Management discussion and analysis
Overview
The year 2007 has been a watershed year in the 35 year old history of the Company. The Company transformed into an SAOG Company from an LLC company during the year. The Public Issue was very successful.

The economic upswing that the Sultanate is going through benefitted the company and there has been a marked improvement in the revenues.  The infrastructure development industry has been buoyant and it is expected to remain so.
Main objectives and Operational Results

Galfar is an engineering and construction company active in the following areas in the Sultanate of Oman:

1. Oil and Gas Sector

2. Structures & Buildings

3. Roads & Bridges

4. Sewage Treatment Plants and networks

5. Specialised Electromechanical works

6. Hiring of Equipments (Subsidiary company)

The company works as main contractor, in partnerships with other companies and as subcontractor. The company executes projects with its own workforce and equipment whilst subcontracting 19% of the work. Subcontracts are in specialized areas, including most of the engineering. The turnover of the company increased to RO.267 million from RO 164 million for the year 2006 and the Prospectus projection of RO.241 million. All segments of business increased their turnover with Oil & Gas and Road units in particular being the main contributors of the growth.  

During the year cost pressures build up significantly due to major unprecedented increases in price of cement, bitumen, steel and copper,rise in recruitment and manpower costs and equipment hiring cost. Further, there was loss of productivity owing to climate changes experienced by the Sultanate during June ’07. These factors had an impact on the profitability. Actual profit achieved is RO21.965 million when compared to RO16.512 million for 2006 and RO.21.457 million projected in the Prospectus.
The growth achieved by the company in the last five years is summarized below: 
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The subsidiary company which specializes in hiring out of equipments achieved a turnover of RO.2.6 million (2006-RO.1.9 million) and a profit of RO.0.37 million (2006-RO. 0.19 million).
Human Resources
With the increase in the business the employees strength has also increased from16,217 in 2006 to 22,951 in 2007. The company used to earlier source majority of its requirement from the sub continent. However, with the shortage of quality manpower available from the sub continent, the company is looking at other countries.
Quality, Health, Safety and Environment
The Company places lot of emphasis and importance on the above factors. As you are aware, our Company is already certified for ISO 9001: 2001 Standards of Quality Management System since 1995 and during the course of the year 2007 we have also been certified for ISO 14001 and OHSAS 18001 Standards which are landmark achievements in our pursuit to achieve a healthy and environment friendly work atmosphere.

HSE has been a topmost concern for the management of Galfar and we have been very successfully working with PDO and other petroleum concessionaries in the Sultanate of Oman for ensuring ‘zero’ accident levels as well as better quality of life.  During the course of the year we have driven 97 million kms. and have worked 77 million  manhours across all our Units.  Our Lost Time Injury Frequency (LTIF) for the year is 0.56 against a set limit of 0.7, which is a significant achievement.  The ODC Contract in PDO achieved LTIF of 0.16 in 2007.
Risks
Risks do exist in all our business activities but they are foreseen and are not insurmountable.
The high volume of work available in the industry makes it attractive for new engineering and construction companies to enter the market. Severe competition is expected from larger international companies from India, Far East, Turkey and Egypt. Galfar being the largest local company is well equipped to meet this competition.
The very high level of activity in the engineering and construction market in the Middle East and India puts a strain on available quality resources. Galfar owns the majority of its construction equipment and makes significant investments in equipment to match the foreseeable requirements. Recruitment and training of new staff and labour, both from Oman and expatriates has become a major activity. New manpower markets have been entered and this process will continue. Costs of the above and of main construction commodities have been rising steeply in 2007 and there is no sign that this rise will halt in the near future.

Internal Controls Systems
The Board ensures that there is a detailed delegation of authority to the various levels of management and the need to have adequate corporate control of the organization.

The Management is also fully aware of its responsibility towards the various stakeholders. A key factor towards this responsibility is the strengthening of the associated internal control systems. The company addresses these issues by maintained clearly defined operating procedures which are updated as and when necessary.
Outlook
The outlook of the company is quite good considering the fact there are plenty of projects available in the market and there is a dearth of quality companies. We are confident of growing and delivering consistent profit. Galfar’s order book stood at RO.536 million at the beginning of the year. During the first two months we have been awarded orders worth 166 million.  There are pressures on the margins owing to some resource constraint. Overcoming the obstacles in the form of rising prices and non availability of some resources has the highest attention. Further in 2007 and coming years the company strives to increase the EPC content of its portfolio and its road and bridge building capabilities to compete with bigger international firms. The company is also looking at avenues to spread in other markets.

