Al Jazeera Steel Products Co. SAOG
Chairman’s Report-31 December, 2008
Dear Shareholder
On behalf of the Board of Directors, I would like to welcome you to the Eleventh Annual
General Meeting of the Company to present the Annual Report, Audited Financial
Statements and Auditors Report for the year ended 31 December 2008.

Overview of the steel industry impact on our business
In the first 8 months of 2008 we have witnessed a growth in most of the world
economies which resulted in severe shortages of most the raw material needed by
industry, from oil to steel and also we witnessed shortages in staple food stuff from rice
to wheat. These shortages drove up the prices for these and other products; effectively
creating inflationary pressures. Likewise we saw severe shortages and unprecedented
price rises for Hot Rolled Coils (HRC), the main raw material needed for pipes; we also
witnessed tremendous demand for our pipes, in-fact we could have sold a greater
volume of pipe had we managed to produce them; this was not possible for various
reasons, whether it be due to non availability of HRC or due to production constraints.
The result of this was record profits for the 9 months; the outlook in September was a
continuation of these excellent results for the balance of the year.
The mortgage crisis in United States overnight changed all of this. We saw commodity
(including steel) prices tumble; demand for everything disappear and sentiment and
confidence evaporate, resulting in stock market crashes all over the world. In the steel
industry major manufacturers announced substantial cuts in production to arrest the
price falls; but this and other measures produced no positive result.
Economies started seeing the impact of these dramatic events. Construction industry is
being hit the hardest. We are witnessing a slow down of new construction all around the
GCC with many of the projects being either postponed or cancelled.
Operational Performance
With the steep fall in demand, our inventory levels suddenly became excessive, as the
incoming was greater than the outgoing. In addition with the steep fall in the HRC prices,
our ordered stocks were coming in at higher cost than market prices, which was
resulting in losses on inventory valuation. As can be seen below, operationally we have
seen a dramatic growth over 2007, in-spite of the slowdown down of the last few months
of 2008.
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Financial Highlights
Particulars

31 December 2008

31 December 2007

Percentage of
Increase

Production – MT

179,314

141,718

27%

Sales – MT

176,702

139,623

26%

Sales – RO

78,435,733

44,495,120

76%

Profit / (Loss)(in RO)

1,719,062

1,630,592

5%

As the above figures show, the company has seen substantial growth over the previous
year, bearing in mind that the last 3 months of 2008 saw a drop in demand/sales. I
believe your company’s management managed to capitalize well on the positive market
conditions. We saw growth both in the GCC as well as exports.
Outlook for the future
There is no doubt there is a lot of uncertainty as to the where world economies are going
and what the time frame for this recovery is. I believe the damage done to economies
are deep and will take time to heal; and any recovery will first take place in United Sates
where this calamity started. I have no doubt most or part of 2009 is going to be difficult to
put it mildly. Working within this environment will put the management through a lot of
pressure. But I believe your company has many strong points that should not be
forgotten; these are:
1. Due to the capital injection that the company received due to selling a major
shareholding to Global Buyout Fund in 2007, has put the company in a strong
position, withstanding the current financial shock better. In addition it needs to be
borne by the shareholders that your company’s book value stands at almost
0.250 baizas per share, this might surprise some of the shareholders considering
that currently (23/2/2009) the shares are trading at almost 75% its book value.
2. Under the present economic and financial scenario I do not see that the demand
for our pipe products would remain the same as in 2008, however with the
introduction of the Merchant Bar Mill Products we expect to soften the fall in
production and sales in comparison to last year. Currently the production and
supply level of merchant bars within the GCC is quite low, and a substantial
quantity is met by imports, so I foresee this product will make up for part of the
shortfall in pipe demand. The challenge on the management will be speed of
putting this mill into full operation and making the needed sales in-roads.
3. It is necessary to work with a low inventory level. This will present challenges, but
I have no doubt the management will rise to the challenge.
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In addition to the above points, we should not forget, economies will come back to life
and when this happens your company will have the infrastructure to take full advantage
of these. These advantages are;
•

Oman and specially Sohar gives us a competitive cost base. With the
proximity of the port and the relatively lower cost base of Sohar, I believe
Jazeera has a low cost base. In times of hardship this is a critical factor in
our favor.

•

Proactive cost cutting measures in various forms have been put in place

•

With the addition of the merchant bar mill your company’s capacity will
reach 600,000 tons per year. Last year only the pipe mill was in
operation. With the addition of this new operation your company will climb
to new height when normality returns.

•

Jazeera is listed on the Dubai Financial Market, making it the only Omani
company listed there.

•

The company has added API certificate to its accreditation, this opens up
a lucrative segment to our products (oil field application).

2009 will certainly be a difficult year for most of the world economies, unlike many of our
competitors in the region, we feel Jazeera’s financials are strong enough to withstand
this shock; with the expected demise of these financially weaker players in the market it
gives potential opportunity for Jazeera to start enjoying an increased market share. The
positive impact of such a development to materialize will take some time to percolate
therefore patience is the key factor.
I would here like to share with the shareholders that I am aware the hurt they have faced
because of the steep fall in the share price. Be assured that the board shares in this pain
as well, as the board represents approximately 80% of the shares of Jazeera Steel. As
mentioned earlier, it is surprising that shares are trading well below their book price, and
as a major shareholder I find that hard to understand. I believe weak sentiments have
led those shareholders to sell their shares at these low levels, because fundamentals’
paint a different picture. It is true that Jazeera as well as other companies will face
severe challenges this year I believe the share price movement has shown that
shareholders have over reacted.
Internal Control System and their adequacy
The company has proper and adequate systems of internal controls to ensure that all the
assets are safeguarded and protected against unauthorized use or disposition and that
the transactions are authorized recorded and reported correctly. The internal control
system is supplemented by an extensive program of internal audits, review by
management, documented policies, guidance and procedures. The internal control is
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designed to ensure that the financial and other records are reliable for preparing and
maintaining statements.
The company has an audit committee comprising of non-executive directors to review
the audit which in turn is reviewed by the Board.
The greatest strength of your company is the quality and spirit of its people, in addition, it
enjoys a good reputation in the market for its quality and dependability, and all these will
contribute positively to its future prosperity. It should be noted that employees of the
company have taken a salary cut, voluntarily.
M/S. Delloitte Touche, the company’s Auditors have audited the accounts up to
31 December 2008, and their report is enclosed.
Finally, on behalf of the company and the Board of Directors, I would like to express my
heartfelt gratitude to His Majesty Sultan Qaboos Bin Said for the encouragement and
support given by his Government for the Industrial Development in the Sultanate of
Oman.
At this juncture, on behalf of the Board I would like to thank MSM, DFM, Bankers,
Customers and all the shareholders for their support and co-operation extended which in
turn reflects the confidence placed in the Board of Directors of the Company and also I
would like to place on record our sincere appreciation to all the Management, Marketing,
Production and workers for their efforts towards achieving this performance.

MOHAMED A MOOSA
CHAIRMAN
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MANAGEMENT DISCUSSION AND ANALYSIS
The Management of Al Jazeera Steel Products Co. SAOG is pleased to present the
Management Discussion Analysis Report for the year ended 31st December, 2008.
Industry Structure and Development
Till the third quarter of 2008, the world again witnessed a healthy demand and supply for
steel. However, a phenomenal rise in steel prices was also seen in this period. The
market became over enthusiastic leading to overstocking and excess ordering. The steel
plants were stressed to produce to their maximum capacity. The financial market
meltdown, primarily resulting from several banks and private investment houses in the
US, caused panic in the world market, and difficulty in financing projects. This resulted in
an immense downturn in the demand and supply imbalance during the last quarter of
2008. Steel plants had to cut down their production to upto 50% of their capacity and
with low demand, prices plummeted to one-third of the peak-prices seen till Q3 of
2008. The outlook of lower demand is expected to continue for the next year, though we
do expect prices to stabilize.
Key Opportunities and Threats
Price volatility remains the greatest risk, as reported in the past. The management will
try to tackle the problem by maintaining economical inventory levels, improving its supply
chain & customer service and trying to move up in its product segments.
In the pursuit of these goals, your company’s management has concentrated on building
and increasing its certification compliance. In this process, the company has obtained
API, UL and CE marking certifications. In addition, the company has to open up more
avenues to increase business in the Kingdom of Saudi Arabia (KSA) and in Africa. The
Aramco Certification and the movement into the API market are the two targets to be
fulfilled in 2009.
The hot trials were conducted in the new Merchant Bar Mill in August-September 2008.
The general operation of the mill was satisfactory. However, it was observed that the
finishing capacity and some areas of automation control were to be addressed in order
to fulfill the rated capacity. It was also recognized at that point of time that the market
was on the down swing, with demand being very low. It was thus thought prudent to start
the plant after taking care of all the modifications/rectifications. The HTC experts have
worked on the same and are expected to finish off all these matters in time for the plant
to go into commercial production in the early Q2, 2009.
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Outlook for the future:
Following the dramatic price decline in late 2008, early 2009 ranks as a period of relative
stability for metals markets. Recent economic data provide little respite from the gloom
with plummeting industrial output, rising unemployment and little sign of any turnaround
in the key regional and international markets. We do expect consolidation in the industry
among smaller players who have not been able to navigate the financial crisis. This
coupled with the scale back in overall expenditures, loss of new projects points to the
potential for very tight markets further ahead.
Despite all this, metals prices have been held up, suggesting that while economists may
still be surprised at just how bad the world looks, the further downturn in conditions in
early 2009 may be largely priced in. Tentative improvement in some leading indicators,
including a better though still fragile business confidence, signals that the global steel
market may be seeing a mini-revival, providing a modicum of encouragement.
Risks and concerns:
The steel industry is facing a major challenge. For the first time after three decades and
after an average CAGR of 6% in the last 6 years, from 2008, the growth will be negative.
This is expected to continue till 2010. Steel experts expect the trend to be positive
around 2011, when compared to the production levels of 2007 (1.34 billion tons of crude
steel output). Raw materials prices have fallen significantly, and are expected to stay at
the same level or increase slightly. The Iron ore and coke price negotiations are on, and
they are expected to come down significantly in line with the present scrap prices. The
freight has already come down due to lower loads and decreased oil prices.
Although the global downturn and lack of available project financing has cancelled or
deferred many regional projects, the longer term outlook for the GCC steel market looks
more promising. GCC governments continue to hold sufficient surpluses and major
government backed players in the regional steel industry are well insulated from the
effects of the global slowdown. In addition, the expected rebound in the oil price in 2010
will fuel regional economic growth and capital investment.
Your Company has been constantly widening its market reach. In the last two years the
company has supplied products to the US and Canadian market through an innovative
marketing approach. Having established itself as a quality manufacturer, the company is
planning to leverage the performance in these markets to its advantage, by adding pipes
of higher sizes and other grades and working closely to have warehousing facilities in
North America.
The company maintains a premium pricing policy in the local market and a competitive
pricing policy in the exports outside GCC Countries. The marketing team closely
monitors the prices of the competitors such that the products of the company are also
not overpriced in the market.
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The market analysis reveals that market prospects for the tubes and sections are
encouraging. The company’s wide product range and continuous additions have given
the company an edge over competitors. Furthermore, the company has obtained various
quality certifications to approach high end customers. The quality image which has been
established in the past years would be effectively leveraged to sell the expanded
capacity / new range. We expect to strengthen the distribution network in the current
year so that marketing of the new range of products would take off smoothly. The
expansion would also help the unit in improving its purchasing power especially the
critical raw materials (such as Hot Rolled coils, Steel Billets and Zinc) in the international
market. The company plans to have its own offices and/or agencies in KSA so that
there is direct interaction with the customers and value business.
Commercial production of MBM is projected from Q2, 2009, and similar market
constraints as for tubes and pipes are expected. While cost control at all fronts would be
exercised, we also plan to get certification for Quality, primarily ISO: 9001 Certification.
The work has already been started and the same would be obtained in 2009.
Internal Controls and their adequacy:
The Company’s internal controls are well established. The Company has an internal
audit firm that assesses the internal control systems. The Audit Committee reviews the
report regularly. In addition, during the year Board has also reviewed the internal control
systems in the Company. Any change in the internal control systems that is
recommended is studied and implemented. The Company also has an information
technology system that supports the organization and ensures adequate information flow
across the Company.
Analysis of segments and product-wise performance
The company sells three different types of pipe products. The product wise performance
is given below:
Sales Quantity in MT
2008

2007

% of increase

Black pipes

77,172

52,783

46%

Galvanized pipes

68,061

58,724

16%

Sections

30,860

28,116

10%

176,093

139,623

26%

Total
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Financial Review:
The financial performance of 2008 comparing with year 2007 is given below:
(Amount in RO)
Particulars
Sales

2008

2007

% of increase

78,435,733

44,495,120

76.28%

Gross Profit

7,494,062

5,824,544

28.66%

Finance Cost – Net

1,231,367

1,229,061

0.19%

Administration Cost

4,543,633

2,964,891

53.25%

Net Profit

1,719,062

1,630,592

5.43%

0.014

0.013

7.69%

Earnings Per Share

Operational Review:
During the period under review, the company has seen significant achievements. The
company manufactured 179,314 MT of steel pipes in the year 2008(2007: 139,623 MT).
The turnover has increased from RO 44.495 million in 2007 to RO 78.435 million in the
year 2008. The company has achieved new record sales in terms of sales value and
tonnage. However, the last quarter saw a large dip in sales in the GCC region, projects
getting suspended and the region witnessing its own collateral damage as a result of the
global deleveraging. While exports to North America, kept us going, we lost over
10,000MT (estimate) due to the lack of demand in GCC, which resulted in stock buildup. Due to the sudden crash in the steel prices, the company also had to write off over
RO 8 m as a requirement of mark-to-market inventory valuation, which had a direct
impact on the bottom line.
The company currently has an operating and production capacity of 300,000 MT of pipes
which includes 80,000MT of galvanized products per annum. Through continuous
modernization and expansion of its production facilities and innovative work in the
market place, the company has focused its product mix to meet the high standards of
customers in our segment.
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The capital injection in late 2007 strengthened the company’s balance sheet and further
helped the company to complete the Merchant Bar Mill Project. The production was held
back due to lack of gas supply, slowing market demand, and planned plant
modifications. We expect the plant to start commercial output in the second quarter of
2009. This project will increase the product range and meet the customer demand for
angles, squares, flats and channels with a production capacity of around 300,000 MT
per annum.
We at Jazeera believe that our greatest asset is our strong and wide customer base, and
we are always striving to add on to this and to enter into new markets in other countries.
This will offer the company the ability to spread its risks over a wider base and pave our
way for future expansions in our products.
Omanisation
We are proud of the Omanisation level of this company, which is currently at 37% and
especially because they are productive and contributing a great deal in the success of
our organization.

DIRECTOR

TO THE SHAREHOLDERS OF
Al JAZEERA STEEL PRODUCTS COMPANY SAOG

We have performed the procedures prescribed in Capital Market Authority (CMA) Circular No.
16/2003 dated 29 December 2003 with respect to the accompanying corporate governance report
of Al Jazeera Steel Products Company SAOG and its application of corporate governance
practices in accordance with CMA code of corporate governance issued under Circular No.
11/2002 dated 3 June 2002 and CMA Rules and Guidelines on disclosure, issued under CMA
administrative decision 5, dated 27 June 2007. Our engagement was undertaken in accordance
with the International Standards on Related Services to agreed-upon procedures engagements. The
procedures were performed solely to assist you in evaluating the Company’s compliance with the
code as issued by the CMA.
We report our findings as below:
We found that the company’s corporate governance report fairly reflects the company’s
application of the provisions of the code and is free from any material misrepresentation, except
for one instance where the interval between two board meetings exceeded the maximum permitted
interval of four months.
Because the above procedures do not constitute either an audit or a review made in accordance
with International Standards on Auditing or International Standards on review Engagements, we do
not express any assurance on the corporate governance report.
Had we performed additional procedures or had we performed an audit or review of the corporate
governance report in accordance with International Standards on Auditing or International
Standards on Review Engagements, other matters might have come to our attention that would
have been reported to you.
Our report is solely for the purpose set forth in the first paragraph of this report and for your
information and is not to be used for any other purpose, This report relates only to the
accompanying corporate governance report of Al Jazeera Steel Products Company SAOG to be
included in its annual report for the year ended 31 December 2008 and does not extend to any
financial statements of Al Jazeera Steel Products Company SAOG, taken as a whole.

Deloitte & Touche (M.E.)
Muscat, Sultanate of Oman
2 March 2009
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Pursuant to Capital Market Authority (CMA) circular dated 3 June 2002 and subsequent
amendments, the Board has adopted a set of Governance policies that cover its
relationship with the shareholders and the conduct by the Board of its own affairs.
A. Company’s philosophy on code of Corporate Governance
Al Jazeera Steel Products Co SAOG (Jazeera) believes that for a company to
succeed on a sustainable basis, it must maintain high standards of corporate
governance towards its employees, consumers and society. To this we as a
company have always focused on good corporate governance, which is a key driver
of sustainable growth and profitable in the long-term and value addition for our
shareholders.
In this report, Al Jazeera Steel Products Co SAOG confirms its compliance with the
code as required by article 26.
The company has listed its shares in Dubai Financial Market the company has
complied with various disclosure requirements of the DFM and complied with the
same during 2008.
B. BOARD OF DIRECTORS
a) Composition of the Board
As of 31st December 2008, the Company had 7 members as its Board of
Directors, during the year the composition of the Board is as given below:
Period
January 1– December 31

No of Directors
7

All the directors were elected in their individual capacities except Mr. Mukesh
Sawhney (Representing M/s Middle East Investments LLC), Mr. Rajeev Kulkarni
(Representing M/s Moosa Abdul Rahman Hassan & Co. LLC) and Mr. Joseph
Joseph (Representing M/s Global Buyout LP)
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Brief Profile of the Board of Directors
•

Mr. Mohamed A Moosa - Chairman
Business entrepreneur has a decade of experience in various industries
and in particular the steel industry and founder of the Company,
Responsible for the overall strategic management of the Company. He has
resigned from the Managing Director & Vice chairman position on 21st
October 2007 and has been appointed as chairman of the company from
the same date.

•

Mr. Saleh Nasser Aboud Al-Habsi – Vice Chairman
He has an experience of 20 years in the field of banking and investment
sector and has occupied senior positions in various organizations. He is a
non executive and independent director.

•

Mr. Omar M Elquqa – Director
A senior finance professional has an experience of 25 years in the field of
Finance and other industries. He has occupied various senior positions in
companies in the region. He is a non executive and independent director.

•

Mr. Shailesh Kumar Dash - Director
Finance Professional has an experience of 23 years in the field of Finance
and other industries. He has occupied various senior positions in
companies in the region. He is a non executive and independent director.

•

Mr. Joseph Joseph - Director
An engineer cum finance professional has an experience of 12 years in the
field of Finance and other industries. He has occupied Management
positions in various companies. He is a Nominee of Global Buyout Fund.

•

Mr. Mukesh Sawhney - Director
A senior finance professional with a vast experience of 33 years in the field
of finance and has occupied various senior positions in Oman. He is
nominee of Middle East Investments LLC.

•

Mr. Rajeev Kulkarni - Director
A finance professional with an experience of 20 years in the field of finance
and has occupied Management positions in companies. He is a nominee of
Moosa Abdul Rahman Hassan & Co LLC.
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b) Directors’ attendance record at the Board meeting and Last Annual General
Meeting
During the year 2008 four board meeting were held and the dates of the meeting
are as follows.
rd

rd

1. 3 March 2008
th
3. 29 October 2008

2. 23 July 2008
th
4. 18 December 2008

The maximum interval between any two meetings in 2008 was 142 days. The
interval between the last meeting in 2007 and the first meeting in 2008 was 134
days.
The attendance record of each director at said board meetings and last AGM is
given below:
Name of the Director

Board Meeting

Category

AGM

03/03/08

23/07/08

29/10/08

18/12/08

23/03/08

Mr. Mohamed A. Moosa

NE & ID

√

√

√

√

Ab

Mr. Saleh Nasser Al Habsi

NE & ID

√

Ab

√

√

√

Mr. Omar M Elquqa

NE & ID

Ab

√

Ab

Ab

Ab

Mr. Shailesh Kumar Dash

NE & ID

√

√

Ab

√

Ab

Mr. Joseph Joseph

NE & ID

√

√

√

√

Ab

Mr. Mukesh Sawhney

NE & ID

√

√

√

√

√

Mr. Rajeev Kulkarni

NE & ID

√

√

√

√

√

NE Æ Non Executive Director, ID Æ Independent Director, MD Æ Managing Director
√ Æ Present, AbÆ Absent, ND Æ Not a Director
The meetings were coordinated by the Board Secretary, under the guidance of
the Board members. The meetings were conducted with exhaustive agenda and
proceedings were minutes. Chief Executive Officer reports to the Board about the
operations of the company and were reviewed in each of the meeting. All related
issues were also discussed regarding the growth and progress of the company.
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c) Other Companies or Committees the Directors is a Director / Member /
Chairman
Name of Director
Mr. Mohamed A Moosa

Mr. Mukesh Sawhney

Mr. Rajeev Kulkarni
Mr. Omar M Elquqa

Mr. Saleh Nasser Al Habsi

Mr. Shailesh Kumar Dash
Mr. Joseph Joseph

Name of the company

Position Held

Al Jazeera Steel Products Co SAOG

Chairman

Oman Refreshments Co. SAOG

Director

Al Jazeera Steel Products Co SAOG

Director

Oman United insurance Co. SAOG

Deputy Chairman

National Pharmaceuticals Industries Co. SAOG.

Director

Oman Ceramics Co. SAOG

Director

Al Jazeera Steel Products Co SAOG

Director

Al Jazeera Steel Products Co SAOG

Director

Al Sharooq Investments Co SAOG

Director

Al Jazeera Steel Products Co SAOG

Vice Chairman

Al Omaniya Financial Services Co SAOG

Director

National Bank of Oman SAOG

Director

Muscat Fund

Director

Al Jazeera Steel Products Co SAOG

Director

Al Sharooq Investments Co SAOG

Director

Al Jazeera Steel Products Co SAOG

Director

No director is a member of the board for more than four public joint stock
companies whose principal place of business is in the Sultanate of Oman, or is a
chairman of more than two such companies. None of the directors is a member
of the board of directors of a public and another joint stock company which
carryout similar objectives and whose principal place of business is in the
Sultanate of Oman. Hereby, Al Jazeera Steel Products Co. SAOG confirms
compliance to the article 95 (as amended) of The Commercial Companies Law
No. 4/1974.

Company Management
The names, designations, description of the responsibilities of the Key
Management staff in Al Jazeera Steel Products Co SAOG and a brief profile of
them are as follows:
•

Dr. Bhaskar Dutta – Chief Executive Officer
B.Tech (Hons) from IIT, India, and has completed his master’s and doctorate from
UK, has over 35 years of experience in the steel industry in the field of operations
and Project Management in the Steel Industry ranging in products of commercial
quality to low and high alloy steels and stainless steel in both integrated steel
plant. Have served in Tata Steel and Arcelor-Mittal and held positions of VicePresident, President and Managing Director in previous organizations.
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•

Mr. P.K. Venkatesan – Chief Financial Officer
Chartered Accountant by profession with an experience of 19 years in the field of
finance and accounts functions in various industries at the management level,
responsible for all the finance related functions of the company and reports to
Chief Executive officer and the Board of Directors.

•

Mr. Arun Kumar Sinha – DGM Marketing
Is a post graduate in marketing management and has an experience of 19 years
in steel pipe industry at various management levels, Responsible for all the
marketing activities of the company in the GCC region and reports to the Chief
Executive Officer of the company.

•

Mr. Ravi Kulkarni – AGM Operations
Is a graduate engineer in Mechanical Engineering and has an experience of 24
years in the various steel plants at various levels, responsible for all the
production, dispatch and plant related activities of the company and reports to
Chief Executive Officer of the company.

•

Mr. Indranil Chowdhry – Chief International Marketing
Post graduate in Economics and 25 years of experience in the steel industry in the
field of marketing steel products globally, responsible for all the development and
marketing activities in the non GCC countries and reports to Chief Executive
Officer.
d) Information supplied to the board
Among others, this includes:
¾
¾
¾
¾
¾
¾
¾
¾
¾
¾
¾
¾
¾

Capital and operating budgets and quarterly updates
Quarterly results of the company before submission to MSM and CMA
Monthly Management Reports
Minutes of the Audit and Other Committees
Information of recruitment, resignation and removal of senior executives
along with the updated organization chart
Legal cases which are material
Serious accidents, dangerous occurrences and pollution problems, if any
Material default in financial obligations to or by the company
Issues involving public or product liability claims of significance
Joint Venture proposals and agreements
Transactions involving payment towards intellectual property/goodwill/brand
equity
Any significant industrial relations problem including new wage agreement
Sale of investments, assets and divisions which are not in the normal course
of business
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¾ Non-compliance with any regulatory requirement
¾ Details of any foreign exchange exposure and steps taken to hedge the risk
The Board of Al Jazeera Steel Products Co. SAOG is routinely presented with all
the above information and whenever applicable and are materially significant.
These are submitted either as part of the agenda well in advance of the board
meetings or are being tabled during the course of the board meetings.
e) Directors with materially significant related party transactions, pecuniary or
business relationship with the company
During the year, there were no materially significant related party transactions of
pecuniary nature between Al Jazeera Steel Products Co SAOG and its directors
who may have potential conflict with the interests of the company at large. The
normal contracts and transactions in ordinary course of business are decided at
arms length basis based on competitive quotes and on transparent mode of
tendering.
f) Remuneration of Directors:
The company paid an amount of RO 200 to Chairman and Vice Chairman and
RO 175 to all other directors towards sitting fees for every board meeting
attended during the year. The Company also paid RO 125 to the directors
towards sitting fees for every audit committee and the steering committee
meetings attended during the year.
Director remuneration is paid as per CMA regulation and subjected to approval
by the Shareholders in the AGM.
Name of the Director

Sitting Fee Board
Meetings

Sitting Fee
- Audit
Committee

Director
Remuneration

Total – RO

Mr. Mohamed A. Moosa

800

-

4,000

4,800

Mr. Saleh Nasser Al Habsi

600

375

4,000

4,975

Mr. Omar M Elquqa

175

-

4,000

4,175

Mr. Shailesh Kumar Dash

525

-

4,000

4,525

Mr. Joseph Joseph

700

375

4,000

5,075

Mr. Mukesh Sawhney

700

-

4,000

4,700

Mr. Rajeev Kulkarni

700

500

4,000

5,200

4,200

1,250

28,000

33,450

Grand Total

Al Jazeera Steel Products Co SAOG
Corporate Governance Report for the year ended – 31st December, 2008
During the previous year Mr. Omar M Elquqa, Mr. Shailesh Kumar Dash and Mr.
Joseph Joseph have not claimed Board sitting fees; Mr. Joseph Joseph has not
claimed Audit Committee Sitting Fees.
g) Process of nomination of the Directors
The Company adheres to the process as has been laid down in the Commercial
Companies Law and by the Capital Market Authority in conjunction with the
Articles of the Association of the Company, which stipulates that the nomination
of the Directors are usually done through AGM.
h) Audit Committees
The Board has established an Audit Committee comprising of three independent
members. In compliance with the requirements of Article 7 of the Code, two
members of the Audit Committee are knowledgeable in finance, industry and
laws / regulations governing SAOG companies.
i.

Terms of Reference of the audit committee are as set below











To recommend to the Board, name of the independent auditors to audit
the financial statements of the Company.
To evaluate the performance of the independent auditors and where
appropriate, replacing such auditors.
To review the audited financial statements and discussing them with
management and the independent auditors. Based on such review, the
Committee shall make its recommendation to the Board as to the
inclusion of the Company’s audited financial statements in the Company’s
Annual Report.
To monitor all reporting, accounting, control and the financial aspects of
the executive management’s activities.
To investigate any activity with in the Company.
To seek information from any employee.
To discuss with a representative of management the interim financial
information contained in the Company’s Quarterly Report prior to its filing
(These discussions may be held with the Committee as a whole, with the
Committee chair in person, or by telephone.)
To oversee internal audit activities, including discussing with
management and the internal auditors the internal audit function’s
organization, objectivity, responsibilities, plans, results, budget, and
staffing.
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Discussing with management, the internal auditors, and the independent
auditors the quality and adequacy of and compliance with the Company’s
internal controls and provide assurance to the Board of Directors
regarding the adequacy of the internal control environment within the
Company.
Discussing with management and/or the Company’s lawyer any legal
matters (including the status of pending litigation) that may have a
material impact on the Company’s financial statements and any material
reports or inquiries from regulatory or governmental agencies.

It may be clarified that the role of the Audit Committee includes matters
specified under Annexure 3 of the Code of Corporate Governance for MSM
listed companies issued by Circular no. 11 / 2002 dated 3 June 2002.
ii.

Four Audit Committee meetings were held during the financial year ended 31
December 2008, the dates of the meeting and the member’s attendance are
as follows.

Name of the Director

Audit Committee Meeting

Position

03/03/08

23/07/08

29/10/08

31/12/08

Chairman

√

Ab

√

√

Mr. Joseph Joseph

Member

√

√

√

Ab

Mr. Rajeev Kulkarni

Member

√

√

√

√

Mr. Saleh Nasser Al Habsi

√ Æ Present, AbÆ Absent, NM Æ Not a Member
Total sitting fees paid during the year to the audit committee members was RO 1,250.

i)

Internal Control
The Audit Committee, on behalf of the Board regularly reviewed the internal
control prevailing in the Company. The Company has an internal audit firm for
reviewing and reporting on the various issues of the Company along with
recommendations and Management comments thereupon. Audit committee
reviews the report of the internal auditor on a regular basis. The Internal Controls
prevailing in the company are adequate. The internal audit activities were carried
by an Audit firm Moore Stephens, Chartered Accountants, Muscat and the fees
paid to them was RO 12,500.
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C. MANAGEMENT REMUNERATION
The remuneration package of the executives is made up of a fixed and variable
component. Fixed component includes a salary, valued perquisites and retirement
benefits. The variable component is a performance linked incentive which is
calculated based on pre determined parameters of performance.
During the year 2008, the total cost of the top 5 executives of the Company was
157,971 (Salary RO 127,167, Gratuity RO 4,583 and Bonus & Performance Incentive
RO 26,221).
The severance notice period of these executives is one month with end of service
benefits payable as per the Omani Labour Law.
Over and above the periodic salary reviews, Jazeera also operates an incentive
scheme for all its employees; the scheme is based on group productivity.

Employment Contract
Jazeera enters into a formal Contract of Employment with each employee and such
contracts are in line with the regulation of Ministry of Manpower and Omani Labour
Law.

Details of non-compliance by the Company
No penalties or strictures were imposed by MSM/CMA or any other authority on the
company regarding any matter related to capital market during last three years.
D. MEANS OF COMMUNICATION WITH THE SHAREHOLDERS AND INVESTORS
Al Jazeera Steel Products Co SAOG., has its own web site by the name of
www.jazeerasteel.com, which was built initially for our worldwide customers and
other partners. We propose to upgrade the site as soon as possible and will be
posting all the vital information relating to the company, its financial results, official
press releases and presentation to analysts.
The quarterly results were published in the local newspaper both in Arabic as well as
in English. The results were not sent individually to the shareholders in view of the
above publication. Shareholders wishing to acquire a set of results were advised to
contact our offices directly.
A copy of the Management Discussion and Analysis is circulated along with the
financial statements.
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E. MARKET PRICE DATA
Market Price Data – High / Low during each month in the Year 2008
(Values in RO)
Month

Highest

Lowest

January-2008

0.500

0.440

February-2008

0.616

0.460

March-2008

0.770

0.580

April-2008

0.750

0.690

May-2008

0.775

0.699

June-2008

0.975

0.742

July-2008

1.210

0.945

August-2008

1.159

0.819

September-2008

0.839

0.555

October-2008

0.720

0.450

November-2008

0.490

0.330

December-2008

0.340

0.257

Performance of Company’ share price in comparison to broad based MSM Index of
the Industrial sector in Oman during the year 2008:
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Distribution of shareholding
Distribution schedule of each class of equity security with number of holders and
percentage in the following categories

Categories
Less than 1%
Above 1% to less than 5%
Above 5% to less than 10%

More than 10%
Total

No. of Shares
15,370,842
19,791,408
26,037,750
63,697,960
124,897,960

No. of
Shareholders
1057
9
3
1
1070

% of Total
Outstanding
Shares
12.31%
15.85%
20.85%
51.00%
100.00%

The shareholding pattern more than 5% as on 31st December 2008 was:
Name of the Shareholders
Global Buyout Fund LP
Moosa Abdul Rahman Hassan & Company LLC

Abjar Trading LLC
Abdullah Moosa Abdul Rahman

Total Shares
63,697,960

% of Share Capital
51.00%

11,520,900
7,155,300
7,361,550
89,735,710

9.00%
6.00%
6.00%
72.0%

The Company does not have any GDRs / ADRs / warrants or any convertible
instruments as on 31 December 2008 and hence the likely impact on equity is NIL.

F. PROFESSIONAL PROFILE OF THE STATUTORY AUDITOR
Deloitte Touche Tohmatsu is an organization of member firms around the world
devoted to excellence in providing professional services and advice. Deloitte is
focused on client service through a global strategy executed locally in over 140
countries. With access to the deep intellectual capital of approximately 165,000
people worldwide, Deloitte delivers services in four professional areas: audit, tax,
consulting, and financial advisory services.
Deloitte & Touche in the Middle East is among the region’s leading professional
services firms, providing audit, tax, consulting, and financial advisory services
through 25 offices in 14 countries with over 1,700 partners, directors and staff. The
Oman Practice currently has three Partners and over 60 professionals. Total Audit
Fees paid / payable for the whole year 2008 was amounting to RO 14,450.
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G. DETAILS OF NON COMPLIANCE
There were delays in complying with regard to corporate governance rules with
reference to point no. B(b) apart from this no other major instances of noncompliance on any matter relating to the Commercial Companies Law No. 4/1974,
CMA’s code of corporate governance for MSM listed companies, CMA regulations or
the MSM listing agreements.
Further, no penalties, strictures imposed on the Company by MSM / CMA or any
statutory authority, on any matter related to capital markets, during the last three
years.
H. BOARD OF DIRECTORS ACKNOWLEDGES THAT:
The company has all its systems and procedures formally documented and in place.
The company has “Internal Regulations” separately compiled as per regulatory
requirements. The Board of Directors have reviewed this manual and approved it.
The “Internal Regulations” has all the necessary and prescribed procedures. The
Board has reviewed these regulations.
The Board of Directors are responsible to ensure that the financial statements have
been prepared in accordance with International Financial Reporting Standards
issued by the International Accounting Standards Board (IASB), interpretations
issued by the International Financial Reporting Interpretations Committee (IFRIC)
and the requirements of the Commercial Companies Law of the Sultanate of Oman
1974 (as amended) and the rules for disclosure requirements prescribed by the
Capital Market Authority.
There are no material events affecting the continuation of Jazeera and its ability to
continue its production operations during the next financial year.

CHAIRMAN

DIRECTOR

Independent auditor’s report
to the shareholders of
Al Jazeera Steel Products Company SAOG
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Report on the financial statements
We have audited the accompanying financial statements of Al Jazeera Steel Products Company SAOG
(the Company), which comprise of the balance sheet as at 31 December 2008, and the income statement,
statement of changes in equity and cash flows statement for year then ended, and a summary of
significant accounting policies and other explanatory notes as set out on pages 3 to 31. The financial
statements of the Company for the year ended 31 December 2007 were audited by another auditor whose
report dated 4 March 2008 expressed an unqualified opinion thereon.
Management’s responsibility for the financial statements
Management is responsible for the preparation and fair presentation of these financial statements in
accordance with International Financial Reporting Standards and the relevant disclosure requirements of
the Commercial Companies Law of 1974, as amended and the Rules and Guidelines on disclosure issued
by the Capital Market Authority, effective 1 October 2007. This responsibility includes: designing,
implementing and maintaining internal control relevant to the preparation and fair presentation of
financial statements that are free from material misstatement, whether due to fraud or error; selecting and
applying appropriate accounting policies; and making accounting estimates that are reasonable in the
circumstances.
Auditor’s responsibility
Our responsibility is to express an opinion on these 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 financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s 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, the auditor considers internal control relevant to the Company’s
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate for the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the Company’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.

Independent auditor’s report
to the shareholders of
Al Jazeera Steel Products Company SAOG (continued)
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Opinion
In our opinion, the financial statements present fairly, in all material respects, the financial position of
Al Jazeera Steel Products Company SAOG as of 31 December 2008, and of its financial performance
and its cash flows for the year then ended in accordance with International Financial Reporting
Standards.
Report on other legal and regulatory requirements
In our opinion, the financial statements comply, in all material respects, with the relevant disclosure
requirements of the Commercial Companies Law of 1974, as amended and the Rules and Guidelines on
disclosure issued by the Capital Market Authority, effective 1 October 2007.

Deloitte & Touche (M.E.)
Muscat, Sultanate of Oman
2 March 2009

AL JAZEERA STEEL PRODUCTS COMPANY SAOG
Balance sheet
as at 31 December 2008
Notes

2008
RO

2007
RO

ASSETS
Non-current assets
Property, plant and equipment

7

31,972,035

21,334,837

Current assets
Inventories
Trade and other receivables
Cash and cash equivalents

8
9
10

18,582,527
21,029,322
8,498,506

8,698,134
13,488,299
10,224,189

48,110,355

32,410,622

80,082,390

53,745,459

12,489,796
13,856,484
1,360,636
3,362,372

12,489,796
13,856,484
1,188,730
1,815,216

31,069,288

29,350,226

6,375,000
890,439
175,636
65,912
470,926

9,346,848
1,313,446
289,295
43,817
364,838

7,977,913

11,358,244

38,221,560
505,098
2,308,531

9,734,984
505,098
2,796,907

41,035,189

13,036,989

Total liabilities

49,013,102

24,395,233

Total equity and liabilities

80,082,390

53,745,459

0.249

0.235

Total assets
EQUITY
Capital and reserves
Share capital
Share premium
Legal reserve
Retained earnings

11
11
12

Total equity
LIABILITIES
Non-current liabilities
Borrowings
Government soft loans
Deferred government grant
End of service benefits
Deferred tax liability

Current liabilities
Borrowings – current portion
Government soft loans – current portion
Trade and other payables

Net assets per share

13
14
14
15
22

13
14
16

24

________________________
Chairman

The accompanying notes form an integral part of these financial statements.

________________________
Director

AL JAZEERA STEEL PRODUCTS COMPANY SAOG
Income statement
for the year ended 31 December 2008
2008
RO

2007
RO

78,435,733
(62,964,828)
(7,976,843)

44,495,120
(38,661,969)
(8,607)

7,494,062
(3,408,031)
(1,039,076)
9,562

5,824,544
(1,942,035)
(913,850)
(22,597)

Notes
Revenue
Cost of sales
Allowances for inventories
Gross profit
Selling and distribution costs
General and administrative expenses
Other operating income / (loss)

17
8

18
19

Operating profit
Net finance costs

21

3,056,517
(1,231,367)

2,946,062
(1,229,061)

Profit before taxation
Taxation

22

1,825,150
(106,088)

1,717,001
(86,409)

1,719,062

1,630,592

0.014

0.023

Profit for the year
Earnings per share

23

The accompanying notes form an integral part of these financial statements.

AL JAZEERA STEEL PRODUCTS COMPANY SAOG
Statement of changes in equity
for the year ended 31 December 2008
Share
capital
RO

Share
premium
RO

Legal
reserve
RO

At 1 January 2007
Issue of shares (Note 11)
Issuance cost (Note 11)
Profit for the year
Transfer to legal reserve

6,120,000
6,369,796
-

14,332,041
(475,557)
-

1,025,671
163,059

347,683
1,630,592
(163,059)

7,493,354
20,701,837
(475,557)
1,630,592
-

At 1 January 2008
Profit for the year
Transfer to legal reserve

12,489,796
-

13,856,484
-

1,188,730
171,906

1,815,216
1,719,062
(171,906)

29,350,226
1,719,062
-

At 31 December 2008

12,489,796

13,856,484

1,360,636

3,362,372

31,069,288

The accompanying notes form an integral part of these financial statements.

Retained
earnings
RO

Total
RO

AL JAZEERA STEEL PRODUCTS COMPANY SAOG
Cash flow statement
for the year ended 31 December 2008

Operating activities
Profit before taxation
Adjustments for:
Interest income
Interest on borrowings
Depreciation
Allowances for inventories
Provision for doubtful debts
Net transfer to end of service benefits
Profit on sale of property, plant and equipment

2008
RO

2007
RO

1,825,150

1,717,001

(177,187)
1,408,554
582,804
7,977,201
20,732
22,095
(9,330)

(94,705)
1,323,766
608,504
8,607
5,771
5,356
(795)

Operating cash flow before movement in
working capital
Decrease / (increase) in working capital :
Inventories
Trade and other receivables
Trade and other payables

11,650,019

3,573,505

(17,861,594)
(7,561,755)
(450,513)

1,693,285
(2,150,238)
1,124,153

Cash (used in) / from operations
Interest paid

(14,223,843)
(1,446,417)

4,240,705
(1,224,228)

Net cash (used in) / from operating activities

(15,670,260)

3,016,477

Cash flows from investing activities
Purchase of property, plant and equipment
Proceeds from on sale of property, plant and equipment
Interest received

(11,220,002)
9,330
177,187

(8,184,813)
795
94,705

Net cash used in investing activities

(11,033,485)

(8,089,313)

Cash flows from financing activities
Proceeds from issuance of ordinary shares
Net change in borrowings

24,978,062

20,226,280
(6,008,206)

Net cash from financing activities

24,978,062

14,218,074

Net change in cash and cash equivalents
Cash and cash equivalents at beginning of the year

(1,725,683)
10,224,189

9,145,238
1,078,951

8,498,506

10,224,189

Cash and cash equivalents at end of the year
The accompanying notes form an integral part of these financial statements.
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Notes to the financial statements
for the year ended 31 December 2008
1.

Legal status
Al Jazeera Steel Products Company SAOG (“the Company”) is an Omani joint stock company
registered under the Commercial Companies Law of the Sultanate of Oman. The registered address
and the manufacturing facility is located at P O Box 40, Sohar Industrial Estate, Postal Code 327,
Sultanate of Oman. The principal office and the manufacturing facility is located at Sohar
Industrial Estate. The principal activities of company are the manufacture and sale of steel pipes
and tubes, including associated works.

2.

Adoption of new and revised International Financial Reporting Standards
(IFRS)
For the year ended 31 December 2008, the Company has adopted all of the new and revised
standards and interpretations issued by the International Accounting Standards Board (IASB) and
the International Financial Reporting Interpretations Committee (IFRIC) of the IASB that are
relevant to its operations and effective for periods beginning on 1 January 2008.
The adoption of these standards and interpretations has not resulted in changes to the Company’s
accounting policies and has not affected the amounts reported for the current year.
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Notes to the financial statements
for the year ended 31 December 2008 (continued)
2.

Adoption of new and revised International Financial Reporting Standards
(IFRS) (continued)
At the date of authorisation of these financial statements, the following standards and
interpretations were in issue but not yet effective:
Effective for annual period
beginning or after
IFRIC 13 : Customer Loyalty Programmes
IFRIC 16 : Hedges of a Net Investment in a Foreign Operation
IFRIC 15 : Agreements for the Construction of Real Estate
IFRS 1 : (Revised) First-time adoption of International
Financial Reporting Standards
IFRS 2 : (Revised) Share-based Payment
IFRS 8 : Operating Segments
IAS 1 : (Revised) Presentation of Financial Statements
IAS 16 : (Revised) Property, Plant and Equipment
IAS 19 : (Revised) Employee Benefits
IAS 20 : (Revised) Government Grants and Disclosure of
Government Assistance
IAS 23 : (Revised) Borrowing Costs
IAS 29 : (Revised) Financial Reporting in Hyperinflationary
Economies
IAS 32 : (Revised) Financial Instruments : Presentation
IAS 36 : (Revised) Impairment of Assets
IAS 38 : (Revised) Intangible Assets
IAS 40 : (Revised) Investment Property
IAS 41 : (Revised) Agriculture
IFRS 3 : (Revised) Business Combinations
IFRS 5 : (Revised) Non-Current Assets held for Sale and
Discontinued Operations
IFRS 7 : Reclassification of Financial Assets
IFRS 17 : Distribution of Non-cash Assets to Owners
IAS 27 : (Revised) Consolidated and Separate Financial Statements
IAS 28 : (Revised) Investment in Associates
IAS 31 : (Revised) Interests in Joint Ventures
IAS 39 : (Revised) Financial Instruments: Recognition and
Measurement

1 July 2008
1 October 2008
1 January 2009
1 January 2009
1 January 2009
1 January 2009
1 January 2009
1 January 2009
1 January 2009
1 January 2009
1 January 2009
1 January 2009
1 January 2009
1 January 2009
1 January 2009
1 January 2009
1 January 2009
1 July 2009
1 July 2009
1 July 2009
1 July 2009
1 July 2009
1 July 2009
1 July 2009
1 July 2009

The management anticipates that the adoption of the above standards and interpretations in future
periods will have no material impact on the financial statements of the Company.
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Notes to the financial statements
for the year ended 31 December 2008 (continued)
3.

Summary of significant accounting policies
The principal accounting policies are summarised below. These policies have been consistently
applied to all the periods presented, unless otherwise stated.
Basis of preparation
The financial statements are prepared on the historical cost basis and in accordance with
International Financial Reporting Standards (IFRS) and the Commercial Companies Law of 1974
as amended.
The preparation of financial statements in conformity with IFRS requires the use of certain critical
accounting estimates. It also requires management to exercise its judgement in the process of
applying the company’s accounting policies. The areas involving a higher degree of judgement or
complexity, or areas where assumptions and estimates are significant to the financial statements
are disclosed in note 5.
Property, plant and equipment
Property, plant and equipment are stated at cost less accumulated depreciation and impairment
losses. Expenditure incurred to replace a component of an item of property, plant and equipment
that is accounted for separately, including major inspection and overhaul expenditure, is
capitalised. Subsequent expenditure is capitalised only when it increases the future economic
benefits embodied in the item of property, plant and equipment and can be measured reliably. All
other expenditure is recognised in the income statement as an expense when incurred.
The cost of the property plant and equipment is written down to residual value in equal
installments over the estimated useful lives of the assets. The estimated useful lives are:

Buildings
Plant and equipment
Motor vehicles
Furniture and fixtures
Other equipment

Years
20
15 - 20
5
5
3

Capital work-in-progress is not depreciated until it is transferred into one of the above categories at
the time when it is brought into use.
Gains or losses on disposals of fixed assets are determined by reference to their carrying amounts
and are taken into account in determining the operating profit for the year.
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Notes to the financial statements
for the year ended 31 December 2008 (continued)
3.

Summary of significant accounting policies (continued)
Impairment
At each balance sheet date, the Company reviews the carrying amounts of its assets to determine
whether there is any indication that those assets have suffered an impairment loss. If any such
indication exists, the recoverable amount of the asset is estimated in order to determine the extent
of the impairment loss, if any.
The loss arising on an impairment of an asset is determined as the difference between the
recoverable amount and carrying amount of the asset and is recognized immediately in the income
statement.
Where an impairment loss subsequently reverses, the carrying amount of the asset is increased to
the revised estimate of its recoverable amount and the increase is recognized as income
immediately, provided that the increased carrying amount does not exceed the carrying amount
that would have been determined had no impairment loss been recognized earlier.
Inventories
Stock, which includes goods-in-transit, is valued at the lower of cost and net realisable value. Cost
is determined on the weighted average cost basis and consists of the direct cost of materials and, in
the case of finished goods and work-in-progress, an appropriate share of labour and direct
overheads. Net realisable value is the price at which stocks can be sold in the normal course of
business after allowing for the costs of completion and realisation. Provision is made where
necessary for obsolete, slow moving and defective items.
Trade and other receivables
Trade receivables are stated at their cost less impairment losses. A provision for impairment of
trade receivables is established when there is objective evidence that the company will not be able
to collect all amounts due according to the original terms of receivables. Significant financial
difficulties of the debtor, probability that the debtor will enter bankruptcy or financial
reorganisation, and default or delinquency in payments are considered indicators that the trade
debtor is impaired. The amount of the provision is the difference between the asset’s carrying
amount and the present value of the estimated future cash flows, discounted at the effective interest
rate.
Cash and cash equivalents
Cash and cash equivalents includes cash on hand, deposits held with banks, other short-term highly
liquid investments with original maturities of three months or less from the date of placement.
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Notes to the financial statements
for the year ended 31 December 2008 (continued)
3.

Summary of significant accounting policies (continued)
Borrowings
Borrowings are recognised initially at fair value, net of transaction costs incurred. Borrowings are
subsequently stated at amortised cost; any difference between the proceeds (net of transaction costs)
and the redemption value is recognised in the income statement over the period of the borrowings
using the effective interest method.
End of service benefits and leave entitlements
End of service benefits are accrued in accordance with the terms of employment of the company's
employees at the balance sheet date, having regard to the requirements of the Oman Labour Law
2003, as amended. Employee entitlements to annual leave are recognised when they accrue to
employees and an accrual is made for the estimated liability arising as a result of services rendered
by employees up to the balance sheet date. These accruals are included in current liabilities, while
that relating to end of service benefits is disclosed as a non-current liability.
Contributions to a defined contribution retirement plan and occupational hazard insurance for
Omani employees in accordance with the Omani Social Insurances Law of 1991 are recognised as
an expense in the income statement as incurred.
Trade and other payables
Liabilities are recognised for amounts to be paid for goods and services received, whether or not
billed to the company.
Current and deferred income tax
Taxation is provided for in accordance with the tax laws and regulations of the Sultanate of Oman.
The current income tax is recognised in the income statement except to the extent that it relates to
items recognised directly in equity, in which case it is recognised in equity.
Deferred tax liability is calculated using the balance sheet liability method, providing for
temporary differences between the carrying amounts of assets and liabilities for financial reporting
purposes and the amounts used for taxation purposes. The amount of deferred tax provided is
based on the expected manner of realisation or settlement of the carrying amount of assets and
liabilities, using tax rates enacted or substantially enacted at the balance sheet date.
A deferred tax asset is recognised only to the extent that it is probable that future taxable profits
will be available against which the unused tax losses and credits can be utilized. Deferred tax
assets are reduced to the extent that it is no longer probable that the related tax benefit will be
realized.
Deferred income tax assets and liabilities are offset only when there is a legally enforceable right
to setoff.
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Notes to the financial statements
for the year ended 31 December 2008 (continued)
3.

Summary of significant accounting policies (continued)
Share capital
Ordinary shares are classified as equity.
Incremental costs directly attributable to the issue of new shares are shown in equity as a
deduction, net of tax, from the proceeds.
Revenue
Revenue comprises the fair value of the consideration received or receivable for the sale of goods
and services in the ordinary course of the company’s activities. Revenue is shown net of returns,
rebates and discounts.
The company recognizes revenue when the amount of revenue can be reliably measured, it is
probable that future economic benefits will flow to the entity and when specific criteria have been
met for each of the company’s activities as described below. The amount of revenue is not
considered to be reliably measurable until all contingencies relating to the sale have been resolved.
The company bases its estimates on historical results, taking into consideration the type of
customer, the type of transaction and the specifics of each arrangement.
Revenue from sale of goods is recognised in the income statement when the significant risks and
rewards of ownership have been transferred to the buyer. Sales represent the invoiced value of
goods sold during the year, net of discounts and returns.
Interest income and expense
Interest income and expense are accounted on accrual basis.
All interest and other costs incurred in connection with borrowings are expensed as incurred, as
part of financing costs and are accounted on an accrual basis, except that the interest expense on
borrowings specifically undertaken to finance the construction of qualifying assets are capitalised
along with the cost of the asset.
Foreign currency transactions
Functional and presentation currency
Items included in the company’s financial statements are measured using Rial Omani (RO) which
is the currency of the Sultanate of Oman, being the economic environment in which the company
operates (the functional currency). The financial statements are prepared in Rial Omani, rounded
to the nearest Rial Omani.
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Notes to the financial statements
for the year ended 31 December 2008 (continued)
3.

Summary of significant accounting policies (continued)
Foreign currency transactions (continued)
Transactions and balances
Foreign currency transactions are translated into the functional currency using the exchange rates
prevailing at the dates of the transactions. Foreign exchange gains and losses resulting from the
settlement of such transactions and from the translation at year-end exchange rates of monetary
assets and liabilities denominated in foreign currencies are recognised in the income statement.

4.

Financial risk management
Financial risk factors
The company’s activities expose it to a variety of financial risks including the effects of changes in
market risk (including foreign currency exchange rates, interest rates), credit risk and liquidity risk.
The company’s overall risk management program focuses on the unpredictability of financial
markets and seeks to minimize potential adverse effects on the financial performance of the
company. Risk management is carried out by the management under policies approved by the
Board of Directors.
(i)

Market risk

Foreign exchange risk
The company operates internationally, however the company is substantially independent of
changes in foreign currency rates as its foreign currency dealings are principally in US Dollars
(USD) and UAE Dirhams (AED) which are pegged to the Rial Omani.
Cash flow and fair value interest rate risk
The company has call deposits, term deposits and long term borrowings. The deposits with banks
and interest on borrowings carry interest on commercial terms. The short term borrowings are
obtained at fixed annual rates which are subject to change upon re-negotiation of the facilities
which takes place on an annual basis. However, if Libor rates were to shift by 0.5% there would be
a maximum change in the net finance cost by RO 188,387 (2007 : RO 130,595). The company’s
policy is to obtain borrowings at fixed rates or borrowings with fixed annual rates to be revised
yearly on the renewal date.
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Notes to the financial statements
for the year ended 31 December 2008 (continued)
4.

Financial risk management (continued)
Financial risk factors (continued)
(ii) Credit risk
Exposure to credit risk
The carrying amount of financial assets represents the maximum credit exposure. The exposure to
credit risk at the balance sheet date was on account of:

Trade receivables
Other receivables
Cash and cash equivalents

2008
RO

2007
RO

19,663,454
1,400,990
8,498,506

12,998,126
504,563
10,224,189

29,562,950

23,726,878

Credit risk on debtors is limited to their carrying values as management regularly reviews these
balances to assess recoverability and makes provision for balances whose recoverability is in
doubt. Credit risk is managed mainly through credit terms to customers either backed by
confirmed letters of credit or through insurance from the Export Credit Guarantee Agency SAOC
(ECGA) in the Sultanate of Oman. There is no concentration of credit risk with respect to trade
debtors as the company has a large number of customers, internationally dispersed.
As for each potential customer there is no independent rating, the company’s credit committee
assesses the credit quality of the customer, taking into account its financial position, past
experience and other factors. Individual risk limits are set based on internal or external ratings in
accordance with limits set by the Board. The utilisation of credit limits is regularly monitored.
Trade receivables including due from related parties

Group
A - Fully covered by
letter of credit / Cash
Against Documents
(CAD)
B - Covered by ECGA
C - Partly covered by

2008
Credit limit
RO

2007
Balance
RO

Credit limit
RO

Balance
RO

6,118,673

6,118,673

2,989,989

2,929,989

9,341,000
5,092,500

4,231,049
9,324,252

9,135,000
1,551,500

7,997,666
2,154,149

20,552,173

19,673,974

13,676,489

13,081,804

ECGA
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Notes to the financial statements
for the year ended 31 December 2008 (continued)
All the credit sales were sanctioned and were backed either by Letters of Credit or ECGA.
Furthermore management does not expect any losses from default by these customers.
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Notes to the financial statements
for the year ended 31 December 2008 (continued)
4.

Financial risk management (continued)
Financial risk factors (continued)
(iii) Liquidity risk
Prudent liquidity risk management implies maintaining sufficient cash and the availability of
funding from an adequate amount of committed credit facilities. The management maintains
flexibility in funding by maintaining availability under committed credit lines.
The table below analyses the company’s financial liabilities into relevant maturity groupings based
on the remaining year at the balance sheet date to the contractual maturity date.

At 31 December 2008
Borrowings
Government soft loans
Trade and other payables

At 31 December 2007
Borrowings
Government soft loans
Trade and other payables

Total

Less than
1 year

1 to 2
years

2 to 5
years

More than
5 years

RO
44,596,560
1,571,173
2,308,531

RO
38,221,560
536,667
2,308,531

RO
1,740,000
536,667
-

RO
4,635,000
497,839
-

RO
-

48,476,264

41,066,758

2,276,667

5,132,839

-

19,081,832
2,107,839
2,796,907

9,734,984
536,667
2,796,907

1,909,845
536,667
-

5,220,000
1,034,505
-

2,217,003
-

23,986,578

13,068,558

2,446,512

6,254,505

2,217,003

Capital risk management
The company’s objectives when managing capital are to safeguard the company’s ability to
continue as a going concern in order to provide returns for shareholders and benefits for other
stakeholders and to maintain an optimal capital structure to reduce the cost of capital.
In order to maintain or adjust the capital structure, the company may adjust the amount of
dividends paid to shareholders, return capital to shareholders, issue new shares or sell assets to
reduce debt.
Consistent with others in the industry, the company monitors capital on the basis of the gearing
ratio. This ratio is calculated as net debt divided by total capital. Net debt is calculated as total
borrowings (including ‘current and non-current borrowings’ as shown in the balance sheet) less
cash and cash equivalents. Total capital is calculated as ‘equity’ as shown in the balance sheet plus
net debt.
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Notes to the financial statements
for the year ended 31 December 2008 (continued)
4.

Financial risk management (continued)
Financial risk factors (continued)
Capital risk management (continued)
2008
RO

2007
RO

Borrowings (note 13)
Government soft loans (note 14)

44,596,560
1,571,173

19,081,832
2,107,839

Total borrowings
Less: Cash and cash equivalents (note 10)

46,167,733
(8,498,506)

21,189,671
(10,224,189)

Net debt
Total equity

37,669,227
31,069,288

10,965,482
29,350,226

Total capital

68,738,515

40,315,708

Gearing ratio

55%

27%

Fair value estimation
The carrying values of financial assets and liabilities with a maturity of less than one year are
assumed to approximate to their fair values. The fair values of non-current financial liabilities other
than Government soft loans are considered to approximate to their carrying amounts. The fair value
of the Government soft loans has been derived by discounting the repayment cash flows using a
discount rate based upon the borrowing rate which the management expect would be available to the
company at the balance sheet date.

5.

Critical accounting estimates
Estimates are regularly evaluated and are based on historical experience and other factors,
including expectations of future events that are believed to be reasonable under the circumstances.
Deferred taxation
The company is exempt from income tax until 15 May 2009. The company has estimated the
deferred tax liability expected at the end of the exemption period. Accordingly the change in the
estimates that result in temporary tax timing differences that are reversed during the exemption
period are accounted in the year that the change in estimate is anticipated.
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Notes to the financial statements
for the year ended 31 December 2008 (continued)
5.

Critical accounting estimates (continued)
Depreciation
Depreciation is charged so as to allocate the cost of assets over their estimated useful lives. The
calculation of useful lives is based on management’s assessment of various factors such as the
operating cycles, the maintenance programs, and normal wear and tear using its best estimates.
Provision for slow moving and obsolete stock
Provision for slow moving and obsolete stock is based on management’s assessment of various
factors such as the usability, the maintenance programs, and normal wear and tear using its best
estimates.
Provision for doubtful debts
Provision for doubtful debts is based on management’s best estimates of recoverability of the
amounts due and the number of days for which such debts are due.

6.

Segment information
Class of business
The company operates in one business segment that of manufacture of steel pipes and tubes. All
relevant information relating to this primary segment is disclosed in the balance sheet, income
statement and notes to the financial statements.
Geographical segment
The following geographical analysis has been compiled based on the location of the customers of
the company:
31 December 2007
31 December 2008
Trade
Trade
Revenue
receivables
Revenue
receivables
RO
RO
RO
RO
GCC countries including Oman
North America
Others

63,068,068
12,692,382
2,675,283

14,458,968
4,771,797
443,209

39,082,343
2,514,349
2,898,428

11,841,865
722,740
517,199

78,435,733

19,673,974

44,495,120

13,081,804

Revenue and trade receivables are allocated based on the country in which the customer is located.
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Notes to the financial statements
for the year ended 31 December 2008 (continued)
7.

Property, plant and equipment
Buildings
RO

Plant and
equipment
RO

Motor
vehicles
RO

Furniture
and fixtures
RO

Other
equipment
RO

Capital
work-inprogress
RO

Cost
1 January 2008
Additions
Disposals

2,997,235
-

8,176,486
179,052
-

69,059
89,310
(33,422)

141,597
19,552
-

58,156
12,723
-

13,572,660
10,919,365
-

25,015,193
11,220,002
(33,422)

31 December 2008

2,997,235

8,355,538

124,947

161,149

70,879

24,492,025

36,201,773

3,680,356

Total
RO

Depreciation
At 1 January 2008
Charge for the year:
Cost of sales
Administrative
Disposals

928,773

2,509,517

62,628

121,283

58,155

-

149,861
-

409,047
-

14,880
(33,422)

6,641
-

2,375
-

-

31 December 2008

1,078,634

2,918,564

44,086

127,924

60,530

-

4,229,738

Net book value
At 31 December 2008

1,918,601

5,436,974

80,861

33,225

10,349

24,492,025

31,972,035

558,908
23,896
(33,422)
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Notes to the financial statements
for the year ended 31 December 2008 (continued)
7.

Property, plant and equipment (continued)
Buildings
RO

Plant and
equipment
RO

Motor
vehicles
RO

Furniture
and fixtures
RO

Other
equipment
RO

Capital
work-inprogress
RO

Total
RO

Cost
1 January 2007
Additions
Disposals

2,997,235
-

7,932,871
246,618
(3,003)

63,358
5,701
-

121,378
22,567
(2,348)

55,624
3,067
(535)

5,665,800
7,906,860
-

16,836,266
8,184,813
(5,886)

31 December 2007

2,997,235

8,176,486

69,059

141,597

58,156

13,572,660

25,015,193

778,911

2,106,821

49,291

96,369

45,551

-

3,076,943

13,337
-

26,467
(1,553)

13,139
(535)

-

Depreciation
At 1 January 2007
Charge for the year:
Cost of sales
Administrative
Disposals

149,862
-

31 December 2007

928,773

2,509,517

62,628

121,283

58,155

-

3,680,356

2,068,462

5,666,969

6,431

20,314

1

13,572,660

21,334,837

Net book value
At 31 December 2007

405,699
(3,003)

555,561
52,943
(5,091)
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Notes to the financial statements
for the year ended 31 December 2008 (continued)
7.

Property, plant and equipment (continued)
(a) Buildings included in property, plant and equipment are built on land leased from the Public
Establishment for Industrial Estates - Sohar Industrial Estate. The initial lease expires on 13
April 2022, with an option to renew the lease at the end of the lease term.
(b) Certain property, plant and equipment of the company are subject to a first charge favouring
the Ministry of Commerce and Industry of the Government of Sultanate of Oman and a
second charge for borrowings from commercial banks (note 13 and 14).

8.

Inventories
2008
RO

2007
RO

Raw materials
Finished goods
Work-in-progress
Stores and spares

11,277,049
4,026,380
2,257,689
853,132

2,930,767
3,040,171
1,059,948
611,096

Goods-in-transit

18,414,250
168,277

7,641,982
1,056,152

18,582,527

8,698,134

(a) The allowance for inventories recognized in the income statement during the year is as
follows:
2007
2008
RO
RO
Raw materials
Finished goods
Work-in-progress
Goods-in-transit
Stores and spares

6,820,193
704,174
410,630
15,696
26,150

8,607

Total charge for the year
Less : allowance for slow moving inventories

7,976,843
(43,002)

8,607
(8,607)

Allowance for write down of inventories to net
realisable value

7,933,841

-

(b) Stocks of the company are subject to charge favouring the lenders of borrowings, as disclosed
in note 13 and 14.
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for the year ended 31 December 2008 (continued)
9.

Trade and other receivables
2008
RO

2007
RO

Trade receivables
Provision for doubtful debts

19,663,454
(35,122)

12,998,126
(14,390)

Due from related parties (note 25)
Advances to suppliers
Prepaid expenses
Other receivables

19,628,332
10,520
469,147
219,516
701,807

12,983,736
83,678
276,160
139,462
5,263

21,029,322

13,488,299

Balance brought forward
Charge during the year

14,390
20,732

8,619
5,771

Balance carried forward

35,122

14,390

The movement in provision for doubtful debts is given below:

(a) Trade receivables of the company are subject to a charge favouring the lenders of
borrowings, as disclosed in note 13 and 14.
(b) Trade receivables that are less than three months past due are not considered impaired. As at
31 December 2008, trade receivables of RO 7,047,675 (31 December 2007 : RO 2,808,167)
were past due but not impaired. These relate to a number of independent customers for whom
there is no recent history of default.
The age analysis of trade receivables including due from related parties is as follows:
2008
Age
RO
Less than 90 days
Between 91 – 150 days
Between 151 - 180 days
More than 181 days

2007
RO

12,626,299
6,194,899
507,693
345,083

10,273,637
2,268,024
277,128
263,015

19,673,974

13,081,804

The company has an internal credit policy whereas a credit committee reviews the credit
recommendations of management and makes recommendations to the Board for their approval.
Management also refers recommended customers to ECGA for credit approvals.
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for the year ended 31 December 2008 (continued)
9.

Trade and other receivables (continued)
(c) Other receivables include custom duty paid on imports of RO 690,857. The company was
exempted from customs duty until 31 December 2007. With effect from 1 January 2008, the
company is liable to pay customs duty on import of all items other than raw materials.
However based on the Ministry of Commerce and Industry orders, the company has paid the
customs duty amounting to RO 690,857 on all raw materials imported during the year for
their timely clearance from the customs. The duty amount shall be refunded by the Ministry
upon submission of the proof of receipt of goods. The management is confident that the
customs duty is fully recoverable from the Ministry and accordingly, these are classified
under other receivables.

10. Cash and cash equivalents

Cash at bank and on hand
Short term deposits

2008
RO

2007
RO

1,573,944
6,924,562

1,012,414
9,211,775

8,498,506

10,224,189

Included in short term deposits is a balance of RO 306,240 (31 December 2007 : RO 454,456)
held in a call account in the United Arab Emirates which customers make deposits into. The
account bears an interest rate of 0.5% (31 December 2007 : 0.5%) per annum. The company also
has short term deposits with National Bank of Oman SAOG denominated in US$ and Rial Omani
which bear an interest rate of 3.5% per annum.

11. Share capital

Shares of RO 0.100 each

Authorised
2007
2008
RO
RO
15,000,000
15,000,000

Issued and fully paid
2007
2008
RO
RO
12,489,796
12,489,796

(a) The shareholders in the Extra-ordinary General Meeting of the company held on 21 October
2007 approved the fresh issue by way of private placement of 63,697,960 shares for an
amount of RO 20,701,837, at a premium of 225 baisa per share. Following this private
placement the issued share capital of the company increased from RO 6,120,000 to
RO 12,489,796.
(b) The share premium is stated net of share issuance costs of RO 475,557.
(c) The Board of Directors has proposed a cash dividend of RO 0.007 per share totaling
RO 874,286 which is subject to the approval of the shareholders at the Annual General
Meeting.
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for the year ended 31 December 2008 (continued)
11. Share capital (continued)
(d) The details of shareholders who own 5% or more of the company’s shares are as follows:
Name of the shareholder
Global Buyout Fund LP
Moosa Abdul Rahman Hassan &
Company LLC
Abjar Trading LLC
Abdullah Moosa Abdul Rahman

No. of
shares

Holding
%

2008
RO

2007
RO

63,697,960

51

6,369,796

6,369,796

11,520,900
7,155,300
7,361,550

9
6
6

1,152,090
715,530
736,155

1,152,090
715,530
707,952

12. Legal reserve
In accordance with the Commercial Companies Law of Oman 1974, as amended, annual
appropriations of 10% of the profit for the year, are made to this reserve until the accumulated
balance of the reserve is equal to one third of the value of the company's paid-up share capital.
This reserve is not available for distribution.

13. Borrowings
Non-current
National Bank of Oman SAOG - term loan
Bank Dhofar SAOG - Loan II
Less: current portion included under current liabilities

Current
Loans against trust receipts
Bills discounting
Bank overdrafts
Current portion of term borrowings

Total borrowings

2008
RO

2007
RO

8,115,000
172,074
(1,912,074)

9,612,003
357,345
(622,500)

6,375,000

9,346,848

33,145,963
3,151,509
12,014
1,912,074

8,348,215
284,027
480,242
622,500

38,221,560

9,734,984

44,596,560

19,081,832

(a) Term loan from National Bank of Oman SAOG drawn towards construction of Merchant Bar
Rolling Mill, carries an interest rate of 6.25% per annum. This loan is secured by the first
priority charge on the Merchant Bar Mill on fixed and current assets. The loan is payable in
62 months in equal installments of RO 145,000 each starting from September 2008.
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13. Borrowings (continued)
(b) Bank Dhofar SAOG - Loan II obtained for the fourth mill expansion, carries an interest rate
of three months LIBOR plus 2.25% per annum. This loan is secured by second priority charge
over the fixed assets of the company and a floating charge on stocks and debtors. The loan is
payable in 23 months in equal monthly installments of RO 15,625 each starting from March
2006.
(c) The maturity profile of the non-current borrowings is as follows

Amount due:
Up to 2 years
From 3 to 5 years
Over 5 years

2008
RO

2007
RO

1,740,000
4,635,000
-

1,909,845
5,220,000
2,217,003

6,375,000

9,346,848

(d) Bank overdrafts are at interest rates ranging from 6% to 8% (2007 - 7% to 9.75%) per annum.
Loans against trust receipts in Rials Omani are at an interest rate of 5.50% (2007 - 6.75%) per
annum. Loans against trust receipts in USD at interest rates of LIBOR plus 1.5% to 2% (2007
- LIBOR plus 2% to 2.5%) per annum and bills discounted at interest rates of LIBOR plus
2.5% (2007 - LIBOR plus 1.5%) per annum are obtained from commercial banks. The
interest rates on these facilities may be renegotiated with the banks on renewal of the bank
facilities which generally takes place on an annual basis. The company’s main bank facilities
have been secured by a second charge on the fixed assets and pari-pasu on stocks and debtors.
(e) The carrying amount of the company’s borrowings are denominated in the following
currencies:
2007
2008
RO
RO
Rials Omani
US Dollars

31,675,414
12,921,146

17,317,330
1,764,502

44,596,560

19,081,832
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14. Government soft loans
2008
RO

2007
RO

1,109,661
461,512

1,479,661
628,178

Less : Deferred government grant

1,571,173
(175,636)

2,107,839
(289,295)

Less: Current portion

1,395,537
(505,098)

1,818,544
(505,098)

Non-current portion

890,439

1,313,446

National Bank of Oman SAOG – GSL – I
National Bank of Oman SAOG – GSL – II

(a) National Bank of Oman SAOG Term Loan – GSL-I: The loan was sanctioned under the soft
loan scheme of the Government of Sultanate of Oman towards the plant and machineries of
the Pipe Mill. The loan carries an interest rate of 3% (2007 - 3%) per annum and is secured
by a first charge over the fixed assets, stocks and debtors of the pipe mill of the company. The
principal of the loan is repayable in 10 equal annual installments of RO 370,000 which
commenced from May 2002.
(b) National Bank of Oman SAOG Term Loan - GSL-II: The loan was sanctioned for the
construction of the Fourth Pipe Mill under the soft loan scheme of the Government of
Sultanate of Oman. The loan carries an interest rate of 3% (2007 - 3%) per annum and is
secured by a first charge over the fixed assets, stocks and debtors of the pipe mill of the
company. The principal of the loan is repayable in 6 equal annual installments of
RO
166,667 which commenced from December 2006.
Government soft loans are repayable as follows:

Less than one year
Between 2 and 5 years

2008
RO

2007
RO

536,667
1,034,506

536,667
1,571,172

1,571,173

2,107,839

(c) In accordance with Capital Market Authority (CMA) Circular No. 1 of 2002 and IFRS, the
difference between the carrying value and fair value of the loan has to be shown as “deferred
government grant” and is to be recognized as income over the loan period as necessary to
match them with the related costs, which they are intended to compensate on a systematic
basis. However, the current portion of recognized deferred government income is equivalent
to the related finance cost. Hence, there is no impact on the current year result of the
Company.
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15. End of service benefits

Balance brought forward
Charge for the year (Note 20)
Payments during the year
Balance carried forward

2008
RO

2007
RO

43,817
62,243
(40,148)

38,461
74,733
(69,377)

65,912

43,817

1,419,528
655,678
71,015
19,373
142,937

1,757,820
724,591
76,365
13,000
225,131

2,308,531

2,796,907

60,107,543
1,674,528
558,908
623,849

36,319,246
1,246,639
555,561
540,523

62,964,828

38,661,969

2,879,316
138,941
326,187
19,038
35,092
9,457

1,626,406
115,850
161,453
12,796
7,992
17,538

3,408,031

1,942,035

16. Trade and other payables
Trade payables
Accrued expenses
Advances from customers
Due to related parties (note 25)
Other payables

17. Cost of sales
Cost of materials consumed
Direct labour (note 20)
Depreciation (note 7)
Other direct expenses

18. Selling and distribution costs
Packing and despatch charges
Commission on sales
ECGA premium
Sales promotion expenses
Advertisement and publicity
Other selling and distribution expenses
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19. General and administrative expenses

Employee related costs (note 20)
Insurance
Travelling and conveyance
Communication expenses
Depreciation (note 7)
Legal and professional charges
Other expenses

2008
RO

2007
RO

659,549
4,470
102,998
68,667
23,896
46,916
132,580

503,557
2,524
64,645
60,505
52,943
25,294
204,382

1,039,076

913,850

20. Employee costs
The employee costs, included under cost of sales and administrative expenses comprise the
following:
2007
2008
RO
RO
Basic salaries and allowances
Staff rent
End of service benefits (note 15)
Employee welfare expenses
Social security costs
Staff bonus

Allocated to :
Cost of sales (note 17)
General and administrative expenses (note 19)

1,744,276
240,047
62,243
94,748
36,985
155,778

1,416,536
168,740
74,733
65,902
24,285
-

2,334,077

1,750,196

1,674,528
659,549

1,246,639
503,557

2,334,077

1,750,196
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21. Net finance costs
2008
RO
Interest on bank borrowings
Interest income

2007
RO

1,408,554
(177,187)

1,323,766
(94,705)

1,231,367

1,229,061

Interest on bank borrowings are net of RO 648,442 (2007: RO 820,318) included in the capital
work-in-progress.

22. Taxation
(a) In accordance with Ministerial Decision number 87/99 dated 11 August 1999, the company
was exempt from taxation for a period of five years from the date of the commencement of
commercial operations being 15 May 1999. The Ministry of National Economy, through
Ministerial Decision No. 89/2004 dated 22 November 2004, granted a tax exemption for a
further period of five years ending 15 May 2009.
(b) The current year tax charge relates to deferred taxation in respect of the timing differences.
Deferred income taxes are calculated on all temporary differences under the liability method
using a principal tax rate of 12%. The net deferred tax liability and deferred tax charge in the
income statement are attributable to the following items:

2007
RO

(c)

Charged to
income
RO

2008
RO

Asset
Provision

(12,655)

8,440

Liability
Accelerated tax depreciation

377,493

97,648

475,141

364,838

106,088

470,926

(4,215)

Tax assessments for all the years up to 2004 have been completed and agreed with the Oman
taxation authorities. The management believes that any taxation for the unassessed years
from 2005 to 2007 will not be material to the financial position of the company as at the
balance sheet date.
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Notes to the financial statements
for the year ended 31 December 2008 (continued)
23. Earnings per share
Basic earnings per share is calculated by dividing the profit attributable to equity holders of the
company by the weighted average number of ordinary shares in issue during the year excluding
ordinary shares purchased by the company and held as treasury share.

Net profit attributable to shareholders (RO)
Weighted average of number of shares outstanding
Earnings per share (RO)

2008

2007

1,719,062

1,630,592

124,897,960

71,816,327

0.014

0.023

2008

2007

31,069,288

29,350,226

124,897,960

124,897,960

0.249

0.235

24. Net assets per share
Net assets (RO )
Number of shares at year end
Net assets per share (RO)

Net asset per share is calculated by dividing the shareholders equity at the year end by the number
of shares outstanding.

25. Related party transactions
Related parties comprise the shareholders, directors and business entities in which they have the
ability to control or exercise significant influence in financial and operating decisions. The
company has entered into transactions with entities related to the significant shareholders or
directors. In the ordinary course of business, such related parties provide goods and render
services to the company. The company also sells goods to such related parties. During the year,
the following transactions were carried out with related parties:
(i)

Sales of goods

Sales of goods

2008
RO

2007
RO

217,630

416,680
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25. Related party transactions (continued)
(ii) Purchase of services
2008
RO

2007
RO

25,673

33,948

157,971

170,096

28,000
5,450

8,275

33,450

8,275

2008
RO

2007
RO

Receivable from related parties
- Other related parties

10,520

83,678

Payable to related parties
- Significant shareholders
- Other related parties

19,373

776
12,224

19,373

13,000

Purchase of services
(iii) Key management compensation
Basic salaries and allowances
(iv) Directors’ remuneration
Remuneration to Directors
Directors’ sitting fees

(v) Balances arising from sales / purchases of goods / services

No provision has been required in 2008 and 2007 in respect of amounts due from related parties.
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26. Commitments
(i)

Lease commitments

At 31 December 2008, the future minimum lease commitments under the lease agreement in
respect of the land, referred to in note 7(a), amounted to RO 1,282,260 (31 December 2007 RO 1,336,919) for the total remaining lease period. Under the terms of the operating lease the
future aggregate minimum lease payments are as follows:
2007
2008
RO
RO
Not later than 1 year
Between year 2 and 5
Later than 5 years

54,658
273,079
954,523

54,658
255,794
1,026,467

1,282,260

1,336,919

(ii) Purchase commitments
At 31 December 2008, the value of outstanding purchase commitments amounted to
RO 1,382,789 (31 December 2007 - RO 9,059,316).
(iii) Capital commitments
At 31 December 2008, the company had capital commitments amounting to RO 365,279
(31 December 2007 - RO 1,281,775).

27. Contingent liabilities

Bank guarantees

2008
RO

2007
RO

75,633

87,995

The above guarantees were issued in the normal course of business.

28. Comparative figures
Certain comparative figures have been reclassified to conform with the presentation in the current
year.

29. Approval of financial statements
The financial statements were approved by the management and authorised for issue on 2 March
2009.

