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Chairman Letter

Ladies & Gentlemen,

The year 2007 witnessed a restore of confidence in the Lebanese Economy, despite the prevailing situat ion of political and

social crisis. The internal and external demand for  Lebanese goods and services increased, due mainly to the excess of 

liquidity in the region.   Most of the domestic eco nomic sectors, particularly the construction, score d good achievements

during the year. Consequently, the real growth of t he Gross Domestic Product (GDP) has registered an e stimated rate of 4%

at the end of 2007.

Against this backdrop, the banking sector, pillar o f the Lebanese Economy, maintained  its impressive strong self-sustained

growth and expansion: The BanksÕ consolidated balan ce sheet as well as the deposits in the Banking Sec tor grew  by about

11% end of 2007.

Following the tendency of the whole sector, BIT BAN KÕs consolidated balance sheet also achieved a grow th of 11%.  With

clear and well-defined objectives, the Bank pursued  its development strategy of growing a wide range o f services and 

products in order to meet the evolving needs of our  customers and investing in human capital through c ontinuous 

seminars and recruitment of young and dynamic peopl e.

In compliance with Basel II guidelines, the Bank co ntinued during 2007 to enhance its Risk Management and to implement

an awareness program on Operational Risk management  among the employees. Also, the Bank expanded and d eveloped

its retail, corporate, private banking and Òbancass uranceÓ departments providing our customers with co mplete, efficient

and reliable financial services. Introduced in late  2006, ÒBIT OnlineÓ, our internet banking service, found a great 

responsiveness from our clients and confirmed its s uccess through the increasing number of visits of o ur website per day.

BIT BANK operated, as usually, in a relatively high  level of both risk based capital ratio (21.6%) and  liquidity ratio (75%),

and pursued its conservative lending policy to pres erve its high asset quality loan portfolio. 

For many years, and in view to strengthen its provi sions and net worth, the Bank allocate a big portio n of the yearly 

profits to provisions for credit losses. This pract ice has generated an over provision balance totalin g US$2.4 Mio end of

2007, which will be transferred later on to the cap ital account in consolidation of the shareholdersÕ equity. 

With my deep gratitude to our Shareholders for thei r continuous support to our strategic vision, to th e BankÕs staff for their

dedication and full integration in the process of a chieving the main goals of the Bank and to our Clie nts for their valued

trust and faithfulness, I would like to express sin cere thanks to all of you, who allowed BIT BANK to be better positioned to 

pursue an enhanced growth for the years to come.

Sincerely,

Fouad El Khazen

Chairman - General Manager
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During 2007, most of the economic and monetary indi cators

showed an improvement compared to 2006 results. An unex-

pected good performance took place in the prevailin g context

of political and social crisis.

Accordingly, the real growth of the Gross Domestic Product

(GDP) has recorded an estimated rate  of  4%, accor ding to

the IMF, at the end of 2007, comparing to a growth of  0% in

2006.

¥ External Trade

¥ Balance of Payments and Central Bank Reserves

¥ Budget Deficit and Public Debt

¥ Exchange and Money Markets

¥ Banking Sector

E c o n o m i c  &  M o n e t a r y
I n d i c a t o r s
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External Trade

The Exports registered an increase of 23.4% in 2007

compared to 2006, and the Imports increased by 25.7 %

for the same period, reaching respectively US$2,816

Million and US$11,815 Million. Thus, the Trade Bala nce

deficit increased by 26.5% and reached the amount o f

US$8,999 Million.

Balance of Payments and Central Bank
Reserves

The Balance of Payments registered a surplus for 20 07

amounting to US$2,036.6 Million, compared with a su r-

plus for 2006 amounting to US$2,794.5 Million, as a

result of growing capital inflows.

This surplus has been reflected on the Central Bank

Gross Reserves in foreign currencies, which amounte d

to US$12,844 Million at December 31, 2007 against

US$13,313 Million at December 31, 2006, and on tota l

foreign reserves, including gold, which reached

US$20,484 Million against US$19,120.5 Million end o f

2006.

Economic  &  Monetary Indicators

Budget Deficit and Public Debt

The Budget Deficit amounted to LBP3,838 Billion

(US$2,546 Mio) in 2007 against LBP4,564 Billion

(US$3,027 Mio) in 2006, outlining a decrease of 16% .

This decrease resulted from an increase of 6% only in

total public expenditures during this period and an

increase of 19.6% in total public revenues. The Bud get

Deficit represented 30.5% of Total Budget (38.4% in

2006) and  43.9% of total revenues  (62.4% in 2006) . 

On the other hand, Public Debt Service rose by 8.4%,

from LBP4,557 Billion (US$3,023 Mio) at 2006 year-e nd

to LBP4,940 Billion (US$3,277 Mio) at 2007 year-end .

Public Debt Service represented 39.2% (38.4 % for y ear

2006) of total public expenditures and 56.5% (62.3%  for

year 2006) of total public revenues for the year 20 07.

The Net Public Debt reached the equivalent of US$39

Billion end of 2007 against US$37.4 Billion end of 2006

registering an increase of  4.3%: 

The Net Domestic Debt increased from LBP25,760

Billion end of 2006 to LBP26,846 Billion end of 200 7. The

Central Bank contribution in total public debt in

Lebanese Pounds declined from 31.7% in year 2006 to

28.9% in year 2007. In figures, it amounted to LBP9 ,052

Billion end of 2007 against LBP9,588 Billion end of  2006.

And the contribution of the Commercial Banks went

down for the same period, from 54.6% to 53.7%. Whil e

in figures, it rose from LBP16,487 Billion end of 2 006 to

LBP16,847 Billion end of 2007. 

The foreign-currency denominated Public Debt

rose by 4.52% and registered   US$21,249   Million end

of 2007 against US$20,330   Million end  of 2006. T hey

represented   54.4%  of   total    net Public Debt  for year

2007  (54.33% for year  2006).
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Exchange and Money Markets

Since many years, the Central Bank of Lebanon main-

tained a stable exchange rate of the Lebanese Pound

versus the US Dollar on the domestic market. Thus, the

average exchange rate of the US Dollar remains

LBP1507.5 at end of   2007 and  2006.

As for Bank Interest Rates, the average LBP lending  rate

went down from 10.37% in December 2006 to 10.10% in

December 2007, and the average LBP deposit rate

declined from 7.49% to  7.40% for the same period.

On the other hand, the Interest Rates on all catego ries of

Treasury Bills remained stable during 2007. Yields on the

three-month, six-month, one-year, two-year  and thr ee-

year Treasury Bills stabilized  at 5.22%, 7.24%, 7. 75%,

8.50% and  9.32% respectively, as at end of 2007 an d

2006.

Economic  &  Monetary Indicators

Banking Sector

The BanksÕ consolidated balance sheet noted a growt h

of  10.75% end of 2007 (8.37% end of 2006), standin g at

LBP123,999 Billion or US$82.25 Billion (US$74.27 Bi llion

end of 2006).

The Volume of Deposits of Private Sector in the

Banking System (including non-resident deposits)

reported a net growth of 10.87% relative to 2006 (6 .5% in

year 2006). They amounted to LBP101,435 Billion equ iv-

alent  to about US$67.3 Billion at the end of 2007

(US$60.7 Billion  end of 2006). 

Deposits in Lebanese Pounds increased by 5.6% end

of 2007 (they declined by 5.7% end of 2006). They w ent

up from LBP21,763 Billion at end of December  2006 to

LBP22,987 Billion at end of December  2007.  They r ep-

resented   22.66% of total bank deposits against   23.8%

in year 2006. 

While Deposits  in Foreign Currencies rose by 12.5%

in year 2007 (11% in year 2006). They increased fro m

US$46,256 Million at end of December   2006  to

US$52,038 Million at end of December   2007.

Loans  and Advances to   Private  Sector (including

loans to non-resident)    increased by  20% in year  2007

(and by 9.5% in year 2006), reaching LBP30,788 Bill ion or

US$20.4  Billion (US$17  Billion in  year  2006). 

Loans in Lebanese Pounds rose by 13.24% (by 9.3%

in year 2006). They went up from LBP3,700 Billion a t end

of December 2006  to LBP4,190 Billion at end of

December 2007, and their share of total bank credit s

reached 13.6% (14.4%  in the previous year). 

While Loans in Foreign Currencies increased by

21.17% (by 9.6%  in the previous year). They went u p

from US$14,561 Million at end of December 2006 to

US$17,644 Million at end of December 2007. 
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I - Compliance with new and revised standards

II - Overview

III - Sources of Funds

IV - Application of Funds

V - Operating Results

F i n a n c i a l
R e v i e w  o f  t h e  B a n k
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CustomersÕ Deposits followed the same trend. They
recorded a growth of 9.84% at the end of 2007 com-
pared to a 10.87% growth in the Lebanese Banking
Sector. Total deposits went up from LBP494.23 Billi on
(US$327.85 Million) at the end of 2006 to LBP542.88
Billion (US$360.12  Million) at the end of 2007.

Financial Review of the Bank

The growth in customer deposits was mostly noticed in
foreign currency denominated accounts, which
increased by 11.67% in 2007, while the Lebanese Pou nds
denominated deposits increased by 3.9% only.

The following caption evolves at a slow shape.
At the end of 2007, total Loans and Advances to cus -
tomers increased by 15%, compared to a 20% growth i n
the Lebanese Banking Sector. They varied from LBP16 8
Billion (US$111.45 Million)  at the end of 2006 to
LBP193.37 Billion (US$128.27  Million). 

The growth in loans to customers was mostly noticed  in
Lebanese Pounds denominated accounts, which
increased by 123.26% in 2007, while the Foreign
Currency denominated loans increased by 10% only.

Loans to Deposits ratio in Foreign Currencies decli ned
slightly from 42.6% in 2006 to 42% in 2007 year-end .
While the Loans to Deposits ratio in LBP went up fr om
6.3%  in 2006 to 13.6%  in 2007 year-end.

II - OVERVIEW

The total consolidated balance sheet of BIT Bank re gis-
tered a 10.86% growth at the end of 2007, compared to
a 10.75% growth in the Lebanese Banking Sector. It
went up from LBP553.75 Billion (US$367.33 Million) at
the end of 2006  to LBP613.92 Billion (US$407.24
Million) at the end of 2007.

I Ð COMPLIANCE WITH NEW AND
REVISED STANDARDS

The International Financial Reporting Committee has
issued new standards, the IFRS 7 Financial Instrume nts
and has made amendments to IAS 1 (presentation of
financial statements).
In this respect, and starting from January 1, 2007,  BIT
Bank has complied with these new issues and amend-
ments, and the impact of this process was the expan -
sion of the disclosures in the financial statements
regarding the BankÕs financial instruments and mana ge-
ment of capital.
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III - SOURCES OF FUNDS

The main components of BITÕs sources of funds are a s
follow:

BIT has a solid funding base. Customer deposits pro vide
most of the funding of the Bank (88.4%).

And about 9.5% of BITÕs funding is from Investment
Capital. The share of Banks and Financial Instituti ons is
insignificant (1.3%).

Financial Review of the Bank

a - Deposits:

Due to the prevailing uncertain situation and follo wing
the tendency of the whole sector, the share of Depo sits
in Foreign Currency increased during the year and
reached 77.6%  at December 31, 2007, while the shar e of
Deposits in Lebanese Pound regressed to 22.4%. With in
these customer accounts, the majority (81.7%) are i n the
form of term deposits.

Millions of LBP 2007 2006

Banks 7,981 29
Deposits 542,878 494,229
Other financial accounts 5,025 4,060
ShareholdersÕ funds/ Equity 58,034 55,437

The liquidity of the Bank has been maintained on a high
level to secure a better and more sound assets read i-
ness.

The liquidity ratio (cash, C.B., banks-net, T/Bs in  LBP and
US Dollar and available-for-sale securities over de posits
net of cash collateral) is maintained at a high lev el and is
composed of the following:

The Banking Control Commission has recommended a
new calculation of the net liquidity ratio in US$ w hich
excludes TBs in Foreign Currencies and the compulso ry
reserve deposit at the BDL according to circular #2 36.
This ratio stood at 27.25% as at December 2007 (min i-
mum required by said circular being 10%).

Net liquidity ratio 2007 2006

LBP 93.41% 100.72%
US$ 69.42%  69.00%
Compounded ratio 75.46% 77.23% 
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b - ShareholdersÕ Funds/ Equity

The Bank continued to enforce its capital base in t he form of cash contribution to Capital. For that, between 1992 and 1997,
the shareholders made a non-refundable and interest  free capital injection of US$9.725 Million. In Nov ember 2005, they
made another capital injection of US$4.5 Million. T his increase comes as part of a total increase of U S$29.5 Million. The
remaining Capital of US$25 Million was supposed to be injected during 2006, but it has been postponed due to the pre-
vailing unsecured situation in the country. The Ban kÕs shareholders equity would become around US$60 M illion and will
enhance its corporate and commercial activities. Th ese amounts are booked and maintained in foreign cu rrency thus pro-
viding a hedge against national currency fluctuatio n. The Central Bank of Lebanon considers shareholde rsÕ cash contribu-
tion to capital to be Tier I Capital. 

Further, the Bank has conducted a partial revaluati on of assets originally booked at-long-out-of-date acquisition prices,
revalued in 1996 to take advantage of tax laws allo wing a concessionary tax rate of only 1.5% on such revaluations. Another
advantage of the revaluation is a 10% saving on div idend withholding taxes to the extent dividends do not exceed the
amount of the revaluation surplus. The Central Bank  of Lebanon has given its approval on this revaluat ion on 18.07.1997. 

Included as well in this caption, the shareholdersÕ  transitory fund (S.T.F.) amounting to US$2.4 Milli on at 2007 year-end. It
represents the excess of pledged guarantee funds ov er the shortfall of provisions for credit losses wh ich will be allocated
to enhance the core capital of the Bank.

Consequently, the BankÕs net worth, together with t he shareholdersÕ transitory fund, amounted to LBP58 ,034 Million or
US$38.5 Million at December 31, 2007 (LBP55,437 Mil lion or US$36.77  Million in 2006).

Financial Review of the Bank

The following figures outline the BankÕs capital ba se components and development: 

The ratios indicated here under are an indication o f the financial strength of the Bank in respect of its level of capitalization.

2007 2006
Millions of LBP

Capital/Reserves/Net Income for the
year/Retained Earnings 11,966 8,891
Cash contribution to Capital (in US$) 21,444 21,444
a- Tier I  Capital 33,410 30,335
Capital gain on assets 21,001 21,289
b- Tier II Capital 21,001 21,289
ShareholdersÕ Equity before S.T.F.(a + b) 54,411 51,624
ShareholdersÕ transitory funds (S.T.F.) 3,623 3,813
ShareholdersÕ Equity after S.T.F. 58,034 55,437

2007 2006

Ratio Equity after S.T.F.  to Assets 9.45% 10.01%
Solvency  ratio 21.60% 23.71%
Deposits to equity 9.98 9.57
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IV - APPLICATION  OF FUNDS

Financial Review of the Bank

Millions of LBP 2007 2006

Liquid Assets 370,507 345,134
Loans and Advances 193,370 168,015
Other financial accounts 11,927 6,639
Permanent assets 38,114 33,967

a - Liquid Assets:
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b - Loans and Advances:

They are allocated  at December 31, 2007 for 91.44%
loans in Foreign Currency, and for only 8.56% loans  in
Lebanese Pound. 

Financial Review of the Bank

The provisions for bad debts are set up against spe cific
accounts to offset the losses that may result there  from.
These provisions are determined on the basis of an
assessment of credit risks updated regularly. This credit
loss assessment is made by three different parties:

1. The Internal Audit department of the Bank which is a
dependent party and performs its credit risk assess -
ment regularly every 3 months.

2. The external Auditors Messrs. Deloitte & Touche who
perform their credit risk assessment while conducti ng
their annual audit of the BankÕs accounts.  And,

3. The Banking Control Commission which is an inde-
pendent institution acting as  a regulatory and as a
control body on behalf of the Central Bank of
Lebanon.

The Bank has complied with the risk assessment of a ll
above parties and maintains therefore adequate prov i-
sions covering 100% the required provisions by thes e
parties. The Bank has an excess amount in provision s
for bad debts for approximately US$2.4 Million (LBP 3.62
Billion) as at 31 December 2007  which is reflected  under
ShareholdersÕ Transitory Fund.

The credit loss assessment is made based on objecti ve
evidence that a financial asset or group of financi al
assets may be impaired. If such evidence exists, th e esti-
mated recoverable amount of that asset is based on the
value of real guarantees supporting the debt, disco unt-
ed to 60% of its estimated value. Any impairment lo ss
being assessed based on the difference between  the
asset carrying value and the recoverable amount est i-
mated as indicated above is provided for and includ ed in
the determination of the results of operations. Sta rting
fiscal year 2001 and in conformity with Internation al
Accounting Standard #39, the impairment loss indica ted
above would be assessed based on the difference
between the asset carrying value and the present va lue
of future anticipated cash flows, taking into consi dera-
tion the liquidation value of the guarantee in hand .
There was no impact resulting from the application of
this principle on the December 31, 2007 financial s tate-
ments of the Bank.

As to the shareholdersÕ transitory fund referred to
above, and amounting to US$2.4 Million at 2007 year -
end, it represents the excess of pledged guarantee funds
over the shortfall of provisions for credit losses which
will be allocated to enhance the core capital of th e Bank.

Large Enterprises 1%

Retail Customers 14%

S & M
Enterprises 85%

Breakdown of Regular
Performing Loans

The Asset Quality ratios are the following:

2007 2006

Provision coverage=Provisions/ 42.44% 37.26%
Total doubtful loans
Share of net doubtful loans to 13.30% 20.28%
Total loans
Net doubtful loans/ Total equity 47.26% 65.99%
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V - OPERATING RESULTS

BITÕs operating policy is a very conservative one. Keeping at December 31, 2007 a risk based capital r atio of 21.6% and a
liquidity ratio of 75.5% reduces in fact the profit ability of the Bank.

In 2007, Net Income has diminished by US$553,000 as  a result of an increase of overhead by 9.9% and a decrease of the

write-backs realized by the Bank during 2007 which amounted  to US$570,000 compared  to  US$783,000  i n 2006.

Therefore, the main profitability ratios of the Ban k are as follow:

It is the BankÕs policy that a big portion of the y early profits be allocated to provisions for credit  losses. However, in years

2007 and 2006, a net write-back amount of US$570,60 0 and US$148,300 respectively has been added to the  yearsÕ profits

from the provision account.

The allocation of profits between provisions for cr edit losses and net income is to a large extent dri ven to strengthen the

bankÕs provisions. It should be noted that the prov isions for credit losses are charged to P & L in or der to release by the

same amount, the shareholdersÕ account held to cove r the probable shortfall in the provision for credi t losses. Accordingly,

the released provisions come to add up to the exist ing shareholdersÕ equity at the end of each respect ive year.

Financial Review of the Bank

In Thousands of US$ 2007 2006

Net interest income 7,203 6,799
Net financial revenues before provision for doubtful debts 8,331 7,970
Net income before provision for doubtful debts 287 840

2007 2006

R.O.A. 0.07% 0.24%
Return on paid up capital 1.70% 4.98%
Net Margin 3.44% 10.54%
Overhead to revenue 31.26% 31.97%
Cost of resources to revenue 73.12% 71.48%
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We have audited the accompanying consolidated financial statements of Banque de L’Industrie et du Travail
S.A.L. and subsidiary, which comprise the consolidated balance sheet as at December 31, 2007, and the con-
solidated income statement, consolidated statement of changes in equity and consolidated cash flow state-
ment for the year then ended, and a summary of significant accounting policies and other explanatory notes.

Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these consolidated financial state-
ments in accordance with International Financial Reporting Standards. This responsibility includes: design-
ing, implementing and maintaining internal control relevant to the preparation and fair presentation of finan-
cial statements that are free from material misstatement, whether due to fraud or error; selecting and apply-
ing appropriate accounting policies; and making accounting estimates that are reasonable in the circum-
stances.

Auditor’s Responsibility
Our responsibility is to express an opinion on these consolidated financial statements based on our audit.  We
conducted our audit in accordance with International Standards on Auditing. Those standards require that we
comply with ethical requirements and plan and perform the audit to obtain reasonable assurance whether the
consolidated financial statements are free from material misstatement. An audit involves performing proce-
dures to obtain audit evidence about the amounts and disclosures in the financial statements, within the lim-
itations imposed by the existing banking laws in Lebanon. The procedures selected depend on our judgment,
including the assessment of the risks of material misstatement of the financial statements, whether due to
fraud or error.  In making those risk assessments, we consider internal control relevant to the entity’s prepa-
ration and fair presentation of the financial statements in order to design audit procedures that are appropri-
ate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s
internal control. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by management, as well as evaluating the overall presentation
of the financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

Opinion
In our opinion, the consolidated financial statements present fairly, in all material respects, the consolidated
financial position of the Banque de l’Industrie et du Travail S.A.L. as of December 31, 2007, and its con-
solidated financial performance and its consolidated cash flows for the year then ended in accordance with
International Financial Reporting Standards.

To the Shareholders
Banque de l’Industrie et du Travail S.A.L.
Beirut, Lebanon 

BT 4803/DTT

INDEPENDENT AUDIT OR’S  REPORT

Beirut, Lebanon
May 28, 2008 

Deloitte & Touche
Arabia House
131 Phœnicia Street
P.O.Box 961
Beirut - Lebanon
Tel: +961 (1) 364 700
Tel: +961 (1) 364 701
Fax: +961 (1) 367 087
Fax: +961 (1) 369 820
www.deloitte.com

Audit • Tax • Consulting• Financial Advisory•
Member of
Deloitte Touche Tohmatsu
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Consolidated  Balance  Sheet

14

D e c e m b e r  3 1 ,

ASSETS Notes 2007 2006
LBPÕ000 LBPÕ000

Cash and Central Bank 5 102,167,077 83,573,538
Deposits with banks and financial institutions 6 76,367,620 62,689,957
Loans and advances to customers 7 193,370,342 168,015,221
Available-for-sale investment securities 8 6,960,025 4,356,848
Held-to-maturity investment securities 8 189,209,064 195,872,231
CustomersÕ liability under acceptances 9 444,960 440,229
Assets acquired in satisfaction of loans 10 15,315,847 10,635,440
Property and equipment 11 22,797,813 23,331,255
Intangible assets 12 94,708 49,924
Other assets 13 7,190,271 4,790,256
Total Assets 613,917,727 553,754,899

FINANCIAL  INSTRUMENTS  WITH  OFF-BALANCE SHEET  RISKS:

Documentary and commercial letters of credit 30 398,036 985,259
Guarantees and standby letters of credit 30 38,327,365 26,362,900
Fiduciary deposits 31 37,074,148 35,113,183

THE  ACCOMPANYING  NOTES  1  TO  38  FORM  AN  INTEGRAL  PART  OF  THE  CONSOLIDATED FINANCIAL  STATEMENTS
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D e c e m b e r  3 1 ,

LIABILITIES Notes 2007 2006
LBPÕ000 LBPÕ000

Deposits and borrowings from banks 14 7,981,020 29,115
CustomersÕ deposits and credit balances 15 491,093,001 447,612,632
Related partiesÕ deposits and credit balances 16 51,785,344 46,616,626
CustomersÕ acceptance liability 9 444,960 440,229
Other liabilities 17 3,307,127 2,720,957
Provisions 18 1,272,371 899,020

Total liabilities 555,883,823 498,318,579

ShareholdersÕ accounts 3,623,255 3,812,863

EQUITY

Share capital 19 4,000,000 4,000,000
ShareholdersÕ cash contribution to capital 20 21,444,188 21,444,188
Reserves 21 4,282,375 3,212,055
Owned buildings revaluation surplus 22 21,000,457 21,288,371
Cumulative change in fair value of investment securities 23 2,417,272 62,086
Regulatory reserve for assets acquired in satisfaction of loans 22,611 546,437
Retained earnings 811,740 761,315
Profit for the year 432,006 309,005

Total equity 54,410,649 51,623,457

Total Liabilities, ShareholdersÕ accounts and Equity 613,917,727 553,754,899

THE  ACCOMPANYING  NOTES  1  TO  38  FORM  AN  INTEGRAL  PART  OF  THE  CONSOLIDATED FINANCIAL  STATEMENTS

Consolidated  Balance  Sheet
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THE  ACCOMPANYING  NOTES  1  TO  38  FORM  AN  INTEGRAL  PART  OF  THE  CONSOLIDATED FINANCIAL  STATEMENTS

Consolidated  Income Statement

Notes 2007 2006
LBPÕ000 LBPÕ000

Interest income 24 40,400,350 35,937,602
Interest expense 25 (29,541,368) (25,687,893)

Net interest income 10,858,982 10,249,709

Fee and commission income 26 1,500,011 1,632,868
Fee and commission expense 27 (234,607) (331,308)

Net fee and commission income 1,265,404 1,301,560

Other operating income 28 434,255 464,169

Net financial revenues 12,558,641 12,015,438

Write-back of impairment of loans and advances 7 860,170 223,495
Net financial revenues after write-back of impairment 13,418,811 12,238,933
of loans and advances

Staff costs 29 (8,014,641) (7,160,879)
Administrative expenses (3,578,300) (3,693,350)
Depreciation and amortization (1,035,258) (634,793)
Other income 150,523 168,149

Profit before income tax 941,135 918,060
Income tax expense (509,129) (609,055)
Net profit for the year 432,006 309,005
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ShareholdersÕ Owned Cumulative Regulatory Reserve

Cash Buildings  Change in Fair  for Assets Acquired

Share  Contribution  Revaluation  Value of Investment in Satisfaction Retained Profit

Capital  to Capital  Reserves Surplus Securities of Loans  Earnings for the Year Total

LBPÕ000  LBPÕ000   LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000

Balance at January 1, 2006 4,000,000 21,444,188 2,730,958 19,094,461 262,929 978,544 - 481,097 48,992,177

Loss on available-for-sale investments - - - - (200,843) - - - (200,843)

(net of deferred tax)

Profit for the year - - - - - - - 309,005 309,005

Comprehensive income - 2006 - - - (200,843) - - 309,005 108,162

Transfer to retained earnings on sale - - - - - (432,107) 432,107 - -

of assets acquired in satisfaction of loans

Transfer to retained earnings on sale of properties - - - (329,208) - - 329,208 - -

Revaluation of owned properties - - - 2,523,118 - - - - 2,523,118

Transfer to reserves - - 481,097 - - - - (481,097) -

Balance at December 31, 2006 4,000,000 21,444,188 3,212,055 21,288,371 62,086 546,437761,315 309,005 51,623,457

Loss on available-for-sale investments - - - - 2,363,568 - - - 2,363,568

(net of deferred tax)

Transfer to profit or loss on sale of - - - - (8,382) - - - (8,382)

available-for-sale investments

Profit for the year - - - - - - - 432,006 432,006

Comprehensive income - 2007 - - - 2,355,186 - - 432,006 2,787,192

Transfer to retained earnings on sale - - - - - (523,826) 523,826 - -

of assets acquired in satisfaction of loans

Transfer to retained earnings on sale of properties - - - (287,914) - - 287,914 - -

Transfer to reserves - - 1,070,320 - - - (761,315) (309,005) -

Balance at December 31, 2007 4,000,000 21,444,188 4,282,375 21,000,457 2,417,272 22,611 811,740 432,006 54,410,649

Consolidated  Statement
of Changes in Equity

THE  ACCOMPANYING  NOTES  1  TO  38  FORM  AN  INTEGRAL  PART  OF  THE  CONSOLIDATED FINANCIAL  STATEMENTS
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Notes 2007 2006
LBPÕ000 LBPÕ000

Cash flows from operating activities:
Profit for the year 432,006 309,005
Adjustments for:

Income tax expense 509,129 609,055
Interest income (40,400,350) (35,937,602)
Interest expense 29,541,368 25,687,893
Write back of impairment on loans and advances (878,259) (223,495)
Depreciation and amortization 1,035,258 634,793
Gain on sale of property and equipment (196,130) (5,704)
Gain transferred form equity on sale of available-for-sale securities (8,382) -
Loss/(gain) on sale of assets acquired in satisfaction of loans 45,607 (162,445)

(9,919,753) (9,088,500)

Net increase in loans and advances to customers (29,551,698) (19,527,284)
Net increase in compulsory reserve and term

placements with Central Bank (18,813,546) (3,171,854)
Net increase in other assets (2,400,015) (3,311,644)
Net increase/(decrease) in other liabilities 586,170 (513,213)
Net increase in customersÕ deposits and credit balances 43,527,993 45,813,636
Net increase in related partiesÕ deposits and credit balances 4,994,277 5,338,828
Net increase/(decrease) in provisions 373,351 (59,591)

(11,203,221) 15,480,378

Interest received 40,279,528 36,862,081
Interest paid (29,369,639) (25,687,893)
Income tax paid (509,129) (609,055)

Net cash (used in)/provided by operating activities (802,461) 26,045,511

Cash flows from investing activities:
Purchase of property and equipment (539,140) (1,183,889)
Proceeds from sale of property and equipment 266,634 17,109
Net increase in intangible assets (77,964) (38,368)
Proceeds from sale of assets acquired in satisfaction of loans 525,388 972,221
Net Proceeds from sale and redemption of investment securities 6,080,051 6,890,437

Net cash provided by investing activities 6,254,969 6,657,510

Net increase in cash and cash equivalents 5,452,508 32,703,021
Cash and cash equivalents at beginning of year 33 70,978,019 38,274,998
Cash and cash equivalents at end of year 33 76,430,527 70,978,019

Consolidated Cash
Flow Statement

Ye a r  E n d e d  D e c e m b e r  3 1 ,

THE  ACCOMPANYING  NOTES  1  TO  38  FORM  AN  INTEGRAL  PART  OF  THE  CONSOLIDATED FINANCIAL  STATEMENTS
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1. GENERAL INFORMATION

Banque de lÕIndustrie et du Travail S.A.L. (Òthe Ba nkÓ)

was established in 1960 and registered in the Leban ese

Commercial Register under No. 9849 and in the list of

banks published by the Central Bank of Lebanon unde r

No. 48.  The Bank is owned to the extent of 52.22% by Al

Bustania S.A.L. and provides banking services throu gh a

network of twelve branches in the different regions  of

Lebanon.  The BankÕs headquarter is located in Beir ut

Central District.

The Bank has a wholly owned real estate subsidiary,

SociŽtŽ Immobili•re Pour la Construction S.A.L.

(ÒSIPCÓ), which accounts are consolidated with the

BankÕs accounts.

2. ADOPTION OF NEW AND REVISED
STANDARDS

In the current year, the Bank has adopted IFRS 7

Financial Instruments: Disclosures which is effective for

annual reporting periods beginning on or after 1

January 2007, and the consequential amendments to

IAS 1 Presentation of Financial Statements .

The impact of the adoption of IFRS 7 and the changes  to

IAS 1 has been to expand the disclosures provided i n

these financial statements regarding the BankÕs fin ancial

instruments and management of capital.

Four Interpretations issued by the International Fi nancial

Reporting Interpretations Committee are effective f or

the current period. These are: IFRIC 7 Applying the

Restatement Approach under IAS 29, Financial

Reporting in Hyperinflationary Economies ; IFRIC 8

Scope of IFRS 2; IFRIC 9 Reassessment of Embedded

Derivatives ; and IFRIC 10 Interim Financial Reporting

and Impairment . The adoption of these Interpretations

has not led to any changes in the BankÕs accounting  poli-

cies.

19

Notes to the Consolidated
Financial Statements

Year Ended December 31, 2007

At the date of authorization of these financial sta tements

the following Standards and Interpretations were in

issue but not yet effective: 

IAS 23 (Revised) Borrowing Costs (effective for account-

ing periods beginning on or after 1 January 2009);

IFRS 8 Operating Segments (effective for accounting

periods beginning on or after 1 January 2009); 

IFRIC 11 IFRS 2: Bank and Treasury Share Transactions

(effective 1 March 2007);

IFRIC 12 Service Concession Arrangements (effective 1

January 2008) ; and

IFRIC 13 Customer Loyalty Programmes (effective for

accounting periods beginning on or after 1 July 200 8).

IFRIC 14 IAS 19 - The Limit on a Defined Benefit Asset,

Minimum Funding Requirements and their Interaction

(effective 1 January 2008) .

The directors anticipate that the adoption of all o f the

above Standards and Interpretations will have no ma te-

rial impact on the financial statements of the Bank  in the

period of initial application. 

3. SIGNIFICANT ACCOUNTING POLICIES

A. Statement of Compliance:

The consolidated financial statements have been pre -

pared in accordance with International Financial

Reporting Standards (IFRSs).

B. Basis of Measurement:

The consolidated financial statements have been pre -

pared on the historical cost basis except for the f ollow-

ing:
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Land and buildings acquired in years prior to 1993 are

measured at their revalued amounts based on market

prices prevailing during 1996, and adjusted in 2006  for

the BankÕs headquarters.

Available-for-sale financial assets are measured at  fair

value.

The principal accounting policies are set out below :

C. Basis of Consolidation:

The consolidated financial statements of BIT Bank i ncor-

porate the financial statements of the Bank and SIP C, an

enterprise fully owned and controlled by the Bank ( its

subsidiary).  Control is achieved when, among other

things, the Bank has the power to govern the financ ial

and operating policies of an entity so as to obtain  bene-

fits form its activities. The business activity of SIPC is the

ownership of a building of seven floors located in Beirut

Central District, where the BankÕs headquarters are  locat-

ed.

All intra-group transactions balances, income and

expenses are eliminated in full on consolidation.

D. Foreign Currencies:

The consolidated financial statements are presented  in

Lebanese Pound which is the BankÕs reporting curren cy.

However, the primary currency of the economic envi-

ronment in which the Bank operates (functional curr en-

cy) is the U.S. Dollar.

Transactions in currencies other than the BanksÕ re port-

ing functional currency (foreign currencies) are re corded

at the rates of exchange prevailing at the dates of  the

transactions. At each balance sheet date, monetary

items denominated in foreign currencies are retrans lat-

ed at the rates prevailing at the balance sheet dat e.  Non-

monetary items that are measured in terms of histor ical

cost in a foreign currency are not retranslated. Ex change

differences are recognized in profit or loss in the  period

in which they arise. 

E. Financial assets and Liabilities:

Recognition and Derecognition:

The Bank initially recognizes loans and advances on  the

date that they are originated.  All other financial  assets

and liabilities are initially recognized on the tra de date at

which the Bank becomes a party to the contractual p ro-

visions of the instrument.

The Bank derecognizes a financial asset when the co n-

tractual rights to the cash flows from the asset ex pire, or

it transfers the rights to receive the contractual cash

flows on the financial asset in a transaction in wh ich all

the risks and rewards of ownership of the financial  asset

are transferred.

Debt securities exchanged against securities with l onger

maturities with similar risks, and issued by the sa me

issuer, are not derecognized because they do not me et

the conditions for derecognition.  Premiums and dis -

counts derived from the exchange of said securities  are

deferred to be amortized as a yield enhancement on a

time proportionate basis, over the period of the ex tend-

ed maturities.

The Bank derecognizes a financial liability when it s con-

tractual obligations are discharged, cancelled or e xpire.

Offsetting:

Financial assets and liabilities are set off and th e net

amount is presented in the balance sheet when, and

only when, the Bank has a legal right to set off th e

amounts or intends either to settle on a net basis or to

realize the asset and settle the liability simultan eously.

Fair Value Measurement:

The determination of fair values of financial instr uments

traded in active markets is based on quoted market

prices.  For financial instruments where there is n o quot-

ed price, fair value is determined by using valuati on

techniques.  Valuation techniques include net prese nt

20
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value technique, the discounted cash flow method, c om-

parison to similar instruments for which market obs erv-

able prices exist.

Impairment of Financial Assets:

Financial assets are assessed for indicators of imp air-

ment at each balance sheet date.  Financial assets are

impaired where there is objective evidence that, as  a

result of one or more events that occurred after th e ini-

tial recognition of the asset, the estimated future  cash

flows of the investment have been impacted.

Impairment losses on assets carried at amortized co st

are measured as the difference between the carrying

amount of the financial assets and the present valu e of

estimated future cash flows discounted at the origi nal

effective interest rate.  Losses are recognized in profit or

loss and reduce the carrying amount of the asset to  its

estimated recoverable amount. If, in a subsequent p eri-

od, the amount of the impairment loss decreases, th e

previously recognized impairment loss is reversed

through profit or loss to the extent that the carry ing

amount of the investment at the date the impairment  is

reversed does not exceed what the amortized cost

would have been had the impairment not been recog-

nized.

In respect of available-for-sale investment securit ies, the

previously accumulated losses recorded under equity

are recognized in profit or loss in case of impairm ent

losses substantiated by a prolonged decline in fair  value

of the investment securities.  Any increase in fair  value

subsequent to an impairment loss is not recognized in

profit or loss for available-for-sale equity securi ties.  Any

increase in fair value subsequent to an impairment loss

is recognized in profit or loss for available-for-s ale debt

securities.

F. Investment Securities:

Investment securities are initially measured at fai r value

plus incremental direct transaction costs, and subs e-

quently accounted for depending on their classifica tion

as either held-to-maturity or available-for-sale.

Held-to-Maturity Investment Securities:

Held-to-maturity investments are non-derivative ass ets

with fixed or determinable payments and fixed matur ity

that the Bank has the positive intent and ability t o hold

to maturity, and which are not designated at fair v alue

through profit or loss or available-for-sale.

Held-to-maturity investments are carried at amortiz ed

cost using the straight line method where results

approximate those resulting from the effective inte rest

method.  Any sale or reclassification of a signific ant

amount of held-to-maturity investments not close to

their maturity would result in the reclassification  of all

held-to-maturity investments as available-for-sale,  and

prevent the Bank from classifying investment securi ties

as held-to-maturity for the current and the followi ng two

financial years.

Available-for-Sale Investment Securities:

Available-for-sale investments are non derivative i nvest-

ments that are not designated as another category o f

financial assets.  Unquoted equity securities whose  fair

value cannot be reliably measured are carried at co st.

All other available-for-sale investments are carrie d at fair

value and unrealized gains or losses are included i n

equity.

The change in fair value on available-for-sale debt  secu-

rities reclassified to held-to-maturity is segregat ed from

the change in fair value of available-for-sale debt  securi-

ties under equity and is amortized over the remaini ng

term to maturity of the debt security as a yield ad just-

ment.

G. Loans and Advances

Loans and advances are non-derivative financial ass ets

with fixed or determinable payments that are not qu ot-

ed in an active market.  Loans and advances are dis -

21
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closed at amortized cost net of unearned interest a nd

after provision for credit losses where applicable.

Bad and doubtful debts are carried on a cash basis

because of doubts and the probability of non-collec tion

of principal and/or interest.

Funds pledged by the shareholders to cover shortfal l in

provision for credit losses are deducted from the l oans

and advances portfolio in the financial statements.

H. Financial Guarantees:

Financial guarantees contracts are contracts that r equire

the Bank to make specified payments to reimburse th e

holder for a loss it incurs because a specified deb tor fails

to make payment when due in accordance with the

terms of a debt instrument.  These contracts can ha ve

various judicial forms (guarantees, letters of cred it, cred-

it-insurance contracts).

Financial guarantee liabilities are initially measu red at

their fair value, and subsequently carried at the h igher of

this amortized amount and the present value of any

expected payment (when a payment under the guaran-

tee has become probable).  Financial guarantees are

included within regularization accounts and the lia bili-

ties.

I. Property and Equipment

Property and equipment except for buildings acquire d

prior to 1993 are stated at historical cost, less a ccumu-

lated depreciation and impairment loss, if any.

Buildings acquired prior to 1993 are stated at thei r reval-

ued amounts, based on market prices prevailing duri ng

1996, adjusted in 2006 for the BankÕs headquarters,  less

accumulated depreciation and impairment loss, if an y.

Resulting revaluation surplus is reflected under

ÒEquityÓ.

Depreciation of property and equipment, other than land

and advance payments on capital expenditures is cal cu-

lated systematically using the straight-line method  over

the estimated useful lives of the related assets us ing the

following annual rates:

Buildings 2 1/2%

Office improvements and installations 20%

Furniture, equipment and machines 9%

Computer equipment 20%

Vehicles 15%

J. Intangible Assets:

Intangible assets consisting of computer software a re

amortized over a period of 5 years and are subject to

impairment testing. Subsequent expenditure on soft-

ware assets is capitalized only when it increases t he

future economic benefits embodied in the specific a sset

to which it relates. All other expenditure is expen sed as

incurred.

K. Assets acquired in satisfaction of loans

Real estate property acquired through the enforceme nt

of security over loans and advances are measured at

cost less any accumulated impairment losses.  The

acquisition of such assets is regulated by the loca l bank-

ing authorities who require the liquidation of thes e

assets within two years from the date of approval b y

Central Bank to acquire these assets.  In case of d efault

of liquidation the regulating authorities require a n

appropriation of a special reserve from the yearly net

income that is reflected under equity.

L. Impairment of Tangible and Intangible
Assets:

At each balance sheet date, the Bank reviews the ca rry-

ing amounts of its tangible and intangible assets t o

determine whether there is any indication that thos e

assets have suffered an impairment loss.  If any su ch

indication exists, the recoverable amount of the as set is

estimated in order to determine the extent of the i mpair-

22
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ment loss (if any).

M. EmployeesÕ End-of-Service Indemni-
ties:

The provision for staff termination indemnities is based

on the liability that would arise if the employment  of all

the staff were terminated at the balance sheet date .  This

provision is calculated in accordance with the dire ctives

of the Lebanese Social Security Fund and Labor laws

based on the number of years of service multiplied by

the monthly average of the last 12 months remunera-

tions and less contributions paid to the Lebanese S ocial

Security National Fund and interest accrued by the

Fund.

N. Revenue and Expense Recognition:

Interest income and expense are recognized on an

accrual basis, taking account of the principal outs tand-

ing and the rate applicable, except for non-perform ing

loans and advances for which interest income is onl y

recognized upon realization.  Interest income and

expense include the amortization discount or premiu m.

Interest income and expense presented in the income

statement include:

- Interest on financial assets and liabilities at a mortized

cost.

- Interest on available-for-sale investment securit ies.

Fee and commission income and expense that are inte -

gral to the effective interest rate on a financial asset or

liability (i.e. commissions and fees earned on the loan

book) are included under interest income and expens e.

Other fees and commission income are recognized as

the related services are performed.

Dividend income is recognized when the right to rec eive

payment is established.

O. Income Tax:

Income tax expense represents the sum of the tax cu r-

rently payable paid on certain income items and

deferred tax.  Income tax is recognized in the inco me

statement except to the extent that it relates to i tems rec-

ognized directly in equity, in which case it is rec ognized

in equity.

Current tax is the expected tax payable on the taxa ble

income for the year, using rates enacted at the bal ance

sheet date net of taxes previously settled in the f orm of

withholding tax. In case previously settled in the form of

withholding tax exceeds the income tax as computed on

the net taxable profits for the year, the excess is  not

refundable and income tax expense represent the tot al

amount of tax previously settled.

Deferred tax is recognized on differences between t he

carrying amounts of assets and liabilities in the f inancial

statements and the corresponding tax base used in t he

computation of taxable profit, and are accounted fo r

using the balance sheet liability method.  Deferred  tax

liabilities are generally recognized for all taxabl e tempo-

rary differences and deferred tax assets are recogn ized

to the extent that it is probable that taxable prof its will

be available against which deductible temporary dif fer-

ences can be utilized.

4. CRITICAL  ACCOUNTING  JUDGMENTS
AND  KEY  SOURCES  OF  ESTIMATION
UNCERTAINTY

In the application of the BankÕs accounting policie s,

which are described in note 3, the directors are re quired

to make judgments, estimates and assumptions about

the carrying amounts of assets and liabilities that  are not

readily apparent from other sources. The estimates and

associated assumptions are based on historical expe ri-

ence and other factors that are considered to be re le-
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5. CASH  AND  CENTRAL  BANK

This caption consists of the following:

24

2007 2006
LBPÕ000 LBPÕ000

Cash on hand 4,967,237 5,306,555
Current accounts with Central Bank of Lebanon 19,946,463 20,015,673
Term placements with Central Bank of Lebanon 76,826,250 57,911,936
Accrued interest receivable 427,127 339,374

102,167,077 83,573,538

D e c e m b e r  3 1 ,

Notes to the Consolidated
Financial Statements

vant. Actual results may differ from these estimate s.

The estimates and underlying assumptions are review ed

on an ongoing basis. Revisions to accounting estima tes

are recognized in the period in which the estimate is

revised if the revision affects only that period or  in the

period of the revision and future periods if the re vision

affects both current and future periods.

A. Critical accounting judgments in apply-
ing the BankÕs accounting policies:

Classification of Financial Assets:

The BankÕs accounting policies provide scope for in vest-

ment securities to be designated on inception into dif-

ferent categories in certain circumstances based on  spe-

cific conditions.  In classifying investment securi ties as

held-to-maturity, the Bank has determined that it h as

both the positive intent and ability to hold these assets

until their maturity as required by in accounting p olicy

under note 3F.

B. Key Sources of Estimation Uncertainty:

The following are the key assumptions concerning th e

future, and other key sources of estimation uncerta inty

at the balance sheet date, that have a significant risk of

causing a material adjustment to the carrying amoun ts

of assets and liabilities within the next financial  year.

Allowances for Credit Losses:

Specific impairment for credit losses is determined  by

assessing each case individually.  This method appl ies

to classified loans and advances and the factors ta ken

into consideration when estimating the allowance fo r

credit losses include the counterpartyÕs credit lim it, the

counterpartyÕs ability to generate cash flows suffi cient to

settle its obligations and the value of collateral and

potential repossession.

Determining Fair Values:

The determination of fair value for financial asset s for

which there is no observable market price requires the

use of valuation techniques as described in Note 3E .  For

financial instruments that trade infrequently and h ave

little price transparency, fair value is less objec tive, and

requires varying degrees of judgment depending on l iq-

uidity, concentration, uncertainty of market factor s, pric-

ing assumptions and other risks affecting the speci fic
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LBP Base Accounts F/Cy Base Accounts
Average Counter Value of Average

Maturity (Year) Amount Interest Rate Amount in LBP Interest Rate

LBPÕ000 % LBPÕ000 %

2008 11,250,000 4.08 65,576,250 5.02

Current accounts with Central Bank of Lebanon inclu de non-interest earning cash compulsory reserves in  Lebanese Pounds

totaling LBP15.4billion (LBP15.4billion in 2006) co mputed on the basis of 25% and 15% of the average w eekly sight and term

customersÕ and related partiesÕ deposits in Lebanes e Pounds in accordance with the local banking regul ations.

The term placements with Central Bank of Lebanon in clude the equivalent in foreign currencies of LBP65 billion deposited

in accordance with local banking regulations which require banks to maintain interest earning placemen ts in foreign cur-

rency to the extent of 15% of customersÕ and relate d partiesÕ deposits in foreign currencies, certific ates of deposits and loans

acquired from non-resident financial institutions.

Compulsory deposits with Central Bank of Lebanon ar e not available for use in the BankÕs day-to-day op erations and are

reflected at amortized cost.

Term placements with Central Bank of Lebanon bear t he following maturities:

D e c e m b e r  3 1 ,  2 0 0 7

LBP Base Accounts F/Cy Base Accounts
Average Counter Value of Average

Maturity  Amount Interest Rate Amount in LBP Interest Rate

LBPÕ000 % LBPÕ000 %

2007 2,000,000 3.66 55,911,936 5.79

D e c e m b e r  3 1 ,  2 0 0 6

Notes to the Consolidated
Financial Statements

6. DEPOSITS WITH BANKS AND FINANCIAL INSTITUTIONS

This caption consists of the following:

2007 2006
LBPÕ000 LBPÕ000

Checks in course of collection 2,400 652,165
Current accounts with banks and financial institutions 3,685,590 4,447,135
Term placements with banks and financial institutions 71,148,620 56,070,049
Pledged deposits with banks and financial institutions 1,281,375 1,281,375
Accrued interest receivable 249,635 239,233

76,367,620 62,689,957

D e c e m b e r  3 1 ,
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Pledged deposits are blocked against banking facili ties to finance documentary credit transactions.

Term placements and pledged deposits bear the follo wing maturities:

Notes to the Consolidated
Financial Statements

LBP Base Accounts F/Cy Base Accounts
Average Counter Value of Average

Maturity  Amount Interest Rate Amount in LBP Interest Rate

LBPÕ000 % LBPÕ000 %

2008 3,544 6.00 72,426,451 4.54

D e c e m b e r  3 1 ,  2 0 0 7

LBP Base Accounts F/Cy Base Accounts
Average Counter Value of Average

Maturity  Amount Interest Rate Amount in LBP Interest Rate

LBPÕ000 % LBPÕ000 %

2007 3,344 6.00 57,348,080 5.06

D e c e m b e r  3 1 ,  2 0 0 6
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Gross Gross
Amount Net Pledged Amount Net Pledged

of Unrealized  Impairment Guarantee Carrying  of Unrealized Impairment Guarantee Carrying
Interest  Allowance Funds  Amount  Interest  Allowance Fund Amount
LBPÕ000  LBPÕ000  LBPÕ000  LBPÕ000  LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000

Regular performing retail customers:
- Mortgage loans 6,313,431 - - 6,313,431 5,828,746 - - 5,828,746
- Personal loans 12,782,400 - - 12,782,400 4,236,026 - - 4,236,026
- Overdrafts 987,705 - - 987,705 713,779 - - 713,779
- Other 2,429,743 - - 2,429,743 2,145,628 - - 2,145,628

22,513,279 - - 22,513,279 12,924,179 - - 12,924,179

Classified retail customers:
- Substandard loans 1,866,693 - - 1,866,693 1,685,945 - - 1,685,945
- Doubtful and bad loans 4,495,439 (689,349) - 3,806,090 5,949,289 (1,131,351) - 4,817,938

6,362,132 (689,349) - 5,672,783 7,635,234 (1,131,351) - 6,503,883

Regular performing corporate customers:
- Large Enterprises 1,321,417 - - 1,321,417 340,219 - - 340,219
- Small and medium enterprises 136,704,685 - (1,789,641) 134,915,044 114,521,754 - (1,667,975) 112,853,779

138,026,102 - (1,789,641) 136,236,461 114,861,973 - (1,667,975) 113,193,998

Classified corporate customers:
- Restructured loans 6,096,542 - - 6,096,542 5,505,369 - -5,505,369
- Substandard loans 16,634,906 - - 16,634,906 16,735,238 - - 16,735,238
- Doubtful and bad loans 21,676,667 (5,887,838) (10,593,777) 5,195,052 29,927,847 (6,904,603) (10,525,835) 12,497,409

44,408,115 (5,887,838) (10,593,777) 27,926,500 52,168,454 (6,904,603) (10,525,835) 34,738,016

Accrued interest receivable 1,021,319 - - 1,021,319 655,145 - - 655,145
212,330,947 (6,577,187) (12,383,418) 193,370,342 188,244,985 (8,035,954) (12,193,810) 168,015,221

7. LOANS AND ADVANCES TO CUSTOMERS

Loans and advances to customers are reflected at am ortized cost and consist of the following:

D e c e m b e r  3 1 ,  2 0 0 6D e c e m b e r  3 1 ,  2 0 0 7
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The carrying value of loans and advances to custome rs include accidentally temporary debtors with carr ying value

amounting to LBP2.9billion as of December 31, 2007 (LBP2billion in 2006).

The carrying value of loans and advances to custome rs include loans to related parties in the aggregat e of LBP2billion as

of December 31, 2007 (LBP2billion in 2006) that are  secured by pledged funds in the aggregate of LBP2b illion (LBP2billion

in 2006).

Restructured loans represent classified loans with renegotiated terms.

The movement of unrealized interest on non-performi ng loans during 2007 and 2006 is summarized as foll ows:

Unrealized Interest on:
Doubtful and Substandard
Bad Loans Loans Total
LBPÕ000 LBPÕ000 LBPÕ000

Balance at January 1  83,701,825 4,641,189 88,343,014
Additions 14,153,068 133,247 14,286,315
Write-off (6,409,708)  (102,879) (6,512,587)
Recoveries (1,679,128 ( 272,291) (1,951,419)
Effect of exchange rates changes (12) - (12)
Balance at December 31  89,766,045 4,399,266 94,165,311

2 0 0 7

Unrealized Interest on:
Doubtful and Substandard
Bad Loans Loans Total
LBPÕ000 LBPÕ000 LBPÕ000

Balance at January 1  66,717,468 6,351,873 73,069,341
Additions 16,065,331 443,529 16,508,860
Write-off (264,064) (95,277) (359,341)
Recoveries (791,617) (84,229) (875,846)
Transfer to doubtful and bad loans 1,974,707  (1,974,707) -
Balance at December 31 83,701,825 4,641,189 88,343,014

2 0 0 6

Annual 2007 .qxd  24/10/2008  08:41 AM  Page 28



29

Notes to the Consolidated
Financial Statements

2007

Pledged
Allowance for Guarantee

Impairment Funds
LBPÕ000 LBPÕ000

Balance at January 1 8,035,954 12,193,810
Additions - -
Write-off (598,596) -
Recoveries (860,171) -
Transfer from shareholdersÕ account -  189,608
Balance at December 31 6,577,187 12,383,418

2006

Pledged
Allowance for Guarantee

Impairment Funds
LBPÕ000 LBPÕ000

Balance at January 1 12,996,610 13,006,673
Additions 957,251 -
Recoveries (1,180,746) -
Transfer to off-balance sheet (4,740,017) -
Transfer to shareholdersÕ account - (812,863)
Effect of exchange rates changes 2,856 - 
Balance at December 31 8,035,954 12,193,810

The movement of the allowance for impairment of loa ns and advances to customers during 2007 and 2006 i s as follows:

Most of bad and doubtful loans have been delinquent  for many years and are subject to various law suit s pending before

the court and there is reasonable doubt regarding t heir collectibility.

Provision for credit losses in respect of the indic ated doubtful loans was set up in various currencie s to the extent of

LBP6.6billion up to December 31, 2007 (LBP8billion in 2006).  Furthermore, pledged guarantee funds amo unting to

LBP12billion as at December 31, 2007 (LBP12billion in 2006) were deposited by the shareholders of the bank in order to

cover shortfall in the amount of provisions set up for bad and doubtful loans.
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Available-for-Sale Held-to-Maturity
LBP  C/V of F/Cy Total LBP  C/V of F/Cy Total

LBPÕ000  LBPÕ000  LBPÕ000  LBPÕ000 LBPÕ000 LBPÕ000

Equity securities 4,107,945 88,851 4,196,796 - - -
Lebanese treasury bills - - -  74,894,216 - 74,894,216
Lebanese Government bonds - 2,711,540 2,711,540 - 81,564,287 81,564,287
Certificates of deposit issued

by Central Bank of Lebanon - - -  6,760,744 22,113,164 28,873,908
4,107,945 2,800,391 6,908,336 81,654,960 103,677,451 185,332,411

Accrued interest receivable - 51,689 51,689 2,193,340 1,683,313 3,876,653
4,107,945 2,852,080 6,960,025 83,848,300 105,360,764 189,209,064

8. INVESTMENT  SECURITIES

This caption consists of the following:

D e c e m b e r  3 1 ,  2 0 0 7

Available-for-Sale Held-to-Maturity
LBP  C/V of F/Cy Total LBP  C/V of F/Cy Total

LBPÕ000  LBPÕ000  LBPÕ000  LBPÕ000 LBPÕ000 LBPÕ000

Equity securities 1,205,050 153,765 1,358,815 - - -
Lebanese treasury bills - - - 84,174,774 - 84,174,774
Lebanese Government bonds - 2,770,333 2,770,333 - 74,782,997 74,782,997
Certificates of deposit issued

by Central Bank of Lebanon - 173,247 173,247 10,652,774 22,044,290 32,697,064
1,205,050 3,097,345 4,302,395 94,827,548 96,827,287 191,654,835

Accrued interest receivable - 54,453 54,453 2,542,933 1,674,463 4,217,396
1,205,050 3,151,798 4,356,848 97,370,481 98,501,750 195,872,231

D e c e m b e r  3 1 ,  2 0 0 6

Notes to the Consolidated
Financial Statements
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A. Available-for-sale investment securities:

Available-for-Sale Held-to-Maturity
LBP  C/V of F/Cy Total LBP  C/V of F/Cy Total

LBPÕ000  LBPÕ000  LBPÕ000  LBPÕ000 LBPÕ000 LBPÕ000

Balance January 1 1,205,050 3,097,345 4,302,395 94,827,548 96,827,287 191,654,835
Additions - - - 22,034,000 7,537,500 29,571,500
Redemption and sale - (164,866) (164,866) (35,395,000) (753,750) (36,148,750)
Change in fair value 2,902,895 (132,088) 2,770,807 - - -
Effect of discount/premium amortization - - - 188,412 66,414 254,826
Balance December 31 4,107,945 2,800,391 6,908,336 81,654,960 103,677,451 185,332,411

The movement of available-for-sale and held-to-matu rity investment securities is summarized as follows :

2 0 0 7

Available-for-Sale Held-to-Maturity
LBP  C/V of F/Cy Total LBP  C/V of F/Cy Total

LBPÕ000  LBPÕ000  LBPÕ000  LBPÕ000 LBPÕ000 LBPÕ000

Balance January 1 1,205,050 153,765 1,358,815 97,697,088 103,999,848 201,696,936
Additions - 3,179,865 3,179,865 6,000,000 26,077,404 32,077,404
Redemption and sale - - - (9,077,330) (33,026,021) (42,103,351)
Change in fair value - (236,285) (236,285) - - -
Effect of discount/premium amortization - - - 207,790 (223,944) (16,154)
Balance December 31 1,205,050 3,097,345 4,302,395 94,827,548 96,827,287 191,654,835

2 0 0 6

LBP C/V in LBP of F/Cy
Cumulative Cumulative

Amortized Carrying Change in Amortized Carrying Change in
Cost Fair Value Fair Value Cost Fair Value Fair Value

LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000

Unquoted equities 895,722 4,107,945 3,212,223 153,765 88,851 (64,914)
Lebanese Government bonds - - - 3,015,000 2,711,540 (303,460)

895,722 4,107,945 3,212,223 3,168,765 2,800,391 (368,374)

D e c e m b e r  3 1 ,  2 0 0 7

LBP C/V in LBP of F/Cy
Cumulative Cumulative

Amortized Carrying Change in Amortized Carrying Change in
Cost Fair Value Fair Value Cost Fair Value Fair Value

LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000
Unquoted equities 895,722 1,205,050 309,328 153,765 153,765 -
Lebanese Government bonds - - - 3,015,000 2,770,333 (244,667)
Certificates of deposit issued

by Central Bank of Lebanon - - - 164,865 173,247 8,382
895,722 1,205,050 309,328 3,333,630 3,097,345 (236,285)

D e c e m b e r  3 1 ,  2 0 0 6
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Available-for-sale investments are segregated over the remaining periods to maturity as follows: 

Counter Value of F/Cy
Nominal Amortized Carrying

Remaining Period to Maturity Value Cost Fair Value Yield

LBPÕ000 LBPÕ000 LBPÕ000 %

Lebanese Government bonds:
- Beyond 10 years 3,015,000 3,015,000 2,711,540 7.81

D e c e m b e r  3 1 ,  2 0 0 7

B. Held-to-maturity investment securities:

LBP C/V in LBP of F/Cy
Carrying Carrying

Value Fair Value Value Fair Value

LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000

Lebanese treasury bills 74,894,216 78,182,607 - -
Lebanese Government bonds - - 81,564,287 77,508,386
Certificates of deposit issued

by Central Bank of Lebanon 6,760,744 7,553,663 22,113,164 22,849,931
81,654,960 85,736,270 103,677,451 100,358,317

D e c e m b e r  3 1 ,  2 0 0 7

LBP C/V in LBP of F/Cy
Carrying Carrying

Value Fair Value Value Fair Value

LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000

Lebanese treasury bills 84,174,774 85,150,834 - -
Lebanese Government bonds - - 74,782,997 71,900,832
Certificates of deposit issued by

Central Bank of Lebanon 10,652,774 11,437,433 22,044,290 23,870,472
94,827,548 96,588,267 96,827,287 95,771,304

D e c e m b e r  3 1 ,  2 0 0 6

Counter Value of F/Cy
Nominal Amortized Carrying

Remaining Period to Maturity Value Cost Fair Value Yield

LBPÕ000 LBPÕ000 LBPÕ000 %

Lebanese Government bonds:
- Beyond 10 years 3,015,000 3,015,000 2,770,333 7.81

Certificates of deposit issued by 
Central Bank of Lebanon:
- Beyond 10 years 150,750 164,865 173,247 10.00

D e c e m b e r  3 1 ,  2 0 0 6
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Held-to-maturity investments are segregated over re maining period to maturity as follows:

Notes to the Consolidated
Financial Statements

LBP Counter Value of F/Cy
Redemption Carrying Fair Redemption Carrying Fair

Remaining Period to Maturity Value Value Value Yield Value Value Value Yield

LBPÕ000 LBPÕ000 LBPÕ000 % LBPÕ000 LBPÕ000 LBPÕ000 %

Lebanese treasury bills:
- Up to 1 year 25,120,000 25,118,201 26,069,116 9.18 - - --
- 1 year to 3 years 45,815,730 45,804,831 47,914,933 9.72 - - - -
- 3 years to 5 years 4,034,000 3,971,184 4,198,558 11.50 - - - -

74,969,730 74,894,216 78,182,607 - - -

Lebanese Government bonds:
- Up to 1 year - - - - 9,020,126 9,041,546 8,998,870 7.83
- 1 year to 3 years - - - - 19,719,297 19,652,818 19,017,716 8.03
- 3 years to 5 years - - - - 19,054,297 19,285,800 18,565,616 7.80
- Beyond 5 years - - - - 33,570,433 33,584,123 30,926,184 8.08

- - - 81,364,153 81,564,287 77,508,386

Certificates of deposit issued by
Central Bank of Lebanon:
- 1 year to 3 years 7,000,000 6,760,744 7,553,663 11.30 - - - -
- 5 years to 10 years - - - - 22,612,500 22,113,164 22,849,931 10.31

7,000,000 6,760,744 7,553,663 22,612,500 22,113,164 22,849,931

D e c e m b e r  3 1 ,  2 0 0 7

LBP Counter Value of F/Cy
Redemption Carrying Fair Redemption Carrying Fair

Remaining Period to Maturity Value Value Value Yield Value Value Value Yield

LBPÕ000 LBPÕ000 LBPÕ000 % LBPÕ000 LBPÕ000 LBPÕ000 %

Lebanese treasury bills:
- Up to 1 year 35,395,000 35,369,007 35,701,554 8.64 - - --
- 1 year to 3 years 40,120,000 40,075,687 40,288,782 9.24 - - - -
- 3 years to 5 years 8,815,730 8,730,079 9,160,498 11.30 - - - -

84,330,730 84,174,773 85,150,834 - - -

Lebanese Government bonds:
- Up to 1 year - - - - 753,500 765,916 754,550 8.63
- 1 year to 3 years - - - - 23,366,250 23,452,893 23,148,754 8.16
- 3 years to 5 years - - - - 12,813,750 12,775,148 12,345,920 7.57
- Beyond 5 years - - - - 38,218,140 37,789,040 35,651,608 7.87

- - - 75,151,640 74,782,997 71,900,832

Certificates of deposit issued by
Central Bank of Lebanon:

- 3 years to 5 years 11,000,000 10,652,774 11,437,433 11.30 - - - -
- Beyond 5 years - - - - 22,612,500 22,044,290 23,870,472 10.31

11,000,000 10,652,774 11,437,433 22,612,500 22,044,290 23,870,472

D e c e m b e r  3 1 ,  2 0 0 6
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Held-to-maturity certificates of deposit issued by the Central Bank of Lebanon include certificates of  deposit with carrying

value of LBP22,113 million (counter value of USD14, 668,766) and nominal value of LBP22,613 million (co unter value of

USD15,000,000) maturing in 2015 and carry a put opt ion exercised at a redemption value of 91.63% of pa r in year 2012. The

BankÕs management has documented its intention to h old these financial assets until final maturity in 2015.  Accrued inter-

est receivable is segregated as follows as at Decem ber 31, 2007 and 2006:

9. CUSTOMERSÕ  LIABILITY  UNDER  ACCEPTANCES

Acceptances represent documentary credits which the  Bank has committed to settle on behalf of its cust omers against

commitments by those customers (acceptances).  The commitments resulting from these acceptances are st ated as a lia-

bility in the balance sheet for the same amount.   

10. ASSETS  ACQUIRED  IN  SATISFACTION  OF  LOANS

Assets acquired in satisfaction of loans represent real estate acquired through enforcement of securit y over loans and

advances to customers.

The movement of assets acquired in satisfaction of loans during 2007 and 2006 was as follows :

LBPÕ000
Cost:

Balance January 1, 2006 5,382,161
Additions 3,728,974
Transfer for other assets (Note 13) 2,334,175
Disposals (809,870)
Balance December 31, 2006 10,635,440
Additions 5,251,402
Disposals (570,995)
Balance December 31, 2007 15,315,847

The acquisition of assets in settlement of loans re quires the approval of the banking regulatory autho rities and these should

be liquidated within 2 years.  In case of default o f liquidation, a regulatory reserve should be appro priated from the yearly

net profits over a period of 5 years.  However, the  intermediary circular No. 41 has allowed banks to extend yearly appro-

priation over a period of 20 years with respect to those assets acquired through loansÕ restructurings  approved by Central

Bank of Lebanon or with respect to the entirety of those assets acquired in settlement of loans provid ed that banks restruc-

ture before 2007 year end, at least 50% of the bala nce of non-performing loans outstanding at June 30,  2003.  This condi-

tion was satisfied by the Bank during 2006.

Currency 2007 2006

LBPÕ000 LBPÕ000

Treasury bills LBP 2,008,771 2,252,900
Government bonds USD 1,683,313 1,674,463
Certificates of deposit LBP 184,569 290,033

3,876,653 4,217,396

D e c e m b e r  3 1 ,
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11. PROPERTY  AND  EQUIPMENT

The movement of property and equipment during 2007 and 2006 was as follows:

Furniture Installations Electrical

Land and and Computer and Office and Industrial Advances on

Buildings Fixtures Equipment Vehicles Improvement Equipment Equipment Fixed Assets Total

LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000` LBPÕ000 LBPÕ000 LBPÕ000

Cost/Revaluation:

Balance January 1, 2006 20,294,514 373,570 2,263,717 58,676 1,868,118 820,138 428,757 37,863 26,145,353

Additions - 137,745 162,865 117,352 649,931 115,996 - - 1,183,889

Revaluation surplus 2,749,997 - - - - - - - 2,749,997

Disposals - (236) (1,409) (46,404) - (22,924) - - (70,973)

Balance December 31, 2006 23,044,511 511,079 2,425,173129,624 2,518,049 913,210 428,757 37,863 30,008,266

Additions - 59,066 95,494 - 321,459 54,076 9,045 - 539,140

Disposal (8,450) (59,695) (447,007) - - (80,943) - (5,644) (601,739)

Balance December 31, 2007 23,036,061 510,450 2,073,660129,624 2,839,508 886,343 437,802 32,219 29,945,667

Accumulated depreciation:

Balance January 1, 2006 (1,610,740) (117,146) (2,058,728) (43,740) (1,288,484) (611,686) (403,204) - (6,133,728)

Additions (191,907) (34,084) (91,406) (13,628) (228,130)(43,507) (189) - (602,851)

Write-off on disposal - 235 1,409 35,000 - 22,924 - - 59,568

Balance December 31, 2006 (1,802,647) (150,995) (2,148,725) (22,368) (1,516,614) (632,269) (403,393) - ( 6,677,011)

Additions ( 303,718) ( 85,483) ( 115,157) ( 298,909) ( 171,986) ( 1,707) ( 25,118) - (1,002,078)

Write-off on disposal 1,440 2,356 446,632 - - 80,807 - - 531,235

Balance December 31, 2007 ( 2,104,925) (234,122) (1,817,250) (321,277) (1,688,600) (553,169) (428,511) - (7,147,854)

Carrying amount:

December 31, 2007 20,931,136 276,328 256,410 (191,653) 1,150,908 333,174 9,291 32,219 22,797,813

December 31, 2006 21,241,864 360,084 276,448 107,256 1,001,435 280,941 25,364 37,863 23,331,255
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12. INTANGIBLE  ASSETS

The movement of intangible assets during 2007 and 2 006 is summarized as follows:

13. OTHER  ASSETS

This caption consists of the following:

Notes to the Consolidated
Financial Statements

Purchased
Software

LBPÕ000
Cost/Revaluation:

Balance at January 1, 2006 67,138
Acquisitions 38,367
Balance at December 31, 2006 105,505
Acquisitions 77,964
Balance at December 31, 2007 183,469

Accumulated Amortization:

Balance at January 1, 2006 (23,639)
Amortization for the period (31,942)
Balance at December 31, 2006 (55,581)
Amortization for the period (33,180)
Balance at December 31, 2007 (88,761)

Carrying Amounts:

December 31, 2007 94,708
December 31, 2006 49,924

2007 2006

LBPÕ000 LBPÕ000

Assets in process of acquisition in settlement of loans 5,793,081 3,343,266
Deferred charges 206,713 306,391
Accrued income 175,502 160,561
Prepayments 139,815 284,817
Sundry accounts receivable 875,160 695,221

7,190,271 4,790,256

D e c e m b e r  3 1 ,
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Assets in process of acquisition in settlement of l oans represent the value of loans written-off again st enforcement of real

estate security held and will be reallocated  to ÒA ssets Acquired in Settlement of LoansÓ once the reg istration in the name

of the Bank is completed (Note 10).

14. DEPOSITS  AND  BORROWINGS  FROM  BANKS

Deposits and borrowings from Banks and Financial In stitutions are reflected at amortized cost and cons ist of the following:

2007 2006

LBPÕ000 LBPÕ000

Current deposits of banks 25,975 29,115
Money market deposits 7,910,133 -
Accrued interest payable 44,912 -

7,981,020 29,115

D e c e m b e r  3 1 ,

The money markets deposits represent the counter va lue of CHF 5,944,027, maturing in January 2008 and subject to 2.92%

interest rate per annum. Related accrued interest p ayable amounted to LBP45million as of December 31, 2007.
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15. CUSTOMERSÕ  DEPOSITS  AND  CREDIT  BALANCES

CustomersÕ deposits and credit balances are reflect ed at amortized cost and consist of the following:

LBP Counter Value in LBP of F/Cy
Interest Non-Interest Interest Non-Interest
Bearing Bearing Total Bearing Bearing Total Total

LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000
Deposits from customers:

- Current/demand deposits 688,647 3,828,716 4,517,363 3,142,393 20,343,619 23,486,012 28,003,375
- Term deposits 114,108,551 - 114,108,551 284,548,082 - 284,548,082 398,656,633
- Collateral against loans and

advances 785,130 - 785,130 59,634,141 - 59,634,141 60,419,271
115,582,328 3,828,716 119,411,044 347,324,616 20,343,619 367,668,235 487,079,279

Margin and other accounts:
- Margins for irrevocable import

letters of credit - - - - 66,907 66,907 66,907
- Margins on letters of guarantee - 440,890 440,890 - 618,405 618,405 1,059,295
- Cash provisions - 3,772 3,772 - - - 3,772
- Other - 95,788 95,788 - 547,567 547,567 643,355

- 540,450 540,450 - 1,232,879 1,232,879 1,773,329

Accrued interest payable 487,215 - 487,215 1,753,178 - 1,753,178 2,240,393

Total 116,069,543 4,369,166 120,438,709 349,077,794 21,576,498 370,654,292 491,093,001

Notes to the Consolidated
Financial Statements

D e c e m b e r  3 1 ,  2 0 0 7

LBP Counter Value in LBP of F/Cy
Interest Non-Interest Interest Non-Interest
Bearing Bearing Total Bearing Bearing Total Total

LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000
Deposits from customers:
- Current/demand deposits 629,392 3,129,112 3,758,504 3,181,105 16,790,154 19,971,259 23,729,763
- Term deposits 109,942,831 109,942,831 269,131,464 - 269,131,464 379,074,295
- Collateral against loans and

advances 1,115,058 - 1,115,058 39,639,370 - 39,639,370 40,754,428
111,687,281 3,129,112 114,816,393 311,951,939 16,790,154 328,742,093 443,558,486

Margins and other accounts:
- Margins for irrevocable import

letters of credit - - - - 141,231 141,231 141,231
- Margins on letters of guarantee - 401,952 401,952 - 692,428 692,428 1,094,380
- Cash provisions - 3,436 3,436 - - - 3,436
- Other - 16,002 16,002 - 511,080 511,080 527,082

- 421,390 421,390 - 1,344,739 1,344,739 1,766,129

Accrued interest payable 475,326 - 475,326 1,812,691 - 1,812,691 2,288,017

Total 112,162,607 3,550,502 115,713,109 313,764,630 18,134,893 331,899,523 447,612,632

D e c e m b e r  3 1 ,  2 0 0 6
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Deposits from customers at amortized cost are alloc ated by brackets of deposits as follows:

LBP  Counter Value of F/Cy
Total % to Total No. of Total  % to Total No. of

Deposits Deposits Accounts Deposits  Deposits Accounts

LBPÕ000 % LBPÕ000 %

Less than LBP50million 35,764,437 30 5,537 38,135,474 10 5,459
From LBP50million to LBP100million 19,633,628 16 282 28,915,061 8 407
From LBP100million to LBP200million 22,004,648 18 159 39,981,208 11 285
From LBP200million to LBP500million 18,293,112 15 63 65,413,734 18 212
From LBP500million to LBP1.5billion 14,686,438 12 19 82,411,076 22 99
From LBP1.5billion to LBP5billion 10,056,446 9 6 79,595,349 21 29
From LBP5billion to LBP10billion - - - 18,944,423 5 2
Above LBP10billion - - - 17,257,967 5 1

120,438,709 100 6,066 370,654,292 100 6,494

Deposits from customers include at December 31, 200 7 coded deposit accounts in the aggregate of LBP9.6 billion
(LBP11.9billion in 2006). These accounts are subjec t to the provisions of Article 3 of the Banking Sec recy Law dated
September 3, 1956 which provides that the BankÕs ma nagement, in the normal course of business, cannot reveal the iden-
tities of these depositors to third parties, includ ing its independent public accountants.

Cash provisions represent settlements effected to t he Bank from guarantors of credit risks.

D e c e m b e r  3 1 ,  2 0 0 7

LBP  Counter Value of F/Cy
Total % to Total No. of Total  % to Total No. of

Deposits Deposits Accounts Deposits  Deposits Accounts

LBPÕ000 % LBPÕ000 %

Less than LBP50million 34,858,071 30 5,423 37,557,159 11 5,316
From LBP50million to LBP100million 20,584,363 18 302 25,927,571 8 375
From LBP100million to LBP200million 20,536,306 18 151 36,804,451 11 261
From LBP200million to LBP500million 19,628,294 17 65 57,490,179 17 186
From LBP500million to LBP1.5billion 15,277,867 13 19 72,593,161 22 89
From LBP1.5billion to LBP5billion 4,828,208 4 3 76,741,695 23 30
From LBP5billion to LBP10billion - - - 9,045,000 3 1
Above LBP10billion - - - 15,740,307 5 1

115,713,109 100 5,963 331,899,523 100 6,259

D e c e m b e r  3 1 ,  2 0 0 6
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The average balance of deposits and related cost of  funds over the last 3 years were as follows:

Accrued interest payable is segregated between the major currencies as follows as at December 31, 2007  and 2006:

LBP Base Accounts F/Cy Base Accounts
Average Average Average Average

Balance of Interest Balance of Interest Cost
Year Deposits Rate Deposits Rate of Funds

LBPÕ000 % LBPÕ000 % LBPÕ000

2007 119,350,090 7.81 350,008,237 5.01 26,851,618
2006 110,795,454 8.51 350,852,273 4.00 23,452,121
2005 122,767,960 8.03 315,689,040 3.38 22,050,219

Currency 2007 2006
LBP'000 LBP'000

Lebanese Pound 487,215 475,326
U.S. Dollar 1,705,245 1,781,309
Euro 41,057 26,854
Sterling Pound 3,951 4,528
Other 2,925 -

2,240,393 2,288,017

D e c e m b e r  3 1 ,

Notes to the Consolidated
Financial Statements
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16. RELATED  PARTIESÕ  DEPOSITS  AND  CREDIT  BALANCES

Related partiesÕ deposits and credit balances area reflected at amortized cost and consist of the foll owing:

LBP Counter Value in LBP of F/Cy
Interest Non-Interest Interest Non-Interest
Bearing Bearing Total Bearing Bearing Total Total

LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000
Deposits from customers:
- Current/demand deposits - 638,749 638,749 - 3,750,795 3,750,795 4,389,544
- Term deposits 531,735 - 531,735 44,392,607 - 44,392,60744,924,342
- Collateral against loans and

advances - - - 2,029,876 - 2,029,876 2,029,876
531,735 638,749 1,170,484 46,422,483 3,750,795 50,173,278 51,343,762

Margin and other accounts:
- Margins on letters of guarantee 12,552 - 12,552 51,710 - 51,710 64,262

Accrued interest payable 1,209 - 1,209 376,111 - 376,111 377,320

Total 545,496 638,749 1,184,245 46,850,304 3,750,795 50,601,099 51,785,344

D e c e m b e r  3 1 ,  2 0 0 7

LBP Counter Value in LBP of F/Cy
Interest Non-Interest Interest Non-Interest
Bearing Bearing Total Bearing Bearing Total Total

LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000
Deposits from customers:
- Current/demand deposits - 382,103 382,103 - 4,287,021 4,287,021 4,669,124
- Term deposits 960,781 - 960,781 34,106,429 - 34,106,42935,067,210
- Collateral against loans and

advances - - - 6,615,269 - 6,615,269 6,615,269
960,781 382,103 1,342,884 40,721,698 4,287,021 45,008,719 46,351,603

Margins and other accounts:
- Margins on letters of  guarantee 11,663 - 11,663 50,481 - 50,481 62,144

Accrued interest payable 4,588 - 4,588 198,291 - 198,291 202,879

Total 977,032 382,103 1,359,135 40,970,470 4,287,021 45,257,491 46,616,626

D e c e m b e r  3 1 ,  2 0 0 6
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Deposits from related parties at amortized cost are  allocated by brackets of deposits as follows:

LBP  Counter Value of F/Cy
Total % to Total No. of Total  % to Total No. of

Deposits Deposits Accounts Deposits  Deposits Accounts

Million of LBP % Million of LBP %

Less than LBP50million 559,676 47 86 829,464 2 107
From LBP50million to LBP100million 186,664 16 4 716,761 1 10
From LBP100million to LBP200million 437,905 37 3 1,389,320 3 10
From LBP200million to LBP500million - - - 5,579,027 11 17
From LBP500million to LBP1.5billion - - - 9,750,269 19 12
From LBP1.5billion to LBP5billion - - - 14,280,149 28 7
From LBP5billion to LBP10billion - - - 6,650,836 13 1
From LBP10billion to LBP15billion - - - 11,405,273 23 1

1,184,245 100 93 50,601,099 100 165

D e c e m b e r  3 1 ,  2 0 0 7

LBP  Counter Value of F/Cy
Total % to Total No. of Total  % to Total No. of

Deposits Deposits Accounts Deposits  Deposits Accounts

Million of LBP % Million of LBP %

Less than LBP50million 476,806 35 86 1,041,309 2 106
From LBP50million to LBP100million 127,190 9 2 508,835 1 7
From LBP100million to LBP200million 252,793 19 2 1,611,085 4 10
From LBP200million to LBP500million 502,346 37 2 4,791,667 10 16
From LBP500million to LBP1.5billion - - - 11,193,287 25 11
From LBP1.5billion to LBP5billion - - - 14,830,268 33 6
From LBP5billion to LBP10billion - - - 11,281,040 25 2

1,359,135 100 92 45,257,491 100 158

D e c e m b e r  3 1 ,  2 0 0 6

Accrued interest payable is segregated by currency as follows as at December 31, 2007 and 2006:

Currency 2007 2006
LBP'000 LBP'000

Lebanese Pound 1,209 4,588
U.S. Dollar 373,331 196,163
Euro 662 651
Sterling Pound 2,118 1,477

377,320 202,879
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17. OTHER  LIABILITIES

This caption consists of the following:

2007 2006
LBP'000 LBP'000

Income tax payable 49,407 49,000
Tax collected for Government account 20,230 542,025
Deferred tax liability (Note 23) 426,577 10,957
Other taxes payable 342,523 317,269
Due to the Social Security National Fund 114,867 111,810
Unearned revenue 218,871 188,439
Checks and incoming payment orders in course of settlement 155,397 99,888
Accrued expenses 911,781 815,382
Fair value of financial guarantees issued 201,052 63,000
Sundry accounts payable 866,422 523,187

3,307,127 2,720,957

The regrouping of reconciliations between average e ffective tax rate and enacted tax rates is summariz ed as follows:

2007 2006
LBP'000 LBP'000

Income tax based on enacted rate 268,767 301,976
Excess tax paid on certain income (Non-refundable) 190,955 258,079

459,722 560,055
Real estate tax (Subsidiary) 49,407 49,000
Total income tax expense 509,129 609,055
Tax paid during the year (459,722) (560,055)
Tax payable as at December 31 49,407 49,000

Deferred tax liability is attributable to the chang e in fair value of available-for-sale securities.

The BankÕs social security declarations are still s ubject to review by the National Social Security Fu nd since 1997.

The BankÕs tax returns for 2003 to 2005 were review ed in 2007 and an additional tax of LBP73million wa s settled and record-

ed in 2007.  The BankÕs tax returns for the years 2 006 and 2007 remain subject to examination and fina l assessment by the

tax authorities.

D e c e m b e r  3 1 ,

Notes to the Consolidated
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18. PROVISIONS

Provisions consist of the following:

19. SHARE CAPITAL

At December 31, 2007 and 2006, the authorized ordin ary share capital of the Bank was LBP4billion consi sting of 4,000,000

fully paid shares (4,000,000 shares in 2006) of LBP 1,000 each.

20. SHAREHOLDERSÕ CASH CONTRIBUTION TO CAPITAL

The shareholdersÕ cash contribution to capital is f or a total amount of LBP21billion (USD14,225,000) a s at December 31,

2007 and 2006.  These contributions are interest fr ee and are made by the major shareholders to suppor t the Bank devel-

op its activities.  This sort of equity financial i nstrument has the advantage of being booked and mai ntained in foreign cur-

rency thus providing a hedging against the national  currency fluctuation.  According to local banking laws and regulations,

shareholdersÕ cash contribution to capital is consi dered as Tier I capital for the purpose of computat ion of the risk-based

capital ratio.

The extraordinary general assembly held on August 2 0, 2005 decided to increase these contributions to USD39,225,000 by

an immediate increase of USD4,500,000 settled by cu rrent shareholders during 2006 and an increase of U SD25,000,000 not

yet settled as at the date of the issuance of these  financial statements.

2007 2006
LBP'000 LBP'000

Provision for staff termination indemnity 1,266,539 894,185
Provision for contingencies 2,771 2,771
Provision for loss on foreign currency position 3,061 2,064

1,272,371 899,020

The movement of the provision for staff termination  indemnity is as follows:

D e c e m b e r  3 1 ,

2007 2006
LBP'000 LBP'000

Balance January 1 894,185 952,973
Additions 513,580 112,881
Settlements (141,226) (171,669)
Balance December 31 1,266,539 894,185

Provision for loss on foreign currency position rep resents the provision set up by the bank for foreig n currency fluctuation

on the exchange position at year end in conformity with Banking Control Commission Circular No. 197.

D e c e m b e r  3 1 ,
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21. RESERVES

Reserves consist of the following as at December 31 , 2007 and 2006:

2007 2006
LBP'000 LBP'000

Reserve for general banking risks 3,182,054 2,747,054
Legal reserve 602,841 460,174
General reserves 497,480 4,827

4,282,375 3,212,055

The legal reserve is constituted in conformity with  the requirements of the Lebanese Money and Credit Law on the basis

of 10% of net profit.  This reserve is not availabl e for distribution.

The reserve for general banking risks is constitute d according to local banking regulations, from net profit, on the basis of

a minimum of 2 per mil and a maximum of 3 per mil o f the total risk weighted assets, off-balance sheet  risk and global

exchange position as defined for the computation of  the solvency ratio at year-end.  This reserve is c onstituted in Lebanese

Pounds and in foreign currencies in proportion to t he composition of the BankÕs total risk weighted as sets and off-balance

sheet items.  This reserve is not available for dis tribution.

D e c e m b e r  3 1 ,

22. REVALUATION  SURPLUS

Revaluation surplus resulted from the revaluation a t current net realizable value of the BankÕs premis es, and investment in

the wholly owned subsidiary.

2007 2006
LBP'000 LBP'000

Bank premises 6,287,200 6,287,200
Subsidiary owned properties (SIPC) 14,712,997 14,712,997
Assets acquired in satisfaction of debts 260 288,174

21,000,457 21,288,371

According to local banking regulations the revaluat ion surplus of owned premises is eligible to be inc orporated in the Tier

II capital for the purpose of computation of the ri sk based capital ratio.

During 2006, the subsidiaryÕs properties was subjec t to revaluation and resulted in a surplus of LBP2. 5billion, net of tax.

D e c e m b e r  3 1 ,
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23. CUMULATIVE  CHANGE  IN  FAIR  VALUE  OF  INVESTM ENT SECURITIES

The cumulative change in fair value of available-fo r-sale securities consists of the following:

Cumulative Cumulative
Change in Deferred Change in Deferred
Fair Value Tax Net Fair Value Tax Net

LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000

Unrealized loss on Lebanese  Government bonds (368,374) 55,256 (313,118) (244,667) 36,700 (207,967)

Unrealized gain on certificates of deposit issued by
Central Bank of Lebanon - - - 8,382 (1,258) 7,124

Unrealized gain on equity securities 3,212,223 (481,833) 2,730,390 309,328 (46,399) 262,929
2,843,849 (426,577) 2,417,272 73,043 (10,957) 62,086

D e c e m b e r  3 1 ,  2 0 0 7 D e c e m b e r  3 1 ,  2 0 0 6

The movement of the cumulative change in fair value  of available-for-sale investment securities is as follows:

Interest income realized on impaired loans and adva nces to customers represent recoveries of interest.  Accrued interest on
impaired loans and advances is not recognized until  recovery / rescheduling agreements are signed with  customers.

2007 2006
LBP'000 LBP'000

Balance - January 1 (Before deferred tax) 73,043 309,328
Unrealized gain/(loss) on:
- Lebanese government bonds (123,707) (244,667)
- Certificates of deposit issued by Central Bank of Lebanon - 8,382
- Equity securities 2,902,895 -
Transfer to profit or loss (8,382) -
Balance - December 31 (Before deferred tax) 2,843,849 73,043

Deferred tax liability (Note 17) (426,577) (10,957)

Balance - December 31 (After deferred tax) 2,417,272 62,086

24. INTEREST  INCOME

This caption consists of the following:

2007 2006
LBP'000 LBP'000

Deposits with Central Bank of Lebanon 3,852,956 3,171,232
Deposits with banks and financial institutions 3,027,901 2,154,156
Available-for-sale investment securities 214,092 179,764
Held-to-maturity investment securities 17,229,664 18,231,631
Loans and advances to customers 14,005,784 10,932,383
Loans and advances to related parties 118,534 392,590
Interest realized on impaired  loans and advances to customers 1,951,419 875,846

40,400,350 35,937,602
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25. INTEREST  EXPENSE

This caption consists of the following:

2007 2006
LBP'000 LBP'000

Deposits and borrowings from banks 108,176 16,900
CustomersÕ deposits and credit balances 26,851,618 23,452,121
Related partiesÕ deposits and credit balances 2,581,574 2,218,872

29,541,368 25,687,893

26. FEE AND COMMISSION INCOME

This caption consists of the following:

2007 2006
LBP'000 LBP'000

Commission on documentary credits 21,640 24,741
Commission on letters of guarantee 315,444 314,938
Service fees on customersÕ transactions 787,848 817,991
Brokerage fees 266,942 344,302
Commission on transactions with banks 1,127 1,249
Asset management fees 107,010 129,647

1,500,011 1,632,868

28. OTHER OPERATING INCOME

This caption consists of the following:

2007 2006
LBP'000 LBP'000

Gain on sale of Certificates of Deposit issued by
Central Bank of  Lebanon classified as available-for-sale 8,382 -
Dividends on available for-sale securities 76,148 136,653
Net foreign exchange gain 171,109 159,336
Others 178,613 168,180

434,255 464,169

27. FEE AND COMMISSION EXPENSE

This caption consists of the following ::

2007 2006
LBP'000 LBP'000

Commission on transactions with banks 234,607 331,308
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29. STAFF COSTS

This caption consists of the following:

30. FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISKS

The guarantees and standby letters of credit and th e documentary and commercial letters of credit repr esent financial

instruments with contractual amounts representing c redit risk.  The guarantees and standby letters of credit represent irrev-

ocable assurances that the Bank will make payments in the event that a customer cannot meet its obliga tions to third par-

ties and are not different from loans and advances on the balance sheet.  However, documentary and com mercial letters of

credit, which represent written undertakings by the  Bank on behalf of a customer authorizing a third p arty to draw drafts

on the Bank up to a stipulated amount under specifi c terms and conditions, are collateralized by the u nderlying shipments

documents of goods to which they relate and, theref ore, have significantly less risks.

2007 2006
LBP'000 LBP'000

Salaries, bonuses and other benefits 6,493,296 5,939,539
Social security contributions 778,689 766,948
Provision for end-of-service indemnities 513,580 112,881
Board of directorsÕ remuneration fees 229,076 341,511

8,014,641 7,160,879

31. FIDUCIARY ACCOUNTS

Fiduciary accounts consist of the following:

CustomersÕ Base Accounts
Resident Non-Resident Total

LBPÕ000 LBPÕ000 LBPÕ000

Fiduciary deposits with banks 3,214,383 - 3,214,383
Shares in custody 5,533,995 5,226,100 10,760,095
Back to back lending 7,853,979 15,245,691 23,099,670

16,602,357 20,471,791 37,074,148

D e c e m b e r  3 1 ,  2 0 0 7

CustomersÕ Base Accounts
Resident Non-Resident Total

LBPÕ000 LBPÕ000 LBPÕ000

Fiduciary deposits with banks 3,508,136 - 3,508,136
Shares in custody 3,253,705 3,936,412 7,190,117
Back to back lending 7,835,453 16,579,477 24,414,930

14,597,294 20,515,889 35,113,183

D e c e m b e r  3 1 ,  2 0 0 6
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Back to Back lending  are subject to interest diffe rential of 0.5% to 2% representing a fee income.  T he BankÕs participation

in the credit risk of the above debtors amounts to LBP15billion (USD10million) as of December 31, 2007  (LBP14billion the

equivalent of USD9.5million in 2006).

32. BALANCES / TRANSACTIONS WITH RELATED PARTIES

In the ordinary course of its activities, the Bank conducts transactions with related parties includin g shareholders, directors,

subsidiaries and associates.  Balances with related  parties consist of the following:

Interest rates charged on balances outstanding are the same rates that would be charged in an armÕs tr ansaction. Secured

loans and advances are covered by pledged deposits of the respective borrowers to the extent of LBP2.0 3billion in 2007

(LBP2.11billion in 2006).

The remunerations of executive management and board  of directors amounted to LBP1.2billion during 2007  (LBP1.02bil-

lion during 2006).

The Bank rented from ÒEl-Bustan Hotel S.A.L.Ó a plo t for the period from June 1, 2007 till May 31, 200 8 against an annual

fee of LBP2million.

The Bank has signed a consulting contract with ÒFin serve LimitedÓ for financial services.  Total consu lting fees during 2007

amounted to LBP242million (LBP335million during 200 6).

2007 2006
LBP'000 LBP'000

Shareholders, directors and other key management
personnel and close family members:
Direct facilities and credit balances:
- Secured loans and advances 64,583 2,938
- Deposits 20,541,255 17,748,056

Indirect facilities:
- Letters of guarantee 48,964 9,388

Sister companies:
Direct facilities and credit balances:
- Secured loans and advances 2,056,635 2,108,574
- Deposits 31,244,089 28,868,570

Indirect facilities:
- Letters of guarantee 106,618 1,372,218

D e c e m b e r  3 1 ,
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33. CASH AND CASH EQUIVALENTS

Cash and cash equivalents for the purpose of the ca sh flows statement consist of the following:

34. CAPITAL MANAGEMENT

The Bank manages its capital to comply with the capi tal adequacy requirements set by Central Bank of Le banon.

Central Bank of Lebanon requires each bank or banki ng group to hold a minimum level of regulatory capi tal of LBP10bil-

lion for the head office and LBP250million for each  local branch.  Furthermore, the minimum capital ad equacy ratio set by

the regulator is 12% (Basel I).

The BankÕs capital is split as follows:

Tier I capital: Comprises share capital of ShareholdersÕ cash contr ibution to capital, reserves from appropriation of

profits, retained earnings (exclusive of current ye arÕs net profit).

Time deposits with and from Central Bank of Lebanon  and banks and financial institutions represent int er-bank placements

and borrowings with an original term of 90 days or less.

The Following investing activities that represent n on-cash items were excluded from the cash flow stat ement:

1. Increase in fair value of available for sale sec urities in the amount of LBP2.4billion during 2007 (LBP201million

during 2006).

2. Assets acquired in satisfaction of debt in the a mount of LBP5.3billion during 2007 (LBP6.1billion d uring 2006)

3. Provisions transferred from ShareholdersÕ deposi ts in the amount of LBP190million (LBP813million tr ansferred

from shareholdersÕ deposits in 2006).

4. Increase in the revaluation of real estate prope rty in the amount of LBP2.5billion during 2006.

2007 2006
LBP'000 LBP'000

Cash 4,967,237 5,306,555
Current accounts with Central Bank 4,562,788 4,531,230
Term placements with banks and financial institutions 71,148,620 56,070,049
Current accounts with banks and financial institutions 3,685,590 4,447,135
Checks in course of collection 2,400 652,165
Deposits and borrowings from banks (7,936,108) (29,115)

76,430,527 70,978,019

D e c e m b e r  3 1 ,
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Tier II capital: Comprises cumulative change in fair value of availa ble-for-sale securities and revaluation surplus of

owned properties.

Also, various limits are applied to the elements of  capital base: Qualifying Tier II capital cannot ex ceed Tier I capital.

The Bank has complied with imposed capital requirem ents throughout the period.

The BankÕs capital adequacy ratio was as follows:

35. FINANCIAL RISK MANAGEMENT

The Bank has exposure to the following risks from i ts use of financial instruments:

- Credit risk

- Liquidity risk

- Market risk

- Operational risk

The risk management framework is briefly outlined a s follows:

The Board of Directors

The Board of Directors, through the Management Comm ittee is responsible for establishing the BankÕs go als and objectives

and overseeing the establishment, implementation an d review of the BankÕs risk management system.

The Chairman is responsible for the efficient funct ioning of the Board and for developing the BankÕs r isk strategies that

direct the ongoing BankÕs activities to achieve goa ls and objectives.

The Chief Executive Officer

The Chief Executive officer (CEO) is responsible fo r the implementation of the risk management process  and ultimately

responsible for the management of business risks as  well as for the monitoring and assessing of the pe rformance of the

risk management system by creating a supportive env ironment that encourages effective risk management.

2007 2006
LBP'000 LBP'000

Total regulatory capital 53,956,000 49,944,000
Risk-weighted assets 228,338,000 195,252,200
Risk weighted off-balance sheet items 21,574,000 15,406,000
Capital adequacy ratio 21.60% 23.71%

D e c e m b e r  3 1 ,
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The Risk Management Department

The Risk Management Department is responsible for f ormulating a risk management strategy to handle ide ntified risks

such as credit risk on a portfolio level, liquidity  risk and interest rate risk in the banking book an d operational risk.

The Risk Management Department cooperates with the BankÕs managers at all levels across the organizati on namely, the

Credit Risk Management Department, the Capital Mark et, the Treasury Department, the Internal Audit Dep artment and the

Information Technology Department. 

The Internal Audit Department

The internal audit department is accountable to the  board and is responsible of providing assurance on  all aspects of risk

management strategy and practices in the risk manag ement department and ensuring recommendations in au dit and eval-

uation reports, and evaluating the risk of implemen ting or not implementing a given recommendation.

A. Credit Risk

Credit risk is the risk of financial loss to the Ba nk if counterparty to a financial instrument fails to discharge an obligation.

Financial assets that are mainly exposed to credit risk are deposits with banks, loans and advances to  customers and other

banks and investment securities. Credit risk also a rises from off-balance sheet financial instruments such as letters of cred-

it and letters of guarantee.

Concentration of credit risk arises when a number o f counterparties are engaged in similar business ac tivities, or activities

in the same geographical region, or have similar ec onomic features that would cause their ability to m eet contractual oblig-

ations to be similarly affected by changes in econo mic, political or other conditions.  Concentration of credit risk indicate

the relative sensitivity of the BankÕs performance affecting a particular industry or geographical loc ation.

1. Management of Credit Risk

The oversight of the BankÕs credit risk mainly incl udes the following:

¥ Formulating credit policies mainly covering credit assessment, documentation re quirements, collateral require-

ments and compliance with regulatory requirements.

The Bank has established that no loan is granted wi thout eligible collateral. Eligible collateral incl udes blocked

funds, real estate mortgage, bankÕs guarantee, secu rities, bills  and personal guarantee in certain ca ses.

Clean overdraft facilities can be granted if the co unterpartyÕs ability for repayment is positively as sessed.

¥ Establishing the authorization structure for the approval and renewal of credit facilities.
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¥ Limiting concentration of exposures to counterparties and industries.

The Bank has made restrictions  on credit facilitie s for certain sectors unless secured by cash collat eral or bank

guarantee.

Local banking regulations stipulate that aggregate facilities granted to a resident counterparty or gr oup of relat-

ed counterparties should not exceed 20% of the shar eholdersÕ equity, (5% in case of non-resident count erparties).  

¥ Classification of exposures in line with the categorization provided by the Cen tral Bank of Lebanon.

2. Measurement of Credit Risk

Loans and advances to customers

In measuring credit risk of loans and advances the Bank considers the following:

¥ Ability of the counterparty to honor its contractua l obligations based on the accountÕs performance, r ecurring

overdues and related reasons and the counterpartyÕs  financial position;

¥ Exposure levels of the counterparty and unutilized credit limits granted;   

¥ Exposure levels of the counterparty with other bank s;

¥ Purpose of the credit facilities granted to the cou nterparty and conformity of utilization by the coun terparty. 

In accordance with the Central Bank of Lebanon dire ctives, the BankÕs customers are categorized into 5  classifications as

described below:
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Classification Description

1 Standard monitoring Indicates that borrowers are a ble to honor their commitments and there is no rea-

son to doubt their ability to repay principal and i nterest in full and in a timely man-

ner. Some of the indicators related to this categor y are: continuous cash inflows,

timely submission of financial statements and/or su fficient collateral.

2 Special monitoring

(Watch list) Indicates that borrowers are able to ho nor their current commitments, although

repayment may be adversely affected by specific fac tors. Such borrowers are sub-

ject to special monitoring. Major characteristics o f this category are: inadequate

loan information such as annual financial statement s availability, condition of and

control over collateral held is questionable and / or declining profitability.

3 Substandard Indicates that borrowersÕ ability to se rve their commitments is in question. In this

context, borrowers cannot depend on their normal bu siness revenues to pay back

principal and interest, i.e. losses may occur. The main characteristics of this cate-

gory are severe decline in profitability and in cas h inflows. In this case, the Group

considers interests and commissions as unrealized b ut does not establish an

allowance for impairment.

4 Doubtful Indicates that borrowers cannot honor thei r commitments in full and on time.

Significant losses will be incurred even collateral  held is invoked due to payment

overdues. The net realizable value of collateral he ld is insufficient to cover payment

of principal and interest. In this case, the Group considers interests and commis-

sions as unrealized and established an allowance fo r impairment accordingly.

5 Bad Indicates that commitments cannot be covered ev en after taking all possible mea-

sures and resorting to necessary legal procedures. Some signals of this category

would be inexistence of collateral low value of col lateral and / or, losing contact

with the borrower. In this case, the bank considers  interests and commissions as

unrealized, ceases their accumulation, and provides  the whole amount of the expo-

sureÕs balance.

3 - Financial assets with credit risk exposure and related concentrations

(a) Exposure to credit risk and concentration by co unterparty:

The tables below reflect the BankÕs exposure to cre dit risk by counterparty for the different categori es of financial assets: 

(a.1) Deposits with banks and financial institutions :
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LBP Base Accounts F/Cy Base Accounts
Number of Number of

Bracket Amount Counterparties Amount Counterparties

LBPÕ000 LBPÕ000

Less than LBP5billion 37,500 8 15,860,346 54
Between LBP5billion and LBP15billion - - 5,650,914 1
Between LBP15billion and LBP30billion - - 54,818,860 3

37,500 8 76,330,120 58

D e c e m b e r  3 1 ,  2 0 0 7

LBP Base Accounts F/Cy Base Accounts
Number of Number of

Bracket Amount Counterparties Amount Counterparties

LBPÕ000 LBPÕ000

Less than LBP5billion 50,246 8 13,816,784 55
Between LBP5billion and LBP15billion - - 48,822,927 5

50,246 8 62,639,711 60

(a.2) Loans and advances to customers:

2007 2006
Number of Number of

Bracket Amount Counterparties Amount Counterparties

LBPÕ000 LBPÕ000

Less than LBP250million 21,163,033 1,074 13,738,691 1,145
Between LBP250million and LBP750million 6,227,305 29 8,672,516 39
Between LBP750million and LBP1.5billion 9,454,148 18 15,215,431 25
Between LBP1.5billion and LBP4billion 29,017,851 19 12,224,254 18
Between LBP4billion and LBP6.5billion 13,374,000 2 17,459,455 6
Over LBP6.5billion 114,134,005 10 100,704,874 12

193,370,342 1,152 168,015,221 1,245

D e c e m b e r  3 1 ,  2 0 0 6

Annual 2007 .qxd  24/10/2008  08:41 AM  Page 55



56

Notes to the Consolidated
Financial Statements

(b) Fair value of collateral received against loans  and advances to customers:

Fair Value of Collateral Received
Gross Pledged First Degree

Exposure Net of Allowance for Guarantee Net Pledged Mortgage
Unrealized Interest Impairment Fund Exposure Funds on Property Total

LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000

Regular loans and advances 161,560,700 - (1,789,641) 159,771,059 59,172,946 63,581,426 122,754,372
161,560,700 - (1,789,641) 159,771,059 59,172,946 63,581,426 122,754,372

Individually impaired:
Restructured 6,096,542 - - 6,096,542 - 1,249,505 1,249,505
Substandard 18,501,599 - - 18,501,599 3,230,976 14,861,098 18,092,074
Doubtful 26,172,106 (6,577,187) (10,593,777) 9,001,142 45,225 8,028,572 8,073,797

50,770,247 (6,577,187) (10,593,777) 33,599,283 3,276,201 24,139,175 27,415,376
212,330,947 (6,577,187) (12,383,418) 193,370,342 62,449,147 87,720,601 150,169,748

D e c e m b e r  3 1 ,  2 0 0 7

Fair Value of Collateral Received
Gross Pledged First Degree

Exposure Net of Allowance for Guarantee Net Pledged Mortgage
Unrealized Interest Impairment Fund Exposure Funds on Property Total

LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000

Regular loans and advances 128,441,297 - (1,667,975) 126,773,322 38,238,221 62,913,612 101,151,833
128,441,297 - (1,667,975) 126,773,322 38,238,221 62,913,612 101,151,833

Individually impaired:
Restructured 5,505,369 - - 5,505,369 - 1,356,750 1,356,750
Substandard 18,421,183 - - 18,421,183 2,516,207 14,952,051 17,468,258
Doubtful 35,877,136 (8,035,954) (10,525,835) 17,315,347 - 15,745,642 15,745,642

59,803,688 (8,035,954) (10,525,835) 41,241,899 2,516,207 32,054,443 34,570,650
188,244,985 (8,035,954) (12,193,810) 168,015,221 40,754,428 94,968,055 135,722,483

D e c e m b e r  3 1 ,  2 0 0 6
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Estimates of fair value for other collateral are ba sed on the value of collateral assessed at the time  of borrowing, and gen-

erally is individually assessed as impaired. 

(c) Concentration of financial assets by industry o r sector:

Subsequent to the balance sheet date, debt securiti es representing sovereign risk were downgraded to C CC+ by Standard

and Poor rating agency while still maintained at B-  by Fitch and MoodyÕs rating agencies.  No provisio n for impairment was

booked by the bank on the basis that historical exp erience showed no previous default by the Lebanese Government.

Real Estate Consumer
Financial Development Goods Trading Private

Sovereign Services and Trading and Services Individual Other Total

LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ00

Cash and Central Bank 102,167,077 - - - - - 102,167,077
Deposits with banks - 76,367,620 - - - - 76,367,620
Loans and advances to customers 966,000 7,765,000 84,070,342 46,927,000 20,085,000 33,557,000 193,370,342
Available-for-sale investments 2,763,229 4,196,796 - - - - 6,960,025
Held-to-maturity investments 189,209,064 - - - - - 189,209,064

295,105,370 88,329,416 84,070,342 46,927,000 20,085,00033,557,000 568,074,128

D e c e m b e r  3 1 ,  2 0 0 7

Real Estate Consumer
Financial Development Goods Trading Private

Sovereign Services and Trading and Services Individual Other Total

LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ00

Cash and Central Bank 83,573,538 - - - - - 83,573,538
Deposits with banks - 62,689,957 - - - - 62,689,957
Loans and advances to customers 1,057,000 305,000 87,367,915 55,445,023 8,400,761 15,439,522 168,015,221
Available-for-sale investments 2,998,033 1,358,815 - - - - 4,356,848
Held-to-maturity investments 195,872,231 - - - - - 195,872,231

283,500,802 64,353,772 87,367,915 55,445,023 8,400,761 15,439,522 514,507,795

D e c e m b e r  3 1 ,  2 0 0 6
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(d) Concentration of financial assets and liabiliti es by geographical area:

Middle East North

Lebanon and Africa America Europe Other Total

LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000

Financial Assets

Cash and Central Bank 102,167,077 - - - - 102,167,077
Deposits with banks 7,026,739 33,741 5,681,883 63,606,407 18,850 76,367,620
Loans and advances to customers 175,229,342 621,000 - 17,520,000 - 193,370,342
Available-for-sale investments 6,960,025 - - - - 6,960,025
Held-to-maturity investments 189,209,064 - - - - 189,209,064

480,592,247 654,741 5,681,883 81,126,407 18,850 568,074,128

Financial Liabilities:

Deposits and borrowings
from banks 25,975 - - 7,955,045 - 7,981,020

CustomersÕ deposits and credit 
balances 453,201,001 7,697,000 2,068,000 27,998,000 129,000 491,093,001
Related partiesÕ deposits and
credit balances 51,785,344 - - - - 51,785,344
ShareholdersÕ accounts 3,623,255 - - - - 3,623,255

508,635,575 7,697,000 2,068,000 35,953,045 129,000 554,482,620

Middle East North

Lebanon and Africa America Europe Other Total

LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000

Financial Assets

Cash and Central Bank 83,573,538 - - - - 83,573,538
Deposits with banks 1,806,550 36,801 9,118,918 51,713,041 14,647 62,689,957
Loans and advances to customers 152,264,221 36,000 - 15,715,000 - 168,015,221
Available-for-sale investments 4,356,848 - - - - 4,356,848
Held-to-maturity investments 195,872,231 - - - - 195,872,231

437,873,388 72,801 9,118,918 67,428,041 14,647 514,507,795

Financial Liabilities

Deposits and borrowings
from banks 29,115 - - - - 29,115

CustomersÕ deposits and credit
balances 414,992,632 4,801,000 2,558,000 24,607,000 654,000 447,612,632

Related partiesÕ deposits and
credit balances 46,616,626 - - - - 46,616,626

ShareholdersÕ accounts 3,812,863 - - - - 3,812,863
465,451,236 4,801,000 2,558,000 24,607,000 654,000 498,071,236

D e c e m b e r  3 1 ,  2 0 0 7

D e c e m b e r  3 1 ,  2 0 0 6
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B. Liquidity Risk

Liquidity risk is the risk that the Bank will be un able to meet its net funding requirements.  Liquidi ty risk can be caused by

market disruptions or credit downgrades, which may cause certain sources of funding to dry up immediat ely.

The Bank manages the liquidity risk through a well defined policy and procedure set by the ALCO Commit tee.  The objec-

tive is to monitor the maturity profile of BankÕs f inancial assets and liabilities it enables manageme nt to ensure that ade-

quate liquidity ratio is in compliance with the req uired limit set by the legal authorities.

One of the important tasks of the BankÕs Management  is to ensure the adequate liquidity by computing, on weekly basis,

the amount of obligatory reserve and the expected l iquidity situation for the week.  Moreover, on mont hly basis the liq-

uidity ratio is calculated according to circular No . 236 of the Banking Control Commission and No. 16 of Central Bank of

Lebanon.

In case of liquidity deficit or liquidity gap the H ead of treasury department will borrow funds to cov er deficit amount.  In

case of liquidity surplus the liquidity surplus wil l be invested to maximize the BankÕs return.
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Residual contractual maturities of financial assets  and liabilities:

The tables below show the BankÕs financial assets a nd liabilities in Lebanese Pounds and foreign curre ncies base accounts

segregated by maturity:

LBP Base Accounts
Not Subject 1 to 3 3 to 5 Over 5
to Maturity Up to 1 Year Years Years Years Total

LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000

Financial Assets

Cash and Central Bank 17,744,041 11,250,000 - - - 28,994,041
Deposits with banks and financial institutions 33,956 3,544 - - - 37,500
Loans and advances to customers 1,347,051 8,938,961 961,089 1,226,082 4,073,868 16,547,051
Available-for-sale investment securities 4,107,945 - - - - 4,107,945
Held-to-maturity investment securities 2,193,340 25,118,201 52,565,575 3,971,184 - 83,848,300

25,426,333 45,310,706 53,526,664 5,197,266 4,073,868 133,534,837

Financial Liabilities

Deposits and borrowings from banks - - - - - -
CustomersÕ deposits and credit balances 4,369,166 116,069,499 - - - 120,438,665
Related partiesÕ deposits and credit balances 638,749 545,496 - - - 1,184,245
ShareholdersÕ accounts - - - - - -

5,007,915 116,614,995 - - - 121,622,910
Maturity Gap 20,418,418 (71,304,289) 53,526,664 5,197,266 4,073,868 11,911,927

D e c e m b e r  3 1 ,  2 0 0 7

F/Cy Base Accounts
Not Subject 1 to 3 3 to 5 Over 5
to Maturity Up to 1 Year Years Years Years Total

LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000

Financial Assets

Cash and Central Bank 7,596,786 65,576,250 - - - 73,173,036
Deposits with banks and financial institutions 3,903,669 72,426,451 - - - 76,330,120
Loans and advances to customers 26,155,690 149,153,779 640,646 594,070 279,106 176,823,291
Available-for-sale investment securities 140,540 - - - 2,711,540 2,852,080
Held-to-maturity investment securities 1,683,313 9,041,546 19,652,818 19,285,800 55,697,287 105,360,764

39,479,998 296,198,026 20,293,464 19,879,870 58,687,933434,539,291

Financial Liabilities

Deposits and borrowings from banks 44,912 7,936,108 - - - 7,981,020
CustomersÕ deposits and credit balances 21,576,498 349,077,838 - - - 370,654,336
Related partiesÕ deposits and credit balances 3,750,795 46,850,304 - - - 50,601,099
ShareholdersÕ accounts 3,623,255 - - - - 3,623,255

28,995,460 403,864,250 - - - 432,859,710
Maturity Gap 10,484,538 (107,666,224) 20,293,464 19,879,870 58,687,933 1,679,581

D e c e m b e r  3 1 ,  2 0 0 7
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LBP Base Accounts
Not Subject 1 to 3 3 to 5 Over 5
to Maturity Up to 1 Year Years Years Years Total

LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000

Financial Assets

Cash and Central Bank 17,398,102 2,000,000 - - - 19,398,102
Deposits with banks and financial institutions 46,902 3,344 - - - 50,246
Loans and advances to customers - 3,676,901 1,489,008 555,960 1,689,748 7,411,617
Available for sale investment securities 1,205,050 - - - - 1,205,050
Held-to-maturity investment securities 2,542,934 35,369,007 40,075,687 19,382,853 - 97,370,481

21,192,988 41,049,252 41,564,695 19,938,813 1,689,748 125,435,496

Financial Liabilities

Deposits and borrowings from banks - - - - - -
CustomersÕ deposits and credit balances 3,550,502 112,162,607 - - - 115,713,109
Related partiesÕ deposits and credit balances 382,103 977,032 - - - 1,359,135
ShareholdersÕ accounts - - - - - -

3,932,605 113,139,639 - - - 117,072,244
Maturity Gap 17,260,383 (72,090,387) 41,564,695 19,938,813 1,689,7488,363,252

D e c e m b e r  3 1 ,  2 0 0 6

F/Cy Base Accounts
Not Subject 1 to 3 3 to 5 Over 5
to Maturity Up to 1 Year Years Years Years Total

LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000

Financial Assets

Cash and Central Bank 8,263,500 55,911,936 - - - 64,175,436
Deposits with banks and financial institutions 5,291,631 57,348,080 - - - 62,639,711
Loans and advances to customers 35,736,530 122,297,259 1,708,949 665,599 195,267 160,603,604
Available-for-sale investment securities 208,218 - - - 2,943,580 3,151,798
Held-to-maturity investment securities 1,674,463 765,916 23,452,893 12,775,148 59,833,330 98,501,750

51,174,342 236,323,191 25,161,842 13,440,747 62,972,177389,072,299

Financial Liabilities

Deposits and borrowings from banks - 29,115 - - - 29,115
CustomersÕ deposits and credit balances 18,134,893 313,764,630 - - - 331,899,523
Related partiesÕ deposits and credit balances 4,287,021 40,970,470 - - - 45,257,491
ShareholdersÕ accounts 3,812,862 - - - - 3,812,862

26,234,776 354,764,215 - - - 380,998,991

Maturity Gap 24,939,566 (118,441,024) 25,161,842 13,440,747 62,972,177 8,073,308

D e c e m b e r  3 1 ,  2 0 0 6
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C. Market Risk

The market risk is the risk that the fair value or future cash flows of a financial instrument will be  affected because of

changes in market prices such as interest rate, equ ity prices, foreign exchange and credit spreads. 

The non availability of assets for trading in the b anking book renders the Market Risk limited to the foreign exchange risk.

The Bank covers the exchange risk that might affect  its financial position and its profitability. In t his respect, the exchange

position limits are set and authorized by the ALCO Committee. Furthermore the bank hedges its capital against currency

fluctuation by maintaining a fixed position in fore ign currency in line with the regulatory authorized  limits.

Foreign Exchange risk

Below is the carrying value of financial assets and  liabilities segregated by major currencies to refl ect the BankÕs exposure

to foreign currency exchange risk at year end:

LBP USD Euro Other Total
LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000

Financial Assets

Cash and Central Bank 28,994,041 72,330,100 709,519 133,417 102,167,077
Deposits with banks and financial

institutions 37,500 52,188,191 20,851,757 3,290,172 76,367,620
Loans and advances to customers 16,547,051 143,053,522 19,990,057 13,779,712 193,370,342
Available for sale investment securities 4,107,945 2,852,080 - - 6,960,025
Held-to-maturity investment securities 83,848,300 105,360,764 - - 189,209,064

133,534,837 375,784,657 41,551,333 17,203,301 568,074,128

Financial Liabilities

Deposits and borrowings from banks - 25,975 - 7,955,045 7,981,020
CustomersÕ deposits and credit balances 120,438,665 320,957,967 40,979,253 8,717,116 491,093,001
Related partiesÕ deposits and credit balances 1,184,245 49,547,296 509,096 544,707 51,785,344
ShareholdersÕ accounts - 3,623,255 - - 3,623,255

121,622,910 374,154,493 41,488,349 17,216,868 554,482,620
Net exchange position 11,911,927 1,630,164 62,984 (13,567) 13,591,508

D e c e m b e r  3 1 ,  2 0 0 7
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LBP USD Euro Other Total
LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000

Financial Assets

Cash and Central Bank 19,398,102 61,935,483 2,148,956 90,997 83,573,538
Deposits with banks and financial

institutions 50,246 43,480,246 15,317,279 3,842,186 62,689,957
Loans and advances to customers 7,411,617 142,681,98017,921,078 546 168,015,221
Available for sale investment securities 1,205,050 3,151,798 - - 4,356,848
Held-to-maturity investment securities 97,370,481 98,501,750 - - 195,872,231

125,435,496 349,751,257 35,387,313 3,933,729 514,507,795

Financial Liabilities

Deposits and borrowings from banks - 29,115 - - 29,115
CustomersÕ deposits and credit balances 115,713,109 293,374,140 35,134,529 3,390,854 447,612,632
Related partiesÕ deposits and credit balances 1,359,135 44,497,500 573,429 186,562 46,616,626
ShareholdersÕ accounts - 3,812,862 - - 3,812,862

117,072,244 341,713,617 35,707,958 3,577,416 498,071,235
Net exchange position 8,363,252 8,037,640 (320,645) 356,313 16,436,560

D e c e m b e r  3 1 ,  2 0 0 6

Interest rate risk

Below is a summary of the BankÕs interest rate gap position on financial assets and liabilities reflec ted at carrying amounts

at year end segregated between floating and fixed i nterest rate earning or bearing and between Lebanes e Pound and for-

eign currencies base accounts:
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D. Operational Risk

Operational risk is the risk that might cause losse s to the Bank resulting from deficiency in computer  processing, from defi-

ciencies and lack of procedures, and inappropriate behavior of employees.  The Bank manages this risk through segrega-

tion of duties, access, authorization and reconcili ation procedures and training to employees.

Most of the financial assets and liabilities except  held to maturity securities carry maturities of le ss than one year and thus

their fair value approximate their carrying value.  Fair value of held-to-maturity securities are disc losed under Note 8.  The

estimated fair value of held-to-maturity investment  securities is based on current yield curve appropr iate for the remaining

period to maturity.

37. COMPARATIVE FINANCIAL STATEMENTS

Prior period financial information was restated for  the effect of certain corrections as detailed belo w:

Certain 2006 comparative figures were reclassified to conform to the current yearÕs presentation.

38. APPROVAL OF THE FINANCIAL STATEMENTS

The financial statements for the year ended Decembe r 31, 2007 were approved by the Board of Directors in its meeting held

on May 28, 2008.

Notes to the Consolidated
Financial Statements

Assets Equity

Regulatory
Properties Reserve for
Acquired in Assets Acquired

Satisfaction of in Satisfaction Retained 2006
Loans of Loans Earnings Net Profit

LBPÕ000 LBPÕ000 LBPÕ000 LBPÕ000

Reclassification of regulatory reserve for 
foreclosed assets to equity previously reported as
contra assets as per previous directives of Central Bank 978,544 978,544 - -

Reversal of 2006 regulatory reserve for
foreclosed assets previously booked to profit or
loss as per previous directives of Central Bank - - (16,676) 16,676

Reversal of 2006 release of regulatory reserve
upon disposal of foreclosed assets previously
booked to profit or loss as per previous directives
of Central Bank - - 448,783 (448,783)

Adjustment of release of revaluation surplus
upon disposal in 2006 of foreclosed properties
erroneously booked to 2006 income - - 329,208 (329,208)

978,544 978,544 761,315 (761,315)
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