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'Head Office: P.0. Box 1250, Dubai, United Arab Emirates.

Tel: 229131 (30 lines) Telefax: 226061
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[INDEPENDENT AUDITOR’S RI

.. PR

The Shareholders
MashreqBank psc
Dubai

United Arab Emirates

We have audited the accompanying consolidated balance sheet of MashreqBank psc Group as ¢
1998, and the related consolidated statements of income and retained earnings, and cash flows
ended. These consolidated financial statements are the responsibility of the Directors of the Bank. C

is to express an opinion on these consolidated financial statements based on our audit.

We conducted our audit in accordance with International Standards on Auditing. Those standards

plan and perform the audit to obtain reasonable assurance about whether the consolidated financial
free of material misstatement. An audit includes examining, on a test basis, evidence supporting th
disclosures in the consolidated financial statements. An audit also includes assessing the accounting |
and significant estimates made by management, as well as evoluating the overall financial statemen

We believe that our oudit provides a reaseonable basis for our opinion.

ln our gpinion, the consolidated financial statements present fairly, in all material respects, the financ
the Bank as of December 31, 1998 and the consolidated results of its operations and its cash flow:

then ended in conformity with Infernational Accounting Standards.

Also, in our opinion, proper baoks of account have been maintained by the Bank and the informatior
the Directors’ Report is in agreement with the accounting records of the Bank. We obtained all the infc
explanations which we considered necessary for our audit. According fo the information available to u:
no contraventions of the U.AE. Federal Commercial Companies Law No. {8) of 1984, as amended, «
Articles of Association which might have materially affected the financial position of the Bank or the

results of its operations for the year.

Dubai
January 6, 1999
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terest income

ferest expense

et interest income

et commission income

Bther income, net 15

ransfer from inner reserve

| General and administrative expenses 14

Provisions for loans & advances, investmenis and others

Income before taxes and minority interest

[ncome taxes - current

Net income befere minority inferest

Minority interest
NET INCOME FOR THE YEAR
RETAINED EARNINGS

Balance, January 1

Net income fer the year

Transfers to: 12

Statutory and legal reserves
Proposed bonys shares
Proposed dividend

Balance, December 21

Earnings per share 17

* See notes to consolidated financial statements

1998 1997
AED'000 US$'000 AED0CO US$'000
1,291,439 351,603 1,251,528 340,737
644,871) (175,570} (634,933) (172,865)
646,568 176,033 616,595 167,872
115,594 31,471 107,653 29,309
390,494 106,315 282,051 76,790
173,000 47,100 61,000 16,608
1,325,656 360,919 1,067,299 290,579
{469,400} (127,797) (416,424] (113,374)
1324,349) (88,307} (141,897) {38,632)
531,907 144,815 508,978 138,573
(10,039) {2733 (8,788) | (2,393)
521,868 142,082 500,190 136,180
__121,338) ... 15.809) _Li4623) __13.982)
500,532 136,273 485,565 132,198
771,763 210,118 606,798 165,205
500,532 136,273 _485.565 132,198
1,272,295 346,391 1,092,363 297,403
(51,035) (13,895) (49,440) (13,460)
(119,311) (32,483) (54,232) (14,765)
(178,966) (48,725) (216,928) (59,060)
922,983 251,288 771,763 210,118

AED 83.90

Uss$ 22.84

AED 81.40

Us$ 22.16




 GROUP FINANCIAL STATEM

CONSOLIDATED BALANCE SHEETS AS AT DECEMBER 31

1998

MNote AEDY GO0 UsS$ 000 AEDQ00
ASSETS
Cash and balances with Central Banks 3 1,177,052 320,46 1,304,621
Deposits and balances due from Banks A 4,599,027 1,252,117 4,163,292
Advances to customers less provisions 5 10,742,523 2,924,727 10,157,240
Interest receivable and other assefs ) 289,187 78,733 249,034
Investments 7 1,158,740 315,475 1,121,477
Fixed assets 8 290,879 79,194 304,388
TOTAL ASSETS 18,257,408 4,970,707 17,300,052
UABILTIES
Deposits from customers 12,953,595 3,526,707 12,418,481
Deposits and bolances due fo Bonks 9 2,144,289 583,797 1,761,701
Long-term loans 10 87,108 23,716 34,419
Interest payable and other liabilities 548,625 149,367 808,616
Insurance and life assurance funds 11 79,462 21,634 62,305
Mirority interast 77,431 21,081 62,456
Proposed dividend 178,966 48,725 216,928
TOTAL LIABILITIES 16,069,476 4,375,027 15,424 906
SHAREHOLDERS' FUNDS 12
Share ccpita( 594,553 142,414 542,321
Stotutory and legad resarves 340,451 98,190 309,616
Genergl reserve 312,000 84,944 312,000
Proposed bonus shares o ean 32,483 54,232
Retained eornings 922,983 251,288 771,763
Cumulative translation adjustment {123,566) {33,641) {114,784}
TOTAL SHAREHOLDERS' FUNDS 2,187,932 595,680 1,875,146
TOTAL LABILITIES AND SHAREHOLDERS’ FUNDS 18,257,408 4,970,707 17,300,052
CONTRA ACCOUNTS (MEMORANDA) 14 16,707,704 4,548,789 13,579,345
Abdulla Ahmed Al Ghurair abdul Aziz Abdulla Al Ghui
Chairman Chief Executive Officer

* See notes Yo consolidated financial statements

THREE

WENT Y




OLIDATED STATEMENT OF CASH FLOWS FOR THE YEAR ENDED DECEMBER 3]

997 _ 1998 BE7
AED'000 US$'000 AED'000 US$000
500,532 136,273 485,565 132,198
] S8y rease in interest receivable and other assets (40,153) (30,932 (31,75%9) (8,647}
2,765,381 '(oecrecselllncrecse in interest payable and other lighilities (259,991 (70,784} 86,767 23,624
52,149 14,198 42,825 11,659
NET CASH INFLOW FROM TRADING ACTIVITIES 252,537 68,755 583,398 158,834
B ot increase in deposits 535,114 145,688 1,130,797 307,867
| Net increase in advances to customers (585,283) {159,347) (1,290,537) (351,357)
Decrease in long-term loans 7.311) (1,990) {8,574) (2,335)
- | Increase in deposits and balances due to banks 382,588 104,162 341,221 92,900
3,381,018 Increase in insurance and life assurance funds 17,157 4,671 2,458 669
479 635
25:706! NET CASH INFLOW FROM OPERATING ACTIVITIES 394,802 161,939 758,761 206,578
220,152
16,963 FINANCING ACTIVITIES
17,0048 Dividend paid (216,928} {59,050) (162,698} (44,295)
59,060 Minority interest 14,975 4077 9,173 2,497
47,7]7_99,538_ NET CASH OUTFLOW FROM FINANCING ACTIVITIES (201,953} {54,983} (153,523) (41,798)
INVESTING ACTIVITIES
147 451 Purchase of investments (net of disposals) {37,263} {10,145) (375,350) (102,192)
84,295 _ Purchase of fixed assets {net of disposals) {38,640) (10,520) (59.685) (16,249)
84,944 ! Cumulative translation adjustment, net (8,780} 2,391} (9,040} (2,461)
14,765 : o - o 7
210,118 NET CASH OUTFLOW FROM INVESTING ACTIVITIES {84,683) (23,056) (444,075) {120,902)
(31 ,25]] o T - ‘ -
~ T} INCREASE IN CASH AND CASH EQUIVALENTS (NOTE 18) 308,166 83,900 161,163 43,878

710,060 & * See notes to consclidated financial statements
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS FOR THE YEAR ENDED DECEMBER 31, 1998

la)

fb)

le)

{d}

e}

i

fa)

thy

GENERAL
MashregBank psc {"the Bank”] was incorporated in the Emirate of Dubai in 1947 under a decree issued by The Ruier of Dubal, The Bank operates thraue
subsidiaries in the United Arab Emirates, Bahrain, Egypt, Hong Kang, india, Kenya, Pakistan, Qotar, Sei Lanke, Sudan, the (United Kingdom and the iJnited

The graup, as at Decermber 31, 1998, inciudes the follawing subsidiaries:

Country of incorperation Quwnership interes
Bank of QOman Qverseas (USA] Inc. USA 100
Mashreq Asia limited Hongkeng 100
Osool - & Finonce Company {Formerly known os Omon Finance Compeny Limited) United Arob Emirates 78
Cimon Insurance Company Limited United Arcb Emirates 63.65

SIGNIFICANT ACCOUNTING POLICIES

Accounting Convention
The consolidated financial statements are prepared under the historical cost convention.

Bosts of Consofidation

The consolidated financial statements include the financial statements of MashreqBank psc and its” subsidiaries. All significant inter company fransactions |
entities have been efiminated. Subsidiary companies are those companies in which the Bank owns, directly or indirectly, more than 50% of the voting
and/or exercises significant monagement cantral,

Revenue Recognitien

inferest incame and expense are recagaised an o time proportion basis, teking accaunt of the principal outstanding and the rate applicable. The recegniti
ceases when the cecavery of inferest or principal is in doukt, Interest accruing on such advances is suspended. Commission and fee income are accountc
date the transaction arises. Recoveries in respect of loons fully provided are accounted for on o cash receipts bosis.

Insurance premiums from general insurance activities are recognised in the accounting period in which they incept eacept for premium income from ife assurc
which is accounted for on o cash basis. Insurence pelicy acquisifion ond maintenance costs are chorged 1o expense os incurred.

Foreign Currencies

Fronsoctions dencminated in foreign currencies are recorded in their respective foce! currencies of the rates of exchange prevailing o the fime of the fronsacfions. Assets
dercminated in foreign cumrencies of the balonce sheet dote are ransloted gt the exchange rates prevaiing ot that date. Gaims and losses are reflected in net income |
Assets and habilities of foreign branches ond subsidiories are tronslated into U.AE. Dichams at the rates of exchonge ruling at the year end. Income and ex;
transioed of average rotes of sxchange during the yeor. The Bank's investments in foreign branches and subsidicries are ransioted at historical rates of exch
resulting differences are included under shorehelders’ equily as cumulative translation adjustment.

Forward foreign exchange contracts outstending at the year end are translated ot the current prevailing exchange rate of the balance sheet date with any resul:
or losses being taken to the statement of net income.

Provision for Doubtiul Advances

Specific provisions are made against advances when their recovery is in doubt. in addition, o genera! provision is maintcined to caver losses which, althe
specifically idenfified, are iikely to be present in any bank's portisiie of advances.

Investments

Trading secuities are stted at morket value. Gains r lasses on sales of rading securities, adiustments t market velaes and dividends due are inchuded in the staterent of net

Quoted and unquoted investment secusities are stated ot cost lass diminution far permanent decline in value which is determined on a portfolio basis. Where
infention to hald such investments ta maticity and they are of a fixed income nature, valuation is ot cast, adjusted over the security life for any amortization of pre
and accrstion of discounts using the interest method.

Iowestments in discretionary managed funds are stated of the lower of cost ar market value determined on o portfalio basis.
lewestments in properties are carried at cost less provision for diminution fer permanent decline in valye.

Fixed Assets and Depreciation
land, buiidings, equipment, office hurniture and vehicles are stated of cost. Depreciation is determined using the straight-line method over the estmoted vseful
the respective ossets as follows:-

Ronk buildings 20-25 years
Office equipment ond vehicles 4 - 5years
Furniture, fatores and computer mainfrome hordwere 7 yeors

tmprovements to frechold properties and others 5 - 10 years

One yeor after hixed assers become Rlly deprectated, they are maimained at o net book vatue of one Dicham by seking off oceumulated depreciation cgainst ¢

Staff Terminal Benefits
Provision is mode for estimated amounts required ko cover end of service indemnity of the balonce sheet date as per U.AE. Labour Low.

Taxes on income
Provision is made for current and deferred toxes where applicable arising from the eperating results of overseas subsidiaries and branches that are incarpan
taxable jurisdictions.

CH belonce sheet financial instruments
The Bank utilises forward foreign exchange conlracts m the management of its foreign currency positions. Prapietary foceign exchange trading pasitions are ¢
to market and the resultont gains and net lgsses are racognised in the statement of nat incame.

Comparative inancig! information
Certain amounts related to 1997 have been recizssified w0 arder '2 make them compareble with the T998 gresentation. Squivaient Unead States Dailars hav

included in 1998 and [ 997 for presentanan purpeses anly ot *he translation rate of Dickams 2 877 tor 2028 S Datlar
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CTES T(; CONSOLIDATED FINANCIAL STATEMENTS FOR THE YEAR ENDED DECEMBER 31, 1998

CASH AND BALANCES WITH CENTRAL BANKS
1998

AED'000

Cash 181,203
Balances with Central Bank 995,849

1,177,052

1997
AED'000
152,470
1,152,151

1,304,621

24 December 31, 1998 the amaount of AED 457.3 million {1997 - AED 474.2 million) was placed an depasit with the U.AE. Central Bank as required by local

regulations. This depesit is interest-free.

DEPOSITS AND BALANCES DUE FROM BANKS

1998
AEDO00
Banks abroad 4,166,974
Banks in the ULA.E. 432,053
4,599,027
ADVANCES TO CUSTOMERS LESS PROVISIONS .
al Balances as of December 31, 1998
AEDQO0
Loans and advances 11,988,223
aiils discounted 416,707
12,404,930

less:  Provision for loans and advances
Specitic provision {987,434)
General provision [201,469)
Interest in suspense 473,504)
10,742,523

1997
AEDQ00
3,799,839
363,453

4,163,292

1997
AEDNQ00
11,137,047
328,580
11,465 627

{816,500
{96,637)
{395,250)

10,157,240

The Bank continues to carry classified and delinquent accounts on its books after meking 100% provision. Interest is acerued on most of those accounts for fitigation

purposes but is not taken te income. Such aecrual hos increased gross loans and advances receivable. Accounts are written off only when all legal and other

avenues for recovery or sefffement are exhousted. Total loons and edvances, induding hully provided accounts on which interest is not token to income amounted

to AED 1,888,212 K at December 31, 1998 {1997 - AED 1,528,243 K).

b) Movement for the year in provisions against loans and advances to custormers

Specific and general provision 1998
_ AED'G00
Belance ot the beginning of the year 913,137
Amounts written off during the year {31,282)
Previsions charged to the income stotement 315,553
Write back of provision for doubthul cdvances 18,503)
Balance at end of year 7 1,188,903
Interest in suspense _ 1998

AED0CO
Balance at the beginning of the yeor 395,250
nterest suspended during the year 128,330
Amauats written off during the year {33,604)
Wirite back of suspended interest 16,472}

Balance of end of yeor i 473,504

INTEREST RECEIVABLE AND OTHER ASSETS

1998

AED'000

Interest receivable 19,643
Prepaid interest and expenses 14,853
Inward orders for payment pending 1,837
income Taxes paid in advance 52,757
Clearing suspense 258N
Cthers 154,276

289,187

913,137

1997
AED'GOO
854,328

(72,841
139,252
{8,102)

1997
AED'000
295,084
111,522
{4,806}
{6,550}

295250

1997
AED'D00
32102
20,192
7,873
42110
2,007
144,750

249,034




"GROUP FINANCIAL STATEM
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS FOR THE YEAR ENDED DECEMBER 31, 1998 |

7 INVESTMENTS

1998
a} In securities AED000
Trading securifies 233,453
Quoted investment 514,346
Unquoted invastment 90,373
604,719
Less: Provision for diminution in value {33,902
570,817
Discretionary managed funds 257,110
827,927
Total ja} 1,061,385

bl In properties
interests in buildings ond freehold land 110,116
Less: Provisien for diminution in value (12,761)
Total {b) 97,355

Totat a) + (b} 1,158,740

The macket value of long-term quoted investments and discretionary managed fuads held at December 31, 1998 was AED 741 million and
respectively, {1997 - AED 7$5 milfion and AED 227 milfion).

8  FIXED ASSETS

Yool Properties Properties Improvernents
tor own ucquired in 1o freehold
use setflement praoperties
of debts and others
AEDO00 AEDT00 AED'0G0 AED'ODD
] Cost:
) l ' Jaruary 1, 1998 483 854 153,564 51,199 122,035
4 Additions 83,746 515 - 34,865
i Disposo]s/wrire-oﬂs (61,857} {7.326) [9,144) {13,846)
! December 31, 1998 475,745 146,753 42,055 143,054
| T G R i
! Accumuloted Depreciation:
}; January 1, 1998 179,468 45614 1,971 43,159
A Charge for the year 52,149 5,190 140 25,495
- Disposals/write-offs (46,751) 6.727) (131) {11,106)
S ———— —_— —_— — RN A
 ————
=
e December 31, 1998 184,866 44,077 1.980 57,548
—_—— —_— ——————— _—_ —_—
- Net Book Value:
Decermber 31, 1998 290,879 102,676 40,075 85,506
Cecember 31, 1997 304,388 107,950 49,228 78,874
9 DEPCSITS AND BALANCES DUE TO BANKS
T rw
AED'OQ0
Due to overseas centrol banks 33016
Banks abroad 1,178,295

Banks in the U.AE. 932,978

2,144,289




1997
AED'00C
169,932 |
584,573

85,098

670,071
(36,821] .

633,250 °
220,380 &
853630 :
1023562 -

111,436
{13521y °
¢7.915 |

121,477

1 266.5 millian

Furniture,
fixture,
equipment
and vehicles

AED'000
157,058

18,366
{31,541)

143,883

83,724
21,324
8787

81,261 -

42,622 -

NO

10

13

14

TES TO CéﬁSOLIDATED FINANCIAL STATEMENTS FOR THE YEAR ENDED DECEMBER 31, 1998

LONG-TERM LOANS
he Real Estate Committee of the U.AE. has refinanced real esicte loons made by the Bank 1o various U.A E. citizers which are induded in advances. Such refinance

s repayciie within 13 years frem the date of refinonce.

INSURANCE AND LIFE ASSURANCE FUNDS OF OMAN INSURANCE COMPANY LIMITED

Cutstanding Unearned Additienol life assurance Total Total

Claims premium reserve reserve fund 1998 1997

AED'QQ0 AELQ00 AEDQ00 AEDQQ0 AEDQ00 AEDOOD

January | 17,527 18,033 13,520 13,225 62,305 59,847
increase 3,383 . 3,645 2,573 7,5_8_§ 17,157 2,458
Aecomber 31 20,880 21,678 16,093 20,811 79,462 62,305

Reserve funds are calculoted as o percentoge of ormuch premiums eomed, net of reinsuronce. Addifional reserves are olso mode for the estimoted excess of potential
claims and claims incurred but not reported ot the balance sheet date.

SHAREHOLDERS' FUNDS
Share Stantory General Prposed Retained Cumulative Toreh Tetcl
Capital and lega! reserve bonus eornings translation 1998 1997
reserve share issue adjustment
AED'C00 AED'000 AED'000 AED'000 AED'CO0 AEDQ00 AEDGO0 AED0Q0
Al January 1 542,321 309,616 312,000 54,232 771,743 {114,786} 1,875,146 1,615,549
Profit for the year : - 500,532 500,532 485,565
Bonws shares issued 54,232 - (54,232} - - - .
Proposed bonus share issue - 119.311* 119,311) - -
Transfer to statutory
ond legal reserves 51,035 {51,035)
Dividend {178,946} {178,966 [214,928]
Crerseas entities,
transiation adjustment (8,780) {8,780} {9,040}
At Dacember 31 594,553 340,651 312,000 119,311 922,983 (123,564) 2,187,932 1,875,144

The authorised share capital of the bank is AED 400 millien divided info 6,000,000 crdinary shares of AED 100 each. As of December 31, 1998, 5,965,530 ordinary
shares of AED 100 each 1997 - 5,423,210 ordinary shares of AED 150 each) were issued and fily paid.

* subject to the approvel of the sharcholders exira ordinary general meeting and the competent authorities for the increase of autherised capial.

in accardance with Union Law 10/80 of UAE., 10% of the net profit for the year has been transferred to statutory reserve. The legal reserve relates o the Bank's foreign
aperations. MNeither the stututory nor the feged reserves are ovaileble for diswibution.  Such transfers fo reserves may cease when they reach the levels established by the
respective regulatory authorities. In the United Arab Emirates, this level is 50% cf the issued share capital.

FOREIGN RESTRICTED ASSETS
Net assets equivalent to AED 175.4 million os of December 31, 1998 {1997 - AED 166.3 milion) mainained by cerlain overseas bronches of the Bonk operating
outside the United Arob Emirgtes, are subject to exchange control requlations of the counfries in which these branches cperate.

CONTRA ACCOUNTS AND COMMITMENTS

1998 1997
T AED'000 T AED'000

o} Contra accounts
Letters of credit 1,689,017 1,491,199
Lefters of guarantee and acceplances 5,506,245 4,547,091
Fareign exchange contracss Spet and forward 9,512,842 7,531,859
Interest rate contracts Forward rale cgreements __;E_%f
14,707,704 13,579,345

b} Commitments

Uncafled capital on investments held. 750 17,500




JP FINANCIAL STAT EME

NQOTES TO CONSOLIDATED FINANCIAL STATEMENTS FOR THE YEAR ENDED DECEMBER 71, 1998

15 OTHER INCOME, NET
1998

AED 000

Fees, bank chorges and other 183,015

Foreign exchange gains 52,147

insurance underwriting profit 16,052

Investment securities 109,790

Recavery of bad dehts 16,639

Net rental income 12,851 o
390,494 .

16 GENERAL AND ADMINISTRATIVE EXPENSES
General and adminisirotive expenses include AED 43.9 miflion {1997 AED 48.09 milion) incentive bonus 1o employees and executive officers of the group.

17 EARNINGS PER SHARE

Earnings per share caleviations for 1998 and 1997 are bosed on ordinary shares cutstanding as of December 31, after taking into consideration the bonu
issued during the year.

18 CASH AND CASH EQUIVALENTS

Cash ond cash equivalents consist of cash on hand, bolances with banks, money market plocements and deposits maturing within three manths as follows:

I e Chenge
1w T o
AED 000 AEDCO0 At
Cash on hand, current accounts and deposits with central bank 1,177,052 1,304,621 {12,
Banks in the U AE. 432,053 363,453 33
Banks abread 4,166,974 3,799,839 367
5,776,079 5,467,913 308
o o Change ¢
e s e
AED0C0 AED000 AED
Cash on haed, current accaunts and deposits with centre! bank 1,304,421 1925372 (420
Banks in the U AE. 363,433 342,939 20
Banks abrood 3,799,839 3,038,439 761,
5,467 913 5,306,750 141,

19 RELATED PARTY TRAMSACTIONS
Certain related parties [directors and major shareholders of the Bank and companies of which they are principal owners} were custorners of the Bank and ifs subsidi
in the ordinary course of business. Such ransactions were made on substantially the same terms, including interest rates and collateral, as those prevailing ot the same ¢
for compuorable ronsactions with unrelated porties ond did not involve mare than o norme! armount of risk,

Year end related party balances included in the belance sheet are as follows:

1998 P

AED000 AED'(

Advances 1o customers 291,926 338,

Depasits from customers - 864,387 794

tetters of credit, guarantees and acceptances 654,926 342,
Net income for the year includes related porty wonsaction as foltows:

Interest income 19,803 20,

Interest expense 35,968 298

Qther incame 11,367 10¢
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS FOR THE YEAR ENDED DECEMBER 31,1998

INTEREST RATE SENSITIVITY - 1998

Within Over Jio b Overbto 12 Cver Nen interest

3 months months months 1 year sensitive Total

AED0CO AECQ00 AED000 AED'000 AEDCO0 AED000
Assets
Cash and balences with central bank 392,408 7,481 - - 777,163 1,177 052
Deposits and balences due from bank 3,661,890 441,544 55,692 54,572 185,327 4,599.027
Advances to customers less provisions 6,143,121 1,386,076 821,636 2,165,886 225,804 10,742,523
Interest receivable and other assets - - - - 289,187 289,187
Investments 176,380 32,6429 128,818 355,560 465,353 1,158,740
Fixed assets - - - - 290,879 290,879
Total assets 10,373,799 2,067,732 1,006,146 2,576,018 2,233,713 18,257,408
Lighilities and sharehelders’ funds
Deposits from customers 8,148,709 1,075,192 1,191,256 103,163 2,435,275 12,953,595
Deposits and balances due to banks 1,932,937 23,882 404 - 187,066 2,144,289
Leng term loans - - - . 87,108 87,108
Interest payable and other liabilifies - - - - 548,625 548,625
Insurance and life assurance funds - - - - 79,462 79,442
Minority inferest - - - - 77,431 77,431
Proposed dividend - - - - 178,946 178,946
Shareholders funds - - - - 2,187,932 2,187,932
Total liabilities and shareholders’ funds 10, 08 646 1,099, 07d 1,191 660 103,163 5,781,863 18,257,408
On Balance Sheet gap 292,153 968,658 [185,514) 2,472,855 13,548,152}
Off Balance Sheet gop - - - - et
Cumulotive inferest rate sensitivity gap-1998 292153 968,658 1185,514) 2,472,855 13,548,152)
Cumulative inferest rate sensitivity gap-1997 1,128 755 673,334 (709,843 1,977 621 [3,071,867)

Etfective interest rate on bank placements and certificates of deposits with central bank was 5.5% [1997-5.4%), on loans ond adovrces 10.6% (1997-10.8%), en

customer deposits 4.8% (1997-4.9%) and on bank barrowings 3.2% {1997-4.0%).

Maturities of assets and liabilities have been determined on the basis of contractual repricing or maturity dates, whichever date is eorlier.

MATURITIES OF ASSETS AND UABILITIES - 1998

Within Cver 3t0 6 Crver 610 12 Crer

3 months months maonths 1 year Total

AED'000 AED'000 AEDIQQ0 AED'C0C AED 000
Assets
Cash and balances with central bark V168,57 7.48) - 1,177,052
Deposits and balonces due from bank 3.761,318 641,547 55,692 140,470 4,599,027
Advances to customers less provisions 6,045,147 863,365 830,588 3,003,423 10,742,523
Interest receivable and other assets 116,172 171,749 1,171 g5 289,187
Irvestments 463,158 58,604 T 385,823 651,155 1,158,740
Fixed assets g0 5454“ w____'l_(_)__B_iS 266,430 290,879
Total assets 11,163,474 1,748,200 1,284,159 4,061,573 18,257,408
Liabilities and shareholders’ funds
Deposits from customers 10,474,198 1,166,250 1,204,192 108,945 12,953,595
Deposits and balances due to Banks 2,120,003 23,882 404 . 2,144,289
Leng term loans - - - 87,1C8 87,108
Interest payub|e and other liabilities 350,976 23,202 156,231 18,216 548,625
insurance and life assurance funds - - - 79,462 79,462
Minerity interest - : - 77,431 77,431
Proposed dividend 178,966 - - . 178,966
Shareholders’ funds - : - 2,187,932 2,187,932
Total liabilities end shareholders’ funds 13,124,143 1,213,344 1,360,827 2,559,094 18,257,408
Maturity profile 1997
Assets - 1997 11.464.777 1,681,614 890,383 3263278 17,300,052
Lighilities - 1997 11,894 %65 1,258.418 1.616,379 2.530.290 17.300.052

Meturities of assets ond ligbiliies have been determined on the basis of remaining period rom the balance sheer dete to the comractual manurty dere.
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GEOGRAPHIC DISTRIBUTION OF ASSETS & LIABILITIES

1998 1997
Assets Liahihties Cff Balance Assets Ligbiliies ¢
Sheet iterns
AED'QOC AEDQ00 AEDQ00 AERQO0 AED'O00
Geographic Region
Middle East 13,624,336 16,903,857 15,853,726 12,435,323 15,703,940 i
CeCD 2,682,072 210,934 164,178 3,096,079 652,994
Others 1,951,000 942,617 689,800 1,768,650 943,118 &1
18,257,408 18,257,408 16,707,704 17,300,052 17,300,052 13

FAIR VALUE OF FINANCIAL INSTRUMENTS

The fair value of financicl assets and liabilities are not significantly different 1o the amounts which they are carried in the Balonce Sheet.

SEGMENTAL INFORMATION
The Bank’s operafing results arise mainly from the acivities of commercial banking, retoil banking and financial activities from its operations based in the Uni
Emirotes and overseas.

RISK MAMAGEMENT
Credit Risk

Policies relafing to credit are reviewed and approved by the Bank’s Credit Policy Committee, All credits lines are approved centrafly for UAE branches, end for o
branches by Banks Credit Divisian and Central Credit Caramittae in accerdance with Bank's credit palicy set out in the Credit Policy Manual. Credit and Ma
funclions are segregated. In addition, whenever possible, leans are secured by acceptable forms of coliateral in order to mitigate credit risk. The Bank further fim
through diversifization of its assets by geography and industry sector fimits.

All credit facilities are administered and monitored by the Credit Adminisiration Department. Periodic reviews are conducted by Credit Examination feams frc
Risk Management Divisiorn and focifities are risk graded based on eriterion established in the Credir Policy Manudl.

Cress berder exposure and financial instinstions exposure limits for money market and treasury cfivities are approved as per guidelines esioblished by the Bank's C
Policy Committee and are monitored by the Financial Institutions Division.

Foreign Exchange Risk

Foreign Exchange und Derivatives Trading for the account of the Bank is mancged by o very limited groprietary foreign exchange trading limit, However, Ireq:
activities are primarily focussed towards meeting the requirements of customers to manage their foreign exchonge exposure. These dadlings with aad exposure
financial markets are matched by equal and opposite dealings and exposure 1o corporate customers.

The Bunk's assets are typicolly funded in the seme currency os tha of the business transacted in order 1o eliminate foreign exchange exposure. However, the Benk d
maintain a long US dollar position within limits approved by the Bank’s Asset & Liability Committee (ALCQ). As of December 31, 1998, the Bank’s other net fare

exchonge exposure was not significant,

Appropriote segregution of duties exists between front desk and bock office functions whilst compliance with pesition Yinits is independently monitored on
ongoing basis.

Interest Rate and Liquidity Risk
The Bank's Asset & Liability Committee |ALCO) manitors and sets policies for interest rate and iiquidity risk management.

ALCO mests on a monthly basis to review liquidity ratios, gaps and economic scenarios, and formulates guidefines accordingly on @ continual besis. Periodic sir

tests simulations are performed in order to ascertain interest rate risks. The bonk is not excessively exposed fo interest rfe risk.

ALCO also fixes limits for liquidity ratios and menitors them clasely. Liquidity monagement policies are set 1o ensure that, even under edverse conditions, the Boni
in 0 posifion to meet its abhgations.




