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A WORD OF INTRODUCTION

“It takes a deep commitment to change
and an even deeper commitment to grow”
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BOARD OF DIRECTORS
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Mr. Mohammed Hariri

Chairman of the Board

Mr. Hariri is the Chairman - General Manager of GroupMed, sal (Holding), IRAD
Investment Holding, Al Mal Investment Holding, as well as BankMed and its
banking subsidiaries. He is also Senior Vice President and General Secretary of
the Board of Directors of Saudi Oger Ltd. He is in charge of investments and
transactions on behalf of Saudi Oger Ltd. and its associates. He is the Chairman
of Oger TeleCom and serves on the boards of directors of various companies of
the Saudi Oger Group, including Oger Telekomunikasyon, Turk Telecom and
AVEA Ilepisim Hizmetleri (AVEA) (in Turkey), 3C Telecommunications (in South
Africa), Medgulf Holding sal, Oger international S.A. and Entreprise de Travaux
Internationaux (ETI). Mr. Hariri is also a board member of Arab Bank plc - Jordan.
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Mrs. Nazek Audi Hariri

Member

Mrs. Hariri, the wife of H.E late Prime Minister, Mr. Rafic Hariri, is a
board member of GroupMed (Holding) and Arab Bank plc - Jordan.
She is also the President of the Rafic Hariri Foundation and several
other humanitarian, cultural and educational institutions in the
Lebanese Republic and the Gulf region. She is the First Ambassador
of the International Osteoporosis Foundation, as well as President
of this Foundation's 206-A Bone Fund.

Mr. Maroun Asmar

Member

Mr. Asmar is the Advisor of the Management Committee at the
Bank. He is also the Chairman General Manager of MIB (Holding).
He is the former Dean of the Faculty of Engineering at Saint
Joseph University. Mr. Asmar served as the Chairman of the Board
of Directors of Electricité du Liban.

Basile Yared, ESQ

Member

Mr. Yared is an attorney at law, with law offices in Paris and Beirut.
He is a Board Member of GroupMed sal (Holding), The Lebanese
Company for the Development and Reconstruction of the Beirut
Central District sal (Solidere), Saudi Oger Ltd., Oger International.

GroupMed Sal Holding

Member

It is the principal shareholder of the Bank.
GroupMed sal (Holding) is formerly known as Méditerranée
Investors Group (Liban) SAL Holding.
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TO US AT BANKMED, 2006 WAS A YEAR IN
WHICH WE TOOK A LOT OF TIME TO INVEST
IN OURSELVES, TO REEXAMINE THROUGH A
FRESH PAIR OF EYES HOW THINGS ARE
BEING DONE, AND TO TAKE, WHEN NEEDED,
THE NECESSARY ACTIONS.
One cannot but look at 2006 with mixed feelings. While very
challenging to Lebanon and its economy, its tough events forced the
banking sector to live up to the challenges, which ended up enhancing
its resilience and reflecting further on its strength. To us at BankMed,
it was a year in which we took a lot of time to invest in ourselves, to
reexamine through a fresh pair of eyes how things are being done,
and to take, when needed, the necessary actions. Espousing tradition
with
modernization,
consolidation
with
expansion,
and
reorganization with reinforcement, were surely no easy tasks,
especially in the context of a changing political and economic
environment. But in doing what is needed to provide the best for our
clients, neither the difficulty of the tasks nor the harshness of the
environment are ever tilting factors. At BankMed the client remains
the driving force.
Rare are the years in Lebanon that had carried in them as much duality
as 2006, a year of great hopes, but also of tough challenges. As of
June, Lebanon was embracing for one of its best economic
performances in years, driven by a record number of tourists, higher
exports, and strong capital inflows, mostly in the form of foreign direct
investment. A ferocious Israeli war, inflicting human loss, assaulting
the residential neighborhoods, destroying the basic infrastructure, and
damaging productive plants, resulted in great suffering and caused
tremendous harm. The political divisions that ensued were a setback to
the aspirations of an economic pick up, much needed to deal with the
consequences of the war. Economic growth stalled as a result, while
the fiscal deficit and the debt level increased further.
But the cup was also half full. Taking all of this into account, one
cannot but look with admiration at the performance of the Lebanese
banking sector in 2006. It proved one more time its ability to navigate
through extremely volatile political and economic conditions, and to
emerge even stronger. Total assets of the sector grew by over 8% to
reach $76.2 billion, underpinned by strong private sector deposits of
over $60 billion, or almost 3 times GDP.
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Liquidity in the system remains abundant and profitability of the sector increased
year-on-year despite all the challenges. The sector, which employs some 16,000
individuals, represents a beacon of stability, with implications beyond the orderly
functioning of the financial market and the value it adds to the economy, to
touch upon the overall well being of Lebanese society.
We, at BankMed, took the time this year to consolidate and reorganize the way
we conduct business in order to become more efficient and hence deliver better
services and products to our client base. We completed, in different ways, the
integration of the two smaller banks of the Group into the larger BankMed. This
was conducted smoothly and with no interruption of service or impact on its
quality. All of our banking activities are now delivered by a universal entity that
employs around 1,000 persons, and is represented by 45 branches throughout the
country. Consolidation provided an occasion to reorganize ourselves in a way that
geared the bank towards a bottom-line-driven business model. In the process, some
executives were offered greater responsibilities while others with valuable experience
were added to the team. To enhance shareholder value, we restructured the balance
sheet and diversified revenue resources by looking beyond our borders. In that
context, we completed an acquisition of a bank in Turkey, and initiated plans to
expand regionally in carefully selected markets.
The change of culture at BankMed has been significant. We are more serviceoriented and customer-focused than ever. We are more efficiently organized and
our operations and processes are now fully geared to optimize results. Our
strategy for the coming period is to become a leader in retail banking, in parallel
to our already established position as a leading corporate banking institution in
Lebanon. Our aim is also to continue our carefully planned expansion program
in markets where we can add value and achieve solid progress.
2006 was a year in transition for BankMed. It was a year of new beginnings, of
preparing better for tomorrow. Now we are eager to perform, achieve greater
returns to our shareholders, and place our institution on the platform it deserves.
This institution, which dates back to 1944, is now more than ever prepared to
reap the benefits of the integration and advancement in the financial services
industry, not just in Lebanon, but on a regional scale.
Mohammed Hariri
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2006 WAS A YEAR IN WHICH WE
UNDERTOOK A MAJOR CONSOLIDATION,
AND REORGANIZED OUR OPERATIONS
WITH A VIEW TO INCREASING EFFICIENCY
AND TO SERVING BETTER OUR CUSTOMERS.

2006 will surely be reflected upon as one of BankMed's most
important years. It was a year in which we took a deep look on how
we organize ourselves and on how we conduct our business. It was a
year in which we undertook a major consolidation, and reorganized
our operations with a view to increasing efficiency and to serving
better our customers. It was a year where action was taken to clean
up the books and upgrade the processes, but also to expand and
explore offshore opportunities. Still, despite a tough external
environment and busy internal processes, 2006 was a year of growth
to BankMed as its balance sheet increased by 11%, deposits by 14%,
and loans by 12%.
BankMed has always had significant strengths, which include strong
ownership and good capitalization. Its sister institutions comprise top
construction, telecom, insurance and media companies at the regional
level. Its corporate business boasts a pool of significant long-standing
relationships, and its retail business is supported by a sizeable branch
network. During the year we brainstormed on how to further improve
our work, which was one of the reasons why we decided to reexamine
the modus operandi of our business operations, and to draw the
relevant conclusions, which in turn led to concrete steps and actions.
One such action was the integration of the other two banks into
BankMed. Allied Bank was merged on May 30, 2006. Meanwhile, Saudi
Lebanese Bank was kept as a separate legal entity but its branches and
customer base were integrated into BankMed on December 31, 2006.
The business units were merged across the 3 financial institutions and
the brand name “BankMed” was established across the network. The
merger with Allied Bank provided an appropriate platform to boost
our retail business, in addition to the traditionally strong corporate
business conducted by BankMed. As a result, new consumer lending
products were introduced.
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Another action was a major reorganization, which included the creation of new
divisions and the restructuring of some existing divisions. We started
reengineering projects for Operations, Retail, Credit, and Risk divisions with a
view to transforming the branches into sales outlets, centralizing most of the
processing functions, and redesigning all the processes to improve customer
service and increase staff efficiency. In addition, we enhanced the Asset &
Liability Committee, and introduced new business entities such as Med Securities
and the Treasury Marketing Unit, both of which have been very active in
structuring and selling investment instruments.
Corrective measures in human resources constituted an important part of the
reorganization procedure, as we adjusted and standardized salaries and grades
for staff. We also launched a project to develop a comprehensive framework for
work definition, job evaluation and grading, reward and performance
management, competencies and assessments, and career planning. Meanwhile,
corrective measures in information technology touched on the infrastructure as
well as on the software and application processes, and were key to boosting
efficiency and productivity.
Notwithstanding the large efforts that went into the consolidation and
reorganization processes, BankMed managed to expand beyond Lebanon. The
group acquired MNG Bank, a commercial bank in Turkey (renamed Turkland Bank,
T-Bank) which was approved by Turkish regulators in December 2006.
Also in December 2006, the Bank submitted an application to the Capital Market
Authority in Saudi Arabia for an investment banking license (which was
approved in 2007). The Bank is also in the process of implementing a carefully
designed expansion strategy that targets markets where we can add value.
All these actions did not stop BankMed from undertaking some internal
revamping. The balance sheet was restructured through real estate liquidation
and the reduction of non-performing loans. Specific provisions were taken to
cover mainly the asset quality deterioration related to the Israeli war in JulyAugust. Substantial general provisions were also taken to be well prepared for
any unforeseen developments which may occur in the future.
Actions taken in 2006 were necessary to position the bank on the solid basis it needs
to consolidate its leading domestic status and emerge as a major player in the
regional financial sector. We consolidated, we reorganized, and we expanded.
But most important of all, we rejuvenated a corporate culture, which puts clients
always first. This can be seen in the transformations that took place not just on the
level of the head office, but also on the level of the branches. A client oriented
culture, combined with a tradition of excellence, place BankMed today in a favorable
position to take advantage of the growth and integration of financial services
that our region is witnessing.
Nemeh Sabbagh
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KEY FINANCIAL INFORMATION
2002
LL
US$

In billions

2003
LL
US$

2004
LL
US$

2005
LL
US$

2006
LL
US$

Total Assets

7,225

4.8

7,628

5.1

8,115

5.4

8,858

5.9

9,835

6.5

Total Deposits

5,269

3.5

5,517

3.7

6,161

4.1

6,144

4.1

7,042

4.7

Total Loans

2,772

1.8

2,314

1.5

1,827

1.2

1,973

1.3

2,162

1.4

Total Equity

747

0.5

794

0.5

781

0.5

1,022

0.7

857

0.6

Key Ratios
Non-performing Loans to Total Loans
Loan Loss Provisions to Doubtful Loans

Other Data including overseas
Total Staff
Number of branches

2002
5.4%
77.8%

2003
11.1%
69.8%

2004
6.2%
84.5%

2005
3.9%
88.2%

2006
3.7%
87.3%

2002
1,018
50

2003
1,026
53

2004
1,027
54

2005
989
53

2006
961
45

TOTAL ASSETS IN USD MILLION

7,000

6,524

6,000
5,000

4,793

5,060

5,383

5,876

4,000
3,000
2,000
1,000
0
2002

2003

2004

2005

2006
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TOTAL LOANS IN USD MILLION

2,000

1,839
1,535

1,500

1,212

1,309

1,434

1,000

500

0
2002

2003

2004

2005

2006

TOTAL DEPOSITS IN USD MILLION

5,000
4,000

4,672
3,495

3,660

2002

2003

4,087

4,076

2004

2005

3,000
2,000
1,000
0
2006
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CAPITAL ADEQUACY

30%
24.3%

25.6%

25.7%

26.7%
21.1%

15%

0%
2002

2003

2004

2005

2006

NON-PERFORMING LOANS TO TOTAL LOANS

12%

6%

11.1%

6.2%

5.4%

3.9%

3.7%

2005

2006

0%
2002

2003

2004

LOAN LOSS PROVISIONS TO DOUBTFUL LOANS

100%
84.5%

88.2%

87.3%

2005

2006
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69.8%

50%

0%
2002

2003

2004
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NET INTEREST INCOME IN USD MILLION

100

92.5
80.9
71.2

75
61.8

58.7

2004

2005

50

25

0
2002

2003

2006

COMMISSIONS & FEES IN USD MILLION
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15
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12.1

10

5

0
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1st Row:
Ameen Bissat
Internal Audit
Omar Sultani
Saudi Lebanese Bank
Joy Saba
Legal

.
.
.
.

1st Row:
Mahmoud Kibbi
Administration
Fouad Baalbaki
Information Technology
Iman Baba
Information Security
& Business Continuity
Adel Hechme
Human Resources

.
.
.
.

2nd Row:
Faten Matar
Advisor
Samir Hammoud
Remedial Management
Hadi Hammoud
BankMed Suisse Representative Office
Aref Mneimne
Legal Advisor

.
.
.
.

2nd Row:
Nabil Zakka
Commercial Credit Risk
Samir Mouawad
Risk Management
Marwan Abiad
Financial Control Technology
& Central Operations
Antoine Boustany
Operations
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1st Row:
Fadi Flaihan
Branch Network
& Retail Liability Products
Hatem Chaarani
Electronic Delivery Channels
& Card Products
Mohammad Loutfi
Corporate Banking
Fouad Saad
Treasury & Capital Markets

2nd Row:
Adel Jabre
Treasury Dealing Room
Walid Cheikha
Large Corporate Credit
Basel Karam
Retail Banking
Muhieddine Fathallah
Consumer Credit

.
.
.

.
.
.
.
.

1st Row:
Diala Choucair
Marketing and Communication
Mazen Soueid
Market & Economic Research
Lina Jebeile
Chairman’s Office

2nd Row:
Mohamed Ali Beyhum
Advisor
Khaled Zeidan
Med Securities
Samer Salam
Investment Banking
Ziad Ghosn
Financial Institutions & Trade Finance
Khalil Ghalayini
Private Banking
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BANKMED AND THE BROADER GROUP

(UNDER ESTABLISHMENT)

BANKMED HISTORY

One of the oldest banking and financial groups in Lebanon and the
region, BankMed was originally established in 1944 as a credit
institution. Since then, it has grown and flourished to become one
of the country's largest financial institutions, with assets
constituting over 8.5% of the total of the Lebanese banking sector.
Its role in financing commercial, industrial, and contracting activities
has contributed to the growth of these sectors and the resurgence
of the Lebanese economy since 1990. BankMed is also giving
increasing emphasis to developing its retail banking business and
intends to expand its customer base by ensuring that its products
and services are competitive, relevant and innovative.
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1944, The roots of BankMed
date back to a credit institution
established in 1944.

1954, a controlling interest purchased
by investors of Santo Domingo.

1955 Incorporation of the
Bank as a joint stock
company called “Eastern
Commercial Bank”.
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1970 Change of name to
“Banque de la Méditerranée”.

1973, Fidelity Bank (Philadelphia)
acquires 80% of the Bank.

1976, Gulf and Lebanese investors
establish Arab Investors Group (AIG),
a Luxembourg based company.

1980, AIG name changed to Méditerranée Investors Group (MIG).
Latter acquires 59% of the Bank and controls Banque de la Méditerranée
France, Banque d'Affaires Franco-Arabe (which subsequently became
Compagnie Financière de la Méditerranée (Paris)), Cofimed (Geneva),
and Méditerranée Investors Group-USA.
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1982, H.E. Late Mr. Rafic Hariri acquires the
remaining 27% of MIG.

1983, Bank's capital
increased to LBP 100mm.
MIG
acquires
the
balance of the Bank's
shares.
1981, H.E. Late Mr. Rafic
Hariri acquires 73% of
MIG.

1986, Banque de la Méditerranée
(Suisse) established as a wholly
owned subsidiary of the Bank.

1988, Banque de la Méditerranée
(UK) established as a wholly
owned subsidiary of Banque de
la Méditerranée-France.

1992, Banque de la Méditerranée-France merged
into Banque Francaise de l'Orient (BFO), a French
banking institution controlled by Crédit Agricole
Indosuez. The ownership of Banque de la
Méditerranée (Suisse) was transferred to BFO.

1994, Méditerranée Investors
Group (Liban)(MIG Liban) is
incorporated and acquires the
Bank from MIG.
Increase in the Bank's capital to
LBP75 billion.

1995, Increase in the Bank's capital from LBP75 billion to LBP
160 billion, becoming the largest bank (by capitalization) in
Lebanon.
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The Bank acquires 75% of Saudi Lebanese Bank (SLB) and
becomes the largest bank by total assets in Lebanon.

1996, Méditerranée Investment Bank
(MIB) is established.

1999, Increase in the Bank's
capital to 530 billion.
January 2007, Acquisition of
MNG Bank, Turkey.
2001, The Bank sold BFO to Crédit
Agricole Indosuez and acquires the
shares of BFO Switzerland, a wholly
owned subsidiary of BFO. BFO
Switzerland changes its name to Banque
de la Méditerranée (Suisse).
The Bank acquires 90% of Allied
Business Bank, which name has
changed later to Allied Bank.
The Bank acquires 35% of Credit Card
Services (CSC).

March 2007, Name change of
MNG Bank to Turkland Bank.

2003, The Bank acquires the
remaining 10% of Allied Bank.

2005, Change of the name of
Banque de la Méditerranée to
BankMed.

2006, Merger of Allied Bank into
BankMed.
Integration of SLB into BankMed.
Change of the name of MIG Liban
name into GroupMed (Holding).
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HIGHLIGHTS OF THE YEAR 2006

2006 was not just another year for BankMed, as
actions taken during the year will surely have
important implications in the future. It was a year
when we thought very deeply about how we could
modify our organization, structure, and culture in a
way that would benefit our clients, hence moving
ahead with the strategy outlined by the Chairman
General Manager in last year's Annual Report. But it
was also a year when thoughts and ideas were
translated into actions, drastic and bold at times,
with a view to enhancing efficiency and adding
value. It was a year of consolidation, a year of
reorganization, and a year of expansion.
And notwithstanding all of this and all what the
country and its economy has gone through, it was a
year of highlights and advancement.

HIGHLIGHTS OF THE YEAR

WE CONSOLIDATED
In line with trends in the industry on the global level, the Bank's view was
that a single, universal and more spread financial institution with an
established brand name will be capable to carry out in a more efficient and
qualified manner the banking services delivered by the group. As a result,
three of GroupMed's banking entities were consolidated into one, though in
different ways. Allied Bank was merged into the larger BankMed on May 30,
2006. However, while Saudi Lebanese Bank was kept as an independent
entity, its branch network was fully integrated into BankMed. As a result, the
BankMed brand name was established across the network, which at present
consists of 45 branches spread throughout the country.
Business units across the three financial institutions were merged to allow for
greater efficiency. Between May and December 31 2006, 20 branches
pertaining to Allied Bank and Saudi Lebanese Bank joined the BankMed
branch network, marking a smooth merger in the retail business of the three
banks. This has led to staff reallocation and branches relocation in order to
assure a better geographical distribution. In addition, the consumer and cards
products were unified within the merged banks, whilst ensuring that
employees in all branches were familiar with the available products
throughout the network, which was mostly achieved through intensive
training and awareness sessions. In that context, branches have been
transformed into sales outlets while most of the processing functions have
been centralized. This has in turn improved customer service and increased
staff efficiency.
The consolidation of the three entities optimized the Bank's distribution
channels, but the process was challenging nonetheless. Several divisions
played a significant role in supporting the merger and making sure it went
effectively by ensuring en error free transition to the customer, as the three
banking systems were merged together. The consolidation was also smooth
from the employees' perspective and was achieved through calculated
relocation of staff between divisions. Huge efforts were exerted to ensure
that a homogenous culture emerged at the end of the consolidation
operation and that all existing policies and procedures were integrated and
respected.
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WE REORGANIZED
Consolidation presented a framework for the group to think about the way
it organizes itself and the way it delivers banking services. A major
reorganization was hence initiated and completed in 2006 touching on
several divisions in the bank.
The broad objectives of the reorganization project were to:

..
.

Transform branches into sales outlets
Centralize processing support functions
Re-engineer key processes to:
- Improve customer service quality
- Increase staff efficiency
- Reduce operations expense

A project team was established to design and implement the reorganization
process. The team completed three major development tasks during the
second half of 2006. The team prepared a “concept design”, which identified
new organization structures, recommended transferring non-sales functions
from branches to central operations and proposed significant changes in
operating procedures. The efforts also included re-defining jobs to provide
staff with expanded responsibilities and authorities, re-engineering
transaction processing to make operations more efficient, and developing
operating and oversight reporting to provide management with improved
information and control. These new methods were tested within a pilot
branch during the last six weeks of 2006. This testing demonstrated the
positive impact on customer service, proved the effectiveness of the new
procedures and provided the information required to plan for revised
organization staffing, prompting the team to go ahead with the
implementation program.
The reorganization process prompted management to promote officers to
leadership positions, and to bring in executives with extensive experience to
boost the human capital of the bank. The promotion of new managers and
the injection of new blood was achieved in a smooth manner, and more than
ever, a spirit of teamwork and communication between divisions is being
encouraged and rewarded. This was completed in tandem with a
restructuring at the levels of several divisions which were altered in a manner
that increased efficiency through emphasizing the “bottom line” and
promoting an accountability culture.
Corporate Banking has always served a diversified clientele through its 3
business lines, the Large Corporate, the Middle, and the Small segments. The
Large Corporate business segment was reorganized around 2 business areas,
the Corporate business area which manages all aspects of client relationship,
and the Structured Finance business area which develops a wide range of
asset financing, syndication, financial engineering, project financing,
acquisition financing and LBO financing solutions. BankMed continues to

HIGHLIGHTS OF THE YEAR

provide banking services to 90% of the top Lebanese groups, and is a leading
lender to large corporate clients in Lebanon.
Retail Banking was reorganized into three divisions: consumer credit products,
cards and electronic delivery channels, branch network and liability products. The
consumer credit product division reviewed all products' terms and conditions and
applications to ensure a more competitive strategic approach. Cards and
electronic delivery channels implemented a new credit approval procedure and
eligibility criteria for all of the consumer credit and card products aiming for a
faster approval time and efficient processes. Retail capitalized on BankMed's
corporate image and wide network, to establish new relationships with leading
merchants and car dealers. Two big projects were launched and are currently
being finalized in the areas of Microfinance and Sale Agents. Retail increased the
automation of its various divisions, including the packaging and renewal process
of cards production, and SMS notification service, and it finalized the preparatory
work for the establishment of a call center.
BankMed also restructured its Treasury Division into different departments. The
Treasury Marketing Unit was created to allow a clearer distinction of the bank
Treasury operation between those that are more targeted towards the clients
and those that are designed for the internal financial operations of the bank. The
new Unit also underlines the more customer focused approach of the Treasury.
The Asset & Liability committee was enhanced to monitor the bank's liquidity
positions, interest rate and market exposure. The committee is also recommending
appropriate measures to maintain adequate liquidity and sufficient funds. It has the
mandate to formulate a strategy to manage the bank's balance sheet and to
decide on the Deposit Pricing Grid.
In order to enforce the concept of delivery and synergy between the three key
support functions, management decided to group Financial Control, Information
Technology and Operations under one umbrella. The group worked hand in
hand to support 2006 key directives namely network consolidation, expansion,
and service enhancement, bringing BankMed one step closer to being the bank
of choice for customers seeking service excellence and product innovation.
The provision of efficient, reliable and secure banking services in strict
compliance with regulatory requirements necessitated that we design, upgrade
and deploy additional banking solutions on the levels of the information
technology infrastructure as well as the software and applications.
On the infrastructure level, a state-of-the-art data center was completed using
modern servers, switches, routers, modems, fiber cabling and other advanced
systems management tools. BankMed 'Business Continuity Plan' was also
updated to cater for the advanced upgrade in the infrastructure and systems and
to comply with local and international best practices. The disaster recovery site
was also upgraded to ensure business continuity.
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On the software and applications fronts, 2006 witnessed the upgrade of systems
and related ATM interface, the deployment of a discounted lending module in
all branches, the deployment of the Anti-Money Laundering (AML) solution for
the compliance department, the deployment of human resources applications,
and the implementation of a deal capturing system for Med Securities. We chose and
launched on January 15 of this year a new profit center accounting system.
Risk Management has also streamlined its processes in order to improve clients'
service, internal efficiencies and controls by means of two major initiatives. The
first initiative was to streamline its credit administration processes for consumer
and corporate businesses. The second was the development of an electronic
corporate credit application management system, which will improve the data
base management of large Corporate as well as Small and Medium Enterprises.
Rapid portfolio reviews of risk assets are frequently conducted by Risk Management
as part of its proactive risk management culture. Two were undertaken last year,
one during the July war resulting in quick corrective measures after the war ended.
Med Securities was launched on May 1st, 2006 as the brokerage and investment
product development arm at BankMed, servicing our clients in their investment
needs in global equities, futures, and fixed income. From the outset, BankMed
senior management empowered Med Securities with the tools necessary to
attain a leading position in the market place with maximum speed and
efficiency. We established a state of the art trading desk, reporting and IT system
for Med Securities. To kick start operations a team of experienced traders,
brokers, market technicians and financial consultants were hired. Most senior
members at Med Securities have worked together for over 6 years, and each one
individually has more than 10 years of work experience in the securities business.
The efforts paid off and Med Securities executed its pilot trade on June 1, 2006
just one month after its inception. Med Securities has since developed an active
brokerage business on the local, regional and international markets despite very
difficult market and security conditions during 2006. To ensure quality execution
for clients Med Securities introduced 16 hours trading to cover most time zones.
The desk experienced rapid growth during the second half of 2006.
Another new division was established in order to manage the Bank's
relationships with other banking and financial institutions. The Financial
Institutions Division started its operations in June 2006 by developing existing
and new relationships with a large number of correspondent banks in the
domestic, regional and international markets. Despite the challenging situation
in Lebanon, it was able to establish and increase the credit facilities granted by
our correspondents in order to support the Bank's various activities as well as the
expanding business of our clientele overseas. In addition to its correspondent
banking responsibilities that used to be handled by Treasury, the Financial
Institutions Division is also responsible for Trade Finance sales activity.

HIGHLIGHTS OF THE YEAR

Reorganization touched on Human Resources issues, to which the Bank
attaches great importance. A project was launched to improve and develop
our work definition, job evaluation and grading, reward and performance
management, competencies and assessments, career and succession planning.
The plan is to implement an integrated and up-to-date set of Human
Resources processes that transform our culture to a competency-based and
results-oriented one. Another area that is being given increased attention is
training and development that enhances our staff skills across a broad range
of important functions including customer service, sales & marketing, credit
analysis, product knowledge and risk.
The reorganization procedure also covered the legal activities of the Bank.
Previously structured as a department, Legal underwent during 2006 a
restructuring process to enable it to meet the growing needs and challenges
of a major Bank with local and regional expansion prospects. In this respect,
Legal, with the support of management, was restructured as a division with
an organizational structure including specialized departments oriented to
efficiently assist and support the various divisions as well as local and overseas
branches of the Bank. In order to meet the needs of the newly established
divisions, Legal was able, within a challenging short period, to put at the
disposal of these divisions, various standard legal documentation. Also,
during the year 2006, Legal was involved in BankMed consolidation and
expansion operations, as well as in major international loan syndication,
initial public offerings and other major, local and international deals.

WE EXPANDED
We at BankMed understand that the globalization of financial services is an
irreversible trend, and that it is our choice, as a regional financial institution
to transform this trend into a pushing forward wind rather than a pulling
backward storm. We strongly believe that regional financial institutions
should invest in innovation so that they can meet the needs of a more
demanding, global and mobile client base. We do understand these
challenges, hence our continuous adoption of the latest in banking
technology, as well as our emphasis on manpower training and development.
In addition, we are working hard to identify opportunities where we can add
value, and leverage our expertise through regional expansion. We teamed up
with the Arab Bank and acquired MNG Bank, a commercial bank in Turkey,
which was approved by the Turkish regulators in December 2006 and renamed
Turkland Bank (T-Bank) by the new owners. In December 2006, we have submitted
an application for an investment banking license to the Capital Market
Authority in Saudi Arabia (which was approved in 2007). This was only the
start and other attractive overseas markets are being seriously considered.
Carefully calculated vertical integration and well researched horizontal
expansion will continue to define BankMed strategy to create a more
successful business enterprise.
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INITIATIVES
A tough external environment manifested in a harsh Israeli war, as well as a
hectic internal environment driven by major consolidations, reorganization and
expansion, did not stop BankMed from marking 2006 with its own highlights.
Consumer lending products were strengthened across the branch network
and through major retail stores, including car loans, personal loans and
revolving overdraft, vendor finance, housing loans, and tuition financing.
This has boosted BankMed retail business and will in time place it in parallel
with its ever strong corporate business which includes the top names in
Lebanon's services, industrial, and agriculture sectors.
BankMed provides banking services to top corporate clients in Lebanon.
Despite unfavorable political and economic conditions, 2006 was a year of
strong performance for Corporate Banking with double digit growth in Loans
and Advances and Net Banking Income. BankMed consolidated its position as
one of the leading providers of banking services to Lebanese companies and
a key partner of major international banks.

We executed the first underwriting role in a high profile international loan
syndication in November 2006, when BankMed was appointed as one of the
Mandated Lead Arrangers for a US$650 million Syndicated facilities in favor
of one of our Group entities, Ojer Telekomünikasyon A.S., the owner of 55%
of Türk Telekom, one of the largest telecom companies in the region.
The Bank now boasts worldwide brokerage capabilities. We have been active
in designing and structuring investment products that are of interest for a
variety of investors. The Solidere Linked Note was the first capital guaranteed
note on Solidere shares. The Note achieved a high level of visibility for
BankMed and attracted a large number of new customers. Other products
were introduced later, including the 1-Year Reverse Convertible on Emaar
Properties, which was the first to allow share instead of cash settlement at
maturity, and a Call option on Kingdom Hotels, which was one of the first
derivative instruments on Kingdom Hotels.

HIGHLIGHTS OF THE YEAR

BankMed was the co-lead manager, during April 2006, of a multi billion USD bond
issue for the government of Lebanon. The issue consisted of 2 portions: an
optional exchange of 2006 maturing bonds and issuance new bonds. A total of
$2.75 billion was issued as a result.
The Treasury Division also introduced for a broad client base its own range of
products in 2006, among which the Dual Currency Deposits and the Capital
Guaranteed Deposits. Meanwhile, the Treasury Marketing Unit worked on the
introduction of Margin Trading on FX and precious metals to BankMed existing
and potential clients.

Within the new framework of greater outreach and higher awareness of clients'
needs, a Seminar was held by the Treasury Marketing Unit at the Phoenicia Hotel
in Beirut and was attended by about 350 clients. The purpose of the Seminar was to
introduce the Treasury Marketing Unit and to share with our clients some of the
products and services that the Unit offers; while simultaneously providing them with
a beneficial event that included the market outlook by the executive of a top
international bank, as well as our local market and economic outlook.
Last but not least, BankMed has significantly boosted its research outreach
activities to provide its client base with valuable information on market and
economic developments. An annual economic report analyzing economic activity
in Lebanon in 2006 and outlining main challenges for 2007 was produced by the
Research Division and was widely distributed to clients. The acclaimed report was
also covered in leading Lebanese newspapers and regional magazines. In addition
the Research Division provides on a daily basis valuable coverage of global and
regional financial markets to a selected list of clients.
At BankMed we will never shy away from what needs to be done to add value to both
our shareholders and clients. We worked hard under significant pressure and a
difficult external political and economic environment to ensure laying down the
proper foundations in 2006. Massive initiatives have been completed, some are
ongoing and others may be in the process. We consolidated, reorganized, and
expanded. We are more than ever bottom-line driven, and we are more than ever
conscious of our clients needs. We are confident that these efforts will bear fruit in
2007 and the years ahead.
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RISK, AUDIT & CORPORATE GOVERNANCE
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RISK MANAGEMENT
BankMed analysis, evaluation, and management of risk are conducted through an
independent risk management support function, which also oversees
compliance with established Anti Money Laundering policies and procedures.
BankMed risk management policies are designed to identify and analyze all
risks, to set appropriate risk limits and controls, and to monitor the risks and
adherence to limits through reliable administrative and management
information systems. The policies and systems are reviewed periodically in
light of changes in markets, products, regulations, and best practices. A
disciplined, conservative and constructive culture of risk management and
control is ensured by reinforcing individual responsibility, accountability and
risk management awareness within the risk management function and across
the organization's businesses and other support functions.
BankMed is preparing in full gear for the implementation of Basel II. Risk
Management, which is driving the organization's efforts to ensure compliance,
has stress-tested its on and off balance sheet items under the Standardized
Approach for Credit Risk. The capital charge for Operational Risk was also
calculated according to the Basic Indicator Approach. BankMed's capital
adequacy ratio will remain under these scenarios well above the 8%, BIS
required ratio. Moreover, a master implementation action plan for Basel II
was presented in the fourth quarter of last year to the Banking Control
Commission. The action plan calls to start implementation of the Standardized
Comprehensive Approach for Credit Risk by January 2008. Furthermore,
BankMed will start including in 2007, the capital charge for operational risk
according to the Basic Indicator Approach and will start implementing the
Standardized Approach for operational risk by January 2009.
In that regard, a separate Operational Risk Management Unit (ORMU) will be
established in January 2007. With respect to Market Risk, BankMed has
implemented Banking Control Commission directive no. 250 issued in 2006,
and related to managing interest rate risk. In addition, the objective of the
bank's liquidity and funding management is to ensure that all foreseeable
funding commitments and deposit withdrawals can be met when due.
Finally, BankMed is enhancing its policy for disclosure as required under Pillar
III for Market Discipline and aims to start implementing this new policy by
January 2008.

INTERNAL AUDIT
BankMed Internal Audit Division pursues a risk-based audit approach that
relies heavily on efficient and effective use of technology in the conduct of its
business. The Division has extensive experience and know-how concerning
auditing tools and techniques and is composed of a dynamic, flexible, and
experienced staff.
Flexibility and the utilization of state-of-the-art technology make up the core
competency of BankMed Internal Audit Division. The Division has set high
standards in qualifying for the Certified Internal Auditor certification (CIA)
and the Certified Information Systems Auditor certification (CISA), which
create a knowledgeable and well-trained team of internal auditors.
Internal Audit plays a vital role in providing an internal checking mechanism
to ensure adherence to sound policies and procedures and assures the
accuracy of information. Internal Audit reports directly to the Board of
Directors, operates based on a board "Internal Audit Charter" and makes a
major contribution to overall control, compliance and corporate governance
at the Bank.

RISK, AUDIT & CORPORATE GOVERNANCE

CORPORATE GOVERNANCE
BankMed is committed to practice and promote a responsible and sound
corporate governance policy. The Board of Directors is actively involved in
setting the highest standards of corporate governance and in exercising
strong oversight of an independent management team. These standards are
founded on the core principles of transparency and accountability at all levels
of the organization and are ultimately safeguarded by a long-standing
commitment to a high moral standard of honesty and integrity.
Sound corporate governance at BankMed emphasizes a set of fundamental
principles that include protecting shareholders' rights, clearly defined
responsibilities of the Board of Directors and Executive Management,
pursuing a policy of full disclosures, transparency and sound practice, and
enforcing the functions of internal and external auditors, as well as those of
other Banking inspectors and supervisors.
The Board also ensures that any issues with potential to prevent management
from running the Bank according to the best interests of shareholders and
other stakeholders are identified, and that processes are in place to address
those issues in a timely manner.
The Board of Directors and management are committed to complying with
established best practices in corporate governance including those set by the
Central Bank and Basel II requirements.
To that effect, the Board has approved an organizational structure that
reflects best practices in corporate governance. BankMed has an organizational
structure in place that segregates functions and responsibilities, reflecting a
division of roles and responsibilities between the Board of Directors, Executive
Management and Operating Management:

.
.
.

There is an effective and appropriately organized management structure
responsible for the day-to-day management of the Bank and the
implementation of Board-approved strategy, policies and internal controls.
There is a division of roles and responsibilities as between the Board of
Directors and the Executive Management.
There are defined and documented mandates and responsibilities (as well
as delegated authorities, where applicable) for:
- The Board
- The Chairman of the Board
- Executive and Operating Management
- The various Management Committees

BankMed has also issued and circulated to its entire staff a "Code of Ethics
and Professional Conduct" for use as a guideline while conducting the Bank's
business.
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COMMUNITY CONTRIBUTION

Social and cultural responsibilities are at the core of BankMed's view
of its role and contribution in the community in which it exists and
operates. The Bank constantly acts as a direct sponsor of various
events that attempt to reflect the true face of Lebanon and the
breadth and wealth of its cultural heritage such as the festivals of
Beiteddine, Baalbeck and Al Bustan. Our aim is also to intermediate
messages of peace and coexistence by standing firmly behind those
who celebrate such values.
Direct support through donations is another venue for BankMed to
carry its moral obligations to the society it serves. In this context
donations were given, among others, to associations or projects
that are related to the disabled, orphans, students' scholarships and
health support.
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CONSOLIDATED FINANCIAL STATEMENTS
AND AUDITOR’S REPORT

Independent Auditor's Report

Financial Statements:
- Consolidated Balance Sheet
- Consolidated Income Statement
- Consolidated Statement of Changes in
Shareholders' Equity
- Consolidated Statement of Cash Flows
- Notes to the Consolidated Financial
Statements
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CONSOLIDATED BALANCE SHEET
December 31,
ASSETS

Notes

2006

2005

Non-interest earning compulsory reserves

5.a

LBP'000
171,743,652

LBP'000
181,980,932

Cash and due from banks

5.b

95,890,391

116,208,982

Call and time deposits with banks and financial institutions

6

1,825,481,081

1,496,760,428

Securities:

7

- Held-for-Trading
- Available-for-sale
- Held-to-maturity
Loans and advances to customers (net of provision for credit losses)
Loans and advances to related parties
Customers' acceptance liability

4,985,193

6,404,545

2,866,497,333

2,350,490,348

1,929,663,184

1,853,542,294

8

1,710,101,002

1,735,602,937

9

452,137,226

237,084,056

10

46,338,621

53,152,020

Accrued interest and commission receivable

11

107,651,249

154,260,278

Other assets

12

180,845,043

28,870,791

Investment securities

13

83,048,106

96,384,208

5,175,375

5,024,625

Investment properties
Regulatory blocked funds

1,507,500

1,507,500

86,732,018

298,576,890

Assets acquired in satisfaction of debts

14

Goodwill (net of provision for impairment)

15

86,861,653

52,822,608

Property and equipment (net of accumulated depreciation)

16

180,581,041

189,553,598

9,835,239,668

8,858,227,040

329,301,545

313,364,068

87,938,148

60,120,418

Total Assets
FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISKS

25

Guarantees and standby letters of credit
Documentary and commercial letters of credit
Forward exchange contracts
FIDUCIARY ACCOUNTS

25

796,759,222

544,432,284

1,683,465,536

1,554,268,220

* THE ACCOMPANYING NOTES 1 TO 31 FORM AN INTEGRAL PART OF THE CONSOLIDATED FINANCIAL STATEMENTS
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CONSOLIDATED BALANCE SHEET
December 31,
LIABILITIES AND EQUITY

Notes

2006

2005

LBP'000

LBP'000

Liabilities:
Due to banks and financial institutions:
-Demand deposits

29,371,761

23,512,757

502,922,806

298,608,449

-Certificates of deposit

-

3,015,000

-Long-term borrowings

7,629,355

8,387,895

-Interbank deposits

-Securities sold under repurchase agreement

7

180,900,000

-

720,823,922

333,524,101

Acceptances payable

10

46,338,621

53,152,020

Customers' deposits and credit balances

17

5,844,670,666

5,719,762,949

9 & 17

1,197,768,379

424,715,439

18

81,109,061

71,160,788

Deposits from related parties
Accrued interest payable
Accounts payable, accrued expenses and other liabilities

19

138,573,188

137,284,896

Certificates of deposit

20

930,209,260

1,083,473,581

Provisions for losses and contingencies

21

Total liabilities

18,427,427

13,205,000

8,977,920,524

7,836,278,774

530,000,000

530,000,000

23,458,080

21,409,819

3,213,000

3,213,000

Equity:
Capital

22

Legal reserves
Assets revaluation surplus
General reserve for banking risk

22

Retained earnings
Change in fair value of available-for-sale securities
Net income

23

40,271,533

39,353,203

107,734,650

91,334,385

146,834,366

282,157,725

4,778,703

19,366,856

856,290,332

986,834,988

Equity Attributable to Equity Holders of the Parent:
Minority interest
Total equity
Total Liabilities and Equity

1,028,812

35,113,278

857,319,144

1,021,948,266

9,835,239,668

8,858,227,040
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CONSOLIDATED INCOME STATEMENT
Year ended December 31,
Notes

2006

2005

LBP'000

LBP'000

Interest Income:
Loans and advances

174,348,773

Deposits with banks
Debt securities

141,780,182

85,538,076

50,808,002

339,073,857

276,546,907

598,960,706

469,135,091

Interest Expense
Customers' and related parties' deposits

(364,425,740)

(312,713,087)

Deposits from banks

(48,136,217)

(17,712,124)

Certificates of deposit

(77,616,680)

(49,688,010)

Derivatives and other

(1,428,729)

(522,132)

(491,607,366)

(380,635,353)

107,353,340

88,499,738

Net interest income
Provision for credit losses less write-back

8

(18,162,420)

(24,823,651)

Provision for collective impairment

8

(12,373,560)

-

Loss from write-off of loans

(3,932,728)

(3,274,904)

Net interest income after provisions & loss from write-off of loans

72,884,632

60,401,183

Net realized and unrealized gain on securities

7

14,504,585

17,764,941

Income from equity and investment securities

7

17,042,067

410,480

Income from associates

13

Commissions, fees and other revenues (net)
Net exchange gains
Gain on sale of assets acquired in satisfaction of debts

14

Gain on sale of property and equipment
Net financial revenues

2,051,181

1,718,724

28,637,245

18,262,451

17,365,513

11,116,137

4,344,254

28,637,644

43,979

308,108

156,873,456

138,619,668

(56,334,833)

(48,610,052)

Other Income / (Expenses):
Salaries and related charges
General operating expenses

(59,663,586)

(41,285,738)

Depreciation expense

16

(12,504,316)

(12,457,423)

Provision for impairment of assets acquired in satisfaction of debts

14

(7,653,353)

(6,028,604)

Provision for impairment of property and equipment

16

Provision for contingencies

-

(1,400,000)

(3,800,000)

-

(139,956,088)

(109,781,817)

Income before taxes

16,917,368

28,837,851

Income tax

(4,268,093)

(4,232,831)

Non-refundable taxes

(7,794,156)

(3,001,626)

4,855,119

21,603,394

4,778,703

19,366,854

76,416

2,236,540

4,855,119

21,603,394

Net income
Attributable to:
Equity holders of the parent
Minority interest
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530,000,000

Balance, January 1, 2005

-

Total Comprehensive income

-

-

Total Comprehensive income

Allocation of 2005 Net Income

*

23,458,080

2,048,261

-

-

-

21,409,819

-

-

-

-

21,409,819

-

21,409,819

3,213,000

-

-

-

-

3,213,000

-

-

-

-

3,213,000

-

3,213,000

LBP'000

16,400,265

-

-

-

91,334,385

-

-

-

8,424,938

82,909,447

(298,124)

83,207,571

LBP'000

Retained
Earnings

40,271,533 107,734,650

918,330

-

-

-

39,353,203

-

-

-

-

39,353,203

-

39,353,203

LBP'000

General
Reserve for
Banking Risk

-

-

-

-

146,834,366

4,778,703

986,834,988

229,880,230

210,513,374

19,366,856

8,424,938

748,529,820

(298,124)

748,827,944

LBP'000

Total

4,778,703

232,693,521

211,090,125

21,603,396

8,424,938

780,829,807

(298,124)

781,127,931

LBP'000

Total
Equity

4,855,119

-

(34,160,882)
857,319,144

-

76,416 (130,468,240)

- (135,323,359)

76,416

35,113,278 1,021,948,266

2,813,291

576,751

2,236,540

-

32,299,987

-

32,299,987

LBP'000

Minority
Interest

- (34,160,882)
856,290,332
1,028,812

-

4,778,703 (130,544,656)

- (135,323,359)

4,778,703

19,366,856

19,366,856

-

19,366,856

LBP'000

Net
Income

- (19,366,856)

(135,323,359)

(135,323,359)

-

282,157,725

210,513,374

210,513,374

-

-

71,644,351

-

71,644,351

LBP'000

Change
in Fair Value of
Available-for-Sale
Securities
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530,000,000

-

Change in fair value of availablefor-sale securities -- Note 23

Purchase of minority interest
in a subsidiary
Balance, December 31, 2006

-

Net income for the year 2006

Comprehensive income for year 2006:

530,000,000

-

Change in fair value of availablefor-sale securities -- Note 23

Balance, December 31, 2005

-

Net income for the year 2005

Comprehensive income for year 2005:

-

-

Reversal of subsidiary's
impairment loss

530,000,000

Transitional restatement
of opening balances

LBP'000

LBP'000

Balance, January 1, 2005

Legal
Reserves

Capital

Assets
Revaluation
Surplus

Attributable to Equity Holders of the Parent

YEAR ENDED DECEMBER 31, 2006

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

CONSOLIDATED FINANCIAL STATEMENTS
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| 57 |

CONSOLIDATED CASH FLOW STATEMENT

Notes
Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash provided
by/(used in) operating activities:
- Depreciation, amortization and provision for impairment
- Provision for credit losses (net of write back)
- Provision for collective impairment
- Loss from write-off of loans
- Effect of foreign currencies exchange difference
on a loan to an investee
- Effect of foreign currencies exchange difference
on goodwill
- Amortization of commission and discount
on certificates of deposits
- Realized gain on sale of securities
- Unrealized loss (gain) on trading securities
- Income from associates
- Provisions for losses and contingencies
- Accretion of securities premiums (discounts)
- Gain on sale of property and equipment
- Gain on sale of assets acquired in satisfaction of debts
- Accrued interest and other assets
- Accrued interest and other liabilities
- Minority interest
Net cash provided by/(used in) operating activities
Cash flows in investing activities:
Interest earning deposits with banks
Loans and advances to customers
Loans and advances to related parties
Securities
Investment securities
Investment properties
Assets acquired in satisfaction of debts
Property and equipment
Goodwill
Proceeds from sale of property and equipment
Proceeds from sale of assets acquired in satisfaction of debts
Net cash used in investing activities
Cash flows from financing activities:
Customers' deposits and credit balances
Deposits from related parties
Certificates of deposit
Margins and other liabilities
Due to banks and financial institutions
Securities sold under repurchase agreement
Non-interest earning compulsory reserves
Net cash provided by financing activities
Net increase in cash and cash equivalents
Cash and cash equivalents - Beginning of year
Cash and cash equivalents- End of year

27

27
27
27
27

27

Year Ended December 31,
2006
2005
LBP'000
LBP'000
4,855,119

21,603,394

20,157,669
18,162,420
12,373,560
3,932,728

19,886,026
24,823,651
3,274,904

(340,094)

(59,057)

(2,273,587)

4,700,893

952,929
(14,932,988)
428,402
(2,051,181)
5,222,427
22,975,198
(43,979)
(4,344,254)
50,313,672
(49,033,667)
(34,160,882)
32,193,492

2,125,575
(16,529,954)
(1,234,987)
(1,718,724)
545,275
(1,012,815)
(308,108)
(28,637,644)
(54,853,800)
15,308,723
(12,086,648)

4,483,562
(8,966,773)
(215,053,170)
(737,392,261)
4,523,809
(150,750)
(13,608,891)
(14,958,049)
(12,544,833)
262,195
80,785,752
(912,619,409)

209,267,236
(272,895,692)
55,430,783
(436,970,114)
(13,704,336)
(3,667,875)
(500,357)
(1,594,531)
110,005,838
(354,629,048)

124,907,717
783,519,462
(154,217,250)
41,564,511
356,786,227
180,900,000
10,237,280
1,343,697,947

(174,002,470)
157,315,765
421,310,095
(24,609,766)
(73,342,388)
414,222,779
720,894,015

463,272,030
959,249,575
1,422,521,605

354,178,319
605,071,256
959,249,575
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1-

ORGANIZATION AND ACTIVITIES
BankMed S.A.L. is a Lebanese joint stock company, registered under Number
5261 in the Lebanese Commercial Register on August 13, 1950 and under Number
22 in the list of banks published by the Central Bank of Lebanon, fully owned by
GroupMed S.A.L. (the holding company). The principal activities of the Bank and
its subsidiaries consist of conventional commercial and private banking through
a network of 51 branches in Lebanon in addition to a branch in Cyprus and a
subsidiary in Switzerland.
The Group headquarters are located in Beirut.

2-

ADOPTION OF NEW AND REVISED INTERNATIONAL
FINANCIAL REPORTING STANDARDS
In the current year, the Group has adopted the new and revised standards
and interpretations issued by the International Accounting Standards Board
(IASB) and the International Financial Reporting Interpretations Committee
(IFRIC) that are relevant to the Group's operations and applicable for annual
reporting periods beginning January 1, 2006. The adoption of these new and
revised Standards and Interpretations that are relevant to the Group's operations
has resulted in changes to the Group's accounting policies with respect to
financial guarantee contracts in line with the IASB amendments to IAS 39 Financial
Instruments: Recognition and Measurement. The impact of this change is detailed
later in this note.
In addition, and as of the date of authorization to issue the accompanying
financial statements, the following standards, which relate to the Group's
activities, were either issued or in process of being issued but not yet effective:
IAS 1:

IAS 1 (Amendment) - Capital Disclosure (effective January 1, 2007)
IAS 1 (Amendment) requires the disclosure of financial information
that enables users of the financial statements to evaluate the entity's
objectives, policies and processes for managing capital.

IFRS 7: Financial instruments Disclosures (Effective from January 1, 2007)
IFRS 7 replaces the disclosures required by IAS 30 (disclosures in the
financial statements of banks and similar financial institutions), and some
of the disclosure requirements in IAS 32, Financial Instruments:
Disclosure and Presentation.
IFRS 8: Operating Segments (effective January 1, 2009)
IFRS 8 replaces IAS 14 Segment Reporting. It extends the scope of
segment reporting to include entities that hold assets in a fiduciary
capacity for a broad group of outsiders as well as entities whose equity
or debt securities are publicly traded and entities that are in the process
of issuing equity or debt securities in public securities markets.
The management anticipates that the adoption of these standards (where
applicable) in the future periods will have no material financial impact on the
financial statements of the Group, except in case of IFRS 7 which when
adopted will impact disclosures substantially.
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Accounting for financial guarantee contracts
The IASB has also amended IAS 39 Financial Instruments: Recognition and
Measurement to require certain financial guarantee contracts issued by the
Bank to be accounted for in accordance with that Standard. Financial guarantee
contracts that are accounted for in accordance with IAS 39 are measured
initially at their fair values, and subsequently measured at the higher of:

.
.

The amount of the obligation under the contract, as determined in accordance
with IAS 37 Provisions, Contingent Liabilities and Contingent Assets; and
The amount initially recognized less, where appropriate, cumulative
amortization recognized in accordance with the revenue recognition
policies set out in note 3 below.

The changes have been applied by the Group in accordance with the transitional
provisions of IAS 39 with effect from the beginning of the comparative
reporting period presented in these financial statements (i.e. with effect from
1 January 2005).
The application of these amendments results in such financial guarantee
contracts now being recognized and measured at the higher of the best
estimate of the expenditure required to settle the obligation and the amount
initially recognized at fair value less, where appropriate, cumulative amortization.
The impact of this change in accounting policy at the beginning of the
comparative period is the recognition of a liability for financial guarantee
contracts of LBP310million and the associated deferred tax asset of LBP12
million, with a corresponding adjustment against opening retained earnings.
Net income for the year ended December 31, 2005 is LBP163 million lower
under the new policy, and financial liabilities as at December 31, 2005 higher
by LBP479million. These changes affect the “Commissions, fees and other
revenues” line item in the income statement.

3-

SIGNIFICANT ACCOUNTING POLICIES
A- STATEMENT OF COMPLIANCE
The consolidated financial statements are prepared in accordance with
International Financial Reporting Standards.

B- STATEMENT OF PREPARATION
The consolidated financial statements are prepared on the historical cost basis,
except for properties which were revalued, and certain financial instruments
which are measured at fair value in line with International Accounting Standard
No.39 (IAS 39).
The consolidated financial statements are presented in Lebanese Pound which
is the presentation currency whereas the functional currency of the Group is the
U.S. Dollar.
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Functional currency is the currency of the primary economic environment in
which the entity operates, while presentation currency is the currency in
which the financial statements are presented.
Assets and liabilities are grouped according to their nature and are presented
in an approximate order that reflects their relative liquidity.
The significant accounting policies adopted are set out below:

C- BASIS OF CONSOLIDATION
The consolidated financial statements of BankMed S.A.L. include the financial
statements of the Bank as at December 31, 2006 and companies in which the
Bank has a controlling financial interest (its subsidiaries). Control is achieved
where the Bank has the power to govern the financial and operating policies
of an entity so as to obtain benefits from its activities.
The results of subsidiaries acquired or disposed of during the year are
included in the consolidated income statement from the effective date of
acquisition or up to the effective date of disposal, as appropriate.
Where necessary, adjustments are made to the financial statements of
subsidiaries to bring their accounting policies into line with those used by
other members of the Group.
All intra-group transactions, balances, income and expenses are eliminated
on consolidation.
Minority interests in the net assets of consolidated subsidiaries are identified
separately from the Group's equity therein. Minority interests consist of the
amount of those interests at the date of the original business combination
(see below) and the minority's share of changes in equity since the date of the
combination. Losses applicable to the minority in excess of the minority's
interest in the subsidiary's equity are allocated against the interests of the
Group except to the extent that the minority has a binding obligation and is
able to make an additional investment to cover the losses.
The consolidated subsidiaries comprise:

Company

Percentage of
Direct and Indirect Date of Acquisition
Ownership %

Business Activities

Banks and Financial Institutions
Saudi Lebanese Bank s.a.l.

100

January 1, 1995

Commercial Banking

Méditerranée Investment Bank s.a.l.

100

January 24, 1996

Investment Banking

Banque de la Méditerranée
Suisse - s.a.

100

August 31, 2001

Private Banking

66 November 30, 2001

Financial and fund
management

Allied Business Investment
Corporation s.a.l.
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Percentage of
Direct and Indirect Date of Acquisition
Ownership %

Company

Business Activities

Real Estate
Al Hana s.a.l.

100

December 1, 1995 Owns Bank's Premises

Al Jinan s.a.l.

100

December 1, 1995 Owns Bank's Premises

Al Shams s.a.l.

100

December 1, 1995 Owns Bank's Premises

Centre Méditerranée s.a.l.

100

January 16, 1996 Owns Bank's Premises

Al Hosn Real Estate II s.a.l.

100

February 27, 2004 Owns Bank's Premises

Al Hosn Real Estate III s.a.l.

100

February 27, 2004 Owns Bank's Premises

333 Achrafieh Real Estate s.a.l.

100 September 21, 2004

Real estate company

100

Insurance brokerage

Insurance
Med Bancassurance s.a.l.

May 20, 2003

During the first half of 2006, Allied Bank S.A.L., a wholly owned subsidiary, has
merged with BankMed S.A.L. in accordance with the resolution of the General
Assembly dated April 5, 2006 and the approval of the Central Bank of Lebanon
dated May 19, 2006.
On May 11, 2006, the Group purchased the minority interest of 25% in Saudi
Lebanese Bank S.A.L. in accordance with the resolution of the General Assembly
dated November 28, 2005 and the approval of the Central Bank of Lebanon
dated June 9, 2006.
On September 8, 2006, the Group sold its entire share in Al Shua'a S.A.L. to
GroupMed S.A.L., the Group's parent company, effective December 31, 2005,
in accordance with the resolution of the General Assembly dated July 14, 2006
and the approval of the Central Bank of Lebanon dated November 17, 2006.
Méditerranée Investment Bank S.A.L. is a wholly owned subsidiary established
on January 24, 1996. This bank is a medium and long-term investment bank
subject to the regulations provided in Decree Nº. 50 dated July 15, 1983, and
the Central Bank of Lebanon Decision Nº. 6101, dated February 8, 1996.
During 2001, the Group acquired 90% of Allied Bank S.A.L. The Group acquired
during 2003 the remaining 10% of Allied Bank S.A.L. in accordance with a decision
of the Central Council of the Central Bank of Lebanon on September 3, 2003.
During year 2006, this subsidiary bank was fully merged in the parent bank.
“Centre Méditerranée S.A.L.” owns a commercial building used as the
headquarters of the Group.
Al Hosn Real Estate II S.A.L. and Al Hosn Real Estate III S.A.L. own land that is
used for the Group's headquarters activities.
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D- FOREIGN CURRENCIES
For the purpose of the consolidated financial statements, the results and
financial position of each entity are expressed in Lebanese Pound (LBP), which
is the presentation currency for the consolidated financial statements.
In preparing the financial statements of the individual entities, transactions in
foreign currencies are recorded at the rates of exchange prevailing on the dates
of the transactions. At each balance sheet date, monetary items denominated
in foreign currencies are retranslated at the rates prevailing on the balance
sheet date. Non-monetary items carried at fair value that are denominated in
foreign currencies are retranslated at the rates prevailing on the date when
the fair value was determined. Non-monetary items that are measured in terms
of historical cost in a foreign currency are not retranslated.
Exchange differences arising on the settlement of monetary items, and on the
retranslation of monetary items, are included in the income statement for the
year. Exchange differences arising on the retranslation of non-monetary items
carried at fair value are included in the income statement for the year except
for differences arising on the retranslation of non-monetary items in respect
of which gains and losses are recognized directly in equity. For such non-monetary
items, any exchange component of that gain or loss is also recognized directly
in equity.
Cash flows in foreign currencies provided by or used in under the various
activities, as included in the statement of cash flows, are translated into Lebanese
Pounds at year-end exchange rates, except for cash and due from banks balances
at the beginning of year which is translated at the prior year closing exchange
rates and the effect of currency fluctuation is disclosed separately, if any.
The financial statements of subsidiaries in foreign currencies are translated at
market exchange rates prevailing at the balance sheet date. The investment in
the Swiss subsidiary which is denominated in Swiss Francs is hedged against the
U.S. Dollars by means of a forward exchange contract and therefore did not
result, from year to year, in cumulative translation adjustments.
Goodwill and fair value adjustments arising on the acquisition of a foreign
operation are treated as assets and liabilities of the foreign operation and
translated at the closing rate.

E- BUSINESS COMBINATIONS
The acquisition of subsidiaries is accounted for using the purchase method.
The cost of the acquisition is measured at the aggregate of the fair values, at
the date of exchange, of assets given, liabilities incurred or assumed, and
equity instruments issued by the Group in exchange for control of the
acquiree, plus any costs directly attributable to the business combination. The
acquiree's identifiable assets, liabilities and contingent liabilities that meet
the conditions for recognition under IFRS 3 are recognized at their fair values
at the acquisition date, except for non-current assets (or business units to be
disposed of) that are classified as held for sale in accordance with IFRS 5 NonCurrent Assets Held for Sale and Discontinued Operations, which are
recognized and measured at fair value less costs to sell.
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Goodwill arising on acquisition is recognized as an asset and initially measured
at cost, being the excess of the cost of the business combination over the Group's
interest in the net fair value of the identifiable assets, liabilities and contingent
liabilities recognized. If, after reassessment, the Group's interest in the net
fair value of the acquiree's identifiable assets, liabilities and contingent liabilities
exceeds the cost of the business combination, the excess is recognized
immediately in the income statement.
The interest of minority shareholders in the acquiree is initially measured at
the minority's proportion of the net fair value of the assets, liabilities and
contingent liabilities recognized.

F- INVESTMENTS IN ASSOCIATES
An associate is an entity over which the Group has significant influence and
that is neither a subsidiary nor an interest in a joint venture. Significant influence
is the power to participate in the financial and operating policy decisions of
the investee but is not control or joint control over those policies.
The results and assets and liabilities of associates are incorporated in these
financial statements using the equity method of accounting, except when the
investment is classified as held for sale, in which case it is accounted for under
IFRS 5 Non current Assets Held for Sale and Discontinued Operations. Under
the equity method, investments in associates are carried in the consolidated
balance sheet at cost as adjusted for post acquisition changes in the Group's
share of the net assets of the associate, less any impairment in the value of
individual investments. Losses of an associate in excess of the Group's interest
in that associate (which includes any long-term interests that, in substance,
form part of the Group's net investment in the associate) are not recognized.
Any excess of the cost of acquisition over the Group's share of the net fair value
of the identifiable assets, liabilities and contingent liabilities of the associate
recognized at the date of acquisition is recognized as goodwill. The goodwill
is included within the carrying amount of the investment and is assessed for
impairment as part of the investment. Any excess of the Group's share of the
net fair value of the identifiable assets, liabilities and contingent liabilities over
the cost of acquisition, after reassessment, is recognized immediately in the
income statement.
Temporary investments in non-consolidated subsidiaries, which the management
intends to dispose of within one year from the consolidated balance sheet
date, are reflected in the consolidated balance sheet at fair value that is equivalent
to its net realizable value as determined on the date of the consolidated
financial statements.

G- NON-CURRENT ASSETS HELD FOR SALE
Non-current assets and disposal groups are classified as held for sale if their
carrying amount will be recovered through a sale transaction rather than
through continuing use. This condition is regarded as met only when the sale
is highly probable and the asset (or disposal group) is available for immediate
sale in its present condition. Management must be committed to the sale,
which should be expected to qualify for recognition as a completed sale
within one year from the date of classification.
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Non-current assets (and disposal groups) classified as held for sale are
measured at the lower of the assets' previous carrying amount and fair
value less costs to sell.

H- GOODWILL
Goodwill arising on the acquisition of a subsidiary or a jointly controlled
entity represents the excess of the cost of acquisition over the Group's
interest in the net fair value of the identifiable assets, liabilities and
contingent liabilities of the subsidiary or jointly controlled entity
recognized at the date of acquisition. Goodwill is initially recognized as
an asset at cost and is subsequently measured at cost less any accumulated
impairment losses.
On disposal of a subsidiary or a jointly controlled entity, the attributable
amount of goodwill is included in the determination of the profit or loss
on disposal.
The Group's policy for goodwill arising on the acquisition of an associate
is described under “Investments in Associates”.
For the purpose of impairment testing, goodwill is allocated to each of the
Group's cash-generating units expected to benefit from the synergies of
the combination. Cash-generating units to which goodwill has been
allocated are tested for impairment annually, or more frequently when
there is an indication that the unit may be impaired. If the recoverable
amount of the cash-generating unit is less than the carrying amount of
the unit, the impairment loss is allocated first to reduce the carrying
amount of any goodwill allocated to the unit and then to the other assets
of the unit pro-rata on the basis of the carrying amount of each asset in
the unit. An impairment loss recognized for goodwill is not reversed in a
subsequent period.

I- PROPERTY AND EQUIPMENT
Property and equipment are stated in the balance sheet at cost except for
properties acquired prior to 1993, which were revalued at amounts that
approximate the fair value at date of revaluation, less subsequent
accumulated depreciation and subsequent impairment losses, if any.
Depreciation on revalued properties is charged to the income statement.
On the subsequent sale or retirement of a revalued property, the
attributable revaluation surplus remaining in the properties revaluation
reserve is transferred directly to retained earnings.
The gain or loss arising on the disposal or retirement of an item of
property and equipment is determined as the difference between the
sales proceeds and the carrying amount of the asset and is recognized in
the income statement.
Depreciation is charged so as to write off the cost or valuation of assets,
other than land and properties under construction, over their estimated
useful lives, using the straight-line method based on the following annual
rates:
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Real estate properties

2-2.5%

Office improvements and Installations

9-9.25%

Furniture and fixture

7.5-15%

Office equipment

7.5-12%

Computer and communication equipment
Vehicles
Key Money

20%
12-15%
25%

Property acquired against notes payable, where no interest rate is stated, are
accounted for at the present value of the notes determined by discounting all
future payments using an imputed interest rate. The difference between the face
amount of the notes and their present value is accounted for as a discount and
amortized over the life of the notes based on the effective interest method.

J- INVESTMENT PROPERTIES
Investment properties, which consist of properties held to earn rentals and/or
for capital appreciation, are stated at amounts that approximate their fair
value at the balance sheet date. Gains or losses arising from changes in the
fair value of investment properties are included in the income statement in
the period in which they arise.

K- ASSETS ACQUIRED IN SATISFACTION OF DEBTS
Assets acquired in satisfaction of debts are stated at cost less impairment losses.

L- IMPAIRMENT OF TANGIBLE AND INTANGIBLE ASSETS
EXCLUDING GOODWILL
At each balance sheet date, the carrying amounts of tangible and intangible
assets are reviewed to determine whether there is any indication that these
assets have suffered an impairment loss. If any such indication exists, the
recoverable amount is estimated in order to determine the extent of
impairment provision required, if any.
Recoverable amount is defined as the higher of:
Fair value that reflects market conditions at the balance sheet date, less cost
to sell, if any. To determine fair value the Group adopts the market
comparability approach using as indicators the current prices for similar assets
in the same location and condition.
Value in use: the present value of estimated future cash flows expected to
arise from the continuing use of the asset and from its disposal at the end of
its useful life, only applicable to assets with cash generation units.
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In this connection, the recoverable amount of the Group's owned properties
and of properties acquired in satisfaction of debts, is the estimated market
value, as determined by real estate appraisers on the basis of market
compatibility by comparing with similar transactions in the same geographical
area and on the basis of the expected value of a current sale between a willing
buyer and a willing seller, that is, other than in a forced or liquidation sale.
The impairment loss is charged to income.

M- FINANCIAL ASSETS
Investments are recognized and derecognized on a settlement date basis
where the purchase or sale of an investment is under a contract whose terms
require delivery of the investment within the timeframe established by the
market concerned, and are initially measured at fair value, net of transaction
costs, except for those financial assets classified as at fair value through profit
or loss, which are initially measured at fair value.
Financial assets are classified into the following specified categories: financial
assets as “held-for-trading investments”, “held-to-maturity investments”,
“available-for-sale” (AFS) financial assets and “loans and receivables”. The
classification depends on the nature and purpose of the financial assets and
is determined at the time of initial recognition.
Held-for-Trading Investments

.
.
.

A financial asset is classified as held for trading if:
It has been acquired principally for the purpose of selling in the near
future; or
It is a part of an identified portfolio of financial instruments that the Group
manages together and has a recent actual pattern of short-term profittaking; or
It is a derivative that is not designated and effective as a hedging instrument.
Financial assets held-for trading are stated at fair value, with any resultant
gain or loss recognized in profit or loss. Fair value is determined in the
manner described in note 3(N).
Held-to-Maturity Investments
Debt securities with fixed or determinable payments and fixed maturity dates
that the Group has the positive intent and ability to hold to maturity are
classified as held-to-maturity investments. Held-to-maturity investments are
recorded at amortized cost, less impairment. The amortization of any discount
or premium on acquisition is aggregated with other investment income
receivable over the term of underlying instruments.
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AFS Financial Assets
Available-for-sale securities held by the Group are stated at fair value. Fair
value is determined in the manner described in note 3(N). Gains and losses
arising from changes in fair value are recognized directly in equity in the
“change in fair value of available-for-sale securities” with the exception of
impairment losses, interest and foreign exchange gains and losses on monetary
assets, which are recognized directly in profit or loss. Where the investment is
disposed of or is determined to be impaired, the cumulative gain or loss
previously recognized in the “change in fair value of available-for-sale securities”
is included in profit or loss for the period.
Loans and Receivables
Loans and receivables that have fixed or determinable payments that are not
quoted in an active market are classified as 'loans and receivables'. Loans and
receivables are measured at amortized cost, less any impairment. Interest income
is recognized by applying the effective interest rate.
Non-performing loans and advances to customers are stated net of unrealized
interest and provision for credit losses.
Exchange of Debt Securities
Debt securities exchanged against securities with longer maturities, with
similar risks, and issued by the same issuer, are not derecognized from financial
assets because they do not meet the conditions for derecognition. Premiums
and discounts derived from the exchange of said securities are deferred to be
amortized as a yield enhancement on time proportionate basis, over the period
of the extended maturities.
Cost of Put Option
Cost of exercise of the put option related to the redemption right of debt
securities is netted from the underlying cost of the related securities.
Impairment of Financial Assets
Financial assets, other than those at “fair value through profit and loss”, are
assessed for indicators of impairment at each balance sheet date. Financial
assets are impaired where there is objective evidence that as a result of one
or more observable loss events, including significant or prolonged decline in
fair value beyond one business cycle that occurred after the initial recognition
of the financial asset or group of financial assets, the estimated future cash
flows of the investment have been impacted.
For financial assets carried at amortized cost, the amount of the impairment
loss or specific provision for credit losses on non-performing loans and
advances to customers, is the difference between the asset's carrying amount
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and the present value of estimated future cash flows, discounted at the original
effective interest rate, taking into consideration, for non-performing loans
and advances to customers, the liquidating value of any security on hand.
In addition to specific provision for credit losses on non-performing loans and
advances to customers, provision for collective impairment is made on a portfolio
basis for credit losses where there is objective evidence that unidentified
losses exist at the reporting date. This provision is estimated based on various
factors including credit ratings allocated to a borrower or group of borrowers,
the current economic conditions, the experience the Group has had in dealing
with a borrower or group of borrowers and available historical default information
With the exception of AFS equity instruments, if, in a subsequent period, the
amount of the impairment loss decreases and the decrease can be related
objectively to an event occurring after the impairment was recognized, the
previously recognized impairment loss is reversed through profit or loss to the
extent that the carrying amount of the investment at the date the impairment
is reversed does not exceed what the amortized cost would have been had
the impairment not been recognized.
In respect of AFS equity securities, any increase in fair value subsequent to an
impairment loss is recognized directly in equity.

N- FAIR VALUE OF FINANCIAL INSTRUMENTS
The fair values of financial assets and financial liabilities are determined as
follows:

.
.
.

the fair value of financial assets and financial liabilities with standard
terms and conditions and traded on active liquid markets are determined
with reference to quoted market prices;
the fair value of other financial assets and financial liabilities (excluding
derivative instruments) are determined in accordance with generally
accepted pricing models based on discounted cash flow analysis using
prices from observable current market transactions; and
the fair value of derivative instruments, are calculated using quoted prices.
Where such prices are not available, use is made of discounted cash flow
analysis using the applicable yield curve for the duration of the instruments
for non-optional derivatives, and option pricing models for optional derivatives.
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O- FINANCIAL LIABILITIES AND EQUITY INSTRUMENTS
ISSUED BY THE GROUP
Classification as dept or equity
Debt and equity instruments are classified as either financial liabilities or as
equity in accordance with the substance of the contractual arrangement.
Equity instruments
An equity instrument is any contract that evidences a residual interest in the
assets of an entity after deducting all of its liabilities. Equity instruments are
recorded at the proceeds received, net of direct issue costs.
Financial guarantee contract liabilities
Financial guarantee contract liabilities are measured initially at their fair
values and are subsequently measured at the higher of:

.
.

The amount of the obligation under the contract, as determined in
accordance with IAS 37 Provisions, Contingent Liabilities and Contingent
Assets; and
The amount initially recognized less, where appropriate, cumulative
amortization recognized in accordance with the revenue recognition
policies set out above.

Other financial liabilities

.
.

Other financial liabilities, including borrowings, are initially measured at
fair value, net of transaction costs.
Other financial liabilities are subsequently measured at amortized cost,
with interest expense recognized on an effective yield basis.

P- OFFSETTING OF FINANCIAL ASSETS AND LIABILITIES
Financial assets and liabilities are offset and reported net in the consolidated
balance sheet when there is a legally enforceable right to set off the
recognized amounts and when the Group intends to settle on a net basis, or
to realize the asset and settle the liability simultaneously.

Q- DERECOGNITION OF FINANCIAL INSTRUMENTS
A financial asset (or a part of a financial asset, or a part of a group of similar
financial assets) is derecognized, when the contractual rights to the cash
flows from the financial asset expires.
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In instances where the Group is assessed to have transferred a financial asset,
the asset is derecognized if the Group has transferred substantially all the risks
and rewards of ownership. Where the Group has neither transferred nor
retained substantially all the risks and rewards of ownership, the financial asset
is derecognized only if the Group has not retained control of the financial
asset. The Group recognizes separately as assets or liabilities any rights and
obligations created or retained in the process.
A financial liability (or a part of a financial liability) can only be derecognized
when it is extinguished, that is when the obligation specified in the contract is
either discharged, cancelled or expires.

R- DERIVATIVE FINANCIAL INSTRUMENTS AND HEDGING
The use of financial derivatives is governed by the Group's policies, which
provide written principles on the use of financial derivatives consistent with the
Group's risk management strategy. The Group does not use derivative
financial instruments for speculative purposes.
Derivative financial instruments including foreign exchange contracts,
currency and interest rate swaps, (both written and purchased) are initially
measured at fair value at the date the derivative contract is entered into and
are subsequently re-measured to their fair value at each balance sheet date.
All derivatives are carried at their fair value as assets where the fair value is
positive and as liabilities where the fair value is negative. The resulting gain
or loss is recognized in the income statement immediately unless the
derivative is designated and effective as a hedge instrument in which event
the timing of the recognition in the income statement depends on the hedge
relationship. The Group designates certain derivatives as either hedges of the
fair value recognized assets or liabilities or firm commitments (fair value
hedges), hedges of highly probable forecast transactions or hedges of foreign
currency risk of firm commitments (cash flow hedges), or hedges of net
investments in foreign operations.
Fair values are generally obtained by reference to quoted market prices,
discounted cash flow models or pricing models as appropriate as indicated
under Note 3 (N).

Embedded Derivatives
Derivatives embedded in other financial instruments or other host contracts
are treated as separate derivatives when their risks and characteristics are not
closely related to those of the host contracts and the host contracts are not
measured at fair value with changes in fair value recognized in profit or loss.
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Hedge Accounting
The Group designates certain hedging instruments, which include derivatives,
embedded derivatives and non-derivatives in respect of foreign currency risk,
as either fair value hedges, cash flow hedges, or hedges of net investments in
foreign operations. Hedges of foreign exchange risk on firm commitments are
accounted for as cash flow hedges.
Fair Value Hedge
Changes in the fair value of derivatives that are designated and qualify as fair
value hedges are recorded in profit or loss immediately, together with any
changes in the fair value of the hedged item that is attributable to the
hedged risk.
Hedge accounting is discontinued when the Group revokes the hedging
relationship, the hedging instrument expires or is sold, terminated, or
exercised, or no longer qualifies for hedge accounting. The adjustment to the
carrying amount of the hedged item arising from the hedged risk is
amortized to profit or loss from that date.
Cash Flow Hedge
The effective portion of changes in the fair value of derivatives that are
designated and qualify as cash flow hedges are deferred in equity. The gain
or loss relating to the ineffective portion is recognized immediately in profit
or loss.
Amounts deferred in equity are recycled in profit or loss in the periods when
the hedged item is recognized in profit or loss. However, when the forecast
transaction that is hedged results in the recognition of a non-financial asset
or a non-financial liability, the gains and losses previously deferred in equity
are transferred from equity and included in the initial measurement of the
cost of the asset or liability.
Hedge accounting is discontinued when the Group revokes the hedging
relationship, the hedging instrument expires or is sold, terminated, or
exercised, or no longer qualifies for hedge accounting. Any cumulative gain
or loss deferred in equity at that time remains in equity and is recognized
when the forecast transaction is ultimately recognized in profit or loss. When
a forecast transaction is no longer expected to occur, the cumulative gain or
loss that was deferred in equity is recognized immediately in profit or loss.
Hedges of net investments in foreign operations
Hedges of net investments in foreign operations are accounted for similarly
to cash flow hedges. Any gain or loss on the hedging instrument relating to
the effective portion of the hedge is recognized in equity in the foreign
currency translation reserve. The gain or loss relating to the ineffective
portion is recognized immediately in profit or loss.
Gains and losses deferred in the foreign currency translation reserve are
recognized in profit or loss on disposal of the foreign operation.
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S- PROVISIONS
Provisions are recognized when the Group has a present obligation as a result
of a past event, and it is probable that the Group will be required to settle
that obligation. Provision is measured at the best estimate of the
consideration required to settle the obligation at the balance sheet date.
Where a provision is measured using the cash flows estimated to settle the
present obligation, its carrying amount is the present value of those cash flows.
When some or all of the economic benefits required to settle a provision are
expected to be recovered from a third party, the receivable is recognized as
an asset if it is virtually certain that reimbursement will be received and the
amount of the receivable can be measured reliably.
Provision for employees' end-of-service indemnities
The Group provides for employees' end-of-service indemnities in accordance
with applicable Labour and Social Security Laws. The entitlement to these
benefits in Lebanon is usually based upon the employees' length of service,
the employees' salaries and other requirements outlined in the relevant laws.
The Group accrues for these indemnities on a current basis.
The Group has also provided for end-of-service indemnity for employees not
registered with the National Social Security Fund in Lebanon.

T- REVENUE RECOGNITION
Interest income is recognized in the consolidated income statement on the
accrual basis and includes amortized premiums and discounts, except for
interest on classified debts for which interest is deferred as unrealized income
until actual realization of the interest. Fees and commissions from banking
services are recognized when contractually earned except for commissions
and fees earned on the loan book, which are considered as a yield
enhancement reflected under interest income in the income statement.
Dividend income from investments is recognized when the shareholders'
right to receive payment has been established.

U- FIDUCIARY DEPOSITS
All fiduciary deposits are held on a non-discretionary basis and related risks
and rewards belong to the account holders. Accordingly, they are reflected
as off-balance sheet accounts.
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V- INCOME TAX
Income tax expense is the sum of the tax currently payable and deferred tax.
Income tax is determined and provided for in accordance with income tax laws
and regulations applicable in the jurisdictions of the Group entities.
Current tax
Current tax payable is based on taxable profit for the year. Taxable profit
differs from net profit as reported in the consolidated income statement
because it excludes items of income or expense that are taxable or deductible in
other years and it further excludes items that are never taxable or deductible.
The Group's liability for income tax is calculated using tax rates that have
been enacted by the consolidated balance sheet date.
Debt securities invested by Group entities in Lebanon are subject to withheld
tax by the issuer, and deducted at year end from the corporate tax liability
not eligible for deferred tax benefit, and therefore, accounted for as prepayment
on corporate income tax and reflected as a part of income tax provision.
Deferred tax
Deferred tax is the tax expected to be payable or recoverable on differences
between the carrying amounts of assets and liabilities in the financial statements
and the corresponding tax bases used in the computation of taxable profit,
and is accounted for using the balance sheet liability method. Deferred tax
liabilities are generally recognized for all taxable temporary differences and
deferred tax assets are recognized to the extent that it is probable that
taxable profits will be available against which deductible temporary
differences can be utilized. Such assets and liabilities are not recognized if the
temporary difference arises from goodwill or from the initial recognition
(other than in a business combination) of other assets and liabilities in a
transaction that affects neither the taxable profit nor the accounting profit.
Deferred tax liabilities are recognized for taxable temporary differences
arising on investments in subsidiaries and associates, and interests in joint
ventures, except where the Group is able to control the reversal of the
temporary difference and it is probable that the temporary difference will
not reverse in the foreseeable future.
The carrying amount of deferred tax assets is reviewed at each balance sheet
date and reduced to the extent that it is no longer probable that sufficient
taxable profits will be available to allow all or part of the asset to be recovered.
Deferred tax is calculated at the tax rates that are expected to apply in the
period when the liability is settled or the asset realized. Deferred tax is
charged or credited to the income statement, except when it relates to items
charged or credited directly to equity, in which case the deferred tax is also
dealt with in equity.
Deferred tax assets and liabilities are offset when there is a legally enforceable
right to set off current tax assets against current tax liabilities and when they
relate to income taxes levied by the same taxation authority and the Group
intends to settle its current tax assets and liabilities on a net basis.

CONSOLIDATED FINANCIAL STATEMENTS
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4-

CRITICAL ACCOUNTING JUDGMENTS AND KEY SOURCES
OF ESTIMATION UNCERTAINTY
In the application of the Group's accounting policies, management is required
to make judgments, estimates and assumptions about the carrying amounts of
assets and liabilities that are not readily apparent from other sources. The estimates
and associated assumptions are based on historical experience and other factors
that are considered to be relevant. Actual results may differ from these estimates.
The estimates and underlying assumptions are reviewed on an ongoing basis.
Revisions to accounting estimates are recognized in the period in which the
estimate is revised if the revision affects only that period or in the period of the
revision and future periods if the revision affects both current and future periods.
Critical judgments in applying accounting policies
The following are the critical judgments, apart from those involving estimations
(see below), that management has made in the process of applying the entity's
accounting policies and that have the most significant effect on the amounts
recognized in financial statements.
(i) Classification of held-to-maturity investments
The Group follows the guidance of IAS 39 on classifying non-derivative financial
assets with fixed or determinable payments and fixed maturity as held-tomaturity. In making this judgment, the Group evaluates its intention and
ability to hold such investments to maturity.
Key sources of estimation uncertainty
The following are the key assumptions concerning the future, and other key
sources of estimation uncertainty at the balance sheet date, that have a
significant risk of causing a material adjustment to the carrying amounts of
assets and liabilities within the next financial year.
(i) Impairment losses on loans and advances
The Group reviews its loan portfolios to assess impairment on a regular basis.
In determining whether an impairment loss should be recorded, the Group
makes judgments as to whether there is any observable data indicating that
there is a measurable decrease in the estimated future cash flows from a portfolio
of loans. This evidence may include observable data indicating that there has
been an adverse change in the payment status of the debtors of the Group,
or national or local economic conditions that correlate with defaults on assets
in the Group. Management uses judgment and estimates based on historical
loss experience for assets with credit risk characteristics and objective evidence
of impairment similar to those in the portfolio when estimating its cash flows.
The methodology and assumptions used for estimating both the amount and
the timing of future cash flows are reviewed regularly to reduce any differences
between loss estimates and actual loss experience.
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(ii) Fair value of unquoted financial instruments
The fair values of financial instruments that are not quoted in active markets
are determined by using valuation techniques. To the extent practical, models
use only observable data, however areas such as credit risk (both own and
counter party), volatilities and correlations require management to make
estimates. Changes in assumptions about these factors could affect reported
fair value of financial instruments.
(iii) Impairment of available for-sale equity investments
The Group exercises judgment to consider impairment on the available-forsale equity investments. This includes determination of a significant or
prolonged decline in the fair value below its cost. In making this judgment,
the Group evaluates among other factors, the normal volatility in share price.
In addition, the Group considers impairment to be appropriate when there is
evidence of deterioration in the financial health of the investee, industry and
sector performance, changes in technology, and operational and financing
cash flows.
(iv) Impairment of goodwill
Determining whether goodwill is impaired requires an estimation of the
value in use of the cash-generating units to which goodwill has been
allocated. The value in use calculation requires the entity to estimate the
future cash flows expected to arise from the cash-generating unit and a
suitable discount rate in order to calculate present value.

5-

CASH AND BANKS ACCOUNTS
5a- Non-Interest Earning Compulsory Reserves
Banking laws and regulations in Lebanon require banks to maintain cash
compulsory reserves on customers' deposits in Lebanese Pounds with the
Central Bank of Lebanon on the basis of 25% and 15% of the weekly average
demand deposits and term deposits respectively. In this connection, cash
compulsory reserves in the amount of approximately LBP171.74 billion were
maintained in the current accounts with the Central Bank as at December 31,
2006 (LBP181.98billion as at December 31, 2005).
5b- Cash and Due from Banks
This caption is composed of the following:
December 31,

Cash on hand
Current accounts with Central Bank of Lebanon
Current accounts with other central banks
Demand deposits with banks
Checks in process of clearing

2006

2005

LBP'000

LBP'000

39,123,005 32,600,122
10,866,317
8,242,902
829,482
422,019
20,799,664 38,675,760
24,271,923 36,268,179
95,890,391 116,208,982

CONSOLIDATED FINANCIAL STATEMENTS
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Current accounts with the Central Bank of Lebanon are interest earning.
Cash and due from banks are segregated as follows in terms of Lebanese Pounds
and foreign currency (F/Cy) base accounts and resident and non-resident:

December 31, 2006

Resident

LBP

F/Cy

Total

LBP'000

C/V LBP'000

LBP'000

14,991,347

60,908,021

75,899,368

-

19,991,023

19,991,023

14,991,347

80,899,044

95,890,391

Non-resident

December 31, 2005

Resident

LBP

F/Cy

Total

LBP'000

C/V LBP'000

LBP'000

17,195,357

71,226,582

88,421,939

-

27,787,043

27,787,043

17,195,357

99,013,625

116,208,982

Non-resident

6-

CALL AND TIME DEPOSITS WITH BANKS
AND FINANCIAL INSTITUTIONS

This section is composed of the following:
December 31,
2006

2005

LBP'000

LBP'000

Time deposits with the Central
Bank of Lebanon

942,036,750

911,133,000

Call and term deposits with
banks and financial institutions

883,444,331

585,627,428

1,825,481,081

1,496,760,428

Call and time deposits with banks and financial institutions are segregated as
follows in terms of Lebanese Pounds and foreign currency (F/Cy) base
accounts and resident and non-resident banks and financial institutions:
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December 31, 2006

Resident

LBP

F/Cy

Total

LBP'000

C/V LBP'000

LBP'000

7,500,000

970,919,280

978,419,280

-

847,061,801

847,061,801

7,500,000

1,817,981,081

1,825,481,081

Non-resident

December 31, 2005

Resident

LBP

F/Cy

Total

LBP'000

C/V LBP'000

LBP'000

1,021,228,880

1,028,728,880

7,500,000

Non-resident

-

468,031,548

468,031,548

7,500,000

1,489,260,428

1,496,760,428

Call and time deposits with banks and financial institutions outstanding as at
December 31, 2006 mature in the subsequent period as follows with related
weighted average interest rate:

LBP Base Accounts
Period

LBP'000

F/Cy Base Accounts

Weighted
Average
Interest

C/V LBP'000

%

Weighted
Average
Interest

Total

Weighted
Average
Interest

%

LBP'000

%

1st quarter 2007

-

-

1,529,445,581

4.98

1,529,445,581

4.98

2nd quarter 2007

-

-

114,570,000

6.62

114,570,000

6.62

2nd half 2007

-

-

101,304,000

6.64

101,304,000

6.64

Year 2008

-

-

7,839,000

6.34

7,839,000

6.34

Year 2009

-

-

54,270,000

5.37

54,270,000

5.37

Year 2010

-

-

10,552,500

6.23

10,552,500

6.23

Year 2016

3,000,000

5.22

-

-

3,000,000

5.22

Year 2017

4,500,000

5.49

-

-

4,500,000

5.49

7,500,000

5.38

1,817,981,081

5.20

1,825,481,081

5.20
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Call and time deposits with banks and financial institutions outstanding as at
December 31, 2005 mature in the subsequent period as follows with related
weighted average interest rate:

LBP Base Accounts
Period

LBP'000

F/Cy Base Accounts

Weighted
Average
Interest

C/V LBP'000

%
1,197,563,558

Weighted
Average
Interest

Total

Weighted
Average
Interest

%

LBP'000

%

1st quarter 2006

-

-

4.14

1,197,563,558

4.14

2nd half 2006

-

-

5,560,935

3.51

5,560,935

4.14

Year 2007

-

-

213,474,435

5.59

213,474,435

5.59

Year 2008

-

-

7,839,000

5.43

7,839,000

5.43

Year 2009

-

-

54,270,000

5.05

54,270,000

5.05

Year 2010

-

-

10,552,500

5.89

10,552,500

5.89

Year 2016

3,000,000

5.22

-

-

3,000,000

5.22

Year 2017

4,500,000

5.49

-

-

4,500,000

5.49

7,500,000

5.38

1,489,260,428

4.40

1,496,760,428

4.41

Accrued interest receivable on call and time deposits with banks and financial
institutions amounted to LBP6.32billion as at December 31, 2006 (LBP5.42billion
as at December 31, 2005) and is reflected under "Accrued interest and
commission receivable" (Note 11).
Effective January 2002, banks are required to maintain at the Central Bank of
Lebanon mandatory foreign currency interest earning deposits to the extent
of 15% of their total foreign currency customers' deposit base, certificates of
deposit and borrowings from non-resident banks and financial institutions.
In this connection, term deposits aggregating approximately LBP942.04billion
were maintained with the Central Bank of Lebanon as at December 31, 2006
(LBP911.13billion as at December 31, 2005), maturing in the years 2007, 2008,
2009 and 2010 (2006, 2007 and 2009 for year 2005).
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7-

6,404,545

4,985,193

Convertible preferred shares issued by a
Lebanese bank

Non-cumulative preferred shares issued by
a Lebanese bank

-

-

-

Cumulative preferred shares issued by a
Lebanese bank

-

-

3,626,488

-

-

1,513,153

-

-

1,264,904

-

Unquoted equity securities at cost

2,111,644

-

Debt securities issued by foreign banks

Equity securities at fair value

-

Debt securities issued by a Lebanese company

1,507,500

-

Certificates of deposit issued
by Lebanese banks

-

Certificates of deposit issued by Central Bank
of Lebanon in USD

1,366,049

-

2005
LBP'000

2006
LBP'000

Held-for-Trading

Certificates of deposit issued by Central Bank
of Lebanon in LBP

Lebanese Government Eurobonds

Lebanese Treasury bills

This caption consists of the following:

SECURITIES

2005

519,480,168

LBP'000

2,866,497,333

31,783,678

4,543,228

6,030,000

8,575,305

395,298,748

-

-

-

264,046,126

28,963,899

2,350,490,348

13,693,678

4,543,228

6,030,000

8,858,149

447,626,378

-

770,709

-

112,338,055

12,310,444

1,393,995,916 1,224,839,539

733,260,433

LBP'000

2006

Available-for-Sale
2005

-

-

-

-

-

11,887,588

-

7,537,500

205,499,385

376,106,432

999,595,781

252,915,608

LBP'000

1,929,663,184 1,853,542,294

-

-

-

-

-

6,026,400

-

1,507,500

253,166,529

10,348,975

1,272,870,042

385,743,738

LBP'000

2006

Held-to-Maturity
2006

4,801,145,710

31,783,678

4,543,228

6,030,000

8,575,305

397,410,392

6,026,400

-

3,015,000

517,212,655

39,312,874

2,668,232,007

1,119,004,171

LBP'000

2005

772,395,776

LBP'000

4,210,437,187

13,693,678

4,543,228

6,030,000

8,858,149

451,252,866

11,887,588

770,709

9,050,653

317,837,440

388,416,876

2,225,700,224

Total

CONSOLIDATED FINANCIAL STATEMENTS
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Lebanese Treasury bills consist of treasury bills purchased at a discount and
coupon treasury bills.
Ordinary treasury bills, purchased at a discount, are stated in the balance
sheet at their par value less related unearned interest which amounted to
LBP405million as at December 31, 2006 (unearned interest and discount in the
amount of LBP1.01 billion and LBP4 million, respectively as at December 31,
2005).
The coupon treasury bills carry two to five year maturity periods, and related
interest is paid semi-annually. Coupon treasury bills are stated net of net
deferred premium in the amount of LBP516million as at December 31, 2006
(net deferred discount of LBP899 million as at December 31, 2005). Accrued
interest receivable on these bills as at December 31, 2006 amounted to
LBP23.24 billion (LBP15.38billion as at December 31, 2005), and is reflected
under “Accrued interest and commission receivable” (Note 11).
The Lebanese treasury bills outstanding carry the following maturities:

a- Expressed in terms of the original period to the repayment date

December 31, 2006
Fair Value

Nominal Value

Weighted Average
Discount/Coupon Rate
%

LBP'000

LBP'000

One year

12,657,789

13,000,000

7.19

Two years

72,770,296

72,562,500

8.09

Three years

1,003,293,686

1,000,718,400

9.17

Four years

6,128,272

6,000,000

10.30

Five years

25,945,182

26,100,000

10.48

1,120,795,225

1,118,380,900

December 31, 2005

Six months

Fair Value

Nominal Value

Weighted Average
Discount/Coupon Rate

LBP'000

LBP'000

%

20,728,012

21,000,000

7.00

One year

18,563,268

19,196,010

6.72

Two years

138,444,918

130,505,050

8.10

Three years

590,930,042

597,817,210

9.08

5,006,554

5,000,000

11.30

773,672,794

773,518,270

Five years
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b- Expressed in terms of the remaining period to the repayment date
December 31, 2006
Weighted
Average
Discount
/Coupon
Rate

Market
Interest Rates
Applicable
to the
Respective
Period

%

%

Carrying Value

Fair Value

Change in
Fair Value

LBP'000

LBP'000

LBP'000

1st quarter 2007

61,189,214

61,415,630

226,416

8.33

4.89

2nd quarter 2007

85,773,426

86,319,100

545,674

8.45

8.06

2nd half 2007

80,634,205

81,056,770

422,565

8.64

8.41

Year 2008

143,545,541

144,794,355

1,248,814

9.19

8.63

Year2009

341,095,761

339,399,397 (1,696,364)

9.34

9.31

Year 2010

15,417,061

Available-for-Sale:

Year 2011

15,455,681

38,620

11.30

10.74

9.38

9.38

5,093,627

4,819,500

(274,127)

732,748,835

733,260,433

511,598

1st quarter 2007

29,109,375

29,200,361

90,986

8.11

8.11

2nd quarter 2007

3,000,000

3,018,061

18,061

8.68

8.68

Held-to-Maturity:

2nd half 2007

2,000,000

2,009,930

9,930

8.68

5.06

Year 2008

227,670,015

229,452,916

1,782,901

9.33

9.20

Year2009

117,969,448

118,183,524

214,076

9.33

9.32

9.38

9.38

Weighted
Average
Discount
/Coupon
Rate

Market
Interest Rates
Applicable
to the
Respective
Period

%

%

Year 2011

5,994,900

5,670,000

(324,900)

385,743,738

387,534,792

1,791,054

1,118,492,573 1,120,795,225

2,302,652

December 31, 2005

Carrying Value

Fair Value

Change in
Fair Value

LBP'000

LBP'000

LBP'000

1st quarter 2006

38,549,344

38,699,165

2nd quarter 2006

12,761,026

2nd half 2006

70,058,717

Year 2007

Available-for-Sale:

149,821

7.13

3.73

12,825,281

64,255

7.13

5.77

70,292,478

233,761

8.40

7.69

265,058,649

265,600,020

541,371

8.50

8.04

Year 2008

127,168,095

127,056,670

(111,425)

9.19

8.93

Year 2010

5,096,814

5,006,554

(90,260)

11.30

10.46

518,692,645

519,480,168

787,523

13,500,031

14,510,119

1,010,088

7.83

8.00

Held-to-Maturity:

1st quarter 2006
2nd quarter 2006

2,999,907

3,214,314

214,407

7.76

7.85

Year 2007

33,981,386

35,221,032

1,239,646

8.19

7.81

Year 2008

202,434,284

201,247,161 (1,187,123)

9.33

9.39

252,915,608

254,192,626

1,277,018

771,608,253

773,672,794

2,064,541
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The available-for-sale coupon treasury bills are stated at fair value. The change
in fair value in the amount of LBP512million as at December 31, 2006 (LBP787
million as at December 31, 2005) is reflected under equity net of deferred liability
in the amount of LBP77million as at December 31, 2006 (LBP118million in 2005).
Treasury bills are considered as quasi-cash items for the purpose of computing
the liquidity ratio in Lebanese Pounds. These treasury bills can be liquidated prior
to redemption date with the Central Bank of Lebanon at current discount rates.
Customers' deposits in Lebanese Pounds, which carry short-term maturities,
are mainly invested in treasury bills.
Lebanese Government Eurobonds as at December 31, 2006 classified as
trading are stated at fair value and mature as follows:

Maturity

Par
Value
Euro

May 2009

685,000

Total Counter value
of Euro in LBP'000
1,358,225

December 31, 2006
Coupon Carrying
Fair
Rate
Cost
Value
%

Change in
Fair Value

Euro

Euro

685,000

688,946

3,946

708,975

1,358,225 1,366,049

7,824

1,264,904

7.25

Euro

December
31, 2005
Euro

The change in fair value on Lebanese Government Eurobonds classified as
trading in the amount of LBP8million is recorded under “Net realized and
unrealized gain on securities” (LBP43million in 2005).
The certificate of deposit issued by a Lebanese bank in U.S. Dollars and classified
as trading as at December 31, 2006 and 2005 matures in January 2007 and
earns interest at the rate of 6.875% per annum. In this connection accrued
interest receivable amounted to LBP43million as at December 31, 2006 (LBP43
million as at December 31, 2005) and is reflected under “Accrued interest and
commission receivable” (Note 11).
Equity securities at fair value classified as trading represent quoted securities
of Lebanese banks and companies, held by the Group for trading purposes,
stated at fair value prevailing at period-end, and composed of the following:
December
31, 2005

December 31, 2006
Carrying
Cost

Change in
Fair Value

Fair Value

Fair Value

Byblos Bank shares

USD
1,068,545

USD
(396,244)

USD
672,301

USD
876,590

Solidere "A" shares

-

-

-

219,015

HOLCIM Liban shares

-

-

-

413,483

189,791

(189,791)

-

-

48,500

7,658

56,158

42,237

1,306,836

(578,377)

728,459

1,551,325

1,970,054

(871,902)

1,098,152

2,338,622

LBP'000

LBP'000

LBP'000

Eternit shares
Golden Basket One shares
Counter Value of USD in LBP'000

LBP'000
Byblos Priority shares
Total in LBP'000

936,498

76,994

1,013,492

1,287,866

2,906,552

(794,908)

2,111,644

3,626,488
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During 2005, the Group acquired 371,437 Byblos Priority shares of par value
of LBP1,200 each. These shares earn an annual interest of 4% of par value on
a non-cumulative basis from the net non-consolidated income after the
distributions to preferred shares for a period of five years beginning the date
of issue and starting net income of the year 2005.
Dividends received during the year 2006 and 2005 on the above mentioned
equity securities is reflected under “Income from equity and investment
securities” in the consolidated income statement.
The change in fair value of equity securities held for trading in the amount of
LBP795 million (loss) is reflected under “Net realized and unrealized gain on
securities” in the income statement (LBP909 million in 2005).
The available-for-sale Lebanese Government Eurobonds as at December 31,
2006 are stated at fair value and are broken down by maturity as follows:

Maturity

Par Value

Carrying Cost

Fair Value

USD

USD

USD

Change in
Fair Value
USD

Coupon
Rate
%

October 31, 2007

46,235,000

47,012,961

46,299,337

(713,624)

8.625%

March 12, 2008

33,500,000

33,592,963

32,667,856

(925,107)

6.375%

1,095,000

1,085,673

1,077,690

(7,983)

7.375%

August 6, 2008

120,866,000

126,740,170

123,638,905

(3,101,265)

10.125%

October 6, 2009

44,520,000

47,844,658

46,157,507

(1,687,151)

10.250%

8,000,000

8,005,086

7,657,660

(347,426)

7.000%

June 20, 2008

December 14, 2009
March 5, 2010

66,290,000

66,861,230

63,458,347

(3,402,883)

7.125%

November 12, 2010

75,000,000

75,508,970

70,502,271

(5,006,699)

6.875%

December 22 , 2010

959,155

829,051

872,485

43,434

6.000%

May 20, 2011
September 7, 2012

1,331,000

1,353,749

1,288,195

(65,554)

7.875%

18,393,000

18,805,633

17,506,251

(1,299,382)

7.750%

June 20, 2013

21,852,000

22,830,418

21,528,116

(1,302,302)

8.625%

April 14, 2014

67,938,000

67,904,732

62,188,600

(5,716,132)

7.375%

115,885,000

123,640,965

111,584,565

(12,056,400)

8.500%

January 19, 2016
May 11, 2016

18,308,000

22,984,507

21,132,376

(1,852,131)

11.625%

April 12, 2021

272,508,500

272,400,353

251,326,607

(21,073,746)

8.250%

912,680,655

937,401,119

878,886,768

(58,514,351)

Euro
May 20, 2009
April12,2012

Counter Value
in LBP'000

Euro

Euro

Euro

180,000

180,000

181,037

1,037

7.250%

36,589,000

36,332,726

34,655,439

(1,677,287)

5.875%

36,769,000

36,512,726

34,836,476

(1,676,250)

LBP'000

LBP'000

LBP'000

LBP'000

1,448,772,028

1,485,529,985

1,393,995,916

(91,534,069)

The change in fair value of LBP91.5billion as at December 31, 2006 is reflected
separately under equity net of deferred asset in the amount of
LBP13.73billion (LBP7.47billion change in fair value net of deferred liability
LBP1.12billion as at December 31, 2005).

CONSOLIDATED FINANCIAL STATEMENTS
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Certificates of deposit issued by the Central Bank of Lebanon in Lebanese
Pounds and classified as available-for-sale comprise the following:
December 31, 2006
Maturity

Coupon Rate

Par Value

Carrying Cost

Fair Value

Change in
Fair Value

%

LBP'000

LBP'000

LBP'000

LBP'000

December
31, 2005
Fair Value
LBP'000

Year 2008

17.17

4,000,000

4,168,349

4,193,608

25,259

4,239,296

Year 2010

11.30

24,000,000

24,792,424

24,770,291

(22,133)

8,071,148

28,000,000

28,960,773

28,963,899

3,12

12,310,444

The change in fair value in the amount of LBP3million as at December 31,
2006 of certificates of deposit issued by the Central Bank of Lebanon in
Lebanese Pounds is reflected separately under equity net of deferred liability
in the amount of LBP0.5million (LBP294million change in fair value net of
deferred liability of LBP44million as at December 31, 2005).
Central Bank of Lebanon foreign currency certificates of deposit classified as
available-for-sale are denominated in U.S. Dollars and carry the following
maturities:

December 31, 2006
Maturity

Par Value

Put Option

Premium

Carrying
Cost

USD

USD

USD

USD

March 11, 2008
5,000,000
5,000,000
April 4, 2008
20,000,000
- 20,000,000
April 6, 2008
12,000,000
- 12,000,000
April 8, 2008
5,000,000
5,000,000
April 14, 2008
5,000,000
5,000,000
April 15, 2008
16,000,000
- 16,000,000
April 25, 2015 with put option for early redemption in year 2012:
106,960,000 10,850,308
(349,931) 117,460,377
169,960,000 10,850,308
(349,931) 180,460,377
The counter value in LBP'000
256,214,700 16,356,839
(527,521) 272,044,018

December 31, 2005
Maturity

Par Value

Put Option

Premium

USD

USD

USD

March 11, 2008
5,000,000
April 04, 2008
20,000,000
April 06, 2008
12,000,000
April 08, 2008
5,000,000
April 14, 2008
5,000,000
April 15, 2008
16,000,000
April 25, 2015 with put option
9,330,000
72,330,000
The counter value in LBP'000
109,037,475

USD
4,943,927
19,761,636
11,856,262
4,939,810
4,938,916
15,804,056

USD

%

(56,073)
(238,364)
(143,738)
(60,190)
(61,084)
(195,944)

7.50
7.50
7.50
7.50
7.50
7.50

112,910,369 (4,550,008)
175,154,976 (5,305,401)

10.00

264,046,126 (7,997,892)
Weighted
Average
Change in Coupon
Rate
Fair Value Fair Value

USD

USD

5,000,000
20,000,000
12,000,000
5,000,000
5,000,000
16,000,000
year 2012
9,246,385
72,246,385

5,067,786
20,266,465
12,160,043
5,066,752
5,066,957
16,214,372

67,786
266,465
160,043
66,752
66,957
214,372

7.50
7.50
7.50
7.50
7.50
7.50

10,677,065
74,519,440

1,430,680
2,273,055

10.00

257,504 108,911,425 112,338,055

3,426,630

for early redemption in
(254,430)
170,815
(254,430)
170,815
(383,553)

Carrying
Cost

Weighted
Average
Change in Coupon
Rate
Fair Value Fair Value

USD

%
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The certificates of deposit maturing on April 25, 2015 classified under
available-for-sale and held-to-maturity (see below) are puttable at a price of
91.63 in year 2012. The Group is providing over time for the difference
between the par value and the redemption value in year 2012 by recognizing
the effective yield applicable for the period until 2012. This cost which is
expected to increase year by year, is reflected as an adjustment to the
carrying book value.
The change in fair value in the amount of LBP7.99billion as at December 31,
2006 is recorded under equity net of deferred assets in the amount of
LBP1.12billion (LBP3.43billion as at December 31, 2005 net of deferred
liability of LBP0.51billion).
Available-for-sale equity securities at fair value comprise the following:

December 31, 2006

Solidere S.A.L.

December 31, 2005

Number
of Shares

Carrying
Cost

Fair Value

Change in
Fair Value

Number
of Shares

Fair Value

LBP'000

LBP'000

LBP'000

LBP'000

LBP'000

LBP'000

15,912,772 123,527,348 383,816,060 260,288,712 15,888,628 430,658,879

Société Financière du Liban
Kafalat

26,800

350,260

1,005,000

654,740

26,800

1,005,000

4,500

450,000

900,000

450,000

4,500

900,000

Byblos Bank shares

18,877

32,726

51,535

18,809

18,877

32,726

Byblos Priority shares

18,877

22,652

51,535

28,883

18,877

22,652

297,618

5,867

212,268

2,901,582 5,194,402

14,095,011

BLOM GDR shares
HOLCIM Liban shares
Berytech
Metropolitan Club

5,867

212,268

509,886

3,080,064

5,363,308

8,264,890

700

105,000

105,000

-

700

(33,000)

1

-

17,756 5,523,000

594,842

105,000

1

33,000

-

Arab Life Insurance Company 5,523,000

577,086

594,842

1

4,756

-

(4,756)

1

-

102

-

-

-

102

-

Tower Club
Institut National de Garantie
des Depot (net of amortization)

130,678,404 395,298,748 264,620,344

447,626,378

During 2006, the Group recorded dividends on Solidere S.A.L. shares declared
in June 2006 in the amount of LBP13.6billion under “Income from equity and
investment securities” in the income statement.
The change in fair value on available-for-sale equity securities at fair value in
the amount of LBP264billion as at December 31, 2006 is reflected separately
under equity net of deferred liability in the amount of LBP40billion
(LBP310billion change in fair value net of deferred liability LBP47billion as at
December 31, 2005).

CONSOLIDATED FINANCIAL STATEMENTS
AND AUDITOR’S REPORT

Available-for-sale unquoted equity securities at cost comprise the following:

December 31, 2006
Nº. of Shares

December 31, 2005

Amount

Nº. of Shares

Amount

LBP'000
Banque de L'Habitat

LBP'000

624,800

5,027,984

624,800

5,027,984

5,500

507

5,500

507

630

151

630

151

725,814

103,681

725,814

103,681

1,719

517

1,719

517

595,298

258,741

595,298

258,741

165

9,075

165

9,075

33,500,354

837,509

33,512,220

900,117

49,900

-

49,900

-

6,510

2,336,625

6,510

2,336,625

Banque Nationale pour le Développement
Industriel et Touristique
Compagnie Générale du Levant
Union Nationale
Société Foncière du Liban
Faraya Mzar
Coopérative de Presse
Société Méditerranée des
Grands Hôtels S.A.L.
Idarat
Compagnie Immobiliere Libanaise
Banque Audi S.A.L. - GDR

-

-

4,889

136,348

Fransabank S.A.L.

-

-

24,732

83,888

Other

-

515

-

515

8,575,305

8,858,149

Cumulative preferred shares in U.S. Dollars issued by a Lebanese bank and
classified as available-for-sale represent the value of 51,200,000 class “A”
shares acquired by the Group in 2004 for USD0.079 per share. These shares,
which expire in year 2011, earn an annual cumulative fixed dividend of 7.5%
per annum and are subject to an early redemption right starting in year 2009.
If the issuing bank exercises its early redemption option, then the Group will
be entitled to an early redemption premium equal to 50% of the annual
dividend that would have been owed and due by the issuer to the Group until
expiry of the preferred shares.
Convertible preferred shares issued by a Lebanese bank and classified as
available-for-sale consist of the following:

Type
Class “A” shares
Class “B” shares
Counter value of
USD in LBP'000

Number
of Shares
182,500
87,500
270,000

Dividends
%
8.00
7.00

Par Value
USD
2,007,500
1,006,250
3,013,750

Maturity
2nd half 2007
2nd half 2010

4,543,228
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Class “A” shares represent non-callable cumulative convertible preferred
shares that are denominated in U.S. Dollars and are subject to a one-to-one
conversion option into the issuer bank's common stock in year 2007 at no
additional cost than the issue price of USD11 for each preferred share.
Class “B” shares represent cumulative convertible preferred shares that are
denominated in U.S. Dollars and that are subject to early redemption option
on the 5th anniversary (year 2008) for a total consideration equal to the value
of the shares at the issue price, in addition to the accumulated amount of all
fixed dividend payments due and unpaid on the early redemption date plus
an early redemption premium equivalent to 50% of the value of the fixed
dividend payment that would have been owned and due until the end of the
term of the shares. These shares carry a one-to-one conversion option into the
issuer bank's common stock in year 2010 at no additional cost than the issue
price of USD11.5 for each preferred share.
Non-cumulative preferred shares in U.S. Dollars issued by a Lebanese bank
and classified as available-for-sale includes the value of 40,837 perpetual
shares acquired by the Group in 2004 for USD100 per share. These shares
earn a non-cumulative annual dividend of 8.5% and are subject to a call
option starting in year 2009 and for each subsequent year thereafter at a
price equal to the issue price per share plus any declared but unpaid
dividends. During 2005, the Group acquired 50,000 additional shares for
USD100 per share. These shares earn a non-cumulative annual dividend of
maximum 9.5% and minimum 7.5% and are subject to a call option starting
in year 2010. During year 2006, the Group acquired 1,200,000 noncumulative redeemable preferred shares issued by a Lebanese bank for
USD10 per share. These shares earn a non-cumulative annual dividend of
8.25%.
Dividend income from preferred shares amounted to LBP539million and
LBP1.06billion for the years ended December 31, 2006 and 2005 recorded
under “Income from equity and investment securities” in the income
statement.
Debt securities issued by Lebanese quoted companies in U.S. Dollars and
classified as available-for-sale matured in July 2006 and earned interest at the
rate of 10% per annum. The fair value of these debt securities amounted to
USD511,250 (LBP771million) as at December 31, 2005 and the change in fair
value in the amount of USD11,250 as at December 31, 2005 is reflected in a
separate caption under equity net of deferred liability in the amount of
USD1,688 as at December 31, 2005.

CONSOLIDATED FINANCIAL STATEMENTS
AND AUDITOR’S REPORT

The held-to-maturity Lebanese Government Eurobonds as at December 31,
2006 and 2005 are stated at amortized cost and are broken down by
maturities as follows:

Maturity

Par Value
USD

December 31, 2006
Amortized
Fair Value
Change in
Cost
Fair Value
USD
USD
USD

Coupon
Rate
%

February 25, 2007

3,000,000

2,997,725

2,994,990

(2,735)

6.500

October 31, 2007

40,303,000

40,088,925

40,359,058

270,133

8.625

March 12, 2008

17,500,000

17,539,213

17,065,300

(473,913)

6.375

June 20, 2008

6,700,000

6,824,759

6,594,073

(230,686)

7.375

August 6, 2008

47,075,000

49,453,265

48,155,367

(1,297,898)

10.125

October 6, 2009

41,378,000

42,923,926

42,899,893

(24,033)

10.250

March 5, 2010

5,000,000

5,061,896

4,786,400

(275,496)

7.125

November 12, 2010 125,000,000

125,894,117

117,503,750

(8,390,367)

6.875

December 22, 2010

551,662

534,087

501,815

(32,272)

6.000

May 20, 2011

56,500,000

57,314,533

54,682,942

(2,631,591)

7.875

September 7, 2012

17,000,000

17,607,076

16,180,090

(1,426,986)

7.750

June 20, 2013

15,000,000

16,202,500

14,777,400

(1,425,100)

8.625

April 14, 2014
January 19, 2016

76,962,000
61,000,000

76,925,524
65,553,943

70,448,719
58,736,290

(6,476,805)
(6,817,653)

7.375
8.500

May 11, 2016

62,750,000

71,406,926

72,430,443

1,023,517

11.625
8.250

April 12, 2021

202,042,500

202,016,245

186,337,766 (15,678,479)

777,762,162
Euro

798,344,660
Euro

754,454,296 (43,890,364)
Euro
Euro

May 20, 2009

5,000,000

5,071,206

5,028,800

(42,406)

7.250

April 12, 2012

30,000,000

29,912,210

28,414,500

(1,497,710)

5.875

35,000,000

34,983,416

33,443,300

(1,540,116)

LBP'000

LBP'000

LBP'000

The counter value
in LBP'000
1,241,874,809 1,272,870,042 1,203,651,561

LBP'000
(69,218,481)
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December 31, 2005
Maturity

Par Value
USD

April 24, 2006
151,400,000
May 15, 2006
116,697,000
June 27, 2006
18,350,000
August 2, 2006
54,700,000
February 25, 2007
3,000,000
October 31, 2007
40,303,000
March 12, 2008
12,500,000
August 6, 2008
41,000,000
October 6, 2009
41,378,000
March 5, 2010
5,000,000
November 12, 2010 20,000,000
May 20, 2011
56,500,000
September 7, 2012
3,000,000
May 12, 2016
54,750,000
618,578,000
Euro
October 6, 2006
May 20, 2009

The counter value
in LBP

18,250,000
5,000,000
23,250,000
LBP'000
973,987,358

Amortized
Cost
USD
152,789,783
116,933,323
18,680,583
55,927,577
2,984,075
39,832,035
12,531,641
44,264,780
43,473,148
5,081,199
20,172,083
57,498,953
3,019,560
62,130,034
635,318,774
Euro
18,357,671
5,100,670
23,458,341
LBP'000

Fair Value
USD

Change in Coupon
Fair Value
Rate
USD
%

153,160,764
370,981
118,375,098
1,441,775
18,854,625
174,042
56,033,581
106,004
3,000,000
15,925
41,638,202
1,806,167
12,537,500
5,859
44,254,558
(10,222)
45,981,303
2,508,155
5,031,250
(49,949)
20,175,000
2,917
58,406,875
907,922
3,067,500
47,940
68,300,625
6,170,591
648,816,881 13,498,107
Euro
Euro
18,729,063
5,175,000
23,904,063
LBP'000

371,392
74,330
445,722
LBP'000

9.875
10.500
10.500
10.500
6.500
8.625
6.375
10.125
7.750
7.125
6.875
7.875
7.750
11.625

8.875
7.250

999,595,781 1,020,739,403 21,143,622

The certificates of deposit issued by the Central Bank of Lebanon in Lebanese
Pounds and classified as held-to-maturity as at December 31, 2006 mature as
follows:
Maturity

Par Value

Year 2010

10,000,000
10,000,000

USD

Amortized
Cost
USD
10,348,975
10,348,975

Fair Value
USD
10,320,701
10,320,701

Change in Coupon
Fair Value
Rate
USD
%
(28,274)
(28,274)

11.30

The certificates of deposit issued by the Central Bank of Lebanon in Lebanese
Pounds and classified as held-to-maturity as at December 31, 2005 matured
during 2006.

CONSOLIDATED FINANCIAL STATEMENTS
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Central Bank of Lebanon foreign currency certificates of deposit classified as
held-to-maturity are denominated in U.S. Dollars and carry the following
maturities:

Weighted
Average
Coupon
Rate
%
7.50
7.50
7.50
7.50
7.50
7.50
7.50

December 31, 2006
Maturity

Par Value

Put Option

Premium

Carrying
Cost

Change in
Fair Value

Fair Value

USD
USD
USD
USD
March 9, 2008
27,000,000
- 27,000,000
March 11, 2008
11,000,000
- 11,000,000
March 17, 2008
40,000,000
- 40,000,000
March 24, 2008
14,500,000
- 14,500,000
March 17, 2008
8,250,000
8,250,000
March 24, 2008
6,073,000
6,073,000
July 19, 2009
18,500,000
- 18,500,000
April 25, 2015 with put option for early redemption in year 2012
41,500,000 2,330,087 (1,215,091) 42,614,996
166,823,000 2,330,087 (1,215,091) 167,937,996
Total counter value of USD in LBP'000
251,485,673 3,512,606 (1,831,750) 253,166,529

USD
26,698,864
10,876,639
39,544,377
14,331,640
8,151,180
5,998,807
18,006,870

USD
(301,136)
(123,361)
(455,623)
(168,360)
(98,820)
(74,193)
(493,130)

43,808,717
167,417,094

1,193,721
(520,902)

252,381,269

(785,260)

December 31, 2005
Maturity

Par Value

Put Option

Carrying
Cost

USD
USD
USD
February 15, 2006
5,400,000
5,400,000
March 9, 2008
27,000,000
- 27,000,000
March 11, 2008
11,000,000
- 11,000,000
March 16, 2008
10,000,000
- 10,000,000
March 17, 2008
30,000,000
- 30,000,000
March 24, 2008
14,500,000
- 14,500,000
April 6, 2008
8,250,000
8,250,000
April 14, 2008
6,073,000
6,073,000
April 25, 2015 with put option for early redemption in year 2012
25,000,000
(905,000)
24,095,000
137,223,000
(905,000) 136,318,000
Total counter value of USD in LBP'000
206,863,673
(1,364,288) 205,499,385

Fair Value

Change in
Fair Value

USD
5,212,488
27,360,283
11,147,941
10,120,519
30,401,961
14,694,969
8,360,029
6,154,326

USD
(187,512)
360,283
147,941
120,519
401,961
194,969
110,029
81,326

28,609,500
142,062,016

4,514,500
5,744,016

214,158,489

8,659,104

10.00

Weighted
Average
Coupon
Rate
%
4.13
7.50
7.50
7.50
7.50
7.50
7.50
7.50
10.00

The option on the held-to-maturity certificates of deposit maturing on April
25, 2015 to redeem in year 2012, is treated in the same manner as described
under available-for-sale certificates of deposit above.
Certificates of deposit issued by Lebanese commercial banks in U.S. Dollars
and classified as held-to-maturity as at December 31, 2006 mature in
September 2008 and earn interest at the rate of 6.875% per annum. In this
connection, accrued interest receivable in the amount of LBP31million as at
December 31, 2006 (LBP211million as at December 31, 2005) is reflected under
“Accrued interest and commission receivable” (Note 11).
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Debt securities issued by foreign banks and classified as held-to-maturity
include structured notes acquired by the Group during the years 2006 and 2005.
These notes comprise the following as at December 31, 2006 and December
31, 2005:

December 31, 2006

Type
USD:
Callable range accrual
note - in USD
Callable range accrual
note - in USD

Conditional
Average
Coupon
%

Issuer
Rating

Maturity

AA

February 24, 2009

6.00 2,000,000

AA

August 27, 2009

5.00 1,997,612
3,997,612

Counter value of USD
in LBP'000

Carrying
Cost
USD

6,026,400

December 31, 2005

Type
USD:
Callable range accrual
note
Callable range accrual
note
Counter value of USD
in LBP'000
Euro:
Structured Notes
- DOCU
Counter value of Euro
in LBP'000
Counter value of USD
and Euro in LBP'000

Issuer
Rating

Maturity

Conditional
Average
Coupon
%

Carrying
Cost
USD

AA

February 24, 2009

6.00

2,000,000

AA

August 27, 2009

5.00

1,996,716
3,996,716
6,025,049

AA

January 19, 2006

8.63

3,285,937
5,862,539
11,887,588

The callable range accrual notes are subject to early redemption and pay coupon
interest that is indexed to 6-months LIBOR that is fixed daily during the relevant
calculation periods. The capital invested in these notes is guaranteed at maturity.
Accrued interest receivable on Lebanese Government Eurobonds amounting
to LBP59.82billion as at December 31, 2006 (LBP57.94billion as at December
31, 2005), is included under “Accrued interest and commission receivable”
(Note 11).
Accrued interest receivable on the certificates of deposit issued by the Central
Bank of Lebanon in U.S. Dollars amounted to LBP9.78billion as at December
31, 2006 and is reflected under “Accrued interest and commission receivable”
(LBP6.16billion as at December 31, 2005) (Note 11).

CONSOLIDATED FINANCIAL STATEMENTS
AND AUDITOR’S REPORT

Accrued interest receivable on the certificates of deposit issued by the Central
bank in Lebanese Pounds a at December 31, 2006 amounted to LBP3.11billion
(LBP61.55billion as at December 31, 2005) and is reflected under "Accrued
interest and commission receivable" (Note 11).
During the year 2006, the Group entered into a repurchase agreement with a
non-resident financial institution whereby it sold under a repurchase agreement
Lebanese Government Eurobonds in the aggregate amount of USD142million
for a total value of USD $120million. The fair value of the bonds as at the
agreement date aggregated USD132,060,000. The original margin between
the sale price and the fair value of the underlying securities should be
maintained by the Bank either by cash compensation or by temporary transfer
of additional securities in the amount of the deficit. The final maturity of this
agreement is June 2008, and the Group has the right of early repurchase either
on June or December 2007. The repurchase price of these securities yields an
interest rate of three-month Libor plus 100 basis points.

8-

LOANS AND ADVANCES TO CUSTOMERS
This caption consists of the following:

December 31
2006
LBP'000
Ordinary Loans:
Loans and overdrafts
Creditors balances in debit
Bills discounted
Restructured Debts:
Special mention loans
Substandard loans
(net of unrealized interest)
Bad and doubtful debts
(net of unrealized interest)
Classified Loans:
Substandard loans
(net of unrealized interest)
Bad and doubtful loans
(net of unrealized interest)
Less: Provision for credit losses
Provision for collective
impairment
Deferred penalties charged
on excess over limit

2005
LBP'000

1,561,368,750
11,372,979
1,993,856
1,574,735,585

1,555,470,639
11,799,011
4,353,898
1,571,623,548

37,790,820

48,122,267

7,383,548

17,125,190

64,554,570
109,728,938

35,102,659
100,350,116

22,136,489

33,734,115

141,849,397
(114,354,197)
49,631,689

217,721,536
(175,267,460)
76,188,191

(12,373,560)

-

(11,621,650)
1,710,101,002

(12,558,918)
1,735,602,937
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The loans and advances portfolio is allocated by classification of debts and
between Lebanese Pounds and foreign currency base loans as follows:

December 31, 2006

Ordinary Loans
Restructured debts
Substandard loans
(net of unrealized interest)
Bad and doubtful loans
(net of unrealized interest)
Provision for credit losses
Provision for collective
impairment
Deferred penalties charged
on excess over limit

LBP'000
56,789,473
255,870

F/Cy c/v in
Total
LBP'000
LBP'000
1,517,946,112 1,574,735,585
109,473,068
109,728,938

159,011
14,651,755
(13,551,903)

21,977,478

127,197,642
141,849,397
(100,802,294) (114,354,197)

(12,373,560)
(11,62 1,650)
34,308,996

22,136,489

-

(12,373,560)

(11,621,650)
1,675,792,006 1,710,101,002

December 31, 2005

Ordinary loans
Restructured debts
Substandard loans
(net of unrealized interest)
Doubtful loans
(net of unrealized interest)
Provision for credit losses
Deferred penalties charged
on excess over limit

F/Cy c/v in
LBP'000
LBP'000
33,434,517 1,538,189,031
3,300
100,346,816

Total
LBP'000
1,571,623,548
100,350,116

75,087

33,659,028

33,734,115

31,493,286
(19,556,132)

186,228,250
(155,711,328)

217,721,536
(175,267,460)

(12,558,918)
32,891,140 1,702,711,797

(12,558,918)
1,735,602,937

Loans and overdrafts as at December 31, 2006 include exposures secured by
cash collaterals, real estate mortgages and marketable securities to the extent
of approximately LBP541.12billion, LBP745.76billion and LBP207.84billion,
respectively (LBP534.4billion, LBP482.71billion and LBP108.34billion respectively
in 2005).
The loans and advances portfolio is allocated among the various economic
sectors as follows:

December 31,
Economic Sector
Real estate
Commercial and services
Agriculture and industrial
Other

2006
%
30
37
9
24
100

2005
%
33
40
9
18
100

CONSOLIDATED FINANCIAL STATEMENTS
AND AUDITOR’S REPORT

The loans and advances portfolio reflects a concentration in the distribution
of loans among debtors and in specific economic sectors.
Loans and advances as at December 31, 2006 relate to resident debtors to the
extent of 86% of total loans and advances (85% as at December 31, 2005).
Loans and advances to customers as at December 31, 2006 and 2005 are
stated net of third parties' participation to the extent of LBP8.91billion and
LBP12.16billion, respectively.
The Group has deferred penalty interest on loans and advances with balances
in excess of facilities' limits in the amount of LBP11.62billion as at December
31, 2006 (LBP12.56billion as at December 31, 2005).
Accrued interest receivable on performing loans and advances as at December
31, 2006 amounted to LBP5.15billion (LBP6.99billion as at December 31, 2005)
and is reflected under “Accrued interest and commission receivable” (Note 11).
Bad and doubtful debts and substandard loans are stated net of unrealized
interest.

The movement of unrealized interest on bad and doubtful debts and
substandard loans is summarized as follows:

Year 2006
Unrealized Interest on
Bad and
Doubtful Loans
LBP'000
Balance, beginning of year
Additions from entities
acquired by merger in 2006
Additions for the year
Write backs
Write-offs
Transfers
Transfer to provision for
non-consolidated subsidiary
Transfer to off-balance sheet
Effect of exchange rate changes
Other
Contractual write-off
on restructured troubled debts
Net balance, end of year

Substandard
Loans
LBP'000

LBP'000

Year 2005
LBP'000

372,781,271

15,267,278

388,048,549

411,629,185

54,304,585
(12,586,237)
(35,734,055)
3,219,321

11,311
4,462,761
(4,369,830)
(1,950,602)
(3,435,510)

11,311
58,767,346
(16,956,067)
(37,684,657)
(216,189)

70,234,476
(18,088,023)
(41,233,824)
-

(1,934,987)
(59,206,316)
283,283
(13,529)
321,113,336

(1,291,708)
1,730
8,695,430

(1,934,987)
(60,498,024)
285,013
(13,529)
329,808,766

(5,056,942)
(28,912,159)
(524,164)
388,048,549

(71,424,023)
249,689,313

(3,487,517)
5,207,913

(74,911,540)
254,897,226

(38,162,296)
349,886,253

Total

The Group has set up specific provisions for bad and doubtful loans in the
amount of approximately LBP114.35billion as at December 31, 2006
(LBP175.27billion as at December 31, 2005).
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The movement of the provision for credit losses is summarized as follows:

Balance, beginning of year
Additions for the year
Transfer from escrow
Write-backs
Write-offs
Transfer from/to provision for
non-consolidated subsidiary
Transfer to off-balance sheet
Effect of exchange rate charges
Contractual write-off on
restructured debts
Net balance, end of year
Escrow funds
Contractual write-off on
restructured debts
Balance, end of year

2006
LBP'000

2005
LBP'000

182,201,840
26,355,981
(8,193,561)
(20,204,696)

188,607,017
35,667,274
1,470,605
(10,843,623)
(10,952,416)

4,005,669
(32,288,864)
68,824
151,945,193

(5,574,223)
(15,797,342)
(375,452)
182,201,840

(49,944,751)
102,000,442
12,353,755

(19,976,772)
162,225,068
13,099,392

12,353,755
114,354,197

(57,000)
13,042,392
175,267,460

Escrow funds in the amount of USD8,194,862 as at December 31, 2006, are
partially funded from by the Group to the extent of USD2million and the
balance is funded by the previous shareholders of Allied Bank S.A.L., a
merged subsidiary, for the purpose of covering any shortfall in the provision
for doubtful accounts. An amount of USD4,105,859 out of the escrow funds
as at December 31, 2006, became the irrevocable right of the Group as of the
year 2002. During 2005, an amount of USD975,526 was transferred from the
escrow funds to provision for credit losses.
According to Government Decree Nº. 83 of June 27, 1977, specific provisions
set up by banks for bad and doubtful debts, before the bankruptcy of the
related debtors is declared, are considered a deductible charge for tax purposes,
provided the approval of the Banking Control Commission is obtained.
During 2006, and as a result of the outbreak of hostilities which took place in
certain areas of Lebanon during July and August 2006 and due to its adverse
effect the Bank setup a provision for collective impairment of LBP12.37billion.
During 2006, special mention loans in the gross notional amount of
LBP47.54billion were reported under restructured loans net of waived loans
in the amount of LBP10.43billion which was off-set against unrealized
interest of bad and doubtful debts. In addition, substandard loans in the
gross notional amount of LBP10.87billion were reported under restructured
loans net of waived loans in the amount of LBP3.48billion which was offset
against unrealized interest on substandard loans. Moreover, bad and
doubtful loans in the gross notional amount of LBP175.97billion were
reported under restructured debts net of waived loans in the amount of
LBP110.75billion which was off-set against provision and unrealized interest
on bad and doubtful loans in the amounts of LBP60.84billion and
LBP49.91billion, respectively.

CONSOLIDATED FINANCIAL STATEMENTS
AND AUDITOR’S REPORT

9- LOANS AND ADVANCES TO RELATED PARTIES
This caption comprises the following:

December 31,
2006
LBP'000
Overdrafts
Medium and long-term loans
Creditors balances in debit

2005
LBP'000

206,142,710
41,657,892
204,336,624
452,137,226

210,994,172
520,298
25,569,586
237,084,056

Loans and advances to related parties represent the utilized overdraft
facilities extended to the economic owner of the Group and to companies
under common ownership. These loans are substantially covered by related
party deposits that comprise the following:

December 31,
2006
LBP'000
Demand deposits
Debtors' balances in credit
Time deposits
Time savings

10

332,498,069
1,137,880
862,980,750
1,151,680
1,197,768,379

2005
LBP'000
152,918,498
2,437,008
263,364,913
5,995,020
424,715,439

CUSTOMERS’ ACCEPTANCE LIABILITY
This caption represents the liability to the Group of its customers on outstanding
drafts and bills of exchange which have been accepted by the Group and/or
other banks for its account. These acceptances relate to negotiated deferred
payment import letters of credit. The commitments resulting from these
acceptances are stated as a liability in the accompanying balance sheet and
for the same amount.
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11 ACCRUED INTEREST AND COMMISION RECEIVABLE
This caption consists of the following:
December 31,
2006
LBP'000
Accrued interest receivable:
Lebanese treasury bills
Lebanese Government Eurobonds
and structured notes
Certificates of deposit issued by
the Central Bank of Lebanon
and other financial institutions
Loans and advances
Deposits with banks
Accrued commission receivable

2005
LBP'000

23,241,950

15,383,198

60,017,620

58,252,125

12,886,690
5,147,568
6,316,818
40,603
107,651,249

67,961,071
6,985,586
5,415,371
262,927
154,260,278

12 OTHER ASSETS
This caption consists of the following:
December 31,

Prepaid expenses and deferred charges
Change in the fair value of derivatives
Receivable from related parties - Note 14
Other

2006
LBP'000

2005
LBP'000

8,583,541
1,221,233
141,358,912
29,681,357
180,845,043

9,136,946
6,536,042
13,197,803
28,870,791

Changes in the fair value of derivatives is composed of the following:

Net forward exchange contracts
Net currency options
Net interest rate swaps

2006
LBP'000
1,354,958
(133,725)
1,221,233

2005
LBP'000
6,720,731
(184,689)
6,536,042

CONSOLIDATED FINANCIAL STATEMENTS
AND AUDITOR’S REPORT

13

INVESTMENT SECURITIES
This caption consists of the following:

Percentage of
Ownership/ Nº.
of Shares

December 31,
2006
LBP'000

2005
LBP'000

40%
100%
22%
145,000
-

9,613,479
1,432,125
40,289,689
6,633,000
3,321,855
61,290,148

7,394,423
1,356,750
40,289,689
4,844,173
2,790,707
56,675,742

Investment S.A.L. (Holding) and Subsidiaries

72%

-

13,823,190
13,823,190

Investments Held-for-Sale:
Palm Beach
Berkeley Hotel
Beverly Hotel
Le Gabriel Hotel
Sidem

24%
99%
48%
32%
20%

979,875
2,442,150
4,168,238
14,167,695
21,757,958

5,125,500
979,875
2,442,150
4,168,238
13,006,715
25,722,478

83,048,106

162,798
162,798
96,384,208

Investment in Associates:
CreditCard Services Company
Medfinance Holding Ltd.
Ciment de Sibline S.A.L.
Light Metal Products S.A.L.
Long-term loan to Light Metal Products S.A.L.

Temporary Investment in
Non-Consolidated Subsidiary:
Share capital and loans to IDARAT

Other Investments:
Others

The investment in CreditCard Services Company S.A.L. is reflected as at December
31, 2006 and 2005 using the equity method whereby the Group accounts for
its share in the net income of the associate net of deferred dividend tax, the
change in fair value of the associate's portfolio of available for sale securities,
and net of dividends received. In this connection, the Group recorded its share
in the net income of the associate in the amount of LBP2.28billion for the year
2006 (LBP1.91billion for the year 2005) by crediting “income from associates”
in the income statement for an amount of LBP2.05billion for the year ended
December 31, 2006 (LBP1.72billion in 2005) and “accounts payable, accrued
expenses and other liabilities” for an amount of LBP228million as at December
31, 2006 (LBP191million as at December 31, 2005)
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During 2005, the Group acquired 7,634,901 additional shares in Ciment de
Sibline S.A.L. for a total consideration of LBP13.81billion thus increasing the
Group's stake in the equity of the associate to 22% representing 22,558,991
shares. The Group did not account as at December 31, 2006 and 2005 for its
share in the net income of the associate for the year ended December 31,
2006, and 2005 since the accounts of the associate were not prepared as at
the issuance of the Group's financial statements. Management believes that
the share in the associate's net income for the year ended December 31, 2006
and 2005 are immaterial to the Group's financial statements as a whole.
Subsequent to the balance sheet date, the Group sold 7,542,469 shares
bringing down its equity stake to 18.90%.
During the first half of the year 2006, the Group sold its investment in “Idarat
Investment S.A.L. (Holding)” of net book value of LBP13.82billion as at
December 31, 2005 for a consideration of USD8,700,000 recorded under
“Other assets” and payable over a ten year period.

14

ASSETS ACQUIRED IN SATISFACTION OF DEBTS
Acquisition of assets in satisfaction of debts is approved by the Lebanese
banking regulatory authorities. These assets should be liquidated within two
years as from the date of approval given by the Central Bank of Lebanon to
acquire these properties. In the event of default of liquidation, such
properties should be fully provided for over a period of five years,
commencing in the last year of the period during which the assets should
have been liquidated.
However, the Central Bank of Lebanon, through its intermediary circular #41
dated November 17, 2003 and its related circulars and amendments, allowed
banks to provide for impairment of assets acquired in satisfaction of debts
over an extended period of 20 years provided that the related debts meet
certain criteria enumerated in the above mentioned circular.
In this connection, the regulatory provision for impairment set up by the
Group as at December 31, 2006 amounted to LBP14.47billion (LBP10.05billion
as at December 31, 2005).
The movement of assets acquired in satisfaction of debts was as follows:

Balance -- January 1, 2005
Additions
Disposals
Balance -- December 31, 2005
Additions
Disposals
Effect of Subsidiary Acquisition
Effect of Exchange Rate
Balance -- December 31, 2006

Assets
Acquired
LBP'000
342,487,803
47,502,556
(81,368,194)
308,622,165
9,752,512
(221,028,946)
3,742,331
114,048
101,202,110

Provision for
Impairment
LBP'000
(4,036,524)
(6,028,603)
19,852
(10,045,275)
(7,653,353)
3,228,536
(14,470,092)

Net
Book Value
LBP'000
338,451,279
41,473,953
(81,348,342)
298,576,890
2,099,159
(217,800,410)
3,742,331
114,048
86,732,018

CONSOLIDATED FINANCIAL STATEMENTS
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The additional provision for impairment in the amount of LBP7.65billion for
year 2006 is reflected under “provision for impairment of assets acquired in
satisfaction of debts” in the consolidated income statement (LBP6.03billion
for year 2005).
During the year 2006, the Group sold assets acquired in satisfaction of debt in
the aggregate amount of USD124.95million to affiliated companies for a
total consideration of USD125.03million, and recognized a gain on sale of
approximately USD0.75million reflected under “Gain on sale of assets
acquired in satisfaction of debts" in the consolidated income statement. The
Group collected 25% of the selling price at the date of the contract and the
remaining balance of USD93.77million (LBP141.36billion) was recorded under
“Other assets” to be collected over three equal annual installments starting
December 30, 2007. This receivable earns interest at an annual rate of threemonths LIBOR + one basis point.
During 2005, the Group sold assets acquired in satisfaction of debt of
aggregate cost of USD52.6million for USD70.66million to a related party and
recognized a gain on sale in the amount of USD18.06million reflected under
“Gain on sale of assets acquired in satisfaction of debts” in the consolidated
income statement for the year ended December 31, 2005.

15

GOODWILL (NET OF PROVISION
FOR IMPAIRMENT LOSS)
The transactions giving rise to goodwill were mainly the purchase of 100%
equity stake in BankMed (Suisse) S.A. with an effective date of August 31,
2001 and 90% of Allied Bank S.A.L. with an effective date of November 30, 2001.
The related goodwill represents mainly the difference between the acquisition
price of the investment in both acquired subsidiaries and the Bank's equity in
the related net assets at the effective dates of the transactions. The Group's
acquisition during 2003 of the remaining 10% equity stake in Allied Bank
S.A.L. resulted in an addition to goodwill of LBP2.8billion. In addition, and due
to a court resolution dated March 4, 2004, the Group paid an amount of USD
2,653,657 to the previous owners of Allied Bank S.A.L. This resulted in a further
addition to goodwill in the amount of LBP3billion.
On May 11, 2006, the Group purchased the minority interest of 25% in Saudi
Lebanese Bank S.A.L. in accordance with the resolution of the General Assembly
dated November 28, 2005 for a total consideration of USD51million (LBP
76.88billlion) of which USD38.25million were settled up to December 2006.
The remaining balance of USD12.75million (LBP19.22billion) reflected under
“Notes payable” under “Accounts payable, accrued expenses and other liabilities”
is payable in February 2007. The excess of the purchase price over the net
asset value of the acquired interest in the amount of LBP42billion was allocated
to property and equipment and assets acquired in satisfaction of debts in the
amount of LBP7.21billion and LBP3.74billion, respectively, to recognize these
assets at their fair values at the date of acquisition. The residual unallocated
excess in the amount of LBP31.77billion was recognized as goodwill. Subsequent
to the balance sheet date the notes payable as were settled on upon their
maturity.
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The goodwill balance outstanding as of the balance sheet date consists of the
following:

Percentage
Allocation
of Acquired Transaction
Net
to Assets
Ownership
Value
Assets Value Revaluation

%
Goodwill from Subsidiaries:
BankMed (Suisse) S.A.
Allied Bank S.A.L.
Saudi Lebanese Bank S.A.L.
Cumulative effect of exchange rates
changes up to balance sheet date
Less: Accumulated amortization up
to December 31, 2003

LBP'000
100 86,653,140
100 56,426,242
100 76,882,500

LBP'000

LBP'000

December 31,
2006

2005

LBP'000

LBP'000

56,240,341
- 30,412,799
28,673,294
34,160,882 10,956,160 31,765,458
62,178,257

30,412,799
27,752,948
58,165,747

11,361,955

8,396,406

(9,747,457) (13,739,545)
63,792,755 52,822,608

Goodwill from Business Combination:

Allied Bank S.A.L.
Goodwill (net)

23,068,898
86,861,653 52,822,608

On May 31, 2006, the Group acquired the assets and liabilities of the
subsidiary bank, Allied Business Bank S.A.L., as at that date in a business
combination approved the Group's General Assembly in its meeting on May
13, 2006 and the approval of the Central Bank of Lebanon dated May 17,
2006. As a result of the business combination, the related accumulated
amortization in the amount of LBP4.68billion was offset against goodwill.
The remaining change in accumulated amortization is due to exchange rate
fluctuation.
The Group tests goodwill annually for impairment or more frequently if there
are indications that goodwill might be impaired. Goodwill is considered to
be impaired when the carrying value exceeds the recoverable amounts of the
merged business which are determined from value in use calculations. The
value in use is determined as a multiple of the contribution generated by the
business units and customers' accounts acquired by the parent bank.

2,090,406

(7,121,891)
(12,504,316)

75,845
2,877,048

-

-

7,213,829

-

(7,069)
(17,154)

(10,085)
-

56,421

28,590
-

-

-

(562,760)
-

274,165
-

288,595
-

LBP'000

(55,816,718)
(202,199)
(225,513)
(97,600,622)

(13,989,437)
(26,692,529)
(674,226)

3,904,061
279,581,663

78,700,955
202,199
225,513

156,523,391
38,689,01
1,336,531

LBP'000

Balance
31.12.2006

180,581,041

189,553,598

15,416
1,985,325
89,665

(1,532,239)
(3,708,305)
(141,881)

2,801,203
-

(3,584)
(2,308,622) (14,085,122)

(75,845)

27,831
-

LBP'000

Transfers

Net Book Value:

467,582
7,704,953

4,002,823
281,000,204

-

7,213,829
-

LBP'000

Revaluation
Effect of
Upon Acquisition
Exchange
of a Subsidiary Rate Changes

(1,400,000)

3,185,544
-

75,212,656
202,199
301,358

LBP'000

(68,440) (14,009,277)
(2,144,728)
(91,870)
-

LBP'000

Effect of
Sale of a
Subsidiary

Accumulated Depreciation:
Real estate properties
(15,273,817)
Furniture and equipment
(24,959,464)
Vehicles
(622,010)
Improvements and
installations
(48,687,758)
Key money
(202,199)
Establishment costs
(301,358)
(90,046,606)
Allowance for impairment
loss on property and
equipment
(1,400,000)

3,685,606
366,221

163,387,279
36,831,709
1,062,180

LBP'000

LBP'000

Disposals /
Retirements

16

Cost:
Real estate properties
Furniture and equipment
Vehicles
Improvements and
installations
Key money
Establishment costs
Advance payments on
capital expenditures

Additions

Balance
31.12.2005

CONSOLIDATED FINANCIAL STATEMENTS
AND AUDITOR’S REPORT

PROPERTY AND EQUIPMENT

This caption comprises the following:
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As discussed under note 3 (C), the Group sold its equity stake in Al Shua'a
S.A.L., a fully owned subsidiary, which is a real estate company that owns
property used in the operations of the Group. As a result of this sale, real
estate properties decreased during 2006 by the amount of LBP14billion.
Real estate properties include the cost of a building of LBP15billion
(USD10,000,000) purchased on January 4, 1999 in Beirut Central District,
which is to be used as headquarters for one of the subsidiaries, the Saudi
Lebanese Bank S.A.L. The Group has paid USD2,500,000 on signature of the
purchase contract, and the balance of USD7,500,000 represents the present
value of notes payable within 8 years, discounted at the rate of 7.25% per
annum (the interest rate of the contract).The notes outstanding as at
December 31, 2006 and December 31, 2005 are included
under notes payable (Note 19) and are presented net of related deferred
interest which is amortized over the life of the notes.
Real estate properties include LBP63.7billion representing the cost of real
estate properties owned by two real estate companies that were acquired by
the Group in satisfaction of debts during the year 2004.
The allowance for impairment loss on property and equipment in the
amount of LBP1.4billion set up during the year 2005 against real estate
properties and leasehold improvements is recorded under “provision for
impairment of property and equipment” in the consolidated income
statement.

17 CUSTOMERS’ DEPOSITS AND CREDIT BALANCES
This caption comprises the following:
December 31,

Demand deposits
Time deposits
Saving accounts

2006
LBP'000
349,480,511
1,848,376,877
3,646,813,278
5,844,670,666

2005
LBP'000
282,162,617
1,907,456,166
3,530,144,166
5,719,762,949

Customers' deposits include coded accounts stated at LBP36.1billion as at
December 31, 2006 (LBP47.8billion as at December 31, 2005). These accounts
are subject to the provisions of Article 3 of the Banking Secrecy Law dated
September 3, 1956. Under the provisions of this Article, the Group's
management, in the normal course of business, cannot reveal the identities
of these depositors to third parties, including its independent auditors.

CONSOLIDATED FINANCIAL STATEMENTS
AND AUDITOR’S REPORT

Customers' deposits include as at December 31, 2006 deposits of a fiduciary
nature in the aggregate of LBP133.38billion (including the equivalent of
USD75,243,111 and Euro9,623,709) out of which LBP72billion are placed with
the Group by a related non-resident company and a subsidiary bank
(LBP231.33billion as at December 31, 2005, out of which LBP118billion are
placed by a related non-resident company and a subsidiary bank).
Customers' deposits include as at December 31, 2006, capital guaranteed
deposits in the aggregate of LBP30.29billion linked to the performance of
equity securities which were out of the money as at December 31, 2006.
The consolidated average balances of the Group's deposit base (inclusive
of related party accounts) and the related cost of funds over the current
year and the last two-years were as follows:

Period/Year
2006
2005
2004

Average Balance
of Deposits
LBP'000
6,768,597,651
6,054,716,733
5,716,867,586

Allocation of Deposits
LBP
F/Cy
%
%
16
21
23

84
79
77

Cost of Funds
LBP'000

Average Annual
Cost of Funds
%

364,441,381
312,713,087
325,544,398

5.38
5.16
5.69

Customers' deposits and other credit balances are segregated between resident
and non-resident to the extent of 80% and 20% respectively as at December
31, 2006 (74% and 26% respectively as at December 31, 2005).
Accrued interest payable on customers' deposits and deposits from related
parties amounted to LBP53billion as at December 31, 2006 (LBP49billion as at
December 31, 2005) and is reflected under "Accrued interest payable" (Note 18)
Customers' deposits and deposits from related parties as at December 31,
2006 carry the following maturities:

December 31, 2006
Deposits in LBP
LBP'Million
Less than 3 months
From 3 to 6 months
From 6 to 12 months
More than 12 months

1,045,749
28,295
12,431
4
1,086,479

Deposits in F/Cy Total Deposits
C/V in LBP'Million
LBP'Million
4,471,276
678,129
367,253
439,302
5,955,960

5,517,025
706,424
379,684
439,306
7,042,439
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Customers' deposits and deposits from related parties as at December 31,
2005 carry the following maturities:

December 31, 2005
Deposits in LBP
LBP'Million
Less than 3 months
From 3 to 6 months
From 6 to 12 months
More than 12 months

1,091,581
85,360
17,602
1,188
1,195,731

Deposits in F/Cy Total Deposits
C/V in LBP'Million
LBP'Million
3,754,513
352,101
239,657
602,476
4,948,747

4,846,094
437,461
257,259
603,664
6,144,478

The structure of the customers' deposits, which are mainly of short-term
maturities, and similar to the general structure within the Lebanese banking
system, reflects a concentration in the distribution of deposits among account
holders.
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ACCRUED INTEREST PAYABLE
This caption comprises the following:
December 31,

Interest on deposits from customers and
related parties - Note 17
Interest on certificates of deposit - Note 20
Interest on deposits from banks and
financial institutions

2006
LBP'000

2005
LBP'000

52,888,047
16,333,095

49,252,181
18,561,831

11,887,919
81,109,061

3,346,776
71,160,788

CONSOLIDATED FINANCIAL STATEMENTS
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ACCOUNTS PAYABLE, ACCRUED EXPENSES
AND OTHER LIABILITIES
This caption is composed of the following:

December 31,
2006
LBP'000
Margins on letters of credit
Margins on letters of guarantee
Margin on trading accounts
Blocked accounts for capital subscription
Notes payable - Note 16
Accrued income tax and other
Withheld and other taxes
Withheld tax on interest
Checks and payment orders
Accrued expenses
Unearned revenue
Deferred liability on available-for-sale
securities - Note 23
Deferred liabilities on income
from associates
Financial guarantees at fair value
Sundry credit balances

2005
LBP'000

8,144,743
12,504,413
1,209,905
9,494,249
21,168,690
3,495,812
1,098,847
3,601,756
1,912,757
7,609,518
3,385,098

6,372,879
11,943,135
8,395,771
2,367,851
5,117,534
1,203,170
3,038,259
3,920,813
5,576,927
1,382,566

24,410,891

48,189,723

521,676
1,038,207
38,976,626
138,573,188

293,767
898,523
38,583,978
137,284,896

During 2006, the tax authorities reviewed the tax returns for the year 2002 of
BankMed S.A.L. and its subsidiary Saudi Lebanese Bank S.A.L. which resulted
in additional taxes in the aggregate amount of LBP650million reflected in the
income statement. The tax returns for the years 2003 to 2006 of Group
entities remain subject to examination and final tax assessment by the tax
authorities. Management does not expect any material additional tax
liability as a result of the expected tax review.
Sundry credit balances include transitory accounts against checks sent for
clearing in the amount of LBP5.69billion as at December 31, 2006,
(LBP9.96billion, as at December 31, 2005), cleared and recorded to the related
accounts in the period subsequent to the balance sheet date.
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CERTIFICATES OF DEPOSIT
Certificates of deposit are composed of the following as at December 31,
2006 and 2005:
December 31,

Global certificates of deposit
Discount on certificates of deposit issuance
Local certificates of deposit

2006
LBP'000

2005
LBP'000

934,650,000
(4,440,740)
930,209,260

1,085,400,000
(5,393,669)
3,467,250
1,083,473,581

Accrued interest payable on certificates of deposit, amounting to
LBP16.33billion as at December 31, 2006 (LBP18.56billion as at December 31,
2005) is included under “Accrued interest payable” (Note 18).

A- GLOBAL CERTIFICATES OF DEPOSIT
During 1996, the Group set up a USD500million Euro Deposit Program to be
issued in series through international financial institutions. Eleven series had
been issued under this program up to December 2005, of which the first eight
series were redeemed. During 2006, the Group redeemed series Nº. 9 in the
amount of USD100million at its maturity on October 6, 2006.
During 2005, the Group augmented the above mentioned program by
USD500,000,000 to become USD1billion to be issued in series through
international financial institutions. In this respect, the Group issued series
No.12 in the amount of USD300million representing the first series of the
above mentioned program after its increase.
The outstanding series are summarized as follows:

Nominal amount of certificates
Issue price
Issue date
Maturity
Fixed rate of interest
Interest payment date

Series 10
USD 150,000,000
USD 150,000,000
August 6, 2004
August 6, 2007
6.25%
August & February 6

Series 11
USD 170,000,000
USD 168,218,400
July 19, 2005
July 19, 2010
7.625%
July & January 19

Series 12
USD 300,000,000
USD 298,005,000
December 15, 2005
December 14, 2012
7.625%
December & June 15

B- LOCAL CERTIFICATES OF DEPOSIT
The Group issued during year 2004, new certificates of deposit in the amount
of LBP31.66billion (USD21,000,000) paying interest at an average rate of
4.95% per annum accrued on a monthly basis.
The Group redeemed USD18.7million bearing interest rate of 5% per annum
upon maturity during year 2005. The remaining balance of USD2.3million
bearing interest of 4.5% per annum was redeemed upon maturity during the
year 2006.

CONSOLIDATED FINANCIAL STATEMENTS
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PROVISIONS FOR LOSSES AND CONTINGENCIES
This caption comprises the following:
December 31,
2006
LBP'000
Provision for employees'
end-of-service indemnities
Provision for contingencies
Provision for loss on foreign currency position

2005
LBP'000

12,346,192 9,636,461
5,948,305 3,446,414
132,930
122,125
18,427,427 13,205,000

The movement of the provision for employees' end-of-service indemnities is
as follows:

Balance--Beginning of year
Additions
Settlements
Write-backs
Balance -- End of year
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2006
2005
LBP'000
LBP'000
9,636,461 10,220,974
3,341,746
545,275
(632,015) (1,075,687)
(54,101)
12,346,192 9,636,461

CAPITAL
The capital of the Group as at December 31, 2006 and December 31, 2005
consists of 53,000,000 shares of LBP10,000 par value each, issued and fully paid.
The Group has set up a special foreign currency position to the extent of
USD7.5million as of December 31, 2006 (USD71.15million as of December 31,
2005) as a hedge of capital within the limits authorized by local banking
regulations.
The Group's consolidated risk based capital ratio as at December 31, 2006 and
2005 amounted to 21.1/% and 26.7% respectively, and is determined as follows:

December 31,
2006
LBP millions
Consolidated assets and off-balance
sheet weighted risk
Tier I and Tier II capital
(including income for the year)
Risk based capital ratio

2005
LBP millions

3,381,935

3,062,946

713,804
21.1%

818,693
26.7%
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CHANGE IN FAIR VALUE OF AVAILABLE-

23

FOR-SALE SECURITIES
This caption comprises the following:
Transfer
Subsidiary's of Balance
December
in Fair
due to
31, 2005
Value
Merge
LBP'000
Change in fair value of available for
sale debt securities held by the bank
Change in fair value of available for
sale equity securities held by the bank

LBP'000

LBP'000

3,180,179

-

262,777,300

-

Change in fair value of available for
sale securities held by Bank's Subsidiaries

6,039,491

Change in fair value of available
for salesecurities held by other
non-taxable subsidiaries

9,926,665

-

234,090
282,157,725

(508,326)

Change in fair value of available
for sale securities held by associates

Changes
in Fair
Value for
the Year

Deferred
Liability

December
31, 2006

LBP'000

LBP'000

LBP'000

2,987,764 (97,977,904)
37,756

(508,326) (3,025,520)

-

13,771,494 (78,038,467)

(2,335,819) (39,077,548) 221,401,689
(9,475,860)

895,163

(6,075,052)

(554,519)

-

9,372,146

(60,040)
174,050
- (110,404,142) (24,410,891) 146,834,366

TRANSACTIONS WITH RELATED PARTIES
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The financial statements include balances with banks and related parties that
are reflected under cash and due from banks, call and time deposits with banks,
loans and advances to related parties and deposits from related parties, and
other assets. Refer to the balance sheet and notes thereto.
Related party transactions not disclosed elsewhere in the notes to the
consolidated financial statements are as follows:

.
.
.

Interest income includes approximately LBP25.7billion for the year ended
December 31, 2006 (LBP17.67billion for the year ended December 31, 2005)
representing interest charged to related parties' loan accounts.
Interest expense includes approximately LBP36.34billion for the year
ended December 31, 2006 (LBP18.04billion for the year ended December 31,
2005) representing interest paid on related parties' deposits.
General operating expenses include approximately LBP17.95billion for the
year ended December 31, 2006 (LBP14.17billion for the year ended December
31, 2005) representing charges transacted with affiliated companies for
services rendered to the Group.

.
.

Guarantees and standby letters of credit includes guarantees issued on behalf
of related parties in favor of third parties in the amount of LBP0.65billion as at
December 31, 2006 (LBP0.06billion as at December 31, 2005).
Guarantees and standby letters of credit includes guarantees issued to the
benefit of related parties on behalf of third parties in the amount of LBP78.88
billion as at December 31, 2006 (LBP74.98billion as at December 31, 2005).
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On December 28, 2005, the Group entered into an agreement to sell the
shares of Al Waha real Estate Company to Irad Investment S.A.L. (Holding), a
jointly owned company, for a total consideration of USD21million settled by
offset against the loans due to the Group by Al Waha Real Estate S.A.L.
On December 24, 2004, the Group signed a contract with Allemby 171 Real
Estate Co. S.A.L., a company owned by the previous Chairman and General
Manager of the Group, whereby it renounced its right to own 2,400 shares in
part 6 of plot # 171 in Marfaa district for a total consideration of
USD3,400,000 paid upon the registration of the plot in the name of the
Company. In addition, it was agreed that the Group renounces its leasing
rights in the building erected on the plot mentioned above and evacuate the
leased property and deliver it to the Company against receiving USD800,000
representing cost of decorations incurred by the Group and USD800,000
representing key money. Moreover, it was agreed that the Company pays the
total consideration due to the Group that resulted from the above mentioned
agreement in the amount of USD5,000,000 plus interest at the rate of 5% per
annum in annual installments due on December 31 of each year starting
December 31, 2005 and ending December 31, 2009, provided that the
Company provides the Group with a first degree real estate mortgage on the
above mentioned plot.
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FINANCIAL INSTRUMENTS WITH OFF-BALANCE
SHEET RISKS
The guarantees and stand-by letters of credit and the documentary and
commercial letters of credit represent financial instruments with contractual
amounts representing credit risks. The guarantees and standby letters of
credit represent irrevocable assurances that the Group will make payments in
the event that customers cannot meet their obligations to third parties, and,
therefore, are similar to loans receivable on the balance sheet. However,
documentary and commercial letters of credit which represent written
undertakings by the Group on behalf of customers authorizing third parties
to draw drafts on the Group up to a stipulated amount under specific terms
and conditions, are collateralized by the underlying shipments to which they
relate and therefore, have significantly less risks.
Forward exchange contracts outstanding as of December 31, 2006 represent
positions held for customers' accounts and at their risk. The Group entered into
such instruments to serve the needs of customers, and these contracts are fully
hedged by the Group. The forward exchange contracts outstanding as at
December 31, 2006 include a forward transaction for the purchase of
USD80.08million versus CHF96.5million (USD80.08million versus CHF96.5million
as at December 31, 2005). This transaction was effected to hedge an
investment referred to in Note 15 above.
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FIDUCIARY ACCOUNTS
Fiduciary accounts consist of the following:

December 31, 2006
Customers' Base Accounts
Resident
Non-Resident
LBP'000
LBP'000
Fiduciary deposits invested in deposits
with non-resident banks
Fiduciary deposits invested in portfolio
securities (non-resident)
Fiduciary deposits invested in
back-to-back lending
58,055,081
58,055,081

Total
LBP'000

1,010,781,830

1,010,781,830

585,448,783

585,448,783

29,179,842

87,234,923

1,625,410,455

1,683,465,536

December 31, 2005
Customers' Base Accounts
Resident
Non-Resident
LBP'000
LBP'000
Fiduciary deposits invested in deposits
with non-resident banks
Fiduciary deposits invested in portfolio
securities (non-resident)
Fiduciary deposits invested in
back-to-back Lending
452,870,626
452,870,626

Total
LBP'000

564,474,064

564,474,064

501,555,320

501,555,320

35,368,210
1,101,397,594

488,238,836
1,554,268,220

The above balances are segregated as follows:
December 31, 2006
Resident
LBP'000
Discretionary
Non-discretionary

58,055,081
58,055,081

December 31, 2005

Non-Resident

Resident

Non-Resident

LBP'000
10,583,170
1,614,827,285
1,625,410,455

LBP'000

LBP'000
5,603,397
1,095,794,197
1,101,397,594

452,870,626
452,870,626

CONSOLIDATED FINANCIAL STATEMENTS
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CASH FLOW STATEMENT
The following operating, investing and financing activities, which represent
non-cash items were excluded from the consolidated statement of cash flows
as follows:
a- Net decrease in change in fair value of available-for-sale securities and
deferred liability in the amounts of LBP135.32billion and LBP23.78billion,
respectively, against securities for the year ended December 31, 2006
(Net increase of LBP210.28billion and LBP35.55billion, respectively, against
securities for the year ended December 31, 2005).
b- Assets acquired in satisfaction of debts in the amount of LBP9.75billion
against loans and advances to customers for the year ended December 31,
2006 (LBP59.72billion against loans and advances to customers and investments
in related companies in the amount of LBP47billion and LBP12.72billion,
respectively, for the year ended December 31, 2005).
c- Increase in deferred liability on income from associates and increase in
change in fair value on available-for-sale securities in the amount of
LBP228million and LBP60million, respectively, against securities for the year
ended December 31, 2006 (LBP191million and LBP234million, respectively,
for the year ended December 31, 2005).
d- Increase in notes payable in the amount of LBP19.22billion against goodwill
for the year ended December 31, 2006.
e- Increase in other assets in the amount of LBP141.36billion against a
decrease in assets acquired in satisfaction of debts for the year ended
December 31, 2006.
f- Increase in other assets in the amount of LBP14.32billion against a
decrease in investment securities for the year ended December 31, 2006.
g- Decrease in property and equipment and prepaid expenses and increase
in accounts payable and other liabilities in the amount of LBP11.21billion,
LBP1.3million and LBP743million against a decrease in related parties' deposits
in the amount of LBP10.47billion for the year ended December 31, 2006.
h- Cash and cash equivalents as at December 31, 2006 and 2005 consists of
the following:
2006
LBP'000
Cash and due from banks
Call and time deposits with banks
and financial institutions
Demand deposits of banks
Interbank deposits

2005
LBP'000

95,890,391

116,208,982

1,482,713,081
(29,371,761)
(126,710,106)
1,422,521,605

1,149,508,866
(23,512,757)
(282,955,516)
959,249,575

Call and time deposits with banks and financial institutions and Interbank
deposits represent interbank placements and borrowings with an original
term of 90 days or less.
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FINANCIAL INSTRUMENTS AND RISK
MANAGEMENT
A- FAIR VALUE OF FINANCIAL INSTRUMENTS
Fair value is the amount for which an asset could be exchanged or a liability
settled between knowledgeable, willing parties in an arm's length transaction.
Consequently differences can arise between carrying values and fair value
estimates.
The on-balance sheet financial instruments are reflected according to their
classifications, in accordance with IAS 39. The held-for-trading and availablefor-sale securities are reflected at their fair value. The investments held-tomaturity and loans and receivables are carried at amortized cost less impairment
loss. The fair value of these instruments is disclosed in the respective notes to
the financial statements.
B- CREDIT RISK
Credit risk is the risk that one party to a financial instrument will fail to discharge
an obligation and cause the other party to incur a financial loss. The Group
attempts to control credit risk by monitoring credit exposures, limiting transactions
with specific counter-parties, and continually assessing the creditworthiness
of counter-parties.
Concentration of credit risk arises when a number of counter-parties are engaged
in similar business activities, or activities in the same geographic region, or have
similar economic features that would cause their ability to meet contractual
obligations to be similarly affected by changes in economic, political or other
conditions. Concentrations of credit risk indicate the relative sensitivity of the
Group's performance to developments affecting a particular industry or
geographical location.
The Group manages its credit risk exposure by diversification of lending
activities to ensure that there is no undue concentration of risks with individuals
or groups of customers in specific business segments and/or locations. It also
takes security as deemed appropriate.
The risk of the debt instruments included in the investment portfolio relates
mainly to sovereign risk. For details of the composition of the loans and advances
refer to Note 8.
C- MARKET RISK
Market risk includes, among other things, currency risk and interest rate risk:
Currency Risk:
The Group carries an exchange risk associated with the effects of fluctuations
in prevailing foreign currency exchange rates on its financial position and
cash flows. The Group takes preventive measures against this risk by setting
up limits on the level of exposure by currency and in total for both overnight
and intra-day positions in line with the limits authorized by the Lebanese
regulatory authorities. Furthermore, the Group hedges its capital against
currency fluctuation by maintaining a fixed position in foreign currency and
hedging of investments, in line with the regulatory authorized limits.
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The following table is a distribution of assets and liabilities between Lebanese
Pounds and other major currencies as at December 31, 2006:

LBP

USD
C/V in LBP

Other
Currencies
C/V in LBP

Total

LBP'000

LBP'000

LBP'000

LBP'000

ASSETS
Non-interest earning compulsory
reserves
Cash and due from banks
Call and time deposits with banks
Securities

171,743,652

-

-

14,991,347

63,315,126

17,583,918

171,743,652
95,890,391

7,500,000

1,765,568,085

52,412,996

1,825,481,081

1,167,772,909

3,493,207,680

140,165,121

4,801,145,710

Loans and advances to customers

34,308,996

1,506,508,205

169,283,801

1,710,101,002

Loans and advances to related parties

75,477,674

285,096,285

91,563,267

452,137,226

Customers' acceptance liability

-

28,124,085

18,214,536

46,338,621

Accrued interest and other receivables
and other assets

31,901,805

243,855,659

11,417,736

287,175,200

Investment securities

10,288,817

69,437,434

3,321,855

83,048,106

-

5,175,375

-

5,175,375

Investment properties
Regulatory blocked fund
Assets acquired in satisfaction of debts
Goodwill
Property and equipment
Total Assets

1,507,500

-

-

1,507,500

(4,189,756)

90,921,774

-

86,732,018

54,834,355

-

32,027,298

86,861,653

176,495,288

3,699,307

386,446

180,581,041

1,742,632,587

7,554,909,015

536,376,974

9,833,918,576

(94,652,904)

(605,590,652)

(20,580,366)

(720,823,922)

-

(28,124,085)

(18,214,536)

(46,338,621)

LIABILITIES
Due to banks and financial institutions
Acceptances payable

Customers' deposits and credit balances (1,070,825,206) (4,580,577,356) (193,268,104) (5,844,670,666)
Deposits from related parties
Accounts payable, accrued expenses
and other liabilities
Certificates of deposit
Provisions for losses and contingencies
Total liabilities

(15,654,283)( (1,167,029,841)

(15,084,255) (1,197,768,379)

(29,349,142)

(179,418,426)

(10,914,681)

(219,682,249)

-

(930,209,260)

-

(930,209,260)

(14,962,611)

(2,925,493)

(539,323)

(18,427,427)

(1,225,444,146) (7,493,875,113) (258,601,265) (8,977,920,524)

Forward contracts bought

13,096,100

Forward contracts sold

(4,524,450)

240,442,324

799,439,250

(243,559,059) (547,059,963)

545,900,826

(795,143,472)

Net premium

-

(2,971,140)

(3,546)

(2,974,686)

Net currency options

-

-

-

-

Derivatives net
Net exchange position

8,571,650
525,760,091

299,370,627 (306,621,185)
360,404,529

(28,845,476)

1,321,092
857,319,144
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The following table is a distribution of assets and liabilities between Lebanese
Pounds and other major currencies as at December 31, 2005:

LBP

USD
C/V in LBP

Other
Currencies
C/V in LBP

Total

LBP'000

LBP'000

LBP'000

LBP'000

ASSETS
Non-interest earning compulsory
reserves
181,980,932
181,980,932
Cash and due from banks
17,195,357
75,770,092
23,243,533
116,208,982
Call and time deposits with banks
7,500,000 1,346,130,634 143,129,794 1,496,760,428
Securities
1,170,428,255 2,767,611,244 272,397,688 4,210,437,187
Loans and advances to customers
32,891,140 1,454,989,796 247,722,001 1,735,602,937
Loans and advances to related parties
91,264,493
72,715,570
73,103,993
237,084,056
Customers' acceptance liability
34,298,471
18,853,549
53,152,020
Accrued interest and other
receivables and other assets
85,092,767
85,739,723
5,762,537
176,595,027
Investment securities
8,232,086
88,152,122
96,384,208
Investment properties
5,024,625
5,024,625
Regulatory blocked fund
1,507,500
1,507,500
Assets acquired in satisfaction of debts
(526,238)
297,610,621
1,492,507
298,576,890
Goodwill
23,068,897
29,753,711
52,822,608
Property and equipment
184,259,738
4,779,969
513,891
189,553,598
Total Assets
1,802,894,927 6,232,822,867 815,973,204 8,851,690,998
LIABILITIES
Due to banks and financial institutions (81,462,169) (160,505,038) (91,556,894) (333,524,101)
Acceptances payable
(34,298,473) (18,853,547)
(53,152,020)
Customers' deposits and credit balances (1,184,538,358) (4,308,534,181) (226,690,410) (5,719,762,949)
Deposits from related parties
(11,192,947) (412,011,358)
(1,511,134) (424,715,439)
Accounts payable, accrued expenses
and other liabilities
(35,920,223) (162,221,472) (10,303,989) (208,445,684)
Certificates of deposit
- (1,083,473,581)
- (1,083,473,581)
Provisions for losses and contingencies
(9,766,017)
(2,921,725)
(517,258)
(13,205,000)
Total Liabilities
(1,322,879,714) (6,163,965,828) (349,433,232) (7,836,278,774)
Forward contracts bought
6,462,900
398,824,438 139,144,946
544,432,284
Forward contracts sold
(2,179,375) (121,764,828) (410,699,769) (534,643,972)
Net Premium
(2,988,151)
(79,430)
(3,067,581)
Net Currency options
(184,689)
(184,689)
Derivatives net
4,283,525
274,071,459 (271,818,942)
6,536,042
Net exchange position
484,298,738
342,928,498 194,721,030 1,021,948,266

Interest Rate Risk:
The Group is exposed to several risks associated with the effect of fluctuations of
interest rates on its financial position and cash flows. The Group is exposed to
interest rate risk as a result of mismatches in the amounts of assets and liabilities
that mature or re-price in a given period. The Group manages these risks by
monitoring the effect of interest rates fluctuations on interest bearing assets and
liabilities accounts according to their maturities and interest structure.
The structure of financial statements denominated in Lebanese Pounds and
foreign currencies throughout the banking industry shows a mismatch between
short term maturities bearing floating interest rates against medium and long
term investments bearing fixed interest rates.
The off-balance sheet accounts are not exposed to interest rate risk.
The following table is a distribution of assets and liabilities in Lebanese Pounds and
foreign currencies as at December 31, 2006 by maturity and interest structure.

10,288,817

Investment securities

-

(14,962,611)

Provisions for losses and
contingencies

Net Balances in LBP vulnerable
to interest rates fluctuations

Total liabilities

(28,796,245)

340,179,119 (923,082,604)

(109,949,201) (982,790,235)

-

(552,897)

(65,933,705) (956,450,114)

(25,787,224)

59,707,631

Accounts payable, accrued
expenses and other liabilities

(256,640)

450,128,320

-

-

-

-

-

10,930,532

35,360,394

-

13,416,705

-

Customers' and related parties’
deposits and credit balances

Due to banks and financial
institutions

LIABILITIES

Total Assets

54,834,355

Property and equipment

Goodwill

(4,189,756)

176,495,288

Assets acquired in satisfaction
of debts

1,507,500

40,473,455

Regulatory blocked funds

(12,055,498)

Accrued interest and other assets

9,455,865

-

1,574,642

171,743,652

LBP'000

LBP'000

Loans and advances to customers
and related parties

Securities

Call and time deposits with banks
and financial institutions

Cash and due from banks

Non-interest earning compulsory
reserves

ASSETS

Up to
One Year

Non-Interest
Earning

897,307

(4,150)

-

-

(4,150)

-

901,457

-

-

-

-

-

-

901,457

-

-

-

-

LBP'000

367,384

-

-

-

-

-

367,384

-

-

-

-

-

-

367,384

-

-

-

-

LBP'000

-

-

-

-

-

(25,787,224)

61,004,327

-

-

-

-

-

-

12,227,228

35,360,394

-

13,416,705

LBP'000

Total

-

(552,897)

-

-

-

27,855 (921,790,058)

LBP'000

1-3 Years

-

-

-

LBP'000

-

-

-

3-5 Years

-

-

-

-

-

-

1,117,730

-

-

-

-

-

-

1,026,048

-

-

(64,091,520)

(68,609,040)

-

-

-

-

-

199,210,844 837,144,552 37,645,103

-

-

-

-

-

331,911,404 837,144,552 37,645,103

-

-

-

-

-

-

106,370,922

-

-

-

-

7,500,000

LBP'000

Total

-

-

-

-

-

-

109,614,940

(94,652,904)

-

-

(14,962,611)

(29,349,142)

(64,091,520) (1,086,479,489)

(68,609,040)

1,751,204,237

54,834,355

176,495,288

(4,189,756)

1,507,500

10,288,817

40,473,455

109,786,670

1,167,772,909

7,500,000

14,991,347

171,743,652

LBP'000

Grand
Total

33,370,531 1,107,371,030

525,760,091

- (132,700,560) (1,225,444,146)

-

-

-

-

33,370,531 1,240,071,590

-

-

-

-

-

-

1,100,240

24,770,291 1,122,956,650

7,500,000

LBP'000

Over 5 Years

Fixed Interest Rate

225,540,482 836,026,822 36,619,055

LBP'000

Up to
One Year

- (982,794,385) (132,700,560)

-

-

- (956,454,264)

-

27,855

-

-

-

-

-

-

27,855

LBP'000

1-3 Years 3-5 Years Over 5 Years

Floating Interest Rate
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46,338,621

Customers' acceptance liability

Net Balances in F/CY vulnerable
to interest rates fluctuations

Total liabilities

Provisions for losses and
contingencies

248,385,423

(701,412,204)

(3,464,816)

-

(188,610,053)

Certificates of deposit

(363,897,959)

Accounts payable, accrued
expenses and other liabilities

(46,338,621)

Customers' and related parties'
deposits and credit balances

(99,100,755)

Acceptances payable

949,797,627

32,027,298

4,085,753

Due to banks and financial
institutions

LIABILITIES

Total assets

Goodwill

Property and equipment

90,921,774

5,175,375

Investment properties

Assets acquired in satisfaction
of debts

72,759,289

Investment securities

101,889,299

113,488,492

Loans and advances to
customers and related parties

Accrued interest and other assets

438,886,740

-

44,224,986

-

-

1,952,360

6,026,400

36,481,499

LBP'000

1-3 Years

-

-

-

-

-

-

(93,465)

-

-

-

(93,465)

-

(3,350,628,477) 190,500,332

(3,907,374,873)

-

-

(1,723,054)

(3,819,671,431)

-

(85,980,388)

556,746,396 190,593,797

-

-

-

-

-

- 146,133,538

-

257,773,001

-

262,299,337

36,674,058

LBP'000

LBP'000

Securities

Call and time deposits with
banks and financial institutions

Cash and due from banks

ASSETS

Up to
One Year

Non-Interest
Earning

-

82,022,832

-

-

-

-

-

-

-

82,022,832

-

-

-

-

-

-

-

71,470,333

-

10,552,499

LBP'000

3-5 Years

-

-

-

48,650,401

-

-

-

-

-

-

-

48,650,401

-

-

-

-

-

-

-

48,650,401

LBP'000

Over 5 Years

Floating Interest Rate

(3,029,454,912)

(3,907,468,338)

-

-

(1,723,054)

(3,819,764,896)

-

(85,980,388)

878,013,426

-

-

-

-

-

146,133,538

-

379,846,095

6,026,400

309,333,335

36,674,058

LBP'000

Total

INTEREST SENSITIVITY ANALYSIS FOR ACCOUNTS IN FOREIGN CURRENCIES AS AT DECEMBER 31, 2006:

-

-

LBP'000

3-5 Years

-

-

LBP'000

Over 5 Years

-

-

-

-

-

-

-

-

-

175,344,733

-

-

-

-

-

-

-

11,208,566

-

-

-

-

-

-

-

68,925,126

788,909,144 489,825,841 1,771,960,301

37,687,500

LBP'000

1-3 Years

-

-

-

-

-

-

-

-

- (704,084,260)

-

-

(441,089,875)

6,256,224,378

-

-

-

-

-

-

-

1,559,116,971

3,188,459,661

(46,338,621)

(626,171,018)

8,084,035,431

32,027,298

4,085,753

90,921,774

5,175,375

72,759,289

248,022,837

46,338,621

2,052,451,558

3,633,372,801

1,817,981,081

80,899,044

LBP'000

Grand
Total

-

(930,209,260)

-

(3,464,816)

(930,209,260)

(190,333,107)

(11,724,474) (1,772,296,701) (5,955,959,556)

-

(7,629,354)

1,508,647,746

LBP'000

Total

1,114,569,463

411,890,983 468,720,757 1,117,447,339

3,112,628,542

331,559,053

(1,797,793,704) (590,050,394) (32,313,650) (723,438,088) (3,143,595,836) (7,752,476,378)

-

(226,125,000)

-

(1,333,088,033) (395,170,544) (32,313,650)

-

(238,580,671) (194,879,850)

2,912,363,167 1,001,941,377 501,034,407 1,840,885,427

-

-

-

-

-

-

-

1,303,638,546

137,764,375

1,470,960,246

LBP'000

Up to
One Year

Fixed Interest Rate
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(526,238)

23,068,897

-

3,320,000

-

-

Net Balances in F/Cy vulnerable to
interest rates fluctuations
466,314,716 (1,151,125,523)

-

-

-

-

-

-

3,320,000

-

-

-

-

-

-

-

-

-

(9,766,017)

-

-

-

-

-

3,320,000

LBP'000

1-3 Years

(58,662,676) (1,261,690,630)

Total Liabilities

Provisions for losses and
contingencies

Certificates of deposit

(35,920,223)

-

(12,938,567) (1,180,266,330)

-

(81,424,300)

110,565,107

Accounts payable, accrued
expenses and other liabilities

-

(37,869)

524,997,392

-

-

-

-

-

-

-

110,565,107

-

-

-

-

Customers' and related parties'
deposits and credit balances

Acceptances payable

Due to banks and financial
institutions

LIABILITIES

Total Assets

Goodwill

184,259,738

Assets acquired in satisfaction
of debts

Property and equipment

1,507,500

-

Regulatory blocked funds

8,232,086

Investment properties

89,376,292

-

10,267,226

9,615,602

-

17,195,357

181,980,932

LBP'000

LBP'000

Investment securities

Accrued interest and other assets

Customers' acceptance liability

Loans and advances to customers
and related parties

Securities

Call and time deposits with banks
and financial institutions

Cash and due from banks

Non-interest earning compulsory
reserves

ASSETS

Up to
One Year

Non-Interest
Earning
LBP'000

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

3-5 Years
LBP'000

-

-

-

-

-

(81,424,300)

113,885,107

-

-

-

-

-

-

-

-

113,885,107

LBP'000

Total

-

-

-

- (1,147,805,523)

- (1,261,690,630)

-

-

-

- (1,180,266,300)

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

Over 5 Years

Floating Interest Rate

-

-

-

514,426,594

-

-

-

-

-

-

-

514,426,594

-

-

-

-

-

-

-

-

3,300

514,423,294

LBP'000

Up to
One Year

INTEREST SENSITIVITY ANALYSIS FOR ACCOUNTS IN LEBANESE POUND AS AT DECEMBER 31, 2005:

-

-

-

630,785,249

(2,526,408)

-

-

-

(2,526,408)

-

-

633,311,657

-

-

-

-

-

-

-

-

-

633,311,657

LBP'000

1-3 Years

-

-

-

13,077,702

-

-

-

-

-

-

-

13,077,702

-

-

-

-

-

-

-

-

-

13,077,702

LBP'000

3-5 Years

-

-

7,500,000

-

-

-

-

-

-

-

7,500,000

-

-

-

-

-

-

-

-

-

-

7,500,000

LBP'000

Over 5 Years

Fixed Interest Rate

-

-

-

(81,462,169)

1,807,178,452

23,068,897

184,259,738

(526,238)

1,507,500

-

8,232,086

89,376,292

-

124,155,633

1,170,428,255

7,500,000

17,195,357

181,980,932

LBP'000

Grand
Total

(9,766,017)

-

(35,920,223)

1,165,789,545

484,298,738

(2,526,408) (1,322,879,714)

-

-

-

(2,526,408) (1,195,731,305)

-

-

1,168,315,953

-

-

-

-

-

-

-

-

3,300

1,160,812,653

7,500,000

LBP'000

Total

-

-

17,329,768

Investment properties

-

-

-

-

-

(3,438,983)

-

-

-

-

-

-

-

-

-

-

-

-

-

29,185,000

-

-

-

-

-

-

-

-

-

-

6,025,049

-

-

-

-

-

-

-

-

-

-

-

-

-

-

Net Balances in F/Cy vulnerable to
interest rates fluctuations
922,200,501 (1,951,614,574) 108,931,750 33,913,799

(267,140,626) (4,554,914,863)

Provisions for losses and
contingencies

Total Liabilities

5,393,669

Certificates of deposit

(172,525,461)

(43,317,045) (4,302,953,717)

-

(251,961,146)

Customers' and related parties'
deposits and credit balances

(100,786)

(53,152,020)

Accounts payable, accrued
expenses and other liabilities

-

-

LBP'000

3-5 Years

79,746,750 27,888,750

LBP'000

1-3 Years

1,189,341,127 2,603,300,289 108,931,750 33,913,799

29,753,711

5,293,860

299,103,128

-

Acceptances payable

Due to banks and financial
institutions

LIABILITIES

Total Assets

Goodwill

Property and equipment

Assets acquired in satisfaction
of debts

-

5,024,625

Investment securities

Regulatory blocked funds

93,754,777

88,152,122

Accrued interest and other assets

53,152,020

-

58,660,709 1,390,229,243

5,862,539

Customers' acceptance liability

474,762,318

- 1,189,878,739

81,683,857

LBP'000

LBP'000

Loans and advances to customers
and related parties

Securities

Call and time deposits with banks
and financial institutions

Cash and due from banks

Non-interest earning compulsory
reserves

aASSETS

Up to
One Year

Non-Interest
Earning
LBP'000

-

-

(251,961,146)

2,746,145,838

-

-

-

-

-

-

-

-

1,419,414,243

11,887,588

1,297,514,239

17,329,768

LBP'000

Total

-

-

-

-

-

-

-

-

347,866,756

839,211,088

141,566,685

-

-

-

-

-

- (602,476,321)

-

-

892,637,441 1,328,644,529

-

-

-

-

-

-

-

-

9,253,434

870,138,253

LBP'000

1-3 Years

-

-

-

-

-

-

527,035,591

-

-

-

-

-

-

-

-

4,357,196

485,744,645

36,933,750

LBP'000

3-5 Years

-

-

-

-

-

-

-

367,244,062

-

-

-

-

-

-

-

-

8,979,022

358,265,040

LBP'000

Over 5 Years

-

-

-

(53,152,020)

(252,061,932)

7,051,048,588

29,753,711

5,293,860

299,103,128

-

5,024,625

88,152,122

93,754,777

53,152,020

1,848,531,360

3,040,008,932

1,489,260,428

99,013,625

LBP'000

Grand
Total

-

(172,525,461)

(602,476,321) (4,948,747,083)

-

-

3,115,561,623

-

-

-

-

-

-

-

-

370,456,408

2,553,359,026

191,746,189

LBP'000

Total

-

-

-

-

-

-

(3,438,983)

- (150,750,000) (229,592,250) (256,275,000) (452,250,000) (1,088,867,250) (1,083,473,581)

-

-

-

13,245,754

LBP'000

Up to
One Year

Fixed Interest Rate

- (1,808,769,025)

741,887,441

496,575,958

270,760,591

(85,005,938)

1,424,218,052

537,649,528

- (4,554,914,863) (150,750,000) (832,068,571) (256,275,000) (452,250,000) (1,691,343,571) (6,513,399,060)

-

-

-

- (4,302,953,717)

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

Over 5 Years

Floating Interest Rate

INTEREST SENSITIVITY ANALYSIS FOR ACCOUNTS IN FOREIGN CURRENCIES AS AT DECEMBER 31, 2005:

CONSOLIDATED FINANCIAL STATEMENTS
AND AUDITOR’S REPORT

D- LIQUIDITY RISK
Liquidity risk is the risk that an entity will be unable to meet its net funding
requirements. Liquidity risk can be caused by market disruptions or credit
downgrades, which may cause certain sources of funding to dry up
immediately. To mitigate this risk, management has diversified funding sources
and assets are managed adopting a liquidity approach, maintaining high levels
of cash, cash equivalents, and readily marketable securities.
Management monitors the maturity profile of its financial assets and
liabilities to ensure that adequate liquidity is maintained.

29

SUBSEQUENT EVENTS
During January 2007, the Group acquired a 41% equity stake in a nonresident bank for a total consideration of USD71,750,000 (LBP108.2billion).
The Group will be in charge of the supervision over the management of the
bank and will be responsible of monitoring its financial and operating
activities, which indicates control that would require consolidation.

30

COMPARATIVE FINANCIAL STATEMENTS
Certain 2005 comparative figures were reclassified to conform with the
current year's presentation.

31 APPROVAL OF THE FINANCIAL STATEMENTS
The Chairman of the Board and the Group financial controller have approved
the consolidated financial statements of the Group for the year ended
December 31, 2006 on the date of April 23, 2007
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BANKMED - HEAD OFFICE
482 | Clemenceau Str.
Tel: 01-373937 | Fax: 01-362706 - 362806
Website: www.bankmed.com.lb
CLEMENCEAU BRANCH
BankMed Center | 482 Clemenceau Str.
Tel & Fax: 01-373937
PHOENICIA BRANCH
Phoenix Tower | Ain Mreisseh
Tel & Fax: 01-369069 - 369070
HAMRA BRANCH
Al Nahar Bldg. | Banque Du Liban Str.
Tel & Fax: 01-353146/7/8 | 03-760007
MAKDESSI BRANCH
Diab Bldg. | Makdessi Str. | Ras Beirut
Tel & Fax: 01-344395 | 01-346934 | 01-348167
03-288357
KORAYTEM BRANCH
Reda Mroue Bldg. | Mme Curie Str.
Tel & Fax: 01-780780 | 03-760064
RAOUCHE BRANCH
Salah Shamma Bldg. | Shouran Str.
Tel & Fax: 01-862696 | 03-760002
MOVENPICK BRANCH
Movenpick Hotel | Tel & Fax: 01-799880 - 799881
JUSTINIAN BRANCH
Justinian Center | Justinian Str. | Sanayeh | Beirut |
Tel: 01-354866 | 03-094718 | Fax: 01-354474
ISTIKLAL BRANCH
Tabsh Center | Istiklal Str. | Beirut
Tel & Fax: 01-737576/7 | 03-094724
FOSH BRANCH
Saudi Lebanese Bank Bldg. | Fosh Str. | Beirut Central
District | Lebanon
Tel & Fax: 01-976444 | 03-922296
VERDUN BRANCH
Al Shuaa Bldg. | Rashid Karame Ave.
Tel & Fax: 01-866925/6/7 | 03-760063
MAZRAA BRANCH
Etoile 2000 Center | Corniche El Mazraa
Tel & Fax: 01-818166/7/8 | 03-760017
MSAITBE BRANCH
Al Hana Bldg. | Mar Elias Str.
Tel & Fax: 01-819202 - 819203 | 03-760011
SUMMERLAND BRANCH
Coral Bldg. | Jnah
Tel & Fax: 01-853444/5/6 | 03-760020
TARIK JDIDEH BRANCH
Malaab El Baladi Square
Tel & Fax: 01-303444 | 03-035251
AIRPORT BRANCH
MEA PREMISES
Tel & Fax: 01-629360/1/2 | 03-760026

BANKMED DIRECTORY

CHIYAH BRANCH
Ismail Bldg. | Hadi Nasrallah Blvd. | Chiah
Tel & Fax: 01-551999 | 03-500775
BARBIR BRANCH
Koussa Bldg. | Corniche Mazraa | Beirut
Tel & Fax: 01-653120 - 653121 | 03-094805
ASHRAFIEH BRANCH
Hadife Bldg. | Charles Malek Avenue
Tel & Fax: 01-200135 - 200136 | 03-760001
HAZMIEH BRANCH
Tufenkjian Center | Damascus Highway
Tel & Fax: 05-450186 - 450187 | 03-652402
MKALLES BRANCH
Al Shams Bldg. | Main Road
Tel & Fax: 01-684051 - 684052 | 03-760008
BROUMANA BRANCH
Rizk Plaza | Tel & Fax: 04-860995/6/7/8/9 | 03-760023
BURJ HAMMOUD BRANCH
Gold & Jewelry Trade Center
Tel & Fax: 01-244000 | 03-760065
JDEIDEH BRANCH
Zainoun & Saad Bldg. | Nahr El Maout
Tel & Fax: 01-892055 - 892059 | 03-760006
ZALKA BRANCH
Breezvale Center | Main Road
Tel & Fax: 01-884570/1/2 | 03-760021
FURN EL CHEBBAK
Atallah Freij Bldg. | Damascus Road
Tel & Fax: 01-291618/9 - 291621 | 03-760009
SODECO BRANCH
Sodeco Square | Tel & Fax: 01-611444 | 03-760027
DORA BRANCH
United Court Bldg. | Dora Highway
Tel & Fax: 01-257960/1 | 03-095098
ZOUK MKAYEL BRANCH
Abi Chaker Bldg, Zouk
Tel & Fax: 09-211116 | 03-760003
KASLIK BRANCH
Dibs Center | Kaslik
Tel & Fax: 09-639472 - 639474 | 03-241898
JBEIL BRANCH
Cordahi & Matta Center | Jbeil
Tel & Fax: 09-540195 | 03-760014
CHEKKA BRANCH
Mikhael Karam Bldg. | Main Road
Tel & Fax: 06-545121 | 03-760010
AMIOUN BRANCH
Shamas Bldg. | Cedars Str. | Amioun
Tel & Fax: 06-950988 | 03-099122
TRIPOLI BRANCH
Al Hana Bldg. | Jemmayzat Str.
Tel & Fax: 06-440443 - 440447 | 03-760013
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TRIPOLI (AL MAARAD ) BRANCH
Al-Maarad Street | Sara Center | Tripoli
Tel & Fax: 06-629435 | 03-094875
SAIDA BRANCH
Riad Chehab Bldg. | Riad Solh Str.
Tel & Fax: 07-721788 | 03-760012
TYR BRANCH
Saab & Fardoun Bldg. | Central Bank Str.
Tel & Fax: 07-351151 | 07-351251 | 03-332243
KHALDÉ BRANCH
Salem Center | Main Road
Tel & Fax: 05-800703/4/5 | 03-760004
SAIDA (EASTERN BOULEVARD) BRANCH
Al Misbah Bldg. | Jizzine Street | Saida
Tel & Fax: 07-725212 | 03-094868
SHEHIM BRANCH
Noureddine Mrad Bldg. | Shreifeh District | Shehim
Tel & Fax: 07-241005/6/7 | 03-094873
CHTAURA BRANCH
Al Jinan Bldg. | Main Road
Tel & Fax: 08-542491 | 03-760019
ZAHLÉ BRANCH
Rashid Salim Khoury Bldg. | Hoshe Zaraina Blvd
Tel & Fax: 08-805777 | 03-760015
JEBJENNINE BRANCH
Al Hana Bldg. | West Bekaa
Tel & Fax: 08-661503/4/5/6 | 03-760025
LIMASSOL (IBU)
9 Constantinou Paparigopoulou Str. | Frema House |
CY-3106 Limassol | Cyprus.
P.O.Box 54232, CY- 3722 Limassol | Cyprus.
Tel: +357 25817152/3 | 25817157/8 | 25817178/9
Fax: +357 25372711 | e-mail: abbcy@cylink.com.cy
BANKMED (SUISSE) S.A.
BANKMED SUISSE
3, Rue du Mont-Blanc | casa postale 1523 1211 |
Geneva 1 | Switzerland | Tel: (+41-22) 9060606
BANKMED (SUISSE) REPRESENTATIVE OFFICE - BEIRUT
Bashir Al-Kassar Street | Al-Shua'a Building | 3rd floor
Verdun | Beirut | Lebanon
BANKMED (SUISSE) REPRESENTATIVE OFFICE - BRAZIL
Rua Joaquim Floiano 820 | 10 adar - Italm Bibi
CEP 0453-003-Sao Paulo SP | Brazil
Tel: (+55-11) 31683505 | Fax: (+55-11) 31685144
SAUDI LEBANESE BANK S.A.L.
HEADQUARTERS
Bashir Al-Kassar Street | Al-Shua'a Bldg. | Verdun
Tel: 01- 868987 | Fax: 01- 790250
Telex: 43587 LABANK LE | Cable: SAULBANK
P.O.Box: 11-6765 Riad El Solh | Beirut 1107 2220 |
Lebanon | Swift: SLBL LB BX
VERDUN BRANCH
Al-Shua'a Bldg. | Bashir Al-Kassar Str.
Tel & Fax: 01-810199 | 03- 094566

BANKMED DIRECTORY

LIST OF CORRESPONDENTS
COUNTRY

CORRESPONDENT BANKS

AUSTRALIA
AUSTRIA
BAHRAIN
BELGIUM

Arab Bank Australia Ltd. *
Bank Austria Creditanstalt AG
Arab Banking Corporation (BSC)
Fortis Bank NV/SA *
ING Bank NV *
Royal Bank of Canada *
Bank of China Limited
Bank of Cyprus Public Company Limited *
Marfin Popular Bank Public Co. Ltd *
Danske Bank A/S *
Arab Bank plc
BNP Paribas SA *
Natixis *
Commerzbank AG *
Deutsche Bank AG *
Dresdner Bank AG
Banca Nazionale del Lavoro SPA
Banca UBAE SPA
Intesa SanPaolo SpA *
The Bank of Tokyo-Mitsubishi UFJ Ltd *
Arab Bank Plc *
The Housing Bank for Trade & Finance *
Gulf Bank KSC *
National Bank of Kuwait SAK
DnB NOR Bank ASA *
Qatar National Bank SAQ
Banque Saudi Fransi *
Riyad Bank *
Saudi Hollandi Bank *
The National Commercial Bank *
Banco de Sabadell SA *
People's Bank *
Standard Charetered Bank (Pakistan) *
Nordea Bank AB (publ)
Svenska Handelsbanken AB (publ) *
BankMed (Suisse) SA *
Credit Suisse *
UBS AG *
Turkland Bank AS *
MashreqBank PSC *
Standard Bank PLC
HSBC Bank plc *
Wachovia Bank NA *
Bank of New York *
Citibank NA *
HSBC Bank USA NA *
JPMorgan Chase Bank NA *
National Bank of Kuwait SAK, New York Branch *
Wachovia Bank NA *

CANADA
CHINA
CYPRUS
DENMARK
EGYPT
FRANCE
GERMANY

ITALY

JAPAN
JORDAN
KUWAIT
NORWAY
QATAR
SAUDI ARABIA

SPAIN
SRI LANKA
SWEDEN
SWITZERLAND

TURKEY
UNITED ARAB EMIRATES
UNITED KINGDOM
UNITED STATES OF AMERICA

* BankMed maintains Nostro account(s)
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BankMed Center | 482, Clemenceau Street
Tel: 961.1.373937 | Fax: 961.1.362706 | 961.1.362806
P.O.Box: 11-348 | Riad El Solh | Beirut 1107 2030 | Lebanon
Website: www.bankmed.com.lb

