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THE BOARD OF DI

PPl Dear Shareholders,

On behalf of the Board of Directors of Bank Dhofar
5.A.0.G,, I am pleased to present to you the Bank's
Financial Statements and the Auditor's Report for the
financial year ended 31 December 2004,

The Board of Directors would like to thank our
shareholders for the valuable trust they have placed
in us, and would like to assure them that we will
continue to improve the performance of the Banlc
that will reflect positively on the return on equity,
Also the Board of Directors would like to thank
Sayyed Salem Musallam Al Busaidi and Mr. Dhafer
Sahmi Al Ahbabi for the their valuable contribution
during their tenure as members of the Board.

Local Economic Indicators

With the prudent fiscal and monetary policies
followed by the Government, the local economy
contintied to record good growth rates. The local
economy is expected to achieve 12.5% growth in
2004 compared with 6.9% achieved In 2003, The
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expected increase in Gross Domestic Product was

attributed to various factors, mainly the increase in

oil prices: despite the decrease in local Production

the oil-sector was expected to Increase in 2004 by

17%. Also the non-oil exports and the significan_t

improvements in the environment of Investrents in

the Sultanate contributed positively to the growth of

the economy: as the non-oil sectors were expected
to grow by 11% in 2004,

The preliminary indicators revealed that inflation
would be maintained at low levels: as the increase In
consumer price index in 2004 would be below 0.3%

The Bank’s Activities in 2004

The Bank has achieved remarkable financial results in
addition to the completion of major initiatives which
reflected positively on the Bank's financial position.
Subsequent to all regulatory approvals, including the
shareholders’ approval in an Extraordinary General
Meeting held in 2003, the Bank's name was
shortened in 2004 to ‘Bank Dhofar’ and the Bank's

logo was also changed. These changes have been

very-well received by our customers and the public
as the Banl's new livery projected its new image and
outlool.

The Bank achieved remarkable financial results in
2004, The total assets reached RO 552.2 million at
the end of 2004 compared with RO 4741 million in
2003, a growth of 16.5%. The loans and advances to
customers grew by 10.7% and reached RO 406.5
million at the end of the year, Also the customer
deposits recorded a growth of 17.5% and increased
from RO 358.4 million at the end of 2003 to RO
42 1.1 million at the end of 2004,

The shareholders’ equity increased from RO 63.1
million on 31 December 2003 to RO 67.8 million on
3] December 2004. The net assets per share
increased to RO 1.615 at the end of 2004.

The profitability Indicators also recorded significant
growth, as net profit grew by 10.0% from RO 10.2
million for the year 2003 o RO 11.2 million for
2004, Based on the good financial results achieved
and in accordance with the Bank's policy on
dividend distribution that has been built on assessing
the Bank's future needs, the expected financial and
economic conditions and the capital adequacy
requirements, the Board of Directors recommends
RO 6.29 million In cash dividends, representing 15%
of the share capital of the Banl. We will also transfer
RO 1.47 million to subordinated bonds reserve, an
armount equal to 20% of the Subordinated Bonds

PPl Ranking No. i Bank Oman

As a result of its remarkable performance and for the
second time during last three years, Bank Dhofar
ranked No.l among local banks in 2003 according to
the detailed financial analysis carried out by
"Business Today" magazine in coordination with a

renowned consultancy firm,
pp| Board Risk Committee

In the last quarter of 2004, in order to implement
the best international banking practices, the Board of
Directors has formed a Risk Committee comprising
of four Directors who will focus on issues related to
assessing, measuring and monitoring the overall risks
assumed by the Bank and to develop policies and
procedures that will enhance managing these risks.

PPl Corporate Governance

The Banlk has fully complied with all directives of the
Code of Corporate Governance issued by the Capital

(4

Market Authority, Also during 2004 the Bank
assessed and reviewed the internal control

procedures of the Bank.
Acknowledgment

On behall of the Board, | would like to thank our
valuable customers for their patronage and
confidence they have reposed in the Banl. I thank
the shareholders for your continuous support and
the Bank's stafl and management for the good

performance in 2004,

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

the local banking sector.

Finally, on behalf of the Board of Directors, I would
lilke to express our most sincere gratitude to His
Majesty Sultan Qaboos Bin Said for his wise
leadership and senerous support fo the private

sector,

Sl

L

Eng. Abdul Hafidh Salim Rajab Al-Aujaili

Chairman
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Sheikh. Salem Oufait
Al Shanfari

| Member

Member

Member

| Mohammed Yousuf
Alawi Al [brahim

...with You Devotedly

wing to our Customer

Centric Culture, our customer service
perception is not only a friendly smile
but strive to create the individualized,
desirable and extremely satisfying
customer experience.

All of us is one at your service.




MISSION STATEMENT

o 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 and Aspirations

Expand the network of branches and ATMs to an optimum level in arder to cover
all the regions within the Sultanate of Gman

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 iis people i
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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Salaam Said Al Shaksy
Dy. Chlef Executive

Ahmed Bin All Al Shanfari
Chief Executive

A Nagib Baroud!

& Virendra K. Raina & Mervyn G. Fernando 4 Dy General M_ar_aa_ger&
Asslstant General Manager Head - {Inyestment bankiniz
(Corporate Banking) Miclsectar Corporates

Structured Finance)

phl
Ravi Khanna

Head of Information
Technolagy
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&l Dj Al Head of Internal Audit Head of Treasury B

Dy. General Manager
[Retail Banking)

International Banking




PRICEVATERHOUSE(COPERS

PricewaterhouseCoopers LLP
P.O Box 3075, Ruwi 112
Suites 205-210 Hatat House
Wadi Adai, Muscat

Sultanate of Oman

Telephone +(968) 2456 3717
Facsimile +(968) 2456 4408

REPORT OF FACTUAL FINDINGS
TO THE SHAREHOLDERS OF BANK DHOFAR SAOG

issued under circular no. 11/2002 dated 3 June 2002 and its amendments. Qur €ngagement was undertaken in
accordance with the International Standard on Related Services applicable to agreed upon procedures engagements.
The procedures, as stated in circular no. 16/2003, were performed solely to assist you in evaluating the bank's
compliance with the code as issued by the CMA.

We report our findings on the Procedures performed below:;

We found the Board of Directors corporate governance report reflects the bank's application of the provisions of the
code and is free from any material misrepresentation.

accompanying corporate governance report,

Had we performed additional procedures or had we performed an audit in accordance with International Standards on
Auditing or International Standards on Review Engagements, other matters might have come to our attention that
would have been reported to you,

Our report is solely for the purpose set forth in the first pParagraph of this feport and for your information and is not to
be used for any other purpose. This feport relates only to the Board of Directors’ corporate governance report

included in its annual report for the year ended 31 December 2004 and does not extend to any financial statements of
Bank Dhofar SAOG, taken as a whole.

L

26 February 2005

Chartered Accountants Licence No. MI/26 — Management Consultants Licence Na. MA/16] — Commercial Register No. 5/30766/1

... with Pioneering Standards

oupled with Advanced
Technology and expansive networks,
our vision is reflected with the high

standards we aim for and the investments

we place in state of the art technologies

that reach you through our continuously

expanding touch points.
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REPORT ON CORPORATE GOVERNANCE

II

Part One have contributed significantly to the effective !
|

|

I

|

I

, functioning of the code of governance. The charters
»

1 - Corporate Governance Philosophy: of these committees meet with all the requirements

The Board of the Bank bears the principal 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

responsibility of fashioning the corporate 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.

strategic plans of the Bank. The execurive
management of the Bank comprises the Senior

Managers headed by the Chief Executive, |

Through this two-tiered Interlinked governance

Decision-making within the Bank has been broadly process, a wholesome balance has been created
divided into two levels. The Board of Directors at the befween the need for focus and executive freedom,
apex level, as trustees of the shareholders, bears the and the need for supervision, control and checks and [
responsibility, of strategic supervision of the Bank, balances. i
apart from fulfilling statutory obligations. Some of l’
the major responsibilities of the Board, namely audit, The formal code of corporate governance prescribes ‘
senior management succession, legal and regulatory the highest ethical standards in the conduct of the
compliance are discharged through three- Bank's business, The Senior Members of the Bank |
subcommittees, viz., the Audit Committee, the are fully cognisant of their responsibilities in setting
Executive Committee and the Risk Committee. These personal examples so that the code is internalized l
sub-committees which operate under Board within the Bank and becomes part of its culture. In ’

approved charters have been meeting regularly and the ultimate analysis, there can be no substitute for
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the enlightened self-regulation: that js expected of

EVery member of the Bank.
2 - The Responsibilities of the Board of Directors

The Board of Directors has the fujj authority to
Rerform all acts required for managing the Bank and
protecting and 8rowing the shareholders! interests
SUant to its objectives. Such authority: shall not be
nited or restricted EXCEpt as provided by the law,
iticles of Association or resolutions of the
al Meetings.

The responsibilities and functions of the Board
e the following:

® Charting the overall stiategic direction of the Bani
and reviewing and dpproving the business and
strategic plans,

® Monitor-ing the Banl’s performance and evaluating
whether the business IS properly managed in
aceardance with the Banlcs set plans,

® Approving the interim and annual financial
staternents and providing accurate information at
the right time to the shareholders. [n accordance
with the instriictions of the Capital Market Authority,

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

8 Reviewing all audit feports submitted by internal
andiexternal auditors and statutory agencies.

® Lnsuring that the Banlc conducts its operations in
an ethical and transparent manner.

® Assessfng and approving the Proper delegation of
authotitles to executive management,

® Evaluating the functions
the CEO and other

and the petformance of
key employees:

Size and Terms

The Board consists of twelve (12) non-executive
directors who are elected by the shareholders at the
Annual General Meeting. The term of office of the
Board of Directors is three vears and each Director
€an be re-elected for a similar period, The term of
the current Board expires in March 2007,

Composition and Selection

Members of the Board of Directors are elected from
dmong the Bank's shareholders or non-shareholders

4 !

provided that a shareholder candidate owns no less Part Two
than 50,000 shares of the Bank. The majority of
members of the Board of Directors shall be non- pp| 1. Members of the Board of Directors
€xecutive Directors.

”‘1‘_!‘ ar ec & o w2 =) 1sists of the following:
('l Q rectors o ]53 < Dhofar AL } consis
§ !II. (
Boarc Di &3
e ——
Basis Df Metllblﬂshi]’) l

Name of Director
| Chairman Non-shareholder
airm

: irectar
Non-executive Di

A minimum of one-thircl 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
threugh open tendering or done in the ordinary
caurse of business.

E]'[g AI)(‘ILI Ha dh 5 -Alja lndepe den

fi Sll 1 aab A A ] ||[ t
I I l ce Chai l Shareholder
M?t = . . DifEC{()r

! Independent
Non-executive

Sheilkh. Salem Mubarak Al Shanfari

; - i Independent
H.E. Ahmed Abdullah Sulaiman Mogqaibel Member Non-executive

Non-shareholder

Director
The election process is through direct secret ballot

whereby each shareholder shall have a number of
votes equivalent to the number of shares he/she
holds, Every shareholder shall have the right to vote
for one candidate o more provided the total number
of votes |n the veting form is €quivalent to the
number of shares he/sha holds, :

dent Non-shareholder
i 4 en e

lern Qufait Al Shanfari Member Non-executive  Indepena Bibcior

eilch. Salern Qufait Al Shanfa -
s Non-shareholder

Independent Director

Member Non-executive
asser Al Habsy
— Sharehaolder

Independent Diecto

< nber Non-executive
1 2XeCL ~
Il\l'l ‘qhu ‘\le Al Al Shanfar Membe

Non-sharehalder

Independent Director

i Member Non-executive
ail Ahmed Al Mashani
"t Shareholder

Independent Ditsetar

i - 5 -executive
Mr. Mohammed Yousuf Alawi Al Ibrahim Mermber Non-exe
| Non-shareholder

Inclependent Hisctae

Member Non-executive

ed Al Mashani

— Shareholder
Director

. Independent
Eng. Saeed Salim Al Shanfari

Member Non-executive
10

Non-shareholder

Independent Director

Mr. Ahmed Bin Said Mohammed Al Mahrazi Member Non-executive

11

e | Non-shareholder

Member Non-executive Independent Ditector

At present all the ditectors of the Board are non- (2 M. Saleh Nasser Juma Al Araimy o

executive and are inclependent within the scope of —_—

the definitions laid down in the Code of Corporate -

Govemance by the Capital Market Authority. The Board of Directors held 7 meetings during 2004 as follows:

Board Committees
@ 27 January

The Board has the following three Board
Committees, whose objectives, POWers and

@ || March
Procedures are governed by the terms of reference

of the respective Committees as enshrined in their

Charters, d by the Board:
1afters, approved by the Boarc ® 50 Narch

® Executive Committee
® Audit Committee
® Risk Committea

@ 26 April

Additional committees may be established from time
to time based on business needs. Each committee
has access to the information and resources jt
Iequires, including direct dCcess to staff and
consultants. The Board has selected the committee
members based on thejr professional backarounds,
skills and other qualities they bring
committees,

=_—— .

® 26 July

@ 9 October

to the
@ 27 December




iecti mittee of the Board of
@ To identify the risk areas of the Bank's operations i e daaion CO;:sues relating to Risk
- Ol 3 i 5 on
: | No. of No. of other = d in the scope of the internal and Birectors s 4o f.oclzu & Barik
Name of Director Capacity of Membership | Meetings & Directorships . to be covere Management policies and procedures on
B Attended 8 hejd Ly external audits during the year. ; ide basis by arriving at a judicious policy decision
Eng. Abdul Hafidh Salim Rajab Al-Aujaili In Personal Capacity @ To monitor the effectiveness of the intemlal auJilr :Vouectw;e]y
' it plan ¢ ell as the :
Representative of Dhofar International function and approve the audit plan as w
Sheilch. Salem Mubarak Al Shanfari Development & Investment Holding

& ]]Il“ Of acequa {p onnel and
{ Valla Y 1 e resources ers

H.E: Ahmed Abdullah Sulaiman Mogqaibel

' tools).
e e ' @ To recommend the appointment / change of the
external auditors and determine and review their

Sheikh. Salem Oufait Al Shanfar] In Personal Capacity

terms of engagement.
Mr, Saleh Nasser Al Habsy In Personal Capacity

@ To hear the views of the external auditors before

Mr. Abul Aziz Ali Al Shanfari Representatge cf_fLE:)fsat Limited
0.

forwarding the annual financial statements to the
Mr. Suhail Ahmed Al Mashan|

Board for approval.
— s @ To report and bring to the attention of the Board
Mr. Mohammed Yousuf Alawi Al Ibrahim Representative of Dolphin B iton fuihe gl
i and any material accounting or auditing concerns = el
] . ;
T = i s identified as a result of the external or internal PBl Roles and Resp
i i ities,
Eng. Saeed Salim Al Shanfari Representative of Dhofar Catte R —
Feed (SAOG)

@ To understand the risks undertaken by the Bank

it Committee are: and ensure that they are appropriately managed.
| it : @ To develop risk policies, limits and procedures

Mr. Ahmed Bin Sald Mohammed Al Mahrazi# In Personal Capacity

Mr, Saleh Nasser Juma Al Araimy=#

In Personal Capacity

I No. of

ings after assessment of the Bank's risk bearing capacity.
O ) m:;'ﬂeg: @ To identify, monitor and measure the overall risk
* i ‘ . Chairman profile of the Bank. y
Mr; Ahmed Bin Said NMohammed Al Mahrazi was elected to the Board on 30 March 2004, B i . - s M
“* Mr, Saleh Nasser Juma Al Araimy was selected as a Board member by the Board of Directors Sl 5 Ta oy s v
on 26 April 2004 after the acceptance of the resignation of Mr. Ghassan Khamis Ali Al Hashar. . . —— — ”

® To review the risk models as development takes {5
PP 2. Executive Commijtiee

. p ets a als50 ldellt][y ne 1 .
= ]'I'll MOllallllued IOUSUI lace in the mﬂrl( 5 nd ]5 WSS
miite (—k- 1 Tiee mqq dl ing “4

Alawi Al Ibrahim Member b ® To ensure that the risk policies developed clearly
Alawy el S 5
spell out the quantitative prudential limits on various
The Committee consists of five members with PPl 3. Audit Committee ts of Banlk's operations
_ ey o o segments o :
proper experience, skills and injtiative. The objective The Committee held 8 meetings in 2004. o ?mb ild stress scenarios to measure the impact of
- : 20 ; ] q : o = . o bui
of the Executive Committee is to discharge The Audit Committee was formed in- 2001 by the | market conditions and monitor variance
o : Z, . N unusual m
responsibilities =ha > Bog idine Board of Directors with the following main obiectivec H : f the Board of Directors: o
P._‘ sib ‘e on behalf of the Board in deciding en " - PHowing main objectives PPl 4. Risk Committee o between the actual volatility in portfolio values and
Specific policy matters demanding in-depth study and responsibilities: h dicted by the risk measures
- . : ) . those pre : =
and  analysis, deliberation and interactive ; i ; The Risk Committee of the Board of Directors was g i liance with various risk
g : - : ® To focus the attention of the Board and top { of Directors ® To monitor compli
consideration and decisions on micro matters of ! : formed in October 2004 by the Board o . i
htis I e el L : management of the Bank on the importance of ; b followi maln  objectives and parameters by business lines.
usiness beyon 1€ powers delegated to t ; ; L ; i the  followin i
% .) e I'd b GHEL, 107 the strong financial reporting and risk management, ol bl s @ Tt Hole-the: line managemest accountbie forthe
lanagement, but considered less important to : : ibilities: i
: S ; : ° Important to ® To monitor the adequacy of internal controls in the Eansiil risks under their control.
recejve 5 sard's attent 2 e : .
seelve the full Board's attention and time. Bank and to take appropriate steps where required. ® To oversee and ensure the implementation of
® To menitor the Bank’s compliance with legal and
The Board members of the Executive Committee are;

Central Banlk of Oman's guidelines on risk
regulatery provisions, its articles of association,

m charter, by-laws and rules established by the Board
0. af if ; :
Name of Director Designation {8 Meetings of Directors.
Attended 8

management systems in Banls.
|

The members of the Risk Committee are:
Eng. Abdul Hafidh Salim Rajab ~ Chairman

o . Chairman of the
Al-Aujaili gom;ittee 1. Mr. Saleh Nasser Juma Al Araimy -~ el
; ; Vice ;
Mr. Abdul Aziz Al Shanfar] 2. H.E. Ahmed Abdullah -
Chairman Sulaiman Mugqaibel Mem
Mr. Saleh Nasser Al Habs Member
4 3. Mr. Saleh Nasser Al Habsy Member

Mr, All Ahmed Al M hani Membe

mec ashani ember 4. Mr. Ahmed Bin Said Mohammed MR
Mr. Ahmed Bin Said
Mohammed Al Mahrazi

Al Mahrazi
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No'meeting of the Risk Committee of the Board of
Directors was held during the year 2004 as it was
only set up in Octobear 2004, However, its first
meeting was held in'the month of January 2005,

5. Directors’ Remuneration and Executives Pay

& As all members of the Board are non-executive

‘directors, no fixed salary or perfermance-linked

| 1EEHLVes  are  applicable. The non-executiyve
IS are paid an annual f€Mmuneration and sitting
forattending the Board / Committee meetings,
Jreciors’ femuneration and sitting fees pajd during
2004 ate as follows:

| Remuneration | Sittlng Fees & Total B
RO‘000s = RO'000s | RO ‘000s

Board Members 229

® The Bank’s top five EXEcutives, namely the Chief
Executive, Deputy Chief Executive, General Manager
~ Support Services. Deputy General Manager- Retail
Banking, and Deputy General Manager - Risk
Management have received the following in 2004;

Salarles ¥ Performance Bonus b

RO'000s|  RO'000s | 7"""7
Top five (80 572

Executives 392

6. Compliance with Regulatory Requirements

The Bank adhered to and complied with all relevant
regulatory réqufrements and there were no Penelties
Or strictures imposed on the Bank in the Jast three
years for noen-compliance with any statutory or
regulatory authority requirements,

Also the Bank complied with al] Provisions of the
Codle of Corporate Governance issued by the Capital
Market Authority.

7. Communication with Shareholders and
Investors

The Bank publishes its quarterly interim financial
statements and also hosts these and othet relevant
information at its welbsite (www.bankdhufar.com}.
The quarterly results are published in two [ocal
NEWspapers in Arabic and English. These results can
be obtained by shareholders sither from the Bank or
Muscat Securities Market (MSM),

The management provides regular updates to the
market on the Bank's performance and new
developments, The Management Discussion and
Analysis Report forms part of this annual repert,

PPl 8. Market Price Data

. Share Price Movements

The high/low share price information of the Bank
during the financial year ended 31 December 2004
compared with Muscat Securities Market Index is as

follows:
[t 2004 ! Bank Dhofar Share | | MISMT;
i Price (RO) . Index ||

High Low Closing  Closing
January 3.110  3.000 2.913.00
February 2,959,00
2,962 .40
3,062.70
3.600 3 3,208.97
3,458.11
July 3.820 3680  3.800 3,440.54
August 3.850 3800 3.850 3,414.27
September
3,444.91
November 3,759 3.600 3,370.18
December 3,375.05

b. Major Shareholders

The following are the major shareholders who own
more than 5% of the outstanding shares as at 3
December 2004:

i e
8 Shareholder %0l

Y Dwnership :.i'

Dhofar International Development and
Investment Company (S.A.0.G.)
Civil Service Pension Fund
Ministry of Defense Pension Fund
Public Authorigfor Social Insurance
Qais Omani Establishment [LcC

and Cont

(4 4

9. Profile of the Statutory Auditors

Pricewaterhouse(‘.oopers Is one of the world’s
largest professiona service organisation, Provides
industry-focused dssurance, tax and advisory
sefvices for public and private clients. More than
120,000 pPeople in 139 countries connect their
thinking, experience and solutions to build public
trust and enhance value for clients and their
stakeholders.

PricewaterhouseCoopers in  Oman has over 60
employees including 3 partners and 7 managers,

Bp

10. Other Matters

® In 2004 the Board of Directors, through the Audit
Committee, reviewed and dassessed the Bank's
system of internal controls.

® The last Annyal General Meeting (AGM) was held
on 30 March 2004 and the last Extracrdinary General
Meeting (EGM) was held on 30 September 2003,

... with Strong Ambition and

Innovative Products

) ur passion to serve our
customers lead our ambitious plans
and is translated into
market responsive products
and services that strive to be

the best of breed in the

Omani Banking Industry.




MANAGEMENT DISCUSSION
& ANALYSIS REPORT

([ #¥ Oman’s Economy and Outlook

Oman's economy was expected to record a good
growth in 2004 as the preliminary  economic
indicators showed that the Gross Domestic Product
(GDP) would grow by 12.5% against 6.9% growth
achieved in 2003. The remarkable growth was
achieved due to the increase in oil prices, non-oll
exports and improvements in the investment
environment in the Sultanate. The Oil revenues in
2004 recorded a significant increase of RO 1,252
million over the budget, wiping out the entire 2004
budget deficit, with additional revenues transferred
to State General Reserve Fund and repayment of
€xternal debts. It is worth mentioning that the 2004
budget was based on an average price of USD 21
IPer barrel, while the average price realized during the
year was USD 33.0 per barrel,

The consumer price index was contained in 2004 at
low levels ang expected to increase by less than
0.3%.  Also the Muscat Securities Market general
price index registered a significant srowth of 23.8%
in 2004 as a resylt of good corporate performance,

L2l

The budget for 2005 is estimated on the basis of
USD 23 per barrel of oil and with an average daily
production of 753,000 barrels. The budget for 2005
estimates a total revenue of RO 3,140 million and
total expenditure of RO 3,680 million, resulting in a
budget deficit of RO 540 million. The budgeted
deficit represents 17% of budgeted revenues and 6%
of the targeted GDP.

Industry Structure and Developments

The financial services industry comprises commercial
banks, specialized tending institutions and other
financial intermediaries. At the end of 2004, there
were fourreen commercial banks (five local banks
and nine branches of foreign banlks) and three
specialized banks operating in the Sultanate. The
five local commercial banks accounted for the bullk
of the market share, with competition remaining
intense amongst the banks for new business.

The commercial banlcs combined balance sheet at
the end of December 2004 showed that total assets
increased by 8.2% and reached RO 4.89 Dbillion







MANAGEMENT DISCUSSION & ANALYSIS REPORT (contd,)

compared with RQ 4,52 billion: at the eng of

December 2003, The total lending of commercial
banks srew during 2004 by 6,0% and reached RO
3.51 billion at the end of the year and total
deposits, including government and public sector
teposits, increased from RO 2,85 billion at the end
10F 2003 to RO 3,08 billion, a growth of 8.1%. All the
local banks OPerating in the Sultanate have posted
a Crease in profits for the year ended December
31, 2003,

P* Opportunities antd Threats

Organization regional' and international banks may
decide to enter the Omani market and create more
€ompetition for local banks. Also. proliferation of e-
'ban'ltjng may offer customers the option to dea) With
non-local ban ks for certain financial services,

Fallihe oil progl lction and volatility in off Prices could
adversely affect the Governmeant!s [evenies,

Ph New Corporate Identity

Following the shareholders’ ang Fegulatory approvals
iecelved in 2003 tg shorten the name of the Banlk to
‘Bank Dhofar! The new Corporate identity was
formally launched in early 2004, The' objective of
launching the new corporate identity is to position
the Bank as a significant and dominant Player in the
Omanj banking sector,

The new logo and identity are ap affirmation of the

symbolically, The new logo s g phonetic
connotation of the words Bank Dhofar, The Banik's
vislon, loeking ahead, js aptly encapsulateq In our
NeW corporate slogan - Moving forwa rd...with you,

M No. | Bank in Oman:

Bank Dhofar (S.A.0.G) was ranked No, | among
local banks for the year 2003 according to the
analysis carried out by " Business Taday" magazine
in coordination With a renowned consultancy firm,
We have been ranked twice as No. [ in the |ast
three years which clearly reflects the Banl's ability
to  sustain a distinguishec and  remarkable
pPerfermance.

PP Review of Operations

PP Retail Ban king

Retail Banking Group (RBG) continued to post a
Strong performance  in 2004 with its continuing
focus on value-added products, services and
€xpansion and diversification of distribution
channels, RBG Expanded its branch network angd
Opened 3 new branches in strategic locations during
2004 and the total number of branches reached 48
During the year 4 few branches have been renovateq
With more Custoner friendly layouts ang some
branches relocated to more convenient locations
with ample parking facjlities. The off site ATM
Networlk was alsg expanded by adding three more
locations. The bank as at the end of 2004 had Sixty
s5ix (G6) Proprietary Automated Teller Machines
(ATMs) | which are linked to the Oman Switch

networl. Preparations for launching a state-of-the-
art Call' Centre g underway and €xpected to he
launched in the first quarter of 2005.

"Al Heson" Cash Prize Saving Scheme was enhanced

offers cash Prizes to savers in" general  with
additional specific Prizes for women and children. As
Part of *Al' Heson" the youngsters account ‘Mazin &
Mazoon! ajso have a chance to win on monthly
basis, Branches have capitalizeq on this opportunity
and managed to market this product well. A Staff
Incentive Scheme was also restructured in order to
have actiye participation of ajl staff seements,

Credit card sales saW reasonable growth this year
and are expecied to grow even more in 2005 with
ambitiols plans for launching more cards related
Products, Internet Card 'e-comearg! was

—_—
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One of the major initiatives for 2005 is the r

neering of processes with _h(...
n the I_lg.l'IL. 125 Wi i
engi 2z

objective of converting the t_radir_iona.llbzm:]:i
branches into sales and service plat[mm:__ cthﬂ
enhancing the sales and service culture in ;
branches._ As part of these initiatives all accou?e
opening forms are being re- demgrmd_to_beq ;n:“
customer-friendly and informative. MBD Fi_mm.‘ h.,.
been identified as the first branch to 1mp?.clm:3;u
these process changes and re- structure with the

i ¢ and back office
egregation of front anc
clear segregat

functionalities.

There are exciting initiatives underway to be Ir_oflecf
out in 2005 which would be a delist f.'fL.!| treat to ou_r
customers and enable them to benefit from these
value-added products and services.

Research and Marketing

In fts continuous pursuit of bench-marking .“S
activities to the highest standards of the banlx.]ng
industry and its unwavering commitment to Cr(-.i:'_k[ll’.lg
a differentiated and desirable customer expenenfe
when dealing with the Bank, it has reorgan[?er_i‘t.ts
marketing practices and established the organization
Marketing, Planning and Research Division d.l'-ld
staffed it with the required talent. Since then the
Division has embarlked on a number of strategic and
tactical activities to catapult Bank Dhofar even c{oser_
towards the customer-centric culture capable I'JI
delivering and even exceeding custamer's
expecrati_r_ms. The Division has developed c'm_r._i
obtained approval of its short and medium telrm
plans with a comprehensive set of initiatives which

The enhanced customer focused stratesies that are
planned will be felt across all touch pc-intsl and
customers will certainly experience banking with a
difference when they deal with Banlk Dhofar,

Corporate Banking

The Corporate Banking Group encmnpfmses the
Large Corporates Division, Project Fman_c.el_&._
Syndication and the Mid-Sector Corporate F)lwsw.n
which is exclusively responsible for credit deh\._fery‘ to
small and medium enterprises. The rec-rgamsatl.on
of the Corporate Banking Group in 2003, which
resulted in the carving out of the h-‘lid—Se_ct(I)r
Corporate Division as a separate profit-centre within
the Group, has proved to be effective and helped
improve the Bank's focus on this segment.

With the rapidly changing economic profile or' the
country and the evolving banking regulatory r'u_'gnnra,
Corporate Banking will continue to be the vehu_:le of
future growth for the Bank. It is our cherlshec_j
objective to become a ‘preferred Bank' ror‘ corporate
Customers In Oman. Towards this objective and to
serve promptly and effectively our existing as \n.re'll as
prospective customers, the Bank has srrea‘mlmt:lj{
internal  procedures and hired experienced
professionals committed to deliver corporate

banking services of the highest standards.

The Corporate Banking Division males available the
entire gamut of corporaie banking procducts, both
funded and non-funded, to the customers ar_ud has
been instrumental in developing the Banlc m_to :ix
‘Relationship Bank' which endeavours to bljllld"d
long-lasting, mutually beneficial relationship with its

clients.

Every customer or a group of customers is ELSSIfgI.:It':.(f
a specialised relationship executive, who rsmm_n:» Ii-‘l
constant touch with the customers to Lm-:.le_:,tand
their  requirements and  offers .SI_JIt:'Lb!‘:'.’I
services/products. The emphasis is on development
of financial solutions that are tailor-rmade to sanF_
the requirements of individual cl.lsh:u:nezs. 'Ilw.j
respective  executives also lialse with ather
Departments of the Bank to facilitate pm“-_llp_f
delivery of the required services/products to the
customer and to troubleshoot any problems, TIw
Bank considers these relationship executives as vital

: ; ey
links to its esteermned customers.




MANAGEMENT DISCUSSION & ANALYSIS REPORT (contd.)

i1

2

e

It was, therefore, not surprising that the portfolio of
our corporate funded facilities has continued to
record a good growth rate witnessed during 2004
which is Indeed commendable: in the context of a
competitive environment,

m,_.l’roieﬂt Finance & Syndications

Of Wider and larger participation of the private
bor In: various spheres of economic dctivities,
: Were hitherto the domaln of the Government
sectors, Consequently, a number of large projects of
national' importance, FEquiring considerable sums in
ents dre being implemented at a rapid pace.
Bank Dhofar continues to contribute in this area by
actively participating in financing these projects.
Accordingly, the Project Finance & Syndication team
continues ta work closely with local and international
banls exploring the lendling epportunities to various
projects,

During the year; the Bank has lead arranged the
financing of Raysut Cement expansion project and
co-lead artanged the refinancing and expansion
project of Salalah Port Services SAQG, Besides this,
the Bank has also participated in the financing of the
power ancd water project of Sohar Power SAGC and
the prestigiols Barr Al Jissahi Resort project. These,
together with earlier committed Projects viz., Sohar
Refinery LLC, Oman India Fertlliser Company SAQC,
power projects of AL Kamil, AES Barka, Dhofar
Power, Oman LNG, Oman Gas ete., has seen the
Bank's: active contribution to all the projects of
National Importance.

Mid-Sector Corporate Division

The Division, while focusing on a niche market is
working closely with the branches in identifying the
deserving customers and channeling the resources,
The creation of this dedicated Division has been
received very well in the market which has not only

enhanced! the image of the Bank but has also helped
in fulfilling the social aspirations of the people,

bp

Due to all out efforts undertaken by the dedicated
team, the Division has blossomed achieving
exponential growth both in terms of number (o] §
customers and amount of advance portfolio, thus

contributing immensely to the profitability of the
Bank.

Treasury, Trade Finance and International

Treasury, Trade Finance & International Division |s a
significant contributor to the Bank's non-interest
income. Treasury has always emphasized waorking
closely with Its clients to provide tailored solutions

to their requirements, Treasury, in conjunction with
Assets and Liabillty Committee, works to manage
the liquidity of the Bank, in the most efficient and
effective manner. In 2004, Treasury enjoyed
dnother excellent vear, recording a solid
pefformance,  Foreign Exchange income was well
above the budget through an aggressive pricing
policy, which increased the volume of customer

turnover, giving beneflt to both the Bank and its
cusfomers.

Trade Finance business has maintained its fast
growth track through the year, Income was again
ahead of plan and also exceeded the prior vear
figure. The unit is also exploiting our technological
and operational expertise to extend our frontiers. A
number of core banking processes and systems have
been improved to attune them with the customers
requirements. Besides, we have also introduced a
web-based trade finance package called 'eZtrade"
to our prime: corporate customers. This will deliver
enhanced business analysis to enable more active
client relationship management,

International Division performs the task of business
development, maintenance of correspondent
relations, setting up of lines of credits for business
operations from banls/financial institutions. A strong
network of correspondent bank relationship
throughout the world enables us to offer our clients
4 wide variety of trade and financial services, Our

|
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correspondent banks have ensured an inc .
lines available to us and we are able to satisfactorily
g - T g

tvice the individual needs of both customers and
se -

correspondents.

During the first quarter of 2004 I;Ime E.ianl-:. ].‘sit';;'m-:;ihi
mid-term loan agreement for US% 75 r_ml ](Djl. ! q;
Banl approached international markets rc:)r the .|r.(4|
time for US$ 50 million syndicated !.L.‘:an r_ut a r;uen;_);
of 3 years with a green shoe option uf. lj!b&’ .. 31
million. The loan was largely over-subst:rlhccl‘ anc
commitments for the loan were made by reg|cn.1a_l,
Europe&n‘ Japanese and An‘n-:-ric.lan banks'. “1:'%
reflects the confidence the international banks have

in the Sultanate, based on international rating of the
country and Bank Dhofar’'s own financial position.

Support Services

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

Central Operations

The Central Operations Division established in 2003
has now firmly entrenched itself as the driving force
of Bank Dhofa_u'. This division now processes the bulk
of Bank's transactions successfully, primarily through
specialized know-how, economies of scale and
process-automation.

The trend is set to continue in the year ahead with
more products and services ear-marked for
Centralisation and thereby improve process
efficiency and release branch resources for business
development and quality customer care.

Though specialised in process optimisation, Central
Operations Division has also proven its capabilities in
human resource development, through which
technically proficient, self-driving bankers have been
moulded for handling other important duties within
the Bank,

T (contd.)

Firmly committed to training aspiring young Omanis,
Cleair}al Operations Division currently has On:a
executive following an MBA Programme in the UK.
All stalf are exposed to diverse training programimes
(both internal and external) regularly, well above the
required organisational stipulation.

In 2005, the Central Operations Division will be fht—:‘
leading player in Bank Dhofar for implementing
Centl‘ej Bank of Oman's Real-time Gross Settlem.ent
(RTGS) Project which is aimed at automating
[I)ayments and settlement on a national scale.

Information Technology

The IT Division of the Bank plays a pivotal role in
devising technology strategy in line with busim%s
strategy and provide 24x7x365 services to Bank's
customers through different delivery channels. The
Division keeps researching the latest state'of—tllxe—art
technologies to provide excellent service experience

to Bank's customers.

The Division is arganized into four departments
namely, Systems Support, Networking, Systems
Development and Special Projects. Each cie|:1am_'nent
of IT Division is manned by experienced Omani and

expatriate staff.

In the year 2004 Bank made major technological
acivance;.s and invested in latest technology. This year
was significant as Bank Dhofar Implemented an{
Information Security Policy based on BS7799 |
ISO17799 standard to protect customer and the
Bank"s information. The Division also completed a
smooth migration to the IP based SWIFTNET the
latest payn%ent gateway from SWIFT, The Fs:mk
installed a Risk Analysis system from Moody's, 'a
world renowned solution for the risk analysis
systems in the banking industry. The Bank has
Ll_pgraded its Branch Automation system f“ all the
branches to provide better customer services from
its branch network. In the last quarter of the year the
Bank made a pilot launch of its newly acquired web-
basecd Trade Finance system for its corporate
custamers. This product is branded as eZtrade and
would allow corporate custormers to enter request
and track their Letter of credits, bank ?_.rantee.s,
export & import bills etc. on the Internet from the
comfort of their own offi

The aim of all these new IT initiatives of the Bank' is
to keep itself abreast with the latest 1’EChr|DlC>:f_=‘;}e.S
and presenting its customers with best of sze.lrwces
based on latest technology for their optimum
satisfaction, Qur aim can be summarized In two

waords "Ever Onwards".
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PP Human Resources

The redesisped ebjective-based performance
management system for all staff was successfully
implemented with all staff setting their goals at the
beginning of 2004, with a half-yearly assessment to
eview their goals vis-a-vis achlevements, For branch
f there were reviews by branch Managers on a
onthly basis of their financial goals.

This three layered appraisal, with the assessees
m iéssessmenta on set goals, and the
aSSEssor (the immediate SUPErior), appraising the
assessees and the Stperior's superior reviewing the
assessment; made the SYSIEm. more transparent,
Individual training needs are ajso identified from this
assessment. This has emphasized that Bank Dhofar
15 d learning Ofganization and a preferred place for
performing staff to work.

PPl Risk Management

The Bank established an independent Risk
Management Division, in the first half of 2008, The
Division [s managed by a team of competent and
experienced personnel. The primary function of this
Division is to ensure that an effective risk
management framework exists within which' the
Various divisions of the Bank operate, The Divisioh
assists in defining appropriate risk tolerance levels
for the respective business divisions, The risk
Mmanagement strategy of the Bank is based'on a clear
understanding of various risks, disciplined risk-
assessment and medasurement procedures and
continuous monitering, Risle mahagement
Sovernance is provided through various Board and
Management level committees,

The primary responsibility of understanding the risks
run by the Bank and Ensuring that the risks are
appropriately. managed has been vested with the
Board of Directors,

As suggested by Central Bank of Oman Suidelines
and Basle Il Accord (revised framework) the overall

4.4

risk. management at organizational level has been
assigned to an independent Risk Committee of the
Board of Directors (RC) which was set up in October
2004, The setling up of RC is in line with the
international best practices: which mandate that
banks should have in place comprehensive tisle
Management processes (including dppropriate Board
and Senior Management oversight) to identify,
measure, monitor and control the overall risk profile
of the Bank,

The objective of the RC is to focus on issues relating
to Risk Management policles and procedures on a
Bank-wide basis by arriving at a judicious policy
decision collectively,

Diuring the year 2004, the Bank has implemented
Moody’s Risk Advisor software, a globally reputed
credit analytical tool to ald processing of credit
Proposals. This software will also help in credit
rating of the individual borrower, benchmarking of
the industry and ajd portfoiio analysis of the Bank's
exposlre. The Corporate credit Proposals are
reviewed by Risk Management Division, whose
ebservations form an Important input in the decision
making process,

The Treasury Division is responsible for the
management of liquidity and interest rate risk under
the suidance and sUpervision of the Asset and
Liability Management Committee. The Risk
Management Division is responsible for oversight of
related suidelines 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 s€gregation of duties, Regular
audit checks ensure that NEcessary controls exist to
mitigate this risk. The key elements of our risk
Management practices include independent checls
and balances, formaj authority limits for approval,
well-defined policies and pProcedures.

The important types of risks to which the Bank is
exposed are credit risk, liquidity risk, market risk and
operational risk, Note number 28 dccompanying the
financial statements provides an overview of Some
of these risks dlong with details of the Bank’s
policies to identify, 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 customers of good credit standing,

C |Ei! el sment, oblaining l'l-"-"l-
I it a > . J]J
thO Ough i3

with appropriate and

o [ I
Ad d]t()lla\ i g()l.j Aanc
| I |:t 12, PO L[|IO alld [‘iS, counter [Party
borro\'\fe 5 =1 Q alys e 6}

continuous monitoring,.

single obligor limits,
limits and concentration of limits are some of the
1 . - -
tools that are used by the Bank to effectively
0

manage its credit risk.

The Bank employs experienced and comf:‘:e.ter:r staff
in the area of Corporate Banking, providing tf;enj_
with regular training to upgrade and ]1(,-11:?3 tu_eul
credit skills, Detailed credit policies, procedures. a:nc.
gui.d.elines, proper segregation of duties, reiab{t)rdt_e
-r;natrix of authorities for credit approval and periodic
audit and examinations by thg il‘lT’éi'_]'.lﬁl gnd external

auditors ensure that a rigorous environment of
checks and balances exists within the Bank.

Liquidity Risk

Liquidity risk is the potential inability of the Bank to
meet its maturing obligations to a counter party.
Liquidity planning and management are neces..salry
to ensure that the Bank has the ability to fund its
‘Operations cost-effectively and to meet current and
future potential obligations such as loan
commitments, contingent liquidity commitments
and unexpected deposit outflows. The Treasury
Division in conjunction with the other divi

manages the liquidity on a daily basis.

The Asset Liability Committee (ALCO) sets the
broad framewaorl for the Treas ry to operate so that
the Bank is always in a position to meet its financial
commitments. A high-level ALCO meetir lon
a monthly basis in addition to weekly ALCO
meetings to handle tactical issues, ALCO regularly
Feviews the liquidity policy, in addition to overseeing
other which it is entrusted.

Diversification of base,

matters  with
depositor reducing
dependence on large depositors and maintainin

suitable mix of deposits Including low deposits
dfe some of the measures that the Bank has

regularly taken to maintain a stable de it
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base. The Bank maintains a stock of high quality
liquid assets, which can be liquidated ar a shcar}'
notice to ralse cash if required. The Bank. has
arrangements in place with several international

barks to raise funds, il needed.

bpl Market Risk

Market risk is the risk of loss arising frt_}m
unexpected changes in financial prices, |rtclud|ng
interest rate, exchange bond, equity a‘nd
commodity prices. Two prominent risks affecting
the Bank are currency and interest rate risk.

The major foreign currency to which the Bank.is
exposed is the US Dollar, The established p?.tr:ty
between US Dollar and Rial Omanl substantially
recduces this risk unless the parity between the i'w.o
curtencies is revised. It is unlikely that this parity will
be changed in the near future. To control currency
exposures, intra day and overnight limits have be:fen
set up in addition to currency-wise stop loss limits
for the dealing room. The Central Bank of Oman has
set prucential norms for the net open positllcm o
restrict the banks from taking undue currency risks.

The Bank manages the interest rate risk by mat"!’ﬁng

-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 reduce the attendant

interest rate risk.

PPl Operational Risk

Operational risk is the risk of loss resulting_Fr_on’n
inadequate or failed internal proce r_s people dr'zd
systems, or from external events. The Bank has
d‘eta.ilec.l policies and procedures that are regularly
updated to ensure that a sound internal control
environment exists in the Bank. During the year
2004, the Bank had set up an independent
Operational Risk Cell within the Rislt‘f\'l.c'magemen_t
Division. Trained and competent staff oversee the
operational functions of the Bank. Tested Dlsaslter
Recovery plans exist to provide normal lJanIun.g
services in the event of any disruption. The Bar?k is
closely reviewing the various | c.ommeru:lah.ons

ed by the Basel Committee on "Sound prac'hc.es
for the management and supervision of operational

risk" for implementation,

kPl Financial Performance

The total assets of the Bank in 2004 increased by
16.5% and reached RO 552.2 million compared to
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RO 474, 1 million at the end of 2003, The neat loans
and advances to custamers also increased from
RO 367.2 milion at the end of 2003 to RO 406,5
million at the end of 2004, a Srowth of | . An
Analysis of our loans and advances portfolio’ as at

gcember 31, 2004 alang with the

I'the prior period is as follows:

comparative

contd.)

P¥| Shareholders’ Equity

The shareholders: Equity at the end of 2004 was

RO 67.77 million compared with RO 63. 12 million
the end of 2003 At the end of 2004 we h
transferred RO 1.412 million

at
ave
to legal reserve being

10% of net profit and RO .47 million to

MANAGEMENT DISCUSSIO_N 8 ANALYSIS REPORT (contd.)

RO 28.28 million for the year ended 2004. For the
‘nded 72004, interest income increased by

year € ' .

25% while interest expense increased by 7.7% as

compared to that of 2003.

Total operating expenses increased from RO 11.02

The Board ol Directors proposes to pay a 15% cash
dividend amounting to RO 6.29 million, subject to
the approval of the Bank’s shareholders. The

proposed profit appropriation for 2004 is as follows;

RO thousands

R 2004 2003
million in 2003 to RO 12.24 million in 2004. Staff
subardinated bonds I€serve being 20% amortization i ots increased in 2004 by RO 0.79 million, while Proposed dividends 6,294 6,294
w i
RO million |"|I" of the total amount of outstanding subotdinated the administrative costs increased by RO 0.36 " —
2004 2003 E bonds of RO 7.36 million. Also we have transferred ..I1|i0n To/legalTeseme ke '
mi i
| RO 2,05 millio s etained  earnings,. 472 1,472
| Overdrafts 55.1 50.8 izt da i del i ¢ a Arnings ‘ N To subordinated 15
' he Bank made all provisions as required for bonds reserve
The Ba ; b j i 4
. The analysis of shareholders’ funds at the end of impaired assets. The amount of impairment Pl:—:{t?feerca{tlcg;ecmrs 254 25
AE]= =1 re
2004 along with the corresponding figures for prior provided in 2004 was RO 531 milllon compared : S o
i i i = heHeds e ol pwe: with RO 4.88 million in 2003. Also during 2004 we To retained earning ‘
ok ; t of 2.67 .
| Bills Discounted 4.7 26 have recovered from provision an amount o Net profit for the year 11,192 10,156
| million Compared with RO 0.96 in 2003.
Advance against credit cards 4.2 4.1 |
— Py - Share capital 41.96 41.96 A detafled analysis of impairment for 2004 aion.g
Share premium ;ﬁr}fh the corresponding figures for the prior period is Wbl Fisiiire Drospoits
Gross loans and advances in the
to customers 449.1 404.8 Legal réseive | as follows: Bank Dhofar is today the fourth largest banlc in
i e 42.6 37.6 RO th nds | Sultanate in terms of total assets and branch
7 i J .6 ousa .
Tpaent Subordinated bonds reserve 2004 2003 network, The Bank is ranked as the third most
Net loans and advances 406.5 367.2 = profitable bank in the Sultanate for 2004. The Bank
Feposed Hifioulion i e et for: has a strong capital position, state of the art
. : as i
e = r ; i I
o i ] = and competent wor
The total eustomer deposits increased from Retalned earning . : - Investments 655 technology and a Comm'fte: Cinsing i
- Vi ]
S 4 illi e 3t A7 - force. The Bank follows prudent pro =
RO 358.4 million at the end of 2003 to RO gzl Total Shareholders' Equity 67.77  63.12 B s 5. acivances 5,314 4,878 = isions for non-performing accounts is in
million at the end of 2004, a creditable growth of j and our provisions fo b e Hark
- - nt.
[7.5%. The composition of custormer deposits at the Written-off 22 57 excess of 110% of the impaired amou e
; ; M i to u
end'of 2004 along with the correspending fisures for 28 has been investing heavily in technology per .
the prior period is as follows; Property 8. Equipment ) systems and its people to offer a wide mnSLT:
3 , TR T ; istomers. The
Provisions recovered (2,667) (960) world-class financial services lo.our cu St
RO million year 2005 should see us launching a number of key
2004 2003 | R irinent 3,324 4,003
Current accounts

initiatives which will further cement our position as a

dominant player in the local banking sector.
As a result of building sufficient provisions our bad

debts coverage ratio reached [14% at the end of
Time deposits

2004 compared with 106% at the end of 2003.
Certificates of deposit

As a result of the increase in shareholders! equity the

net assets per share reached RO 1.615
2004 compared with

Margin accounts af the end of

RO 1,504 at the end of 2003,
Total customer accounts 421.1 358.4

Income Statement

During the first quarter of 2004 the Bank signed a

mid-term loan agreement for US$ 75 inillion; The
Banl approached international markets

Net profit increased int 2003 by 10,1% from

RO 10,16 million for the yearn ended 2003 to

for the first RO 11.19 million in 2004,

time: for LIS 50 million syndicated loan for a period
of 3 years with a green shoe aption of US$ 25 Net interest income

increased by 7.0% from
million, RO 26

44 millien for the year ended 2003 to
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T
|
|
(In RO’000) '
|
' ‘ __ : ._mABILI-TY
L e = Skeie |
2003 2002 2001 2000 on Average Equity
N e e = 1 on Average Capital
| NET INTEREST INCOME 23,264 21,402 18,224 15,390 10,873  on Average Assets
| NON INTEREST INCOME 5,017 5,040 4,068 3,282 3,049 terest Income to Operating Income
OPERATING COSTS 12,243 11,006 8,854 7,948 6,129
OPERATING PROFIT
(before impairment losses) 16,038 15,426 13,438 10,724 7,793
PROFIT FROMIOPERATIONS 12,714 11,423 9,335 6,733 6,628
NET PROFIT FOR THE YEAR: 11,192 10,156 8,295 6,133 5,528 |
28 [ = Tt e = B |
At year-end
|
TOTAL ASSETS 552,177 474,085 344,003 337,054 272,530
NET LOANS PORTFOLIO 406,503 367,185 266,006 257,676 212,761 (i0:3%
CUSTOMER DEPOSITS 421,093 358,397 277,219 268,406 210,859
SHAREHOLDERS! EQUITY 67,771 63,127 47,408 42,651 39,839
SHARE CAPITAL 41,962 41,962 35,280 33,600 32,000 | IV-CAPITAL ADEQUACY
FULL SERVICE BRANCHES 47 45 43 43 27 . .
ATMs 66 62 58 57 45 Iil BIS Risk Assets Ratio MJ:
STAFF 562 431 443 348 | BIS Risk Assets Ratio on Tier One Capital il
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BANK DHOFAR NETWORK OF BRANCHES & ATMS

ATM's

|
ﬁj

Muscat Govemo_r@

Muscat
Mutirah Sang

MED Branch | &2

Greater Muttrah

Wadl Kabir Branch

RuwiBranch

Amerat Branch

Wattaya Branch

Qurum Branch

M:5.Q Branch

Al Khuwair Branch

Al Knuwalr Centre Branch

Sarco|

Al'Maha Filling Station-Al Khuwair
Al Khuwair - PIC & SAVE

Bausher Branch

Zain Factory - Bousher

Al Ghubra - Round about

Azaiba Branch

Seeb Alrport Branch

Seeb International Extiibition
Markaz Al Bahja

Al Khoudh Branch

Al Khoudh-Gmanall Filling Station
Al'Mawaleh South-Shell Filing Station

21, PC 311l Sohar J_

Branches l
Branch Telephone Fax Address Branch Te]ephnne Fax Address
scat Governorate i Dahira Region
Kiuwalr Center  24484880-24480008 AL |qu 25695071-25694126 25695047 90, C 515, AlIragi
24485554 24483366, 2717,1C 112 Ruwi Buraimi 25651989-25651696  256511(5 278, PC. 512 Burainj
24536132-24545026 bl 23689341-25689685 25690341 28, PC51 [ lbri
24547876 24545268 555, PC 121, Al-Khoudh
£4602049-24602374 24601623 (507 PC 112 Ruwi Dakhliah Region
24876580-24876120 24875820  (708.PC | (2 Ruwi | Barkat A-Mauz - 25343460-25443466 25443462 97, PC 616,
£4456811-20495075 24495079 378, PC 133, Al Azaiba Barkat Al-Mauz
Z4BI4127-24814126 24814128 1507, PC {12 Ruwl Bahla 25420292-25420021 25420387 661, PC 612 Bahla
24502606-24506994 24595323 1708 PC 12 Ruwi Bid Bid 25360044-25369033
24707959-24706636 24 706103 1831, PC 112 Ruwi 25360254 25369055 307, PC 613 Bid Bld
JIZSG-Z4604606 24601245 1696, PC 112 Ruw] | Nizwa 25410234-25411370 25411234 83, PC 611 Nizwa
24750516:24750466 24798621 2230, PC |12 Ruwi Sumail 25351188-25351283 25350094 {90, PC 620, Sumail
A4136614-28736606 12k} 25340393-25340080 25340204 412, PC 614 Jzk]
6624737865 24739166 1613, PC 1 14 Muttrah

24712970-24714452 Shargiyah Reglon
24714279 24713556 1441, PC 112 Ruw AlEesSur — 25504350.25541912 25543710 323, Pe s 1Al Ees S
285G7071-20567673 24567679 108, PC | 14 Muttrah Al Mintrib 23584049-75583853 25583510 154, PC 421, Al Mintlh
24831000-24835654 24837802 1442, PC 112 Ruwi Ibra 25571631-25571632 25570646 514, PC 413, lbra
£4510101-24510102 24510468 56, CPO Seeb PC {11 ). B. B. Al 25553440-25553414 25553446 [0 PCA16 Jalan
2A405851-24425852 24423373 | Shhaw 25524663-25524367 25524823 295, PC 418 Sihaw
24424450 0425627 347, PC 121 A-Seeb Sur 25541255-25540256 25540615 75, PC411 Sur

Watrayah 24506731-24565208 24566737 1696, PC |12 Ruwl Al-Kamil Wal Wafi 457134 -457501 457962 294, PC 412 Al-Kam||

samad AShan  25526736-25526529 25526574 (23 pCAZ3

AlBatinah Reglon Samad A'Shan

Al-Khadhra . 20114162-26714164 26714163 505 PC 315, Al-Khadhra |

Al-Suwalq 26862010-26862001 26862102 585, FC 315, Al:Suwalg Dhofar Governorate

Allkhabolra 26801028-26801686  26805(30 A23, PC 326, Al Khaboura AlWadi 23212185-23212180 23210085 2 334, PC 211 Salalah

AliMulaclddah 26868544-26868553 76868540 106 PC 34 Muladdah Saada 23225400-23225463 73225179 2334, PC 211 Salalah

AlRustag 26875117-26876039 26875501  25,PC 38 Rustaq Salalah 13292299-23194863 23295291 2334, PC 201 Salalah |

Al-Ghashab (Ruq 2] 26878737-26875750 26878787 216, PG 329, Al-Ghashah |

| Barka ZGBBA4Z3: 26884428 2688445( 751, PC 320 Barka

Hafegt 26817091-26817992 26817993 596 PC 319 Saham

Saham 26856699 -20854400 26855277 92, PC 319 Saham

Sohar 26840728 -26844358 26841229 |

Seeb Town Branch |

Mabeela - Al-Maha Filling Station

Al Batinah Region

Barka Branch
Rustaq Branch
AliGhashab Branch
Muladdah Branch
Suwale Branch
Al'Khadhra Branch
Ihaboura Branch
Hafeet Branch
Saham Branch
Sohar Branch

Dhahim_h_llegion
Ibrl Branch

Al lraqi Branch
Buraimi Branch

Dakhliah Region
Bid'Bld Branch
Sumail Branch
Izki Branch

Barkat Al Mauz Branch

T

Nizwa Branch
Bahla Branch

Sharqlyah Region
| Sinaw: Branch
Samad A'Shan
Ibra Branch
Mintrib Branch
| AlKarnil Wal Wafi Branch
J:B:B.Ali Branch
Al Ees Sur Branch
Sur Branch
Mudhalbi

Dhofar Governorate

Salalah Branch

Salalah Shell Filling Station

New Salalah- Al Najaf Street

Al Qoaf - Salaam Street

Haffa - Sultan Qaboos Streat

Sadda Branch

| Dahareez

( Al'Wadi Branch

Shell Eilling Station, Al-Salaan Street
Al Awgadaln

... with Proficient, Dedicated
and Experienced People

/ur people's culture

aims at recruiting, training and retaining
talented people who are conscious
of their individual responsibilities
and team activities to synergize
all efforts towards

successful partnerships.
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REPORT OF THE AUDITORS TO THE SHAREHOLDERS OF
1— BANK DHOFAR SAOG

Me have audited the accompanying balance sheet of Bank Dhofar SAOG (the bank) as at 31 December 2004 and the

ted statement of Income and cash flows for the year then ended. These financial statements set out on pages
to 64 are the responsibility of the bank's directors. Our responsibility is to express an opinion on these financial
lements based on our audit. The financial statements of the bank for the year ended 31 December 2003 were audited
‘another auditor whose report dated 27 January 2004 expressed an unqualified opinion on those financial statements,

Ve conducted our audit in accordance with International Standards on Auditing. Those Standards require that we plan

perform the audit to obtain reasonable assurance about whether the financial statements are free of material
sstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the

ancial statements. An audit also includes assessing the accounting principles used and significant estimates made by

| o

agement, as well as evaluating the overall financial statement presentation. We believe that our audit provides a
snable basis for our opinion.

ur opinion, the financial statements present fairly, in all material respects, the financial position of Bank Dhofar SAOG
a5 at 31 December 2004 and the results of its operations and Its cash flows for the year then ended In accordance with
International Financial Reporting Standards.

| our opinion, the financial statements comply, in all material respects, with the disclosure requirements set out In the
Rules for Disclosure and Proformas issued by the Capital Market Authority of the Sultanate of Oman.

Chartered Accountants Licence No. MH/26 Management Consultants Licence No. MA/161 — Commercizl Register No. 5/30766/1

T
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BANK DHOFAR SAOG

DECEMBER 2 ™ T STATEMENT
M R Ig'%{i{o;lﬂm YEAR ENDED 31 DECEMBER 2004
2004 2003 2004 2003 B 00 R;ggi
UsD’ usp’ Notes RO000 RO'000 2004 2009: Niabag RO’000
Assets usp’ usDh
98,950 36,320  Cash and cash equivalents 3 38,096 13,983 . Interest income 30,019 17;;735)
131,205 85,291  Treasury bills 26 50,514 32,837 77,971 71,883 Inte;rest s (6,755) (6.
66,013 59,377  Investment securities 4 25,415 22,860 (17,545) (16.294) nte , == i
48,5692 52,652  Loans and advances to banks 5 18,708 20,271 *—___4_2; 56.589 Net interest income
1,055,852 953,727  Loans and advances to customers 6 406,503 367,185 g ; o 19 5,017 5,040
9,060 8,927 Property and equipment 7 3,488 3,437 13,081 13,091 Other income ) N
11,883 13,671  Intangible assets 8 4,575 5,225 B T —, 28,28 ;
12,670 21,624  Other assets 9 4,878 8,287 73,457 68,680 ¥
1,434,225 1,231,389  Total assetg 552,177 474,085 Operating expenses 20 (11,137) (9,986)
(28,927)  (25,938)  Staff and administrative costs 7 (1,108)  (1,030)
Liabilities (-2’ 873) (2,675) Depreciation ——= |==m
89,257 69,026  Due to banks 10 34,364 26,575 = T _ . (12,243)  (11,016)
1,093,748 930,901  Deposits from customers 11 421,093 358,397 (31,800)  (28,613) Operating exp
i - — 426
56,070 48,374  Other liabilitics 12 21,587 18624 B . ; tanalhEnt 16,038 15,
19,122 19,122  Subordinated bonds 13 7,362 7362 B 41657 40067  Profit from operations before imp 3)
3.324) (4,00
1,258,197 1,067,423  Total liabilities 484,406 410,958 (8,634  (10,397) Impairment =l ¥
e . 12,714 11,423
> SRy 33,023 29,670 Profit from operations after impairment s
108,992 108,992  Share capital 14 41,962 41,962 e : 99 (1,522) (1,267)
14,101 14,101  Share premium 14 5,429 5,429 L (3,953) (8,291) Ll 10,156
16,720 13,813  Legal reserve 15 6,437 5,318 = Nt sopcifiiion $i s 11,192 )
7,646 3,823  Subordinated bond reserve 15 2,944 1,472 | 29,070 26,379 G e
16,348 16,348  Proposed distribution 14 6,294 6,294 | 086  Earnings per share (Rials Omani / USD) 16 9,267 :
12,221 6,889  Retained earnings 4,705 2,652 [ 0.6 :
176,028 163,966 Total shareholders' equity 67,771 63,127
1,434,225 1,231,389 Total liabilities and shareholders' equity 552,177 474,085 |
4 3 ate ts.
240,327 169,709 Contingent liabilities and commitments 25 92,526 65,338 "The notes on pages 38 to 64 form an integral part of these financial statements
4.19 3.91 Net assets per share (Rials Omani /1 USD) 1.615 1.504

The notes on pages 38 to 64 form an integral part of these financial statements. 'élmrt of the Auditors - page 33

The financial statements were approved and authorised for issue by the Board of Directors on 30 J anuary 2005 and
signed on their behalf by:

s U == -

Chairman

Chief Executive

Report of the Auditors - page 33




BANK DHOFAR SAQG

STATEMENT OF CHANGES IN EQUITY

FOR THE YEAR ENDED 31 DECEMBER 2004

Sub-
ordinated

Suh-

ordinated

Proposed Retained

hond
reserve distribution

Legal
RO

reserve

Share
premium

Share

Proposed Retained

bond
reserve

Share Legal

Share

Capital Premium

Total
RO000

earnings

capital

Note

Total
USD' 000

earnings

USD’ 000

distribution

reserve

RO000

RO'000

RO'000

RO000

RO000

USD' 000

USD'000  USD'000 USD'000 USD’' 000

47,408

1,532

6,204

4,302

35,280

1 January 2003
Shares 1ssued

123,139

3,980

16,348

11,174

91,637
17,335

6,682

6,682

14
14

17,355
14,101
26,379
(16,348}

5,499
10,156
(6.294)

Share premium

10,156

Net profit for the year

26,379

(5,294}
(1,016)

(6,294}

Dividends paid

(16,348)

6,294

. Proposed dividend

(16,348)

16,348

1,016

15

Transfer to legal reserve

(2,639)

3823

2639

Transfer to subordinated

(5,823)

—_
=
)
24
sl e
853
N
—
=
B
~
i
—
..'
Or’
'*]
v
—
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i
k)
=
g
@
o g
ol -]
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g
= 3
g £
< o
FE
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]
=
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2652 63,127

65,204

41,962

31 December 2003

6,889 163,966

16,348

14101 13813 3,823

108,992

63,127
11,192
(6,294)

2,652
11,192

5,429 5,318 1472 6,294

41,962

1 January 2004

6,889 163,966

29,070

16,348

14,101 13,813 3,823

108,992

Net profit for the year

Dividends paid

29,070
(16,348)

(6,294)

(16,348)

(6,294)

6,294

Proposed dividend

(16,348)

16,343

(1,119)

1,119

Transfer to legal recerve

(2,907)

Transfer to subordinated

bond reserve

(1,472)

1,472

(3,623)

3,823

(254)
67,771

(254)
4,705

Directors’ remuneratinn
31 December 2004

(660)
176,028

(660)
12,221

2,044 6,294

6,437

5,429

41,962

7,646 16,348

14,101 16,720

108,992

financial statements.

The notes on pages 38 to 64 form an integral pact of these

Report of the Auditors - page 33

BANK DHOFAR SAOG

FLOW STATEMENT
ggiﬁTHE YEAR ENDED 31 DECEMBER 2004
2004 2003
ysD000  USD000
£ Operating activities
88,356 82,319 Interest and commission receipts
a7 -,14-1) (14,183) Interest payments
!'-(3-’9.01) (18,455) (Cash payments to suppliers and employees
RSy A
62,314 49,681
Increase in operating assets
(110 758) (65,333)  Loans and advances to customers
LAYy - +
(5,665) 11,873 Loans and advances to banks
g 0 .
(198,119) (163 000) Purchase of treasury bills
AL Eh, A )
i 52,156 144.790  Proceeds from sale of treasury bills
ety
(61,670) .
Inecrease in operating liabilities
162,847 59,405 Deposits from customers
48,400 Due to banks

107,805

95,816

(2,701)

93,115

2,192 1,855

0,745) (2,605)
3,930 2,129
(2,985) (1,769)
5 203

. - | (B4,720)
(7,608)  (34,914)
(16,348)  (16,348)
(660) (462)
(17,008)  (16,810)
52,540 41,391
~ 69,925 28,5635
122,465 69,926
98,951 36,320
(1,218) (894)
25,465 34,865
I (139) (365)
122,465 69,926

“._ﬁe notes on pages 38 to 64 form an ntegral part of t
port of the Auditors - page 33

Net cash from operating activities
Income tax paid
Cash flow from operating activities

Investing activities
Investment income

Purchase of investments

Proceeds from sale of investments

Purchase of property and equipment

Proceeds from sale of property and equipment
Acquisition of MIB

Net cash used in investing activities

Financing activities
Dividend paid

Directors yemuneration paid

Net eash used in financing aetivities

Net change in cash and cash equivalents
Cash and cash equivalents at 1 January

Cash and cash equivalents at 31 December

Cash and cash equivalents
Capital deposit with Central Bank of Oman

Loans and advances to banks
Due to banks

Cash and cash equivalents for the purpose of cash flow statement

hese financial statements.

2004 2003
RO000 RO000
34,017 31,693
(6,599) (5,461)
(3,427) (7,105)
23,991 19,127
(42,642) (25,153)
(2,181) 4,571
(76,276) (58,905)
58,580 b6, 744
(62,519) (23,743)
62,696 22,871
7,411 18,634
70,107 41,505
31,579 36,889
(1,876) (1,040)
29,703 30,849
Bd4 714
(4,137) (1,003)
1,513 817
(1,149) (681)
2 78
- (13,367)
(2,927) (13,442)
(6,294) (6,294)
(254) (178)
(6,548) (6,472)
20,228 15,935
26,921 10,986
47,149 26,921
38,096 13,983
(469) (344)
9,804 18,423
(282) (141)
47,149 26,921




BANK DHOFAR SAOG

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2004

1 Legal status and principal activities

Bank Dhofar SAOG ("the Bank") is incorporated in the Sultanate of Oman as a public joint stock company and ig
principally engaged in corporate and retail banking activities.

In an Extra-ordinary General Meeting held on 30 September 2003, the sharcholders of the Bank approved the
change of name of the Bank from Bank Dhofar Al-Omani Al-Fransi SAOG to Bank Dhofar SAOG. The change of
hame was approved by the Ministry of Commerce and Industry on 17 J anuary 2004,

2 Principal accounting policies
2.1 Basis of preparation
2.1.1  Statement of compliance

These financial statements have been prepared in accordance with International Financial Reporting Standards
("IFRS") issued by the International Accounting Standards Board ("IASB"), interpretations issued by the Standing
Interpretations Committee of the TASB and the requirements of the Commercial Companies Law of 1974, as amend-
ed and disclosure requirements of the Capital Market Authority,

2.1.2  Basis of preparation

The financial statements are prepared on a fair value basis for derivative financial instruments, financial assets and
liabilities held for trading, and available-for-sale assets, except those for which a reliable measure of fair value is
not available. Other financial assets and liabilities and non-financial assets and liabilities are stated at amortised
cost or historical cost,

The following accounting policies have been consistently applied in dealing with items that are consi dered materi-
al in relation to the Bank's financial statements.

2.2 Foreign currency transactions

Transactions in foreign currencies are translated into Rials Omani and recorded at the foreign exchange rate ruling
at the date of the transaction. Monetary assets and liabilities denominated in foreign currencies, which are stated
at historieal cost, are translated into Rials Omani at the foreign exchange rate ruling at the balance sheet date.
Foreign exchange differences arising on translation are recognised in the income statement, N on-monetary assets
and liabilities denominated in foreign currencies, which are stated at historical cost, are translated into Rials Omani
at the foreign exchange rate ruling at the date of the transaction.

2.3 Financial instrumenis

2.3.1 Classification

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

o Classification (continued)

BANK DHOFAR SAOG

E FINANCIAL STATEMENTS

ey X H
e DED 31 DECEMBER 2004

FOR THE YEAR EN

9 Principal accounting policies (continued)

Bank providing money directly to a debtor

1 7 d by the ;
i ns and receivables created by g ' ‘
ks hort-term profit taking. Originated loans and receivables comprise

1 than bonds purchased at original issuance.

sinated loan : . : f
v than those created with the intention of s

s and advances to banks and customers othe

with fixed or determinable payments and fixed maturity that the Bank

R o : ; : cial aszets 5 rtain
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i L

e instruments.
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Fair value measurement principles

sed on their quoted market price at the balance sheet date without any

e fair value of financial instruments is ba e

cti r nsaction costs, If a quoted market price 1s not ava lable, the fair value of e
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BANK DHOFAR SAOG
BANK DHOFAR SAOG

NOTE
FORETSH ;0 Y:rr}iE FINANCIAL STATEMENTS
FENDER AL SRR NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2004

2 Pprincipal accounting policies (continued)

9 Sz ;
Principal accounting policies (continued)

2.3.4 Fair value T 2
alue measurement principles (eontinued) 2.9 Offsetting
A
alance sheet when there is a legally

ttle on a net basis, of realise the

Tinancial assets and liabilities are offsct and the net amount reported in the b
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> 158 "}{ = Xy t L l d

nvestments 21 (= f(}l he purp {=lud Of Ort term pr Uf . g are Clasﬁ]ﬁed ast .

I 3 t t. th % th H:]' nk holds "t b lng mstrumen ] ]

\'l..E', al]- the IleceSSaIy Eg ] =

v at the Ba 1 ili y Class ell as }lt‘ ll to-matu y
ts. Oth .. nk haS the mtent and abl]lt to llold to lnatul'.'itﬁ’ are ]. j_tl.
assels er ln\ﬂ'eﬂtm.ellts are C13831ﬁed ag availa‘b]e-fﬂr'Qale aSBetS - | } o rlij
. tell Oﬂa

eases and the decrease can bhe linked objectively to

mount of an impairment loss decr
he income statement.

in a subsequent period the a
Jlowance 18 veversed through t

2.7 Loans and advances
er the write down, the write-down or &

LD&I’JS a d d anc W =) &
¢ces orl th b the Ballk are C]a Slfled as ormginate 5 ele Vab]eq Ild advanees
(13 : OEILS a

are r o ;i
reported net of allowances for impairment (accounting policy 2.10)
’ fair value directly

Financial assels re-measured (o
amount of debt instruments and

its fair value, The recoverable
cted future cash flows discounted

scoverable amount of an equity instrument i8
d as the present value of expe

¢haaed loans re-measured to fair value is calculate

e gurrent market rate of interest.

2.8  Derecognilion

A fl}lancla]. a t ! = 2 o * #
O, 1}[ l( =le] Vel Il[e contractu iE 10ris thgt i
B25et 18 (]el e glllch When t;he Bﬁl Control 31 rlghts tha con p
se asse

his occurs when th 1
T > e rights are reali i y gn when
g ts are r(,ahsed, EXpire or are surrendered. A financial hability is d i d
- erecognise en it is

extinguished.
through equity 18 impaired, and 2 write down of the asset was

down is {ransferred to the income statement and recognised as
¢tly through equity 18 impaired, and an
the increase in fair value of the asset
ent loss 18 recognised in

ere an asset re-measured to fair value directly
ously recognised directly in equity, the write
of the impairment loss. Where an asset measured to fair value dire

crease in the fair value of the assets was previously recognised in equity,
paired, Any additional impairm

jognised in equity is reversed to the extent the agset is im

Avaﬂahle—fnr—sale as qets d]ld etq he].d 5| ]]lg 1hat e & 0](' are de O 1 el] |lll (;{)[‘IES])(IILdII[g [e{:?lvahles
: assels f{)l t1 d
. - & e gn'S a
f h o1 h , 9 ] d t‘ h B T v ] ],]
V pay 4 g o da mmits to s 1 a ts. The a,
rom the bu ray fgl the pa men] are recognlsed as o II e fe the Bank co t L 2 the assets B nk uses

t (*] pe E].(: 1dent1flﬂat10n n](:.‘thod. to determine the gai] 0Of IUSS on derel:(lg 1t1
11111011
neome Statemel‘lt‘

ses and the decrease can be linked objectively to an

d through the income statement.

-to-ma llty 2 YL]I[!)J H 'Ia S' I I.
O-1T1 11 netrun 8

’lglna 1 17 ab] 5] g T the da
[—]e d 1 tur T 1ents a n{l Qr 18{1 0ans ﬂ][d recelvy e ﬂl[!{l(}lE(![} ]lIEIe(lU are NsTerred

by the Bank.
mount of impairment loss decrea

in a subsequent period the a
{ occurring after the write-down, the write-down is Teverse
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FOR THE YEAR E

; e ) : - icies (continued)
2 Prineipal accounting policies (continued) I Principal accounting policies (

2.11 Property and equipment 16 ozherpﬂyﬂbles

Items of property and equipment are stated at cost less accumulated depreciation and impairment loss except for By
freehold land and capital work-in-progress which are stated at cost. Depreciation is calculated so as to write off the 8

cost of property and equipment, other than freehold land and capital work-in-progress,
their estimated economic useful lives from the date the asset is brought into use,

ables are stated at amortised cost.

by equal instalments ovey
as follows:

Inierest income and expense

ing 1 ctive yield
sed in income statement as it accrues, taking into account the effective y

i y : is recogni — s 5
Years I Q@i@mt income and expense 18 recog d expense includes the amortisation of any discount or

o asset or an applicable floating rate. Tnterest income an

*an i ing i mt and its amount
" 7-25 um or other differences between the initial carryi!:lg amount of an interest-bearing instrument
Firpitare o fistures 47 ﬁturity calculated on an effective interest rate hasis.
Motor vehicles 3-5
Computer equipment 4 | BN 3 Fee and commission income

d T8 I ] 21V 5 W ll lly 1|I(3 Ba[ k 2E a II mis come 1 re{:og-
me a nd com 8101 1NnCcom 8

| | i es o ll’lanmal SETVICEEs pl"( lde L. P

n . y o b ﬂ cammJESIOn mco

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 iner

efits embodied in the item of property and equipment. All other expenditure is
as an expense as incurred.

| when the corresponding service is provided.
eases the future economic ben- | 3

ecognised in the income statement Taxation

e tax t\h.e proflt or IOSb t.he S’Eal P en.t a]ld- defe ed X1 Dg d
fOY‘ comprises CUurr el i tax. IIICOII‘_'LE‘: ta 8 rec nised 1n t.he
& on

o t t tt t t t th +1t l te t ter FeCOsmn ed d (5] tl |0 &L l\} W il case t 18 re g-
P - ba 1rectly q 1TY, mn ]ch
4 .
me Sta ement exce’ 4] he exten artitrelates ol e 1 GO

212 Intangible assets
d in equity.

Goodwill arising on an acquisition represents the excess of the cost of the acquisition over the fair

identifiable assets acquired. Goodwill is stated at cost less accumulated amortisation and im

Goodwill is amortised over g period of 10 years from the date of initial reco
ment on a straight line basis.

value of the net ¢ for the year, using tax rates enacted or substantial-

pairment losses, |
gnition and is charged to the income state-

enl tax is the expected tax payable on the taxable incom ; D et e
ﬁcted at the balance sheet date, and any adjustment to tax payable in resp
enacte g

idi differences between the
| od tax is calculated using the balance sheet liability method, providing for temporary diife

purposes and the amounts used for taxation pur-
2.13  Investment property

ving amounts of assets and Habilities for financial reporting : R e o
'OV is based on the expected manne ;
The amount of deferred tax provided is

e sheet date.
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 the same location and condition. Diminution

in value below original cost is charged to the income statement. Valuation increases
ment.

i d at the balanc
. amount of assets and liabilities, using tax rates enacted or substantially enacte

IrEd tax asse 2 Te ‘j,f e en at i i lla b {4 that i 2 ETI W 1] \rﬁ].].able
ure taxab].e Dﬁts 1 bB a
’ P i 5 1 cﬂgnised 01’1], t.O th &}(t t thd 1L 18 plU l fu

i e assef can be Utili. ed Defe] red t&x a-‘asets are ledu-ced to th-e EXterlt' that lt' 18 no Ongej' pIG aple
W l(:ll ”l . 2| i A

he related tax benefit will be realised.
2.14 Provisions

Employee terminal benefits
A provision is recognised in the balance sheet when the Bank has a legal or constr

past event, and it is probable that an outflow of economic benefits will be require
amount has been reliably estimated. If the effect is material, provisions are deter

uctive obligation as a result of &
d to settle the obligation and the

mined by discounting the expect-
ed future cash flows at a rate that reflects current market assessments of the time val

priate, the risks specific to the liability.

i ses 1 rdance with the Oman Social
tributions to a defined contribution retirement plan, for Omani employees In acc;n
i i stateme i rred.
ance Scheme, are recognised as an expense in the income statement as mcury
ue of money and, where appro- | e
‘of sevvice benefits are accrued in accordance with the terms of employment of the Ban P

L 03.
ice sheet date, having regard to the requirements of the Oman Labour Law 20
2.15 Dividends

Dividends are recognised as a lLiability in the year in which they are declared.
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FOR THE YEAR ENDED 31 DECEMBER 2004 'FOR THE YEAR
| SR

| |
|
2 Principal aceounting policies (continued) L |

Investment securities

2.21  Derivative financial instruments

Fair Carrying Carrying
value amount amount
2004 2004 2003
The Bank uses forward exchange contracts to manage its exposure to foreign exchange risks arising from opery xtvnon RO'000 RO 000
tional, financing and investment activities, The Bank does not hold or issue derivative financial instruments foy
frading purposes. and other fixed income instruments
» trading (2003: held-to-maturity) - 18,856 18,872 17,249
Derivative financial instruments are recognised at cost. Subsequent to initial recognition, derivative finaneia] | nment Development Bonds (cost and fair value)
instruments are stated at fair value.
able-for-sale equity investments 1,207 3,254
222 Directors’ remuneration doted 2,336 2,857
r ; 22,860
quoted 25,415 yOOL
In accordance with the Commercial Companies’ Law of 1974, as amended, Directors’ remuneration is shown as an
appropriation of profit. Although this treatment is not in line with the requirements of International Financial Market value Carrying amount
Reporting Standards, the Bank considers that it does not materially impact the results and finaneial position Clost 2004 2003 2004 02333
o 3
; 000 R
RO000 RO000 RO'000 RO0
2.28 Segment reporting
Acsegment is a distinguishable component of the Banlk that is engaged either in providing produets or services (busi- - 974
. y . | at Securities Market 974 1,009
ness segment), or in providing products or services within a particular economic environment (geographieal seg- | g ' 469 1,009 380 730
ment), which is subject to risks and rewards that are different from those of other segments. The Bank currently 465 b 7?2 1,693 973
operates only in the Sultanate of Oman. The Bank’s primary format for reporting segmental information is business 1,863 2,245 243 ,62 5 577
segments, based upon Management and internal reporfing structure. The Bank’s main business segments are com- | 1,464 1,280 720_7 3954
mercial and investment banking, During the years ended 31 December 2004 and 31 December 2003 the Investment 4,261 5,414 3,420 R ity SE———
Banking Segment is not considered by the management to be a reportable segment and accordingly, its agsets, rev- o
enues and results have been combined, in these financial statements, within those of the Commercial Banking seg- ' 1,068 1,368
ment. oted Omani Company 1,318 1,268 989
wted foreign equities LA 2,336 2,357
3 Cash and cash equivalents 2,592 —_— S
i tain cases 1s higher
] : ; ir fair value. The market value in cer :
=0 e R 0, s dnvestnints g saried b e f}allieve that due to the non-liquidity of certain shares,
’ ! ; d of Directors be y - t
0'0 RO'000 e carr amount, however the Boar _ ‘ _ viate adjustments
= ¢ 16 ;:scf zair;gof the quoted securities are not representative of the fair value and hence approp
2 marked : k .
Cash on hand 4,471 3,787 & been made to the market value to reflect the fair value.
Balances with the Central Bank of Oman 33,625 10,196 _
m 15608 Loans and advances to banks
T e 2004 2003
RO'000 RO'000
At 31 December 2004, cash and cash equivalents included balances with the Central Bank of Oman in the amount
of approximately RO 469,000 (2003: RO 344,000) as minimum reserve requirements, These funds are not available | 18,323
i 16,697
for the Bank’s daily business, ements with other banks 2,011 1,948
'rent clearing accounts m 20,271

0 ; Kk’s placements (At
1 December 2004, no placement with any individual bank represents 20% or more o}fl t.hBe Ball;; 1§cements )
December 2003 pl,acement with one bank individually represented 20% or more of the Bank’s p
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NOTES TO THE FINANCIAL STATEMENTS

CEMBER 2004(continued)
TOR  YEAR ENDED 31 DE
j@'IGR THE Y

and advances to customers (continued)
6 Loans and advances to customers Loans : fied 1 and advances, at 31 December
L Bank of Oman’s guidelines for provision against classifie g o ision 1,:n ade on a gener-
oy der the Central Bank ot { ximately RO 42,565,000 (2003: RO 37,581,000) prov
2004 2003 t of the total provisions of appro . . Iy RO 7,399,000 (2003: RO 5,398,000).
RO'000 RO'000 v 1;]:io basis for similar assets amounts to approximately FPRE
L -oximately
Overdrafts 55,148 50,805 ich interest has been reserved amount to approxima
i ; : ans and advances on which inte ’ ! ) . i
Loans 362,397 326,139 ecember 2004, 1mp23‘;ﬁé ;03(1)1;) a;ndsio‘;nﬁ and advances on which interest is not being acerued amount to
Loans against trust receipts 16,677 18,345 736,000 (20?;3;9%%(50 ,(200,3: RO 5,120,000).
Bills discounted 4,662 2,615 roximately RO 5,493,
Advance against credit cards 4,218 4,042 Property and equipment
Others 5,966 2,820 i Falbi Capita]
B e rnitu :
Gross loans and advances 449,068 404,766 hold and Motor Computer work-in- s
Less: Impairment allowance el RELAT: Fleiald Bulldings  fixtures vehicles  cquipment  progress  Jota
. ) » i RO
Net loans and advances 406,503 367,185 RO™000 RO000 RO000 RO000
_——— Eaae——————1
10,435
: 686 4,279 72 ;
The movement in the impairment allowance is analysed below: | 140 1,663 3222 176 455 50 1,149
(a) Provision for loan losses . ] (4s1) (175) (151) - (807)
Roz'ggs Rog'ggg 'I 140 1,653 3,592 i Wt L
00
1 January 27,761 13,047 | 6.998
Acquired from MIB - 11,061 reciation ) 444 2.683 491 3,380 = 1’] 06
Allowance made during the year 5,314 4,878 nuary 2(}]104 ) 75 445 105 240% (515)
3 ar -
Released to income statement during the year (2,667) (960) - {'01’! . rfti?:jl off (433) (176) ( — 7,289
W = " »
Written off during the year (129) (255) e _ 519 2,695 420 38,655 O
31 December 30,279 27,761
(b) Reserved interest : b0k value -~ 267 928 122 3,488
2004 2008, December 2004 140 1,134 — =
RO'000 RO'000 o 140 1,209 922 195 —_— =
1 January 9,820 5,349
Acquired from MIB 2,636 Intangible assets
Reserved during the year 3,134 2,361 2004 2003
Released to income statement during the year (394) (213) RO'000 RO'000
Written off during the year (274) (213)
31 December 12,286 9,820 movement in the goodwill account is as follows: |
5,225 B
Total impairment allowance 42,565 37,581 i} 3,000
on on acquisition (note 29) (650) (575)
As a matter of policy, the Bank considers waiver/write-off or settlement only in such cases where the Banlk is satis- rfised during the year 4,575 5,225
fied that the recovery of the full outstanding liabilities from the horrower is not possible in the normal course of busi- cember

ness or out of the securities realisation or through enforcement of the guarantee (wherever available) and that legal
action will not yield higher recoveries after factoring in the time and costs involved. '

Proposals for waivers/write-off are not formula driven and are decided on case by case basis after weighing all pros

and cons. The rationale is invariably documented. Tn all cases, the Bank aims to recover maximum salvage value
through enforcement of collaterals/guarantees of guarantors, etc.

Interest is reserved by the Bank against loans and advances which are impaired to comply with the rules, regula-
tions and guidelines issued by the Central Bank of Oman.

y t a consideration
March 2003, the Bank acquired the net assets of Majan hlte%'nat1011a1 Baniits?{g%ggiﬁhoﬂ- Accordingly,
26.82 million’ The fair value of the identifiable net assets acquired amounted to :

i ich i i ised over a period of 10
illi sed, which is being amortise
ill | t of approximately RO 3 million was recognised, . . e
Wﬂéézi:lhezﬁjngiu?heuBiii had acquired sixteen branches of Cummermfa] Baﬁg {;ff;;;lﬂn i
f approgximatt;ly RO 15.48 million. This acquisition gave rise to goodwill of ; ;

‘amortised over a period of 10 years.

; - int ive costa.
‘amortisation charges for the year are included in staff and administrative
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Other liabilities (continued)

9 Other assets i
2004 2008 D
RO'000 RO'000 ployee terminal benefits
‘ , it ‘ o . ing the year are as follows:
;F ooy eXCf.iﬂDbgl*' ontracts 1 292040 ‘11’;??3 Bank’s net liability and the movement in the employee terminal benefits during the y
nterest receivahble s ,033 i
Prepaid expenses 438 526 2004 2@.03
Deferred tax asset (note 22) 554 694 RO’000 RO'000
Other receivahles 789 64 200 164
Collateral acquired against debts 973 1,322 ary - i 47 44
——— ised in the ihcome s (4) @)
4,878 8,287 | g
_— _— Paid to emp]oyeeS 243 200
10 Due to banks . ' December
2004 2008 |
RO'000 RO'000 Subordinated bonds
|
Syndicated b i 28,875 = | i . OC (MIB) dated 28 December
O}I:E C]? e 2’063 26,434 at to a ‘merger agreement’ between the Bank and Majan International Bank SA h m‘th)a tenure of 5 years
Trowin, 434 _ . i :
O e . i y 31 Mavch 2003 the Bank has issued 7,361,767 subordinated bonds of RO 1 each w ienmli
Payable on demand 3.426 141 N ; f shareholders of MIB. These bonds carry a coupon rate of 7% per annum paya '
e ' _day to the former = ’
iﬁi ‘Aﬁﬁ I onds are listed at Muscat Securities Market.

At 381 Defember 2004, no borrowing from a bank mdividually represent 20% or more of the Bank's borrowings - — ———
(2003: Nil) |

5 1 December 2004,
thorised share capital consists of 50,000,000 (2003: 50,000,000 shares of RO 1 each. At 31 Dec

F ) " h.
. SRR sued and paid up share capital comprise 41,961,818 (2003: 41,961,818) shares of RO 1 eac

2004 2008 N
1 es
oty i h 2003, pursuant to the ¢ merger agreement’ referred to in note 13, the Bank l'1as izsued 6,681,31h 8 baren
Current accounts 111,227 91,2384 b +B i Accordingly, total share premium RO 5,428,380 has be:
1 each to former gsharcholders of MIB at a premium. gly,

Savings accounts 57,884 45,502
Time deposits 250,669 209,007
Certificates of deposit = 10,099

; ised and is not available for distribution.

holders

Margin accounts 1.313 9.55 5‘; i
: : y i or through a nom
L 305,008 lowing shareholders of the Bank own 10% or more of the Bank’s shares, in their own name
—_— =—-=-.—I
ot 9004 2003

Current accounts and time deposits include deposits from the Government of the Sultanate of Oman amounting to

Shares held (%)

RO 92,652,000 (2003: RO 71,090,000). Shares held (%)
12 Other liabilities | far International Development R o 12,588,545 30.0
2004 2903 { nvestment Company SAOG ,196,181 16.0 4,196,181 10.0
RO000 RO000 rvice Employees’ Pension Fund o, '
Interest payable 2,397 2,241
Creditors and aceruals 15,908 : 9,664 sed distribution

Staff terminal benefits 243 200
Forward exchange contracts 300 4,143,
Income tax provision 1,806 2,230

T divi 994,000 for the
: Lr’j‘ard of Directors in their meeting held on 30 January 2005 proposed a cash dividend of RO 6,
r ended 31 December 2004 (2003: RO 6,294,000).

Othel‘s 333 247 = Trust Fund account as
21,587 18,624 ng the year, unclaimed dividend amounting to RO 5,221 was transferred to Investor’s Trus
— m————

the guidelines issued by the Capital Market Authority of Oman.
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15 Reserves

(a) Legal reserve

2004 2008
RO’000 RO'000
5,318 4,302
1,119 1,016
6,437 5,318/

1 January

Appropriation for the year

31 December

yPES TO TH

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.

(b) Subordinated bond reserve

The Bank transfers an amount equivalent to 20% of the subordinated honds each year to a subordinated hond |

reserve until the bonds mature.

16 Earning per share

The calculation of basie earnings per share is based on profit for the year attributable to ordinary sharcholders as
follows:

2004 2008
Net profit for the year (RO) 11,192,000 10,156,000
Weighted average number of shares outstanding during the year 41,961,818 40,291,363
Earning per share 0.267 0.252

17  Capital adequacy

The ratio of equity to risk weighted aseets, as formulated by the Basle Committee, for the year ended 31 December
2004 is 15.4% (2003: 15.6%).

18 Net interest income

2004 2003
RO000 RO'000
Loans and advances to customers 29,047 26,904
Debt investments 396 ' 299
Money market placements 540 449
Cash and cash equivalents 36 256
Total interest income 30,019 27,675
Deposits from customers (6,133) (6,061)
Money market deposits (622) (212)
Total interest expense (6,755) (6,273)
Net interest income 23,264 21,402

ANK DHOFAR SAOG

E FINANCIAL STATEMENTS

© THE YEAR ENDED 31 DECEMBER 2004(continued)

Other income
d commissions (net)

eign exchange

ent securities

fees and commissions shown above are net
Staff and administrative costs

Staff costs

es and allowances

o p-ersonnel costs

e costs )
mani employees terminal benefit

nistrative costs
sertising and promotion

ortisation of intangible assets

processing

1 December 2004, the Bank had 579 employees (2003: 562).

Oman Social Insurance Scheme ('the Scheme")
f plan, is administered by the Government of Oman.

Non-Omani employee terminal benefits

e provision for end of service benefits for non-

an]-{ contrl h £ (8] e 1 ] € l{]}r (=] The Scheﬂ'le, W
. i ;‘D h £ fUl' 8.11 Oma 11 2R 23, )
utes t th.e C me . .

B Omoni Labour Law of 2003. Employees are entitled to benefits based on 19?
ion. Accrued staff terminal benefits are payable on termination of employment.

2004
RO’000
1,827
461
1,338
1,391

5,017

_—

of fees and commissions paid of RO 260,000 (2003:

2004
RO000
5,622
503

230

45

6,400

—_—

1,190
851
650
506
266

32
234
204
160
121
523

11,137

_—

2003
RO’000
1,450

404
1,702
1,484

5,040

_—

RO 243,000).

2003
RO000
4,968
402
198

44

5,612

—_—

1,063
844
575
505
248

38
222
151
144
131
463

9,986

—_—

hich is a defined contributions retire-

i i laries.
nthly contributions to the Scheme based on fixed percentages of basic salarl

Omani employees is made in accordance with the .
gth of service and final remunera-

yees are required to make

requirements of
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21 Tmpairment
2004 2003
RO000 RO000
Investments 655 - :
Loans and advances '
- allowance for impairment 2,647 3,913
- written-off 22 578
Property and equipment g 98 |
3,324 4,008
L |
22 Income tax L
|
(a) Income tax expense:
2004 2003 |
RO000 RO000
Current tax expense 1,452 1,365

Deferred tax (debit)/credit relating to the origination and reversal of

temporary differences 70 (98)

Income tax 1,522 1,267

The Bank is liable to income tax for the year 2004 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 cal-
culated at the applicable tax rate with the income tax expense:

2004 2005

RO000 RO000

Accounting profit for the vear 12,714 11,428
Tax liability at the rates mentioned ahove 1,522 1,367
Tax effect of non-temporary differences - (100)
Tax expense 1,522 1,267

(b) Temporary timing differences which give rise to deferred tax assets are as follows:

2004 2003

RO000 RO000

Depreciation (49) (50)
Provision for loan losses 603 674
Total deferred tax asset 554 624

NOT

BANK DHOFAR SAOG
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i THE FINANCIAL STATEME .

] ORL"I‘SH:‘J YEAR ENDED 31 DECEMBER 2004 (continued)
i

Income tax (continued)

22
(c) Status of the tax assessments
" 999 tn 2003 have not yet been finalised with the Department of Taxation

3 for the years 1 " i i ;
e e 4 d of Directors believe that additional taxes, if any, in respect of open tax

i - { Finance. The Boar s
Affairs at the Ministry o ! : esbinE.
). 3 nts would not be material to the Bank's results and financial positio
assessme

9 s shares
3 Transactions with related parties and holders of 10% or more of the Bank’s
23 ran

nk conducts transactions with certain of its Directors/shareholders and
nsactions are considered by the Board of

ose that may be obtained from indepen-

i JoLH { business, the Ba
Tn the ordinary course 0 ot . o
In nies over which they are able to exert significant influence. Such tra
- d conditions not significantly different from th

S e terms an 7 ’ 1 )
Divectors to be on 1 with such related parties are as follows:
L R ioa. The apgregate amount of balances £
dent third parties

2004 2003
RO’000 RO000
J.0ans and advances )
Divectors and shareholders holding less than 10% 20,216 16,861
' interest in the Bank _ W
‘Directors and shareholders holding 10% or more inter 4,011 2,220
in the Bank 24’227 19,081
—= —_—
posits and other accounts .
sectors and shareholders holding less than 10% 59,5565 16,508
interest in the Bank A
S Directors and sharcholders holding 10% or more interes 24,380 20,004
—_— ———=
'Contingent liabilities and commitments ' _ 1,745 1,552
1 im'ctors and shareholders holding less than 10% 1nte1'eBTf lt;heBBa;k . 59
. i 9 . interest in the ban i
ctors and shareholders holding 10% or more 1,745 1,611
—_— —_—
] :'ﬁ'r_nuneration paid to Directors
1rman 25 16
— remuneration 11 12
— aitting fees
‘Other Directors 929 162
- — remuneration 50 70
— sitting fees 324 260
—mm——— ————
Other transactions 41 37
ntal payment to a related party 28 12
Other transactions e ==
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2004 (continued)

24  Bingle borrower and senior members

(a) Single borrower

2004 2003
RO'000 RO'000
Total exposure:
Direct - B, 714
Indirect (off-balance sheet items) - 855
- 9,569
e — 1 —_———
Number of customers - 1
(h) Senior members
Total exposure:
Direct 24,893 19,513
Indirect 1,745 1,611 |
Number of Members 12 13

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

one single borrower in 2003, are secured by cash collaterals, pledge of Government Development Bonds or risk par-
ticipation arrangements with other commercial banks.

25 Contingent liabilities and commitments

(a)

Credit related contingent items

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

2004 2003

RO'000 RO'000

Letters of credit 35,624 15,828
Acceptances 12,666 10,331
Guarantees and performance bonds 19,108 17,474
Advance payment guarantees 9,468 7,047
Payment guarantees 13,299 13,564
Others 2,461 © 1,094
92,526 65,338

At 31 December 2004, letters of credit, guarantees and other commitments amounting te RO 27,532,000 (2003:
RO 11,752,000) are counter guaranteed by other banks,

BANK DHOFAR SAOG

1S TO THE FINANCIAL STATEMENTS

NOE IHE YEAR ENDED 31 DECEMBER 2004 (continued)

FOR '

g5  Contingent liahilities and commitments (continued)

2

) Capital and investment commitments 2004 2003

( RO000 RO'000
327 210

'@ﬂntt'actual commitments for property and equipment

(c) Other contingent liabilities and commitments
. 13 er the ce sheet date nor are
i ienificant contingencies or commitments which have crystallised after the balan

There are no 81g . . . b

there any acknowledged material claims against the Ba nk.

96 Analysis of significant assets and Hahilities

Maturity profile of assets and liabilities

()

D More than
ue on
demand and 2 months to 7 months to 1 Year Over o
up to 30 days 6 months 12 months to b vears b Years
b Y ] 5000
RO000 RO000 RO000 RO000 RO000 RO
December 2004 _ seo e
sh and cash equivalents 37.627 - _ o
. j 9,785 26,322 13,907 i
e 1t , - 525 10,359 15,463 1,068 25,
restment securitles
g 10,131 4,202 K25 3,850 - 18,708
i 392.433 45,057 36,797 203,718 85,493 406,222
clustomers a2, G - _ 58 N
roperty and equipment - - _ - i P
itangible assets - - ‘ St e
. | 1 1.664 336 981 133
her assets | :
91,640 76,942 62,569 221,164 99,862 552,17
tal assets )
- 34,364
to banks 3,426 1,925 = 29,013
a 3
" . 093
- R 112,306 119,458 78,388 68,621 42,321 421,587
omers : e ,
v liabilities 7,607 1,826 310 803 1 e
i | - 7,362 - :
. - ; - 61,477 67,771
reholders’ equity - 6,294 -
tal liabilities and el
reholders’ equity 123,238 129,503 78,698 105,799 11

_——
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2004 (continued) _

OR THE YEAR ENDED 31 DECEMBER 2004 (continued)
26 Analysis of significant assets and liabilities (continued) s Analysis of sgnificant assets and liabilitis Ccontinued)

(a)  Maturity profile of assets and liahilities (continued) ®) Interest sensitivity gap

n 1 1 i ricl ts and that of the CDITES])OI’Id-
S 1 i hes in the peI‘l{)d to repricing of asse

s 1tvi interest rates arises from mismatc

Sensitivity tox

g : 1 ideli d reduces risk by match-
D ori More than | ing liability funding. The Bank manages these mismatches by following poliey guldeh:zs E:; by #his Auset Laubiliey
in ; i . : i
demand and 2 months to 7 months to 1 Year Over I Ei the repricing of assets and liabilities through various mea:;.s Tﬁidniﬁrlr;n; pe el orsse sl
up to 30 days 6 months 12 months to 5 years 5 Years Total ‘ Cam mittee. Significant changes in gap positions can be made to adjus P
' Effective Due on Due Due Due " -
o thi ithi ue
RO'000 RO000 RO000 RO'000  RO000 RO’OOG_,{ | SSGhe THEGE wAN WS wll t u; after 5 bearing
31 December 2003 interest andto 1lto6 7tol2 0 e e
Cash and cash equivalents 13,639 4 : ; 344 13,983 rate  80days months mon,lths R”‘fﬁ;ﬁ R’{,,ooo RO’000 RO’000
Treasury bills 18,337 9,000 5,500 - . 32,837 %  RO0O00 RO000 RO000 RO
Investment securities - 600 4,142 16,800 1,318 22,860 .
Loans and advances ! ] 31 December 2004 . . 469 18,152 38,096
to banks 13,483 659 2279 3,850 = 20,271 h and cash equivalents - 19,475 ' i ] ) . 50514
Loans and advances | I sasury bills 1% 9,785 26,822 14,884 Bt ] 6543 25416
to customers 58,485 44,398 29,257 179,567 62,548 367,185 nvestment securities 4.6% 525 , '
|
Property and equipment - - - : 3,437 3,437 5 and advances - 18,708
* i | 5 3,850 g :
Intangible assets - - - - 5,225 65,2254 2.7% 10,181 4,202 525 3
Other assets 1,271 3,680 1,330 24 1,982 8,287 | s and advances 95380  27.974 174448  26.100 5,846 406,503
e T M R e B gt 9 87,455 . ; . :
Total assets 105,215 58,267 35,508 200,241 74,854 474,085 L 3,488 3,488
= 1] perty and equipment . ) 4,575 4,575
s ible assets “ . 4,878
DUE to banks 24,512 o 1’925 138 - 26,575| Mgl 2 ass5 ) 4,878
B 126,846 116,929 46,5690 191,761 26,569 43,482 552,177
customers 93,384 82,645 91,775 56,369 34,224 358,397 -
Other liahilities 1,204 1,388 377 436 15,219 18,624 % 9458 1925 . 29,013 8 - 34,364
Subordinate bonds 5 - 7,362 : 7,362 . ' '
R : bt osits from 1,685 421,093
’JS.‘h: rlels-oli‘?::equltyd < RAE iy A L " 21 587 21,587 I
otal liabilities an , ,
shareholders’ equity 119,100 90,327 94,077 64,306 106,276 474,085 fier liabilities . ] . 1362 b
e — bordinate bonds % = ) i 67771 87,771
areholders’ equity -
1 liabilities and 81.043 552,177
5,293 103,859 42 181, 3
eholders’ equity 76,344 115,696 _ 75, -
37,561) -
. : 28,703) 87,902 26,527 (137,
-balance sheet gap 50,502 1,333 )

mulative interest ) )
iti 23,132 111,034 137,561
sitivity gap 50,502 51,835 s
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2004 (continued)

THE YEAR ENDED 31 DECEMBER 2004 (continued)
FOR ’

BT 3 d)
i ignifi ts and liabilities (continue
26  Analysis of significant assets and liabilitieg (continued) T ———

26
(b)  Interest sensitivity gap (continued) ) Geographical concentrations F— LiahilitiP:!:
Deposits Deposi
Loans and Gross F Contingent
i from rom
e o Kish hlasing P00 EoWn  Gowo | moew  mowe  Rown
interes and to 0 0 0 after earing - 000
000 RO0
rate 30 days months months years years interest Total 5 46.175
% ROW0 RO000  RO0O0  ROOO  RO00p RO000  RO%09 31 December 2004 2,000 446,257 24,141 417,936 :’ggg s
: s - 3,157 : g
Sultanate of Oman 2,811 B ?

31 December 2003 Qi UG nounizies 1333? - 1,274 ; 17,262 zg’ggg
Cash and cash equivalents 6,000 3 7,983 13,983 Burope and North America 21042 ) ) - 6,73 s
Treasury bills L1 18337 9000 500 : - 32,837 Africa and Asia ? = 25415 421,003 34,364 2880
Investment securities 49 600 16,649 5611 29,860 18,708 449, d
Loans and advances -

36,767

To hanks 24 13,757 385 2,279 3850 90,271 - i o 3187 958,397 1,678 i
Loans and advances Sultanate of Oman 7,8 ’ i " 9,336 )

To customere 8.4 94976 92913 25372 129700 18,354 5870 967,185 Other GCC countries 4,159 i 15,561 12,349
Property and equipment A 3,437 3,437 ;EIurope and North America 8,262 i = 10,400
Intangible assets 5,225 5,295 - : 65,338

s y Africa and Asia 58,397 26,575 s
Other agsets ¥ 8,287 8,287 ' 20,271 404,766 22,860 3
Total assets 133,070 102,598 33,151 150,199 18,354 36,413 474,085
_
Due to banks 1.3 24,512 1,925 138 26,575 | ® Customer concentrations Al Liabilities
i ssets :
Deposits from i Deposits Deposit

customers 18 52,001 78094 91142 56495 42 80,695 358397 i ; Gms; Investment from from ~ Contingent
Other labilities - . - 5 - 18,624 18,624 advances  loans an i banks liabilities
Subm‘dina:.e honds 7.0 7,362 - 7,362 to banks  Advances “”“f)‘fn‘ﬁﬁ °“St§$§§3 RO’000 RO000
Shareholders’ equity 63127 63127 RO'000 RE :

Total liabilities and - i 108,626 - 1,046
shareholders’ equity 76,618 78,094 93,067 63,923 42 162,446 474,085 ;;8,228 6,543 219,815 34,364 89,837
18,708 ’ ? - 1,643
2 92,652 3
. u 17,832 18,872 s
On-balance sheet gap 56,557 24,804 (59,916) 86,276 18,312 (126,033) - ‘Government ’ 4 92,526
it : o st pealil S g 421,093 34,36 ¢
Cumulative interest 18,708 449,068 25415
sensitivity gap 66,657 81,361 21,445 107,721 126,033
ills — i ~-for-sal : 8
() Treasury bills available-for-sale e 500 s ) 103,632 5 e l:;
ersonal ' o 183,675 26,575 ;
Treasury bills issued for a term longer than three months: " 20,271 227,521 5,611 578
Orporate 13.710 17,249 71,090
Gover - . 65,338
2004 2003 | o 20,271 404,766 22,860 358,397 26,675
RO'000 RO000 -
91 days to 120 days 24,686 21,337
121 days to 182 days 11,921 6,000
183 days and ahove 13,907 5,500
50,514 32,837
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26 Analysis of assets and liabilities (continued)

(e) Economic sector concentrations

31 December 2004
Personal

International trade
Construetion
Manufacturing

Wholesale and retail trade
Communication and utilities
Financial services
Government

Other services

Others

31 December 2003

Personal

International trade
Construction
Manufacturing

Wholesale and retai] trade
Communication and utilities
Financial servicag
Government

Other services
Others

H Foreign currency exposures

Net assets denominated in US Dollarg
Net assets denominated in other foreign currencies

Assets
Gross loans
and advances

RO'000

173,008
27,227
41,327
38,197
16,326
17,292
22,912
17,832
35,596
29,351

449,068
e 3

163,535
52,012
25,316
30,858
16,301

6,717
16,292
13,710
29,200

50,825
404,766
e —————

Liabilities

Deposits from

customers
RO'000

108,626
14,803
6,135
7,080
1,286
865
14,043
92,652
89,825

85,778

421,093
—_

103,632
12,582
3,408
9,458
1,199
1,018
3,455
71,090
64,810

91,750
358,397
—_—

2004
RO'000

12,356

616
12,972
—_

Contingent
liabilitieg

RO'000

1,046
18,981
27,640
25,337

3,644

551
495

1,643

8,015

5,174

_—

92,526
e ——

614
14,499
12,723
10,268

4,377
1,468
1,504

878

6,830
12,488

65,338

2003
RO'000

13,845
455

14,300
_——
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.. glzr’i‘ql-lg YEAR ENDED 31 DECEMBER 2004 (continued)
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g7  Fair value information

d the V. 1 et llilcll() ¥ out el0oWw, d Q 'b ance Sheet nancial 1nstrua-
Base on d b .]0 the fall' Valu@.s Of Ell 011 &an “ a]. ﬁ 1 ] {:
alua 10n m a llne + .

3 Deceulbel 2004 are CODSldered bs‘ t]le I)lrect;orﬂ Il()t; to be matenﬂllp dl'“el ent to the}.r b(] k \Jdlues .

‘Estimation of fair values
| : i imati ir values of assets and lia-
j 3 38 tions used in estimating the fair va
The fi i arises the major methods and assump
The following summ
bilities:
|

~ Loans and advances

Fair valu {6) ed expecte inci i E . Loan re ayments are
| B N 1 i leulated based on discount | Xpect 2d future pI'lD.ClpElI and interest cash flows. Li l P . I
L o el1s ca .
I :ﬂ-:'s'ﬂll l()(l to oeccur at (:Untractual repﬂyment da es, Where app]lcable. FOI‘ ].Oans that d() r{.o'; hﬂ.‘Ve 1 Xe‘[. Iepa&r].le'lll;
| dal;e SI {.2‘] that are subie{:t to prepayvment risk repayments are estimated based on EXDE}I‘KBHC.G 1n previous perm{lq
W’l‘ 19.11 mterest rates were a \; 3 ’ v ] v differences in interest rate outlook.
1 1 t levels similar to current le 913, ad]usted for an ; ‘ ‘ te outl
;EXPECLEd future eash flows are estimated CUHSldE‘,‘l‘]_llg eredit visk an ¥ : . : d f ttI‘E
. for h ge us categorieq of loans are estimated on g pOI'tfbhO basis an 1 unte l':Iul ren 8
- gas] h flows for homogeneo 5 ; : ; dd Sl(‘:{) ted at rave
] 'IDf.fE!I. ed for similar loans to new borrowers with similar credit profﬂes. The estimated fair &
. ,;: ‘ | & in i L i =) ge O Xed rate loans.
| Gﬁmlges in credit status since the loans were made and changes i interest rates in the ca
eh cr t.

n vestments carried at cost and derivatives

q v O 10 SaCti o1 costs
,ma.ll \Fall.le 15 bﬂ, 5l nguo ar ket es at. lan e eet date Wlthi ut an deductl) f I tran

F 100 T1C bhE‘ ba C Sh =}

Al 3 d O Led 1 P

- I .:. ar 7 8 al].a fa].[‘ e = sCou

ia qu.oted m ke pPrice 1s 1 ot av hle, S W {lle 18 estlnlated bﬂ.Std on d].q 4] ]li ed Cash .HGW and C‘Lhel Va.‘l.u.ﬁt](}ll

I ‘techniques.

s best esti-
1 e based on management's
Where discounted cash flow techniques are used, estimated future cash flows ar
Where

. = 1 i i ance snee d te.
] . iSCOunt rate iE a alket related l‘ﬂte fOI‘ a Slml]a. me he b
I!lﬂ' : -teﬁ allli ][e {] ; t mar. r 1netru nt at ﬂl I bI ' a

Bank and customer deposits

i on
P I W 1 1 L v taken tO be the amount paya
i i i d. .IIlﬂt.ul ltl N fﬂ.]]’.‘ alu& 18 1n i b].e
: 105 a d dchSlt.S lth no d[,ﬁne p b I
I (] heet date The Stlmated fall“ v a]ue Of ﬁxed-]!lﬂtul ].t.y dE}pOSItS, Includlng. :
Inand at the ba].allc B ' « 5 I ‘ Certlflcates O.{l
i 1 Counte Cash ﬂO 8 llSil’lg l‘ates curT nt].y Oﬂered f_OI' d pOS]tb Df Slml]al" TEm. g
: 'OSltp 18 bﬂsed on dlS d W (=] e emalnin, II!ﬂLllIlt]eS

i i i imating fair values.
‘value of long-term relationships with depositors is not taken into account in estimating

il

:;f_her on-balance sheet financial instruments

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

ffbalance sheet financial instruments

a‘lue ad uSt'Hlen nlade Wit 5 =+ C ]. i 3 l‘.‘lll‘nents, Ch
1’ 18 I h mSPECt to CrEdlt I‘E‘.]ated Off balanﬂe Sheet flnaﬂc].ﬂ st Whl
. d X y B h Y ' d & L] [a te
CDIIlI]]_lthents to exten. & edlt b tand le ters Gf credlt aﬂd guarallt.e 18, d8 the ¥ d 'Il.ltul e 1ncome
. . ce shee gI =
3 Inate}- idll!’ Ieﬂect conty actua] feeg and COminissions actuaﬂi Charged at the balan h t dﬁtue i(}l‘ agree

Ments of similar credit standing and maturity.



BANK DHOFAR SAOG BANK DHOFAR SAOG

NOTES TO THE FINANCIAL STATEMENTS NOTES TO THE FINANCIAL ST.ATEME];\TZ'I'OSO4 e}

FOR THE YEAR ENDED 31 DECEMBER 2004 (continued) FOR THE YEAR ENDED 31 DECEMBE

27 Fair value information (continued) 28 Risk Management (continued)

Off-balance sheet financial instruments (continued) Liguidity risk o IO——
- " 3 s tivities and 1n the man . .

Foreign exchange contracts are valued based on market prices. The market value adjustments in respect of foreign .:iz;if}iy;;ikc?f::;i:iilie;)e;j:lgu;izz L:t t;sp]fj;-li{;s cn;:;ulre;;ies and rates and the risk of being unable to Tig-

exchange contracts are included in Other assets and Other liabilities. ho

: : ropri ime frame.
idate an asset at a reasonable price and in an appropriate time
uida '

28 Risk Management

iIl e & nc 1mn de pt)SItS,
as & es8 t(} a le erse fundlng hase. Fu.nds are ral&ed usimg & Iange Of lllst]'.'uments 1 ].U.d g
h Balﬂi h g acc ]

in m ity, limi ource of funds
th i i i ibility, limits dependence on any one s .
{abiliti i tal. This enhances funding flexi . y o e
The important types of financial risks which the Bank is exposed are credit risks, liquidity and market risk.. Th e other liabilities and as;ir:’nzcsltczt?} uands i e v S Commmﬁiiofj;;?:;;zy
i o ! - W : I ‘ I‘I S
Bank enters into derivative financial inst ents such as forward contracts for risk management purposes. and gerllewlly lcwvher:l use of liabilities with a range of maturities. The Bank continually as&es.set rq g Kby
Finaneial risks are actively managed by Management to ensure compliance with the Bank’s risk limits. The Bank’s flexibility through the e

ren . 11 J > gl-ell th-e Bd] k& {)h]ect_“;eq strat o 5
r- 1ae ¥ g i i g 1 i i d to l‘neeh bUSlness gClalS an
. . . j i ™ ra egl.es ar d [#4] d nt]’l }.Il a]lll mm‘lli,()lll’l Cha.nges m tulldlng 1P_.qu1r€ ; . .Ii f;a.]f ‘
‘ ' . | 5’ | | | | | y . iti 1 1 i a8 a p rt Uf 1L 1lqu1d1t>? I‘lsk manag g V.
a]], t!‘ai‘ gy 101 Ba th certain 1q ra
t’ marke Dndl 1 ons. i g e ]:n addlt t-]le Ilk C].S £ 11 [l Hel 5 as pa 18 EIII(-}IH s te

Credit risk Marlket risk

T h i d interest rate risk.
i h h i S : : ;  Market risk i des currency risk and interes
The most important risk to which ¢ e Bank is exposed is credit risk. The Bank is subject to credit risk through its Market risk include

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 | Currency risk jor foreign currency to
. 3 » 5 g . 3 | 1 T
their obligations is monitored on an on going basis. To manage the level of credit risk, the Bank deals with countes- ) d to currency risk through its transactions in foreign currencies. The majo
: ) ; s . : The Bank is expose A
parties of good credit standing and when appropriate, obtains collateral. T

whi[:} t] e “a]! 8 E‘X[J eli 15 the [[“ I)(J B TENCY 1 Wh_'l.{,'h t (=3 Bank p] e.SentS lts ﬁnaDCla.]. Stabelliellts 18
AS th 18hy n h
W k 15 (0=} ].]al“. |
Rlﬂl < he Banks fl ancla a -ement 1 Are g 'ected by moveme nts the eXChallg'e ]&EES bet ween th-ese cur-
4 ()Ill'lnl._ t IL l stat S [+ i.{‘

L‘h ] nece SIIEQI h B k : ] ] A T] ] > : £ E £ o ] %
- R 1 0 naIll' € Ball fll A0 a Siglnficant DOI t.lt)ll Of ]tS 1]13111‘.‘.131 aSSeLS 11 the same currencies
POSEd to ¢ ]‘e:l Tencies an the 1a I ' nances
8 th a88ets on the ba a . r[ e bank 18 ex |

i iti it i rrency risk.
as the relevant measurement currencies to mitigate its foreign cu v

i in the income
1 ise to foreign currency gains and losses that are recognised in
The Bank's transactional exposures give rise c

g gn. cur-
= P L epta y ¥ g nda selln ]l]_[‘e] 11
st at 1ts net expOS'Ll 1 e an aco e leve MVIng a d “

J g y lrd pal nt. T L3 Ilk ensures II] ]t, TE 18 k t to a b[ lb b

i riate.
5 e 3 ; . ™ y . G rencs . apot rates when considered appropria
ties. The risk involved is essentially the same as the credit risk involved in extending loan facilities to customers, B 52t spo

therefore these transactions are subjected to the same credit organisation, portfolio maintenance and collateral

: : ) ; 2 . ; . te risk
requirements for customers applying for loans. While there is some credit risk associated with the remainder of com Interest ra
mitments, the risk is viewed as modest, since it results from the

— . . i 3 ; at interest-earning assets
AR roing The Bank’ tions are subject to the risk of interest rate fluctuations to the extent th

o . . ; . ‘The rati

drawn by the customers. As the facilities may explire without being drawn upon, the notional amounts do not neec- £ bank s ope

]-]- i g nter ra
n d Illtelest‘b&al 1ﬂg abl]ltles mature at differEDt times Or 1n dlfferent amounts. In Caselof ﬂ.oail‘n i : e Btst te
I 18] E:Xp ed 51 k, 1 h 18 dl Tnce 1n ep g bt e
:;rf.-‘ssats ﬂ_'[ld ilabllit]es th.e Ballk 12 alS 05 to lla 5 Y1s Wwnie 1 l[e erence a Tric1n (]hara(;‘tens‘tlpq Of tb

7 : - f interest.
‘various floating vate indices, such as savings rate and different types of In
The credit risk of these facilities may be less than the notional amounts, but as it cannot he accurately determined,

levels, consis-
the eredit risk has been taken to be the contract or notional amount,

; i i t interest rate
= - : imisi t interest income, given marke i
s tivities are aimed at optimising ne ; ) , L T T
??k ma}? aser}x;enitacb iness strategies. The Bank manages mismatches by following 901103’ guid niri—
‘tent with ¢ ank’s busines :gles. 2 ; . cluding moni
3 k b ma:chin the repricing of assets and liabilities through - meansdllnf:he iﬂﬁle as market out-
' tyL' bilit 'f‘,{)mmittee Significant changes can be made in gap positions to adjus P
et-—Liability !

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 contrac-
tual obligations to be similarly affected by changes in economic or other conditions. 3
looks change.
The Bank’s policy is to require suitable collateral to be
approved loans. Guarantees and letters of credit are al
The agreements specify monetary limits to the
reviews of cardholders’ creditworthiness are m

provided by certain customers prior to the dishursement of
80 subject to strict eredit assessments before being provided.
Bank’s obligations. Credit card commitments are unsecured. Periodic
ade and card limits are adjusted where necessary.,

29 Merger with Majan International Bank SAOC

arc a Omani Closed Joint Stock
On 31 M t. i ] tional Bank SAOC (MIB), an

0 h 2003, the Bank acguired Majan Interna : ‘I iy
“Ompany in T])Dl‘a;:ed in the Sultanate of Oman in October 18998. The transactl’on was app‘roved by thie slhamho dt
er : : ct‘J{:l.'.lbe]’.' 2002, and has been accounted for using the ‘purchase method’ of accounting. Accordingly, the ne
&8 on 3 Dec i A d th

Collateral for loans, guarantees, and letters of credit is usually in the form of cash, inventory, . R T
assets o were :

listed investments, or
other property,
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29 Merger with Majan International Bank SAQC (continued)

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

RO000
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
Due to banks 13,017
Deyposits from customers 58,307
Other liabilities 1,409
— ...with Enhanced
Total liabilities 72,733
gt Shareholder Value
Net assets 23,824
Goodwill arising on acquisition 3,000 hile our customers
Purchase consideration 26,824 S theshill oE Bank Dhofar our
. ar rs are its backbone.
The cash flows in respect of the acquisition were as follows: sharEhaioe
RO’000 2
We endeavor to take all efforts to add
Cash 509
Balances with Central Bank of Oman 3,603 value to our shareholders wealth by
Due from banks 2,888
Due to banks (3,017) protecting their investments and
Cash and cash equivalents for cash flow purposes acquired from MIB (6,017 |

being part of Oman’s forward march.
The shareholders of MIB as at 31 March 2003 received the following consideration:

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

(i) RO 7,350,000 in cash paid within one month after 31 March 2003. '
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