding liability funding. The Bank manages these mismatches by following policy guidelines
and reduces risk by 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.

Effective  Due on Due Due Due Due Not

Average demand within  within within 1 after 5 bearing

Interest andto30 1to6 7to12 to5 years interest Total
Rate Days months months years

% RO000 RO’000 RO’000 RO’000 RO’000 RO’000 RO’000

31 December 2001

Cash & cash equivalent 2.5 - - - - - 4,639 4,639
Treasury bills 34 3990 15890 12,734 - - 32,614
Loans and advances

to banks 35 12,756 1,006 - - - - 13,762
Loans and advances

to customers 10 64,398 33,885 18,104 112,469 20477 8,343 257,676
Other assets - 1,537 - - - 2,289 3,826
Investment securities 7.6 - 800 6,120 4,871 - 4570 16,361
Property and equipment - - - - - 5,026 5,026
Intangible assets - - - - - 3150 3,150
Total assets 81,144 53,118 36,958 117,340 20477 28,017 337,054
Deposits from

customers 45 84,653 76,885 48,088 9,086 42 49,652 268,406
Deposits from banks 33 11,320 1,757 - 1,925 - 15,002

Other liabilities - 1,536 - - - 9459 10,995
Shareholders’ equity - - - - 42,651 42,651
Total liabilities &

Shareholders equity 95973 80,178 48,088 11,011 42 101,762 337,054
On-balance sheet gap (14,829) (27,060) (11,130) 106,329 20,435 (73,745) -

Cumulative interest
sensitivity gap (14,829) (41,889) (53,019) 53,310 73,745 - -




Analysis of significant assets and liabilities (continued)

Interest Sensitivity Gap (continued)

Effective  Due on Due Due Due Due Not  Total
Average demand within  within within 1 after 5 bearing
Interest andto30 1to6 7to12 to5 years interest
Rate Days months months years
9 RO’000 RO000 RO’000 RO’000 RO’000 RO’000 RO’000
31 December 2000
Cash & cash equivalents 2.5 9,964 - 5 - - 3706 13,670
Treasury bills 5.7 - 9,000 - - 9,000
Loans and advances
to banks 55 11,524 2,503 5 - 14,027
Loans and advances
to customers 108 50,167 29451 3519 64,489 53,361 11,274 212,761
Other assets - - - - - - 7,180 7,180
Investment securities 7.8 3,043 920 - 7,395 - 12,258
Property and equipment - - - - . - 3,634 3,634
Total assets 75,598 41,874 3519 71,884 53,3861 25,794 272,530
Deposits from
customers 63 69,743 60931 38678 7848 - 33,659 210,859
Deposits from banks 59 11,771 959 - e - 12,730
Other liabilities - - = - 9,102 9,102
Sharcholders’ equity - - 39,839 39,839
Total liabilities &
Shareholders equity 81,514 61,890 38,678 7,848 82,600 272,530
On-balance sheet gap (5916) (20,016) (35,159) 64,036 53,861 (56,806)
Cumulative interest
sensitivity gap 932) (61,091) 2,945 56,306 -

(5,916) (25,

Analysis of assets and liabilities (continued)

Treasury bills - available for sale

Represents treasury bills issued by the Treasury Department of CBO for a term of greater than three

months:
2001 2000
RO’000 RO’000
91 days to 120 days - 4,000
121 days to 182 days 18,778 5,000
183 days and above 13,836 =
32,614 9,000
Geographical concentrations
Assets Liabilities
Loans Gross loans Deposits Deposits
and advances and Investment from  from Contingent
tobanks advances securities customers banks liabilities
RO’000 RO000  RO’000 RO’000 RO’000 RO’000
31 December 2001
Sultanate of Oman 3,925 272,393 15,827 268406 8,500 25,959
Other GCC countries 4,136 - 31 - 1,158 2,907
Europe & N. America 5,630 503 4,742 7,436
Africa and Asia oA | - 602 9,194
13,762 272,393 16,361 268406 15,002 45,496
31 December 2000
Sultanate of Oman 3,850 223,850 12,258 210,759 - 29,135
Other GCC countries 5,598 - - 100 5,939 2,056
Burope & N. America 4,515 - - - 6,177 8,944
Africa and Asia 04 - - - 04 5,828
14,027 223,850 12,258 210,859 12,730 45,963
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25 Analysis of assets and liabilities (continued) Analysis of assets and liabilities (continued)

(d) Customer concentrations Economic sector concentrations
Assets Liabilities Assets Liabilities

Loans Gross loans Deposits Deposit Gross loans Deposits from Contingent
and advances and Investment from  from Contingent and advances customers liabilities
tobanks advances securities customers banks liabilities RO’000 RO’000 RO’000

RO’000 RO’000  RO’000 RO’000 RO000 RO’000 31 December 2001
Personal 109,413 86,618 115
31 December 2001 International trade 31,529 3851 7,903
Personal - 109,413 - 86,018 - 115 Construction 20,222 4,121 10,066
Corporate 13,762 157,122 4570 133,182 15,002 45,128 Manufacturing 20,712 4,076 9,212
Government . 5,858 11,791 48,606 . 253 Wholesale & retail trade 10,374 611 1,423
Communication and utilities 11,578 2,261 957
13,762 272,393 16,361 268,406 15,002 45,496 Financial services 9,031 3,848 1,550
S D— zzz==zz= Government 5,858 48,606 253
Other services 15,129 59,903 4,125
31 December 2000 Others 38,547 54,511 9,892
Personal - 71,546 - 71,177 - 561 — _ -
Corporate 14,027 143,881 1,943 80,755 12,730 44 443 272,393 268,406 45,496
Government - 2423 10,315 58,927 - 954 oo z===az=z ===zzzzz

14,027 223,850 12,258 210,859 12,730 45,963 31 December 2000
=====zzz= ==z=m==s = z===s====  =oEz=sss === _PﬁI'SOlla]. 77,546 71,177 361
International trade 36,002 3,643 6,691
Construction 19,804 4,048 8,911
Manufacturing 19,227 3,119 8,133
Wholesale & retail trade 15,566 909 2,284
Communication and utilities 11,657 1,613 879
Financial services 7,103 2,693 1,400
Government 2,423 58,927 1,016
Other services 15,405 40,469 6,400
Others 19,117 24,261 9,688
223,850 210,859 45,963
Foreign currency exposures 2001 2000
RO’000 RO000
Net assets denominated in US Dollars 13,224 10,830
Net assets denominated in other foreign currencies 441 443
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Fair value information

Based on the valuation methodology outlined below, the fair values of all on- and off-balance sheet
financial instruments at 31 December 2001 are considered by the Management not to be materially
different to their book values:

Estimation of fair values

The following summarises the major methods and assumptions used in estimating the fair values of
assets and liabilities.

Loans and advances

Fair value is calculated based on discounted expected future principal and interest cash flows. Loan
repayments are assumed to occur at contractual repayment dates, where applicable. For loans that do
not have fixed repayment dates or that are subject to prepayment risk, repayments are estimated based
on experience in previous periods when interest rates 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 loans 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 using discounted cash

flow techniques.

Where discounted cash flow techniques are used, estimated future cash flows are based on
management’s best estimates and the discount rate is a market related rate for a similar instrument at

the balance sheet date.

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 the balance sheet date. The estimated fair value of fixed-maturity deposits,
including certificates of deposit, is based on discounted cash flows using rates currently offered for
deposits of similar remaining maturities. The value of long-term relationships with depositors is not

taken into account in estimating fair values.
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Fair value information (continued)

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

No fair value adjustment is made with respect to credit-related off-balance sheet financial instruments,
which include commitments to extend credit, standby letters of credit and guarantees, as the related
future income streams materially reflect contractual fees and commissions actually charged at the
balance sheet date for agreements of similar credit standing and maturity.

Foreign exchange contracts are valued based on market prices. The market value adjustments in respect
of foreign exchange contracts are included in the book values of other assets and other liabilities.

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 financial
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,
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Risk Management (continued)

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, listed

investments, or other property.
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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.
Tt 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 through the use of liabilities with a range of maturities.
The Bank continually assesses liquidity risk by identifying and 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. The major foreign
currency to which the Bank is exposed is the US Dollar. As the currency in which the Bank presents its
financial statements is Rial Omani, the Bank’s financial statements are affected by movements in the
exchange rates between foreign currencies and the Rial Omani. The Bank finances a significant portion
of its financial assets in the same currencies as the relevant measurement currencies to mitigate its

foreign currency risk.

The Bank's transactional exposures give rise to foreign currencies gains and losses that are recognised
in the income 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.
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(FORMING PART OF THE FINANCIAL STATEMENTS)

NOTES

Risk Management (continued)

Interest rate risk

The Bank’s operations are subject to the risk of interest rate fluctuations to the extent that interest-
earning assets and interest-bearing liabilities mature at different times or in different amounts. In case
of floating interest rate assets and 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.

Risk management activities are aimed at optimising net interest income, given market interest rate levels
consistent with the Bank’s business strategies. The Bank manages these mismatches by following policy
guidelines and reduces risk by matching the repricing of assets and Habilities 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.

Comparative figures

Certain comparative figures have been reclassified to conform with the presentation adopted in these

financial statements,

Translation into US Dollars

The Bank maintains its records in Rial Omani. The US Dollar amounts which are presented for
information purpose only, have been translated from Rial Omani into US Dollar at the exchange rate of
0.385 Rial Omani to each US Dollar.
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