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Moving Towards a Prosperous Future

Under the rule of His Majesty Sultan Qaboos Bin Said, The Sultanate of Oman has made significant progress towards
fulfilling the dreams and aspirations of its citizens for a better quality of life.

Over the years, the country has been transformed into a modern and progressive society, carving a niche for itself in the
international community. In line with Oman’s Vision 2020, the country has developed its economic and social infrastructure,
improved its legal framework and paved the way for a self-sufficient and diversified economy. The Sultanate has prudently
invested its oil revenues to create the right conditions to encourage active participation by the private sector in the various
development programmes.

The Muscat Securities Market

The Muscat Securities Market, which was opened on 20th May, 1989, has now become a significant contributor to the
national economy by providing the mechanism for citizens to invest in the establishment of new joint-stock companies and
in the expansion of those already in existence. As a result, there is a diversification of national income resources, an
increase in the wealth of Omani citizens, scope for more employment opportunities and overall, the means for raising the
standard of living.

When the MSM commenced operations, 75 shareholding companies were listed. By the end of 1996, the number of listed
companies increased to 136 with a total capital of USD 1,453 million and the number of shareholders in the listed
companies increased from 18,000 to 127,000, During this period, the market value of shares and bonds traded at the MSM
rose from USD 1,077 million to USD 4,229 million.

During 1996, new shares worth USD 194 million were issued in addition to Government Development Bonds worth
USD 111 million. The MSM index which stood at 158.16 at the end of 1995 registered a record increase to 199.36 by
the end of 1996,

A joint cross listing agreement between the Muscat, Bahrain and Kuwait securities markets is a fruitful move welcomed
by investors, /

Privatization Policy

The policy of privatization, now already being implemented, is more than the mere sale of a part of government holdings
to the private sector. It throws open to the private sector, economic activities which had so far been exclusively handled by

the Government.

The next few years should see the development of a sound and diversified economy, backed by a vibrant private sector,
trained manpower, advanced technology and balanced government f; inancing. The private sector will be actively involved
in export-oriented industrial projects such as the production of liquefied natural gas, fertilizer, petro-chemicals, aluminium

and others.

Some of the privatisation strategies developed for the next few years are :

(1) Oman Petrochemical Project

The plan to separate Ethane, Propane and Butane from the Jibal Murayrat gas supply to produce Ethylene and Propylene
and then Polyethylene and Polypropylene was conceived in 1989. The preliminary feasibility study was encouraging
and the detailed study conducted in 1993 by Neste, a Finnish company, confirmed the viability of the project at a
capacity of 245,000 tons of Polyethylene.

Subsequently, the Ministry of Commerce and Industry decided to increase production capacity to at least 450,000 tons
per year in line with that of a worldscale petrochemical plant on the basis that such a capacily was attainable if large
users of Methane gas were found. At the same time, another project (for smelting aluminium) which would require
Methane was under active consideration by foreign and local investors and it was therefore expedient to synchronise the
two projects and locate both in Sohar. The consequent convenience of laying pipelines from the separation plant to the
project sites and the viability of constructing a port in Sohar to serve both projects, were added advantages.

B.P. Chemicals were selected as the foreign partner having a 49% share in the equity with responsibility for the supply
of Polyethylene technology and for marketing the product in South East Asia. Internationally reputed companies will
supply the Ethylene technology. 11% of the company’s equity will be allocated to Omani shareholders and the balance
40% offered for public subscription. Total investmentin the project is estimated at a little over USD 1 billion and profits
in excess of 20% will be shared equally by the Government and the company.

The Government will allocate to the plant, 1 trillion cubic feet of gas over a period of 25 years at a competitive rate with
the possibility of increasing this allocation in the future to double the production capacity in order to benefit from
worldscale economies and capital efficiency.

There is also the possibility of downstream plastic fabrication being developed in the future through the provision of
technical services and investment in other Ethylene derivatives by the technical partners in the main project.

(2) Aluminium Smelter Project

Sohar Aluminium Smelter Co. (SASCO) plan to set up a smelter with a production capacity of 480,000 tons per annum
and the preliminary feasibility study indicated an IRR on equity of approximately 14-15% with scope for further
improvement if the sale of surplus power or water to the national grid is permitted.

The smelter complex which will have its own power generation and water desalination plant, will be built and
commissioned in four stages with each having an annual production of 120,000 tons. The project is expected to be
operational in the year 2000 and has been allocated 2 trillion cubic feet of gas over a period of 25 years.

Total investment in the project is estimated at USD 2.4 billion. 60% of SASCO’s paid up capital of about USD 600
million will be contributed by the founders including the foreign partners and the remaining 40% will be offered for
public subscription,




The project is expected to give tise to the development of aluminium based downstream industries such as the production
of engine blocks and cans. In addition, the smelter project (and the petrochemical project) will generate spin-off
benefits in terms of local business and employment to contractors, suppliers and transporters. The port will provide
facilities to accommodate the bulk carriers of imported raw materials.

(3) Oman-India Fertilizer Project

Significant increases in the Sultanate’s total gas reserves as a result of recent discoveries provided the necessary impetus
for the construction of a worldscale fertilizer project and for this purpose, a Memorandum of Understanding was signed
in July 1994 between the Sultanate of Oman and the Government of India.

Total investment in the project is estimated at USD 1.1 billion of which 25% will be financed by equity and the balance
provided by export credit agencies and commercial banks. Oman Oil Co. Ltd. will hold 50% equity in the joint venture
with the balance 50% held by two Indian companies owning and operating fertilizer plants in India.

The plant, which will be located in Sur, is expected to be in operation in the year 2000 and will require 0.95 trillion cubic
feet of gas over a period of 20 years. A new pipeline will be built to supply the gas. The plant will export 1.45 million
tons of urea and 330,000 tons of ammonia per annum. All the urea will be imported by India to meet their growing

demand for fertilizer.

FEconomies of scale, lower transportation costs due to the proximity to Indian markets and the availability of gas at
competitive rates are expected to give the planta significant advantage over similar Middle East urea manufacturers.

In addition to export earnings, the project will generate revenue from gas and condensate, provide training and employment
opportunities for Omanis and give rise to activities such as plant maintenance, engineering services and provision of
infrastructure facilities.

No brief on the Sultanate’s strategies for the future would be complete without mention being made of the USD 6 billion
gas liquefaction project undertaken by the Government.

4) Oman LNG LLC

Substantial gas discoveries in Central Oman prompted an intensive government sponsored appraisal drilling programme
and the data acquired through this process established the feasibility of LNG exports.

Following a Shareholder’s Agreement concluded in June 1993 between the Government of Oman and Shell, Total,
Partex, Mitsubishi, Mitsui and Itochi, Oman LNG LLC was set up under Royal Decree to develop the project and take
responsibility for the liquefaction, shipping and sales of LNG.

Under an agreement between the Government and Oman LNG, proven and recoverable gas reserves sufficient to support
expectations of 6.6 million tonnes of LNG exports per annum, have been committed to the project.

The liguefaction plant which will be sited in Sur, approximately 200 kilometers south-east of Muscat, is expected to
commence LNG deliveries in the year 2000.

The well formulated development strategy introduced gradually into a growing econory has finally come to fruition.
Oman has created an investor-friendly economic environment conducive to foreign investment. Economic and financial
reforms have been introduced and the common man is now seen not only as a potential investor, but also as an important
contributor to the nation’s economic growth.

As the winds of change blow over the country, Bank Dhofar Al-Omani Al-Fransi salutes the spirit growth in the
Sultanate. A vital link to increased development is a sound and stable financial base, and BDOF is an integral partner
in the effort to achieve the goals of Vision 2020. Asa rapidly emerging force to be reckoned with in the banking sector
and as a well established and financially sound institution, BDOF s proud to reiterate its commitment to offer continuing
support and dedicated service towards the future growth and development of this beautiful country. In demonstration
of this commitment, BDOF has already participated in a large number of projects of which the following are just two
noteworthy instances :

Some of the major projects in which the Bank participated :

(a) Raysut Cement Co. SAOG

Tn order to meet an anticipated rise in the demand for cement, Raysut Cement Co. decided to increase their production
capacity by 1,500 metric tons per annum. The expansion will involve an overall cost of approximately USD 90 million
of which about 46% will be financed by shareholder’s equity and internal accruals. Financial support is also being
provided by the Government and by Oman Development Bank.

BDOF provided the required guarantees in favour of Eximbank, USA to cover the components imported from the
USA., and in doing so, broke new ground because this was the first time that Eximbank, USA has accepted a local
bank’s guarantee. BDOF has also been involved in providing funding facilities and in handling the LC and bonding
requirements of the project.

(b) Mina Raysut, Salalah - Container Terminal

Mina Raysut, in the southern region of Oman, is strategically located in relation to the shipping routes of carriers
transporting cargo to and from the Middle East, West Africa, Europe, Asia and the Indian subcontinent. The significant
service benefits to be derived by developing container handling facilities for these carriers provided the impetus to
expand the existing port facilities by constructing a container terminal capable of accommodating the current generation
of container vessels and the anticipated next generation. The first phase of this project will cost approximately USD115
million which will be funded by equity and by bank borrowings, in addition to Government contribution of USD 128
million for dredging and building the berths.

Salalah Port Services Co. SAOG (under fi ormation) will be owned by the Government (20%), Private Omani investors
(6%), Dhofar International Development & Investment Co. (13%), selected Government pension funds (11%), Sea-
Land (15%), Maersk (15%) and the balance 20% will be offered for public subscription. Sea-Land will manage this
vital project for 30 years in accordance with the terms of the concession and agreement.

BDOF is playing an active role in this project as one of the Lead Managers of the syndicated financing to be arranged
with commercial banks.
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Chairman’s Report

On behalf of the Board of Directors of Bank Dhofar Al-Omani Al-Fransi, I take great pleasure in presenting
our Annual Report for the financial year ended 31 December 1996.

Balance Sheet footing grew by 13.3% mainly due to an 8.6% expansion in loans and advances and to our
success in mobilising customer déposits which_increased by16.9%. Operating profit rose by 16.5% mainly
due to a sharp increase of 18.6% in interest income and net profit also improved due to our ability to contain
provisions for classified advances. Our operating expenses have increased due to our continuous investment

in information technology. This trend will continue in the next few years.

The results are a commendable performance considering the acute competition faced in the market and reflect
the success of the business development and marketing strategies adopted. A significant drop from 10.9% to
7.5% in the ratio of classified advances to total advances resulted in a marked improvement in the quality of

the Bank’s lending portfolio.

In order to secure a higher market share and provide increased access to banking facilities, the Bank expanded
its branch network to 17 by opening branches in Al Mulladha and Barka. Two more new branches are scheduled
to be opened in Al Wadi in Salalah and Jaalan Bani Bu Ali by April 1997. Our existing ATM network of 19
units will also be increased to 25 by April 1997 which means that we will have 4 more offsite ATM locations

in the governorate of Muscat and one offsite in Shafaa in Izki.

Efforts to improve the standard of service and provide a diversified range of services to its customers, have
continued. The link established with SWIFT has enabled the Bank to provide a faster and more efficient funds
transfer service and issuance of the BDOF Visa Credit Card has introduced an added convenience to our
customers. Taking advantage of the technological advancement that provides on-line availability of customer
signatures, the Bank offers a unique service to its customers - the ability to conduct their business from any of

our branches,

Introduction of the prestigious Al Afdhal Account with its attendent privileges has enhanced the Bank’s profile
in the market and is an example of the quality products that the Bank intends to offer to its valued customers.
Having obtained an Investment Banking Licence, the Bank will soon be in a position to add to its existing

range of services.
Business growth made it necessary to upgrade the Bank’s main computer. The HP 9000/K200 that was

consequently installed has doubled the central processing capacity so that we can also accommodate our

expectations of further expansion in business volumes.




Conversion to the latest releases of Bankmaster and Branchpower, the Bank’s operating systems, is scheduled
for April 1997 and the necessary preparatory work and testing for a smooth transition has been progressing

satisfactorily. Additional facilities available under this upgrade will improve processing capabilities which in

turn will assist in providing a better service to our customers.

Security considerations have demanded that appropriate action is taken to protect the Bank’s central database
against unforeseen circumstances and our desire to provide an excellent customer service has obliged us to
ensure that we can provide an uninterrupted service even in the event of a failure in our central computer. We
have successfully achieved both objectives by setting up a fully equipped disaster backup facility at an offsite

location.

Work on our new headquarters building is progressing satisfactorily and we are also carrying out a phased
programme to refurbish our branches in the interior. Completion of these projects will certainly add to the

Bank’s stature.

The Bank is firmly committed to achieving the required level of Omanisation. Already, 14 of our 17 Branch
Managers are Omani and our overall Omanisation ratio stands at 85%. A Training Centre has been set up so

that Omani staff can be equipped to increasingly take up positions of responsibility.

We have become increasingly conscious of the need to develop strategies for the Bank’s progress over the
coming years with sufficient flexibility to adapt to any external changes that may take place. A Strategic Plan
spanning the period 1997 to 2001 has, therefore, been drawn up setting out short term, medium term and long
term goals for expanding our branch network, improving operational efficiency, developing our human resources,
achieving business growth, investing in technological advancement, increasing our profitability and for

consolidating the Bank’s financial stability.

We thank the Central Bank of Oman for their continuing guidance and our shareholders and customers for
their confidence and support. The management and staff of the Bank must be commended for their hard work
and commitment to improving standards and achieving growth. We are confident of our ability to improve our

position in the banking community during the coming year despite any challenges we may face.

In closing, we wish to express our gratitude to His Majesty Sultan Qaboos for his vision and astute leadership

in guiding the destiny of Oman and for the stability we enjoy.
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Financial Highlights of 1996
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Financial Ratios

I. PROFITABILITY
Net Profit before Tax to Average Assets
Non Interest Income to Gross Income
Operating Expenses to Gross Income

Operating Profit on Average Assets

II. LIQUIDITY
Net Loans to Total Deposits

Total Customer Deposits to Total Deposits

III. ASSET QUALITY RATIOS
Loan Loss Provisions to Total Loans
Non-Performing Loans to Total Loans
Loan Loss Provisions to Total Non-
Performing Loans

Net Non-performing Loans/Net Loans

IV. CAPITAL ADEQUACY
BIS Risk Asset Ratio
BIS Risk Asset Ratio on Tier One Capital

Shareholders’ Equity / Total Assets

As at December 31,

1996

%

2.15
19.69
54.34

245

96.40

95.77

7.79
7.45

91.88
0.66

13.2
12.3
13

As at December 31,

1995

%o

2.25
22.45
54.54

2.36

100.05
95.16

10.54

10.91

89.49
1.28

14.6

13.1

As at December 3]

1994

%

2.61
32.20
57.42

2:13

98.05
98.87

19.20
24.22

79.2
7.1

18.5
17.6
15.5

Management Report
NET OPERATING INCOME

1996 1995 1994

8000
7000
6000
5000
4000
3000
2000
1000

1996 1995 1994
Investment Income 243 294 346
Other Income 403 239 360
FX Income 310 366 345
Fees & Commissions 381 372 520
Net Interest Income 5453 4595 4335
Total Operating Income 6790 5866 5906

Net Interest Income registered a sharp increase of RO 0.9 mio or 18.7% over the previous year to reach RO 5.5 mio. The tight
competition amongst banks for low costs funds resulted in an increased average cost of funds but the Bank managed to neutralise this
negative impact and achieve an appreciable increase on its rate of return on funds employed, through effective management of its
assets.

Other Income showed a marginal increase, due mainly to a still sluggish economy and its repercussion particularly on fee generating

business.
OPERATING EXPENSES

1996 1995 1994

4000
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2500
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1996 1995 1994
Staff related costs 2119 1993 1907
Administration costs 1175 930 940
Depreciation 396 282 88
Managemenl fees 126
Total Operating Costs 3690 3205 3061

Operating expenses, including depreciation rose by 15% over the previous year to RO 3.7 mio. The significant increase of RO 0.5 mio
is mainly attributable to the Bank’s continuing effort to : enhance its image (advertising and promotion, refurbishment of branches),
broaden its presence (2 new branches and 2 new ATMs), improve its efficiency (IT equipment), strengthen its staff base (from 250 staff
in December 1995 to 267 by December 1996).

Operating expenses are ti ghtly controlled and the ratio of costs to income shows a progressive improvement over the years (from

574% in 1994 to 54.3% in 1996).




BALANCE SHEET
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1996 1995 1994
Shareholders’ Equity 16 158 15.6
Total Assets 136.4 120.4 100.4
Net Loans and Advances 110.9 99.1 78.9
110.1 94.2 80.7

Total Customer Deposits

The 13% expansion of the Balance Sheet footing over the previous year was planned carefully in order to minimise the risks associated with
liquidity and interest rate sensitivity. The liquidity position of the Bank improved and this contributed to an increase in the Bank’s profitability.

SALALAH
.

The Bank’s capital adequacy ratio as per BIS standards stands at 13.2% (14.6% in 1995), well above the international minimum of 8% and the
10% minimum standard established by the Central Bank of Oman.

LOANS & ADVANCES

Bank Dhofar Al-Omani Al-Fransi (SAOC)
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Other loans 46.9 409 41.1 ultanate of Oman, Ibri Tel 489341,489685, Fax 490341
Total Loans (Gross) 120.2 110.7 97.6 Tel 433460, 433466, Fax 433462 ' :

Loans & advances recorded a growth of 8.6% over 1995 to RO 120.2 mio (Gross) and RO 110.8 mio (Net). The economic sector breakdown
remains approximately the same as for the previous year with consumer lending representing 31% of total lending. Although increasing the
Bank’s market share is our credo, management did not lower its selectivity criteria but looked for high quality lending, as is demonstrated by the

performance in terms of asset quality.
ASSET QUALITY
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Loan loss provisions
Non Performing Loans 8,959 12,089 22,361
The Bank did not spare any efforts in bringing down the level of its non-performing loans and as a result can show an impressive ratio of non-
performing loans to total loans of 7.5% (10.9% in 1994), ene of the lowest in Oman, and a coverage ratio of non-performing loans to provisions

of 91.8%.

Tel 441255, 440256, Fax 440615

° m
P.O. Box 347, Al Seeb, PC 121, Sultanate P.O. Box 2
: ) s Y e .0. 1, Sohar, PC 311, Sultanate of
i Sohar o ‘ :
pd — i of Oman, Tel 625851/852/853, Fax 625854 Oman, Tel 840228, 844358, Fax 841229
8232 10,818 18,024 “ P.O. Box 28, Sur, PC 411, Sultanate of Oman,




B A B S _gF - W W

— D 4 P . SN G, S S SN ST A S, Semeees . g e

N e N . G . S A

Sper—

AUDITORS’ REPORT
BALANCE SHEET

PROFIT & LOSS ACCOUNT
NOTES TO FINANCIAL STATEMENTS

l!'! Peat Marwick  olig,ls = o,

e o
Chartered Accountants 05930 (grulaa
Peat Marwick Mitchell & Co. paLS pdig Judisa clygyle cos
Uil ety i e e pslal] il

(€41 3 S (e A X

4th Floor, BBME Building, et la_df_‘ JL:
Muttrah Business District e e

S8 N T s Wi
P.O. Box 641 Ruwi - Postal Code 112 @RISR W o
Sultanate of Oman ; Ol—ae Ll
Telephones: (968) 709181 - 709183 (3TA) VEANAY Ve aNAY : isla
Telefax: (968) 700839 (87A) Ve o AYA - LUl

Report of the Auditors to the shareholders of

Bank Dhofar Al-Omani Al-Fransi (SAOC)

We have audited the financial statements, set out on pages 20 to 36, of Bank Dhofar Al-Omani
Al-Fransi (SAOC) (“the Bank”) for the year ended 31 December 1996.

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

These financial statements are the responsibility of the Bank’s Board of Directors. Qur responsi-
bility is to express an opinion on these financial statements based on our audit.

Basis of opinion

We conducted our audit in accordance with International Standards on Auditing. Those Stan-
dards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by the Board of
Directors, as well as evaluating the overall financial statement presentation. We believe that our
audit provides a reasonable basis for our opinion.

Opinion
In our opinion, the financial statements present fairly, in all material respects, the financial posi-
tion of Bank Dhofar Al-Omani Al-Fransi (SAOC) at 31 December 1996 and the results of its

operations and its cash flows for the year then ended in accordance with International Accounting
Standards and comply with the Commercial Companies Law of 1974,

Toi Mo AL

Peat Marwick Mitchell & Co.

Member tirm of AVARR Y AT
Klynveld Peat Marwick Geerdeler C.R. No.: 1/30936/6
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. as at 31 December 1996 for the year ended 31 December 1996 |
|k P
1996 1995 Notes 1996 1995
USD 000  USD 000 RO 000 RO 000 1996 1995 Notes 1996 1995
USsD 000 USD 000 RO 000 RO 000
Assets Income
31,429 25,088  Interest income 12,100 9.659
n 3,226 3,842  Cash 1,242 1,479 (17,265) (13,153) Interest expense 6 :547) 5 654)
| E 38,805 30,182 Due from banks 3,14 & 18 14,940 neo PE—— - @ . 0 L
287,940 257,309  Loans and advances 4,14 & 18 110,857 99,064 14,164 11,935  Net interest income 5.453 i 595_
a 11,335 8,449  Long term investment securities 5& 14 4,364 3,253 3,473 3,300  Other operating income 15 1,337 1271
| 5,582 3,506  Tangible Fixed assets 6 2,149 1,350 RS- &= e . T
| M o T N i U el 6790 5,866
| ! 354317 312,670  Total assets 136,412 120,378 TR, e
; ] === e ====== Expenses
| F 8,556 7,592  Staff and administration costs 16 3,294 2.923
Liabilities 1,029 732  Depreciation 6 396 ,28_2
| 286,052 244,733  Deposits and other accounts 8,14 & 18 110,130 04,222 9,585 8,324  Total expenses ""'3';;‘; --7"7326-5—
12,649 12,431  Due to banks 9,14 & 18 4,870 4,786 = e ===’=:= —
4,675 3,896  Proposed dividend 1,800 1,500 =SS
9,369 10,597  Other liabilities 10 3,607 4,080 B2 6,911  Operating profit for the year 3,100 2,661
_____________________________________________ 24 »
H 312,745 271,657  Total liabilities 120,407 104,588 (966) (919)  Provision for loans and advances 4 (372) (354)
i 7,086 5,992  Profit for the year before income tax __“-2-,,—';;:; “_“2"3—6’;
r E Shareholders’ equity ’
(1,706) (1,506)  Income tax 17 (657) (580)
a 38,961 38,961  Share capital 11 15,000 15000 B e e e e
2,452 1,914  Legal reserve 12 944 737 5,380 4,486  Profit for the year 2071 i *727
F 104 104  General reserve 12 40 40 ’ ’
| 99 34  Profit and loss account 21 13 34 15  Unappropriated profits brought forward 13 5
é 41,572 41,013  Total shareholders’ equity 16,005 15,790 5,414 4,501  Profit available for appropriation " 5o8d =
_______________________ ’ 1)
! poposedappropmations: . . D 00
i 354317 312,670  Total liabilities and shareholders’ equity 136,412 120,378 538 449 Legal reserve 12 207 13
_______ —_———— == e 145 122 Directors’ remuneration 56 47
134,029 130,462  Contingent liabilities 13,14 & 18 51,601 50,228 4,675 3,896  Dividend 1,800 1,500
| . 1720
| " The notes on pages 23 to 36 form part of these financial statements. S6 34 Unappropriated profits carvied forward ;1- --_-____i_:;
‘ ' The report of the auditors is set forth on page 19. s = e 0
a The financial statements were approved by the Board of iR TR N SR ol
| The notes on pages 23 to 36 form part of these financial statements.
|
l : g‘ &_\ The report of the auditors is set forth on page 19.
| ! Chairman’ General Manager
[ |
i -
| 13
| “
)
DL 2 |
|
l B |
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Cash Flow Statement

for the year ended 31 December 1996

Notes to the Financial Statements

1996 1995 1996 1995 1. Legal status and principal activities
USD 000 USD 000 RO 000 RO 000
Bank Dhofar Al-Omani Al-Fransi (SAOC) (“the Bank™) is incorporated in the Sultanate of Oman as a closed joint
Cash flow from operating activities ' stock company and is principally en : . ; L
gaged in corporate and retail bank
34,304 27766  Interest and commission receipts 13,207 10,690 J i P
(17,122) (12,470)  Interest payments (6,592) (4,801)
(8,345) (12,132)  Cash payments to suppliers and employees (3,213) 4,671)
(1,421) - Income Tax paid (547) - 2. Principal accounting policies
7,416 3,164  Operating profit before changes in operating assets 2,855 1,218 0 . . . .
2 P 2 profit bef & P g : 2 i The following accounting policies, which comply with International Accounting Standards, have been consistently
(Increase) decrease in operating assets applied in dealing with items that are considered material in relation to the Bank’s financial statements.
(31,597) (53,403) Loans and advances (12,165) (20,560)
(1,642) 3,026  Due from banks (632) 1,165 Basis of accounting
(33,239) (50,377) (12,797) (19,395) ] !
Increase (decrease) in operating liabilities These financial statements have been prepared under the historical cost accounting convention.
41,319 38,192  Deposits and other accounts , 15,908 14,704
3,073 9,112  Due to banks 1,183 3,508 Revenue recognition
44,392 47,304 17,091 18,212 . .
Interest income and expense are recognised on the accruals basis. Interest on loans and advances which management
18,569 91  Net cash generated from operating activities 7,149 35 consider doubtful is suspended and recognition in the profit and loss account is deferred until such time as the interest

is received.

Cash flow from investing activities
631 764 Investment income 243 294

3) (1,444)  Purchase of investments ) (556) Fees and commissions are recognised over the period of the transaction to which they relate.
(2,883) 2,597  Treasury bills (1,110) 1,000
(3,127) (1,982)  Purchase of fixed assets (1,204) (763) Provisions for loans and advances
52 161  Proceeds from sale of fixed assets 20 62
- 5,195 Proceeds from redemption of GDBs - 2,000 i
B e e T . e, The Bank establishes specific provisions for identified loans and advances where recoverability is considered doubtful
(5,330) 5,291 Net cash (used in) from investing activities (2,052) 2,037 and a general provision for the inherent risk in the portfolio.
Cash flow from financing activities o
e i D‘itjidgl : PJ; ks fina g (1.500) (2.250) ILJEZEZ :23 agvances ar‘e sta.ted net of provisions for ?otential loan losses and reserved interest.
(122) (187)  Directors remuneration paid 47) (72) advances are written off only when there is no prospect of recovery.
(4,018) (6,031)  Net cash used in financing activities (1,547) (2,322) Tangible fixed assets
9,221 (649)  Net increase (decrease) in cash and cash equivalents 3,550 (250)
4,379 5,029  Cash and cash equivalents at beginning of the year 1,686 1,936 . .
______________________ Tangible fixed assets are stated at cost less accumulated depreciation except for frechold land which is stated at cost.
13,600 4,380  Cash and cash equivalents at end of the year 5,236 1,686 Depreciation is calculated so as to write off the cost of tangible fixed assets, other than freehold land, by equal instalments

e S====== s==mm—= over their estimated economic useful lives from the date the asset is brought into use, as follows

Cash and cash equivalents comprise :

3,226 3,842 Cash 1,242 1,479 ] Years
10,923 3,940 Due from banks 4,205 1,517 Furniture and fixtures 37
(549) (3,402) Due to banks (211) (1,310) Motor vehicles 3
"""""""""""""""" Compute 1
13,600 4,380 5,236 1,686 . p T eqmpment 4'_7
Buildings 7

The notes on pages 23 to 36 form part of these financial statements.
The report of the augditors is set forth on page 19.
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Notes

(forming part of the financial statements)

Principal accounting policies (continued)

Investment securities

Long-term investment securities are stated at cost less any permanent diminution in the value of the investments, where
applicable. Short-term securities are stated at the lower of cost or market value.

Interest and dividends from investments are accrued once notification of entitlement is received. Gains and losses on
trading and market value adjustments are recognised in the profit and loss account.

Taxation

Tax expense is calculated on net profit, adjusted for permanent differences between taxable and accounting profit. The
Bank adopts the liability method of tax effect accounting, whereby deferred tax balances are calculated at the rate a
which it is estimated that tax will be paid (or recovered) when timing differences reverse.

The effects on taxes of timing differences, arising from items being brought to account in different periods for tax and
accounting purposes, are carried in the balance sheet as deferred tax assets or liabilities. Deferred tax assets are only
carried forward if there is a reasonable expectation of realisation.

Employee terminal benefits

Employee terminal benefits are accounted for on an accruals basis. Provision for non-Omani employee terminal ben
efits is based on the liability that would arise if the employment of all such staff were terminated at the balance sheel

date.

Foreign currencies

Transactions denominated in foreign currencies are translated into Rials Omani and recorded at rates of exchange rulin
at the date of the transaction. Monetary assets and liabilities denominated in foreign currencies are translated into Rial
Omani at exchange rates ruling on the balance sheet date. Realised and unrealised exchange gains and losses have bee

dealt with in the profit and loss account.

Due from banks 1996 1995
RO000 RO’000

Due from Central Bank of Oman (“CBO™) 3,391 880

Due from other banks 11,549 10,740
14,940 11,620

At 31 December 1996 balances due from principal shareholders and affiliates abroad amounted to
RO. Nil (1995: RO Nil) Due from other banks represents overseas placements.

Placements with three banks individually represent 20% or more of the Bank’s placements.

Notes

(forming part of the financial statements)

4. Loans and advances 1996
RO’000

Overdrafts 36,377
Loans 76,833
Loans against trust receipts 4,279
Bills discounted 1,942
Others 788
Gross loans and advances 120.2 19_

Provisions for loans and advances

Opening balance (6,347)
(Provision) credit:
Provided (827)
Released to income 455
: (372)
Written off 1,265
Closing balance “(-5_,;;;;
O i forreservedinterest 200 B
Opening balance (5,330)
Reserved ' (1,208)
Released to income 476
Written off 2.154
Closing balance —(—3“5;(_)-25
Net loans and advances li;)-,g;;;

Net loans and advances comprise ;

(a) Classified advances 8,959
Specific provisions (4,324)
Reserved interest (3,908)

591

(b) Other advances 111,260

{c) General provisions :

Salary related loans (1,103)
Others 27)
110,857

Provisions for loans and advances and interest reserved are computed in accordance with the
prevalent rules, regulations and guidelines issued by the Central Bank of Oman.

Loans and advances on which interest is not being accrued amount to RO 3,052,000

(1995 : RO 153,000)

1995
RO’000

41,461
62,009
3,749

3,255
267

(10,490)

(609)
255
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Notes

(forming part of the financial statements)

Investment securities 1996
RO’000
Government development bonds 2,152,
(Market value 31 December 1996:RO 3,152,000)
Quoted securities 102
{Market value 31 December 1996:R0O 125,276)
Treasury bill 1,110
4,364
Investment securities are held as short-term investments.
Tangible fixed assets
Details of tangible fixed assets are set out in Schedule I on page 36.
Other assels 1996
RO’000
Interest receivable 195
Prepaid expenses 168
Iterns in course of collection 108
Receivable from Ministry of Finance (“MOF”) 1,732
Others 657
2,860

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

Deposits and other accounts 1996

RO’000
Current accounts 23,796
Savings accounts 6,490
Time deposits 79,552
Certificates of deposit 18
Others 274

110,130

Current accounts and time deposits include deposits from the Government of the Sultanate of Oman in the amount

of RO 33,054,000 (1995:RO 25,655,000).

Due to banks

At 31 December 1996, due to banks does not include any amounts due to principal shareholders and affiliates abroad
(1995:R0O Nil). Due to banks includes local and overseas borrowings of RO Nil (1995:R0 300,000) and RO 4,870,000

(1995:RO 4,486,000) respectively.

Borrowings from one bank individually represents 20% or more of the Bank’s borrowings.

1995
RO000
3,152

101

1995
RO’000
249

192

481
1,998
712

1995
RO’000
21,689
5,881
65,614
539

Notes

(forming part of the financial statements)

10.  Other liabilities

1996 1995

RO’000 RO’000

Interest payable 1,024 968
Creditors and accruals 1,849 2,499
Income tax provision 690 580
Deferred income 44 33
3,607 4,080

11.  Share capital

The authorised, issued and fully paid share capital comprises 15,000,000 shares of RO 1 each.

12.  Reserves 1996 1995
RO’000 RO’000

Legal reserve
Opening balance 737 564
Appropriation for the year 207 173
Closing balance 944 -“’;2-3-’7:

In accordance with Article 106 of the Commercial Companies Law of 1974, annual appropriations of 10% of profitare
made to this reserve until the accumulated balance of the reserve is equal to one-third of the Bank’s paid up share
capital. The appropriation for the year ended 31 December 1996 amounted to RO 207,099, This reserve is not
available for distribution.

General reserve

The general reserve is established to support the operations and the capital structure of the Bank and is not currently
intended to be available for distribution to shareholders.

13.  Contingent liabilities and commitments

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

1996 1995

RO’000 RO’000

Letters of credit 21,661 17,688
Acceptances 2,522 2,822
Guarantees and performance bonds 20,147 10,268
Advance payment guarantees 3,130 3,787
Others 4,141 15,663
51,601 50,228




Notes Notes

(forming part of the financial statements)
(forming part of the financial statements)
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| ! 13.  Contingent liabilities and commitments (continued) 14.  Analysis of significant assets and liabilities
F 5 = 1 e 2 ] .
The Bank guarantees the performance of customers by issuing standby letters of credit and guarantees to third parties; (@) Maturity analysis
o . ] e . . e Assets Liabilities
The risk involved is essentially the same as the credit risk involved in extending loan facilities to customers, therefore (D)
' these transactions are subjected to the same credit organisation, portfolio maintenance and collateral requirements fo
customers applying for loans. As the facilities may expire 'without being drawn upon, the notional amounts do not Deposits
i necessarily reflect future cash requirements. Gross loans and
: Due from and Investment Other Due to
The credit risk of these facilities may be less than the notional amounts, but as it cannot be accurately determined, the b‘fnks advances SEcHs deouunis banks
s _ ) : RO’000 RO’000 RO’000 RO’000 RO’000
credit risk has been taken to be the contract or notional amount. At 31 December 1996, letters of credit, guarantees
and other commitments amounting to RO 6,413,000 (1995: RO 9,873,000) are counter guaranteed by other banks, 31 December 1996
‘ ! Due on demand 4,205 36,377 102 30,560 211
; k Due within 7 days 455 18,407 - 10,827 -
(b) Outstanding foreign exchange contracts on which no loss is expected to arise for the forward sale and purchase Due within 8-30 days 7 7,746 - 34,449 =
. of foreign currencies : Due within 1-2 months 10,280 - - 12,461 2,002
| f e Due within 2-3 months - 8,850 360 7,077 -
Due within 3-4 months - 1,834 750 4,768 1,021
1996 1995 Due within 4-6 months - 1,829 - 4,215 1,636
RO’000 RO’000 Due within 6-12 months - 3,266 - 5,484 -
} Due within 12-60 months - 41,244 732 289 -
k Sales 1,139 1,820 Over 5 years " 666 2,420 - -
Purchases 1,140 1,855 [ 0020202000 oo T T T mmmmm—m—
| B 14,940 120,219 4,364 110,130 4,870
i All foreign exchange contracts mature within 90 days, &= T T
‘ 31 December 1995
Due on demand 1,517 41,461 101 28,069 1,310
P (c) Capital and investment commitments Dye Wft}ll,n 7 days 4,561 516 . 9,474 B
! - Due within 8-30 days 3927 2,061 - 25,664 -
| Due within 1-2 months 765 1,695 - 11,111 300
| ‘ 1996 1995 Due within 2-3 months - 374 - 5,028 -
‘ l RO’000 RO’000 Due within 3-4 months 75 513 - 4,972 -
h Due within 4-6 months 669 2,163 - 3,467 3,176
! ‘ Contractual commitments for fixed assets 1,608 250 Due W%th?n 6-12 months 106 2,960 500 6,240 -
f Authorised but not contracted : gue v;lthm 12-60 months = 334/ 232 197 -
| er = - -
| Fixed assets 719 3,060 AR 2,420 )
G . B e
11,620 110,741 3,253 94,222 4,786
ﬁ (d) Other contingent liabilities and commitments (2) Treasury bills and other bills eligible for rediscount with CBO
: At 31 December 1996 there are no other significant contingencies or commitments which have crystallised aftel _ R 0]3(9)8 R 01,(9)(9)(5)
the balance sheet date nor are there any acknowledged claims against the Bank. 90 days and below 512 756
1 91 days to 120 days 750 =
! _ Over 120 days - -
1,262 756
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14. Analysis of assets and liabilities (continued) 4. Analysis of assets and liabilities (continued)
(b) Geographical concentrations y (d)  Economic sector concentrations
Assets Liabilities Assets Liabilities
Due Gross Invest- Deposits Gross loans  Deposits and Contingent
Jrom loans and ment and other Due to Contingent and advances other accounts liabilities
banks advances securities accounts Banks liabilities RO000 RO’000 RO’000
RO’000 RO’000 RO’000 RO’000 RO’000 RO’000 31 December 1996
Personal 48,558 ' 23,675 643
31 Decembe 6 Import trade 13,460 4,353 5,812
Sultanate of Oman 3,391 120,219 4,364 110,130 - 28,220 1 Construction 8,447 1,335 5,989
Other GCC countries 2,621 = - - ‘ 963 2,394 j Financial services 5,288 1,315 150
Europe & N.America 6,456 = - - 3,426 19,233 Government 481 33,054 402
Africa and Asia 2,472 - . = 481 1,754 s Others 43,985 46,398 38,605
14,940 120,219 4,364 110,130 4,870 51,601 120,219 110,130 51,601
31 December 1995 31 December 1995
Sultanate of Oman 880 110,741 3,253 04,222 300 30,724 Personal 42,154 20,670 774
Other GCC countries 3,596 - - - 1,948 2,456 Import trade 13,667 2,754 5,246
Europe & N.America 4,696 - - - 2,057 13,670 Construction 7.371 2299 9,325
Africa and Asia 2,448 - - = 481 3,378 Financial services 10,238 4,513 823
------------------------------- Government 483 25,655 4,992
11,620 110,741 3,253 94,222 4,786 50,228 Others 36,828 38,408 29,068
110,741 94,222 50,228
(¢) _Customer concentrations e ———— T —
Assets Liabilities
(e)  Interest Rate Analysis
Due Gross Invest- Deposits Assets Liabilities
Sfrom loans and ment and other Due to Contingent
banks advances securities accounts banks liabilities Due from Gross loans Investinent  Deposits and Due to
RO’000 RO’000 RO’000 RO’000 RO’000 RO’000 banks and advances securities other accounts banks
RO’000 RO’000 RO’000 RO’000 RO’000
31 December 1996
Personal - 48,558 - 23,675 - 643
Corporate 14,940 71,180 102 53,401 4,870 50,556 |
Government : 481 4,262 33,054 : 402 31 December 1996 :
........... 0% to 5% 3,391 3,994 102 30,955 211
14,940 120,219 4,364 110,130 4,870 51,601 Over 5% to 7% 11,534 11,810 1,110 34,451 4,659
— N ====== [EEn—— Over 7% to 8% 15 21,010 2,652 32,503 ’
31 December 1995 Over 8% to 9% - 21,688 500 12,221 ! |
Personal s 42,154 - 20,670 - 774 Over 9% to 10% - 11,028 : ) F |
Corporate 11,620 68,104 101 47,897 4,786 44,462 Over 10% t0 12% - 50,683 - - - |
Government = 483 8,152 25,655 : a 4,992 Over 12% - 6 : . - |
11,620 110,741 3,253 94,222 4,786 50,228 14,940 120,219 4,364 110,130 4,870
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~ (forming part of the financial statements)

Notes

(forming part of the financial statements)
18. Related party transactions

14, Analysis of assets and liabilities (continued)

1996 1995 In the ordinary course of business, the Bank conducts transactions on commercial terms with its Directors and
RO’000 RO’000 Members and companies in which they have significant interests. The aggregate amount of balances with such
(f)  Foreign currency exposures related parties is:
Net Assets denominated in US Dollars 5,000 2,800 1996 1995
Net Assets denominated in other currencies 324 177 RO’000 RO’000
5,324 2,977 Loans and advances 9519 . 9,582 !
==—== R — Deposits and other accounts 110 762 |
Due from banks 128 © 183 |
15.  Other Operating income 1996 1995 Due to banks 165 1,161 |
RO’000 RO000 Customers’ liability under documentary credits, |
guarantees and other commitments 735 774 |
Fees and commissions 381 372 i
Foreign exchange 310 366 |
Tnvestment securities 243 294 Single borrower and senior members Single Senior
Other 403 239 Borrower Members
1,337 1,271 (a) number of customers 3 7
(b)  Total exposure 1996 1995
RO’000 RO000
16.  Staff and administration costs 1996 1995 |
RO’000 RO’000 Direct 9,519 5,348 |
Indirect (off - balance sheet items) 10,977 ' 4,150
Personnel costs 2,119 1,993
Occupancy costs 273 240
Communication costs 132 137 N
Data processing 233 119 -.vagess over limits as specified by the Central Bank of Oman are secured by cash, Government Development Bonds
Professional charges 28 39 and risk participation arrangements with other banks.
Training and scholarship costs 55 37 B
Advertising and promotion 85 26 Retirement Benefit costs
Fees and subscription 49 90 "
Tnsurance 59 39 Government of Oman Social Tnsurance scheme (“The Scheme™)
Travel and entertainment 33 30
Printing and stationery 53 55 eBank contributes to the Scheme for all Omani employees. The Scheme, which is a defined contributions retirement
Githee 175 08 , is administered by the Government of Oman. The Bank and Omani employees are required to make monthly
contributions to the Scheme based on fixed percentages of basic salaries. During the year ended 31 December 1996, the
Bank’s contributions to the Scheme amounted to approximately RO 56,832 (1995: RO 36.912).

3,294 2,923

Non-Omani employee terminal benefits
17.  Income tax !
Elfhﬁ;prevision for end of service benefits for non-Omani employees is made in accordance with the requirements of the
lani Labour Law of 1973. This is an unfunded defined benefits retirement plan. Employees are entitled to benefits
based on length of service and final remuneration, Accrued staff terminal benefits are payable on termination of
?mplqyment. The cost of providing these benefits is charged as an expense and for the year ended 31 December 1996
amounts to approximately RO 33,652 (1995 : RO 57,709).

The Bank was granted an exemption from taxation for a period of five years through 31st December 1994,

The Bank is liable to income tax at 15%, 20% and 25% on taxable profits in excess of RO 30,000, RO 130,000 an
RO 280,000 respectively. The Bank’s tax assessment for the year ended 31 December 1995 has not yet been finalisel
with the tax department of the Ministry of Finance. For 1995 the Bank is liable to income tax at 20% and 25% ol
taxable profits in excess of RO 30,000 and 200,000 respectively. The Directors believe that additional taxes, if anyl
would not be significant to the Bank’s financial position.

=




Notes

(forming part of the financial statements)

21.  Fair value information

The table below compares the estimated fair values of all on - and off-balance sheet financial instruments with their respective
book values as at 31 December 1996. The disclosures exclude all non-financial instruments, such as regulatory deposits, and
specified financial instruments, such as leases. Accordingly, the aggregate estimated fair value amounts do not represent the
underlying value of the Bank. Further, the financial instruments are accounted for by the Bank principally under the
historical cost method. By contrast the fair value represents the amount at which an asset could be exchanged, or a liability
settled, in a transaction between knowledgeable, willing parties in an arm’s length transaction. Differences therefore can
arise between book values under the historical cost method and fair value estimates. Underlying the definition of fair value
is the presumption that the Bank is a going concern without any intention or requirement to curtail materially the scale of
its operation or to undertake a transaction on adverse terms. The estimates of fair value are based on relevant information
available to Management as at 31 December 1996. While Management uses its best judgement in estimating the fair value of
financial instruments, there are inherent weaknesses in any estimation technique. Many of the estimates involve uncertainties
and matters of significant judgement and cannot be determined with precision. Changes in Management’s underlying
assumptions could significantly affect these estimates.

Book Value Fair Value Excess over
Book Value
RO’000 RO’000 RO’000
Assets

Cash 1,242 1,242 -
Due from banks 14,940 14,940 -
Loans and advances 110,837 111,192 335
Investment securities 4,364 4,387 D3
Other assets 2,860 2,860 -

Liabilities
Deposits and other accounts 110,130 110,132 2
Due to banks 4,870 4,870 -
Other liabilities 3,607 3,607 -
Off-balance sheet financial instruments 51,601 51,601 -
Excess of net fair values over net book values. 360

Based on the valuation methodology outlined below, the net fair values of all on- and off-balance sheet financial instruments
exceeded their net book values at 31 December 1996 by approximately RO. 360,000

(forming part of the financial statements)

Fuair value information (continued)

a) Loans and advances

The fair value of floating rate loans was estimated at book value less attributable specific provision for loan
losses as the margins earned approximate current spreads prevailing for similar lending.

The fair value of fixed rate loans was estimated on a discounted cash flow basis utilisinlg discount rates equal to
prevailing market rates of interest for loans of similar characteristics. For loans with doubt as to collection,
expected cash flows are discounted using a rate which is adjusted to reflect provisioning percentages prescribed
by the Central Bank of Oman for classified loans and advances.

b)  Investment securities
The fair value of investment securities is based on quoted market prices.

) Other on-balance sheet financial instruments
The fair values of all other on-balance sheet financial instruments, except the amount receivable from MOF,
are considered to approximate their book values as they are short term in nature. The fair value of the receivable
from MOF is lower than the carrying amount, however no adjustment has been made to the carrying amount as
the Management believes that this amount is fully recoverable.

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

agreements of similar credit standing and maturity.

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

Capital adequacy

The ratio of equity to risk weighted assets as formulated by the Basle Committee for the year ended 31 December
1996is 13.2 % (1995:14.6%).

Comparative figures

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




T angible Fixed Assets (Schedule I) (a3, Jster ) ) ;a’\“

for the year ended 31 December 1996
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Freehold Furniture Motor  Computer  Payments wile sdus
land Buildings & fixtures vehicles equipment on account Total ke
bus 35 | &bl
RO’000 RO000 RO’000 RO’000 RO’000 RO’000 RO?000 ' .
Ll J gl 5 griaS il wlos,n, Pl el
Cost Jby il JLy all b sicadl JL, call JLy il Sy il
As at 1 January 1996 140 20 339 124 955 116 1,754
Additions = ’ 247 53 339 565 1,204 iatsay
Disposals/adjustments - - (7) (28) - - (35) W1 w5 \ye vra A Vi 1441 ol )
e o onvitoy al R e 010 YA oY Yiv - - ENERY
As at 31 December 1996 140 80 579 149 1,294 681 2923 E - . () o % T assesabienal
e —— === === === e __‘3/_\1 N VaE ARA __EYE __-’}-_ _\_5__ 1487 jrguaga )
Depreciation
As at 1 January 1996 - 12 200 74 118 - 404
Charge for the year - 12 144 36 204 - 396 Mg
Disposals/adjustments - - )] (19) - - (26) - VYA Vi i \Y = 14487 b
__________ . — B i = Yiaik T2 Vit \Y - Lol Gagal
- V4 = = T T S G
As at 31 December 1996 " 24 337 91 322 - 774 = == 2 L M
=== === e === === . = Yy a4\ YYV Y == 1847 jguiias 1
Net book value
As at 31 December 1996 140 56 242 58 972 681 2,149 - Agbadl doydl Sl
e iy o . wr T N I 8 s
i Ay .. ara iV e, 1488 1 gy )
As at 31 December 1995 140 68 139 50 837 116 1,350 20 T Bl R
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