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Independent Auditor's Report

The Shereholders
Mashreqbank pse
Dubai

United Arab Emirates

We have audited the iccompanying consolidated balance sheet of Mashregbank pse (the
“Bank” " and Subsidiaries (coliectively the “Group”) as of December 31, 2003 and the related
consolidated statements of income, changes in equity and cash flows for the year then ended.
Thzse consclidated finaacial statements are the responsibility of the Directors of the Bank. Our
responsidility 1s to express an opinion on these consolidated financial statements based on our
audit.

We con-fucted our audi~ in accordance with International Standards on Auditing. Those Standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financid stazements are free of material misstaternent. An audit includes examining, on a test
basis, evidence supporiing the amounts and disclosures in the financial statements. An audit also
include ; assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion,

In our »pinion, the corsolidated financial statements referred to above present fairly, in all matenial
respecks, the financia! position of the Group as of December 31, 2003 and the result of is
cperations and cash flows for the year then ended in conformity with Intemational Financial
Reporfing Standards.

Also, In our opinion, proper books of account have been maintained by the Bank and the
inforn_ation included in the Directors’ Report is in agreement with the accounting records. We
obtaired all the infcrmation and explanations which we considered necessary for our audit.
According to the infcrmation available to us, there were no contraventions of the U.A E. Federal
Comnercial Companies Law No. (8) of 1984, as amended, or of the Bank's Articles of Association
whicl” might have materially affected the financial position of the Bank or the results of its

operasions for the yezr.
Delgjtte & To h/
\\'\{ AN J 3 Z

Dub-i Alfred Strolia (Reg. No. 137)
Janwary 12, 2004

Toucie
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Mashregbank psc Group

Consolidated Balance Sheet as of

December 31, 2003 December 31, 2002
Note AED'00 US$'000 AEDO00 Us$000
Equivalent Equivalent

Assets
Cash and baknces with centrrl banks 2,483,731 676,213 3,079,178 838,328
Deposits anc balaaces due frem banks 4,905,185 1,335471 4,563,578 1,242,466
Loans and advarces (net) 14,738,630 4,012,695 12,582,010 3,425,540
Interest rece vable and other ¢ssets 537,870 146,439 503,484 137,077
Investments in securities 3,258,756 887,219 2,660,916 724,453
Investment groperty 140,942 38,372 112,099 30,520
Fixed assetss 171,481 46,687 181,915 49,523
Total asset= 26,236,595 7,143,096 23,683,180 6,447,912
Liabilities
Customers' deposits 18,763,290 5,108,437 16,713,671 4,550,414
Depcsits ard belances due to banks 2,285,995 622,378 2,529,103 688,566
Insurance and lfe assurance funds 129,173 35,168 97,273 26,483
Long-term loars 51,678 14,070 57,065 15,537
Interzst pa=able and other liabilities 800,311 217,891 766,874 208,787
Total liabaities 22,030,447 5,997,944 20,163,986 5,489,787
Minority “nterest 15 216,606 58,972 139,474 37,973
Shareholders’ equity
Sha-e cap-tal 16(a) 715,864 194,899 715,864 194,899
Statutory and (egal reserves 16(b) 371,323 101,095 366,770 99,856
General reserve 16(c) 312,000 84,944 312,000 84,944
Cumulati-e traaslation adjustment (23,024) (6,432) (119,387) (32,504)
Cumulati—e changes in fair values and other reserves 241,622 65,783 127,365 34,676
Retained :amimgs 2,121,805 577,676 1,762,349 479,811
Preposed dividends 33 250,552 68,215 214,759 58,470
Total sharehalders’® equity 3,989,542 1,086,180 3,379,720 920,152
Tatal liabilities and shareholders’ equity 26,230,595 7,143,096 23,683,180 6,447,912

The accempanying notes form an integral part of these consolidated financial statements.

The financial statements an pages 2 to 35 were approved by the Board of Directors and signed on January . ..., 2004.

Abdull\ Ahmed Al Ghurair Abdul Aziz Abdulla Al Ghurair
Chairman Chief Executive Officer

S ——




Mashregbank psc Group

Consolidated Income Statement
for the year ended

A —

Interest income
Interest expense

Net intere;t income

Net commssion income
Other income

Operating income

General and administrative expenses 19
Allcwane 2s for loans and advances,
mvestments and others {net of recoveries)

Profit on disposal of certain foreign branches 32
Write-off of camulative translation adjustment
01 disposal of certain foreign branches 32

Income >efore taxes and minority interest
Taxatior:

Net inccme before minority inferest
M:norit¥ interest

Net incwme for the year

December 31, 2003 December 31, 2002
Note AED'000 US$'000 AED000  USS'000
Equivalent Equivalent
1,109,633 302,105 1,073,687 292,319
(359,881) (97,980) (398,756)  (108,564)
749,752 204,125 674,931 183,755
190,833 51,956 168,983 46,007
488,053 132,876 391,894 106,695
1,428,638 388,957 1,235,808 336,457
(518,634)  (141,202) (497,190)  (135,363)
(187,757} (51,119) (204,796} (585,757)
722,247 196,636 533,822 145,337
7,253 1,975 - -
(91,044) (24,787) - -
638,456 173,824 533,822 145,337
1,669 454 (13,531) (3,684)
640,125 174,278 520,291 141,653
(39,441) {(10,738) (15,393) (4,191)
600,684 163,540 504,898 137,462
AED 8.3 US8$2.29 AED 7.05  USS$1.92

Earninzs per share 20

The accompanying notes form an integral part of these consolidated financial statements.
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Mashregbank psc Group

Consolidated Cash Flow Statement
for the year ended December 31

2003 2002
AED'000 US$'000 AED'000  USS'000
Equivalent Equivalent

Cash flows from operating activities
Net incom : for “he year 600,684 163,540 504,898 137,462
Adjustmerts to reconcile nct income to net cash

providec by operating act:vities:

Depreci ition of fixed asscts ' 35,9 9,744 47911 13,044
Fair valne adjustment — hading investments (37,699) (10,264) (14,447) (3,933}
Translamon adjustment fer the year 4,719 1,285 1,812 493
Allowamce for impairment of loans and advances 179,103 48,762 264,127 71,911
Fair valie adjustment — roperty investment (35,441) (9,649) (3,141) (855)
Gain or sale of fixed assuts (7,235) (1,970) (39,610) (10,784)
Cain ot~ sale of trading irvestment (28,700) (7,814) (25,673%) (6,990)
Cumulstive translation a Jjustment written off 91,044 24,787 - -

Changes n operating assets and liabilities:
Increas: in deposits with central banks for regulatory purposes  (86,768) (23,623) (58,513) (15,931)
Decremse/(-ncrease) in tank deposits maturing after three

mont is 406,470 110,664 (519,103) (141,329)
‘ncrease in advances to sustomers (2,335,723) (635917  (2,312,377)  (629,561)
Increa=e in interest rece vable and other assets (34,386) (9,362) (47,269) (12,869}
Decresse/(increase) n t-ading securities - net 53,679 14,615 (808,690)  (220,172)
[ncrease ir: customer deposits 2,049,619 558,025 601,881 163,366
Decre 1se in long-term lsans {5,387) (1,467) (5,838) (1,590)
Decre wse in deposits and balances due to banks (243,108) (66,188) (136,910} (37,275
Incressse In insurance and life assurance funds 31,900 8,085 20,019 5,450
Incresse in interest pay ible and other liabilities 33,438 9,104 125,627 34,203
Net casa previded by/(1 sed in) operating activities 672,000 182,957  (2,405,298)  (654,860)
Cash flbws from investing activities
Furchase of fixed assets (38,826) (10,571) (31,069} (8,459)
Froceeds from sale of fixed assets 20,704 5,637 53,970 14,694
{Purchzse)/sale of non-tiading investments, net (450,388) (122,621) 43,726 11,088
Net cauh (used in)/provided by investing activities (468,510) {127,555} 63,627 17,323
Cash flows from financing activities
Dividend pzid (214,759) (58,470)  (214,759)  (58,470)
Increa e i minority interest 77,132 21,000 28788 7,838
Net cash used in financing activities (137,627) (37,470) (185,971) {50,632)

Incresase/(decrease) ir cash and cash equivalents
(Notc22) 65,863 17,932 (2,527,642) (688,169}

The eccompanying nctes form an integral part of these consolidated financial statements.




Mashregbank psc Group

Notes to Consolidated Financial Statements
for the year ended December 31, 2003

Staims and activities

Mashregbank pee (the “Bank”) was incorporated in the Emirate of Dubai in 1967 under a decree
issued by The Fuler of Dubai. The Bank operates through its branches and subsidiaries in the
United Arab Emirates, Bahrain, Egypt, Hong Kong, India, Qatar, the United Kingdom and the
“Inited States of America.

At Diecember =1, 2003, Mashregbank psc Group (the “Group”) compnses the Bank and its
subsidianes as “ollows:

Country of Ownership

incorporation interest

Yo

Mashreq Asia _imited Hong Kong 100
Osool - a Finance Company United Arab Emirates 98
Oman Insurance Company Limited United Arab Emirates 63.65
Mindscape Information Technology United Arab Emirates 99
Mashreq Secu-ities LLC United Arab Emirates 99

During 2002, the Bank entered into an "agreement to sell" its Sri Lanka branch effective April 1,
20C2 and alsc agreed to transfer its investment in Pakistan branches into a specially formed
company in which Mashreqbank will hold a minority stake and has no role in the day to day
management of the new entity. These arrangements were finalized during 2003.

With effect from October 1, 2003, the Bank merged its Khartoum branch — Sudan with Blue
Nile¢ Bank (a banking company incorporated under the laws of Sudan) to form the Blue Nile
Mashreg Bank, in which Mashregbank holds a minority stake and has no role in the day to day
mrznagement of the new entity.

Tte results o the operations of these branches for the period from January 1, 2003 to the date of
disposal are included in the consolidated financial statements.

Significant accounting policies

(a) Accounting convention and basis of preparation

(1} The zonsolidated financial statements of Mashreqbank psc Group are prepared under the
histcrical cost convention, except for cerfain financial instruments and investment
property which are carried at fair value, in accordance with International Financial
Reporting Standards (IFRS) (formerly referred to as International Accounting
Stardards).




Mashregbank psc Group

Significant accounting policies (continued)

(i)  Basis of consolidation

The consolidated financial statements include the financial statements of Mashregbank
psc and its subsidiaries. All significant inter-company transactions between group
entities are eliminated. Subsidiary companies are those companies in which the Bank
owns, directly or indirectly, more than 50% of the voting share capital and/or exercises

control.

Trade and settiement date accounting

All regular way purchases and sales of financial assets are recognized on the settlement
date.

Derivaiive financial instruments and hedging

Derivative financial instrurnents including forward foreign exchange contracts, interest
rate futures, forward rate agreements, currency and interest rate swaps, currency and
interest rate options (both written and purchased) are initially measured at cost and are
subseqently re-measured at fair value. All derivatives are carried at their fair values as
assets where the fair values are positive and as liabilities where the fair values are
negative.

Fair velues are generally obtained by reference to quoted market prices, discounted cash
flow models and recognized pricing models as appropriate.

Any changes in the fair value of derivatives that are held for trading purposes are
recogrized in the income statement. Derivatives held for trading also include those
denivatives which do not qualify for hedge accounting as described below.

For the purpose of hedge accounting, hedges are classified into two categories: (a) fair
value hedges which hedge the exposure to changes in the fair value of a recognized asset
or liability; and (b) cash flow hedges which hedge exposure to variability in cash flows
that ere either attributable to a particular risk associated with a recognized asset or
liability, or a forecasted fransaction / firm commitment that will affect future reported
net income.

In order to qualify for hedge accounting, it is required that the hedge should be expected
to be highly effective, i.e., the changes in fair value or cash flows of the hedging
instrument should effectively offset corresponding changes in the hedged item and
shou.d be reliably measurable. At inception of the hedge, the risk management objective
and strategy is documented including the identification of the hedging instrument, the
relat=d hedged item, the nature of risk being hedged, and how the Bank will assess the
effectiveness of hedging relationship. Subsequently, the hedge is required to be assessed
and determined to be an effective hedge on an ongoing basis.

In relation to fair value hedges, which meet the criteria for hedge accounting, any gain or
loss from re-measuring the hedging instruments to fair value is recognized in the
statcment of income.

R ——




Mashregbank psc Group

Significant accounting policies (continued)

@

Derivative financial instruments and hedging (continued)

In relaticn to cash flow hedges which meet the criteria for hedge accounting, the portion
of the gein or loss on the hedging instrument that is determined to be an effective hedge
1s recogmized initially in other reserves under shareholders’ equity and the ineffective
portion, if any, is recognized in the income statement. For cash flow hedges affecting
future tr insactions, the gains or losses recognized in other reserves, are transferred to the
income statement in the same period in which the hedged transaction affects the income
statement. Where the hedged forecasted transaction or firm commitment results in the
recognition of an asset or a liability, then, at the time the asset or liability is recognized,
the asscciated gains or losses that had previously been recognized in other reserves are
included in the initial measurement of the acquisition cost or other carrying amount of
the asset or liability. For all other cash flow hedges, gains or losses recognized initially
in othe- reserves are transferred to the income statement in the period in which the
hedged transaction impacts the income statement.

Hedge accounting is discontinued when the hedging instrument expires or is sold,
termincated or exercised, or no longer qualifies for hedge accounting. At that point of
time, ny cumulative gain or loss on the cash flow hedging instrument that was
recogn zed in other reserves is retained in shareholders’ equity until the forecasted
transaction occurs. Where the hedged forecasted transaction is no longer expected to
occur, the net cumulative gain or loss recognized in other reserves is transferred to the
incoms statement for the period.

Revenue recognition

Interest income and expense are recognised on a time proportion basis, taking account of
the principal outstanding and the rate applicable. When the interest or principal is in
doubt the recognition of income ceases. Commission and fee income are generally
accounted for on the date the transaction arises. Recoveries in respect of loans fully
provided are accounted for on a cash receipt basis.

Insurance premiums from general insurance activities are recognised in the accounting
period in which they incept except for premium income from life assurance policies
whicli is accounted for on a cash basis and premium income on marine cargo policies
which is accounted for on the expected date of voyage. Insurance policy acquisition and
main enance costs are charged to expense as incurred.




Mashregbank psc Group

Significant accounting policies (continued)

Q)

(0

(2)

Foreign currency transactions

The reporting currency of the Group 1s the U.A.E. Dirham (AED). However, for
presentation purposes only, additional columns for US Dollar equivalent amounts have
been presented in the consolidated financial statements.

Transactions denominated in foreign currencies are recorded in their respective local
currenici zs at the rates of exchange prevailing at the time of the transactions. Monetary
assets a1d liabilities denominated in foreign currencies at the balance sheet date are
translated at the exchange rates prevailing at that date. Gains and losses are reflected
1n net income for the year.

Moneta -y assets and liabilities of foreign branches and subsidiaries are translated into
U.A.E. Dirhams at the rates of exchange ruling at the year end, and non-monetary assets
and liabilities are translated at historical rates of exchange. Income and expenses are
translatzd at average rates of exchange during the year. The resulting differences are
inctuded under shareholders' equity as cumulative translation adjustment and are written
off to the income statement on closure or disposal of the related branch or subsidiary.

{.0oans and advapces

Loans and advances are stated at cost less any amounts written off and allowance for
impairnent. They also include investments in debt instruments acquired from the
origing] issuer, which are considered as “originated loans and receivables”.

Allowance for impairment is made against loans and advances when their recovery is In
doubt taking into consideration IFRS requirements for fair value measurement and
U.AE. Central Bank guidance.

{nves-ments

Tradiag portfolio

The trading portfolio is carried at fair value with any gain or loss arising from changes in
fair value included in the income statement for the period in which it arises.

Non-irading investments

Thes= are classified as follows:

e Held-to-maturity
s Awvailable for sale




Mashregbank ps¢ Group

Significant accounting policies (continued)

®

Investments (continued)

Non-trading investments (continued)

All investments are initially recognised at cost, being the fair value of the consideration
given including acquisition costs associated with the investment.

Premiums and discounts on investments designated as held to maturity or available for
sale are amortized on 2 systematic basis to maturity using the effective interest method
and taken to interest income.

Held-tc-maturity

Investments which have fixed or determinable payments and which are intended to be
held-to -maturity, are subsequently measured at amortised cost, less any provision for
impainnent in value. Amortised cost is calculated by taking into account any discount
Or premium on acquisition.

AvailaSle-for-sale

After initial recognition, investments which are classified as “available-for-sale” are re-
measured at fair value. Unless unrealised gains and losses on re-measurement to fair
value are part of an effective hedging relationship, they are reported as a separate
component of equity under the heading of cumulative changes in fair value, until the
investnent is sold, collected or otherwise disposed of, or the investment 1s determined to
be im»aired, at which time the cumulative gain or loss previously reported in equity 1s
incluced in the statement of income for the period. In relation to investments, which are
part of an effective hedging relationship, any gain or loss anising from a change in fair
value is recognised directly in the income statement.

Fair walues

For investments traded in organised financia) markets, fair value is determined by
refercnce quoted market bid prices at the close of business on the balance sheet date.

For iavestments where there is no quoted market price, a reasonable estimate of the fair
valuc is determined by reference to the current market value of another instrument
which is substantially the same, or is based on the expected cash flows, or the
underlying net asset base of the investment.




Mashregbank psc Group

Significant accounting policies (continued)

(i

®

Impairment and uncollectability of financial assets

An assessment 1s made at each balance sheet date to determine whether there is
objective evidence that a financial asset or group of financial assets may be impaired. If
such evidence exists, the estimated recoverable amount of that asset is determined and
any impairment loss, based on the net present value of future anticipated cash flows, is
recognized for the difference between the recoverable amount and the carrying amount
as follows:

For finencial assets at amortised cost — the carrying amount of the asset is reduced to its
estimated recoverable amount either directly or through the use of an allowance account
and the amount of the loss is included in the income statement. For financial assets at
fair valae — where a loss has been recognised directly in equity as a result of the write-
down cf the asset to recoverable amount, the cumulative net loss, recognised in equity,
is transferred to the income statement.

Financ:al assets are written off only in circumstances where effectively all possible
means of recovery have been exhausted.

Invest ment property

Investinent property comprises investment in buildings and freehold land held for capital
appreciation and to earn rentals. These are initially stated at cost comprising purchase
price end any directly attributable expenditure. For subsequent measurement purposes,
the Group has chosen the fair value model as permitted by IAS 40, “Investmnent
property”, under which the investment property is carried at fair value with any
revaluation gains or losses recognized in the income statement.

Fixed assets and depreciation
Freehold land in use by the Group is carried at cost.
Build ngs, equipment, office furniture and vehicles are stated at cost less accumulated

depreciation. Depreciation is determined using the straight-line method over the
estimated useful lives of the respective assets as follows:-

Years
Bank buildings 20 -25
Office equipment and vehicles 4 -5
Furn ture, fixtures and computer mainframe hardware 7
Improvements to freehold properties and others 5-10

One vyear after fixed assets are fully depreciated, they are maintained at a net book value
of oue currency unit by setting off accumulated depreciation against cost.




Mashregbank psc Group

Significant accounting policies (continued)

)

U

(m

-~

()

(o)

Repurchase transactions

Securitics sold under agreements to repurchase (“repos”) continue to be recognized in
the balance sheet and are measured in accordance with the accounting policies for
trading or in non-trading investrments. The counter party liability for amounts received
under these agreements is included in due to banks.

The difference between sale and repurchase price is treated as interest expense and
accrued over the life of each agreement.

Emplovees’ end-of-service indemnity

Provision is made for estimated amounts required to cover employees’ end-of-service
indemrity at the balance sheet date as per U.AE. Labour Law. In the opinion of
management, the provision would not have been materially different had it been
calculated on an actuarial basis.

Pension and national insurance

Pension and national insurance contributions for U.A.E. citizens are made by the Group
1n accordance with Federal Law No.7 of 1999.

Taxes on income

Where applicable, provision is made for current and deferred taxes arising from the
operating results of overseas subsidiaries and branches that are operating in taxable
jurisdrctions.

Offseiting of financial assets and liabilities

Financ:ial assets and liabilities are offset and reported net in the balance sheet only when
there is a legally enforceable right to set off the recognized amounts or when the Group
mtends to settle on a net basis, or to realize the asset and settle the lLiability

simultaneously.

Off balance sheet financial instruments

The Group utilizes forward foreign exchange contracts in the management of its foreign
currency positions. All foreign exchange contracts are marked to market and the
resultant gains and net losses are recognised in the income statement.




Mashregbank psc Group

Cash and balances with central banks
2003 2002
AED'000 AED'000

Czsh on hand 126,851 114,004
Balances with cenitral banks:
Current accounts and other balances 68,786 292,365
Statutory cash ratio requirements 563,094 476,326
Certificates of deposit 1,725,000 2,196,483

2,483,731 3,079,178

The Pank is required to maintain statutory deposits with various central banks on demand,
t-me end other d=posits as per the statutory requirements.

4. Deposits and balances due from banks

2003 2002

AED'000 AED'000

3anks abroad 4,285,059 3,605,194
3anks in the U.AE. 620,126 958,384

4,905,185 4,563,578

|
i
| 5. Loans and advances (net)
2003 2002
AED'000 AED'000
(a)
Overdrafts 2,514,708 2,373,751
Loans 12,457,057 10,960,229
Credit cards 406,236 552,083
Other 27,653 33,792
15,405,654 13,919,855
Less: Allowance for impairment (667,024  (1,337,845)

14,738,630 12,582,010

Loans and advances include an amount of AED 36,605,118, which are debt securities
clessified as originated loans. These securities were sold during the year under a repurchase
azreement (*“epo”).




Mashregbank psc Group

Lcans and advances (net) — continued

Aralysis by economic activities

Manuzacturing

Ccnst-uction

Trde

Transoort and communication
Services

Banks

Personal

Government/Public Sector
(Oxhers

2003
AED’000

1,860,176
1,155,561
3,095,997
566,976
1,631,675
315,846
4,777,454
475,730
1,526,239

2002
AED'000

1,892,290
988,059
3,080,156
534,107
1,582,021
64,860
4,713,784
91,850
972,728

15,405,654

13,919,855

Lzss: Allowance for impairment (667,024) (1,337,845)

14,738,630 12,582,010

(¢} At Dzcember 31, 2003 the fair value of collateral held was AED 3,762 million (2002:
AED 3,848 miliion).

(d “"he Bank contiaues to carry classified doubtful debts and delinquent accounts on its books
evert after making 100% allowance for impairment. Interest is accrued on most of those
accounts for litigation purposes only and accordingly not taken to income. Such accrual has
nerzased gross loans and advances receivable. Accounts are written off only when all legal
ind other avemves for recovery or settlement are exhausted. The value of loans and advances,
nclading fully provided accounts on which interest is not taken to income amounted to
AEL> 567 miliion at December 31, 2003 (2002: AED 1,373 million). Accounts, fully
provided for tat were written off during the year amounted to AED 941.5 million (2002:

AED 190.7 miliion).
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Lwans and advances (net) - continued

The movements in the allowance for the impairment of loans and advances during the year were
as follows:

2003 2002
AED'000 AED'000

Bilance at beginning of the year 1,337,845 1,151,349
Irpairment allow.ance for the year 326,881 434,443
Amouts written off during the year (941,485) (190,763)
Rzcoveries durinz the year (56,217) (57,184)

Palance at end of year 667,024 1,337,845

The amount of impairment allowance for the year includes interest accrued on impaired loans
and advances for litigation purposes which 1s not taken to income.

6. Interest receivable and other assets

2003 2002

AED'0060 AED'000

‘nterest receivable 68,098 62,573
>repaid interest and expenses 22,161 20,755
Yending inward orders for payment 20,753 7.346
(ncome taxes peid in advance 45,844 46,541
Clearing susperse (698) 4,196
Positive fair value of derivatives (Note 29) 178,370 186,624
Others 203,342 175,449

537,870 503,484




Investments in securities

T rading portfolio
Deht securities

Equities

Discretionary -nanaged fund
Other investm :nts

Available-for-scle
Debt securities

Equities
Others

Mashreqbank psc Group

2003
AED '000

773,610

3,118
471,143
167,084

1,414,955

428,508
726,185
6,709

1,161,402

2002
AED '000

598,298

71,954
556,995
174,988

1,402,235

437,845
516,928
23,094

977,867

Held-to-maturity
Diebt securitics 682,399 280,814

Total 3,258,756 2,660,916

[he above investments include debt securities aggregating to AED 562,620,743 (held-for-
rading at fair value of AED 337,741,318, available-for-sale at fair value of AED 77,959,425
and held-to-maturity at amortized cost of AED 146,920,000) sold under a repurchase
agreement (“repo”). These debt securities are fully substitutable.

Investment property
2003 2002
AED'000 AED'000
Interest in buildings and freehold land 112,099 111,767
Disposals during the year {6,598) (2,809)
Change in fair value during the year 35,441 3,141
140,942 112,099
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10.

11.

12.

Mashreqgbank pse Group

Customers' deposits

Tire ceposits
Saving accounts
Cu rent and other accounts

Dcposits and balances due to banks

D e to overseas central banks
Banks abroad
Banks in the UA.Z.

18

2003 2002
AED'000 AED'000
15,630,165 13,825,705
414,503 461,872
2,718,622 2,426,094
18,763,290 16,713,671
2003 2002
AED'000 AED'000
38 6,340
2,036,359 1,775,563
249,598 747,200
2,285,995 2,529,103

Bcrrowings from Manks abroad for 2003 include the following:

(a_ Counter party Iliability relating to a 3-year repurchase agreement (“repo”) for
AED 367,300,000 (US$ 100 million) maturing in September 2006. The loan carries a
Jloating rate of interest which is fixed by reference to the 3 months USD-LIBOR-BBA.

{b- Counter party liability relating to a 3-month repurchase agreement (“repo”) for
AED 147,434,000 (US$ 40.14 million) maturing in February 2004. The loan carries an
interest rate fixed by reference to the 3-month LIBOR.

Borrowings from banks abroad for 2002 included an amount of AED 367,300,000 (US$ 100
m [lion) being a loan obtained through a syndicate of banks. The loan was repaid in one
instalkment in August 2003. The term loan carried a floating rate of interest, which was fixed by
re ‘erence to 3 or & months LIBOR.

Insurance and life assurance funds

Unearned Life
Outstanding premium Additional assurance 2003 2002
claims reserve reserve fund Total Total
AED’000 AED’000 AED00C AED’000 AED’000 AED’000
Jenuary 1, 28,955 38,261 18,247 11,810 97,273 77,254
Ircrease/(decreas ) 5,148 26,656 500 (404) 31,900 20,019
IDecember 31, 34,103 64,917 18,747 11,406 129,173 97,273

Rz:serve funds aie calculated as a percentage of annual premiums earned, net of reinsurance.
Addirional reserves are also made for the estimated excess of potential claims and claims
ircurred but not reported at the balance sheet date.
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Long-term lozans

T 1ese represent long-term loans provided by the Real Estate Committee of the U AE. to
refinence real estate loans made by the Bank to various U.A E. citizens, which are included
ir loans and advances.

I aterest payadle and other liabilities

2003 2002
AED '000 AED '000

Fccrued interest payable 87,309 91,220
Literast and income received in advance 28,295 23,194
Frovision for staff terminal benefits 68,200 62,607
Frovision for taxation 46,087 51,118
Fay orders issued 356,139 37,574
Hegative fair va'ue of derivatives (Note 29) 190,014 184,914
Others 344,267 316,247

800,311 766,874

15. Minority intarest

2003 2002

AED'000 AED'000

Balaace, beginning of year 139,474 110,686
Dividends (9,098) (7,270)
Shere in changes in fair values 46,789 20,665
Share of net income for the year 39,441 15,393
216,606 139,474

16. Shareholders’ equity
(a) Share capital

The authorized share capital of the Bank is AED 1,500 million and was divided into
15,000,000 ordinary shares of AED 100 each. On April 3, 2003, the sharcholders resolved, in
thewr extra ordinary meeting, to split the Bank’s ordinary shares 1 to 10 and bring the par value
of the ordinary share to AED 10.

As of December 31, 2003, 71,586,380 ordinary shares of AED 10 each (2002: 7,158,638
ordinary shares of AED 100 each) were issued and fully paid up.




16.
)

17.

(b)
(©

Mashregbank psc Group

Shareholders’ equity (continued)

Statutory and legal reserves

20

In accordance with Union Law 10/80 of U.A.E., 10% of the net income for the year is to be
transferred to statutory reserve. Such transfers to reserves may cease when they reach the
levels establisted by the respective regulatory authorities. In the U. A. E. this level is 50% of
the :ssued share capital. The legal reserve relates to the Bank's foreign operations. Neither the
statutory reserve nor the legal reserve is available for distribution.

General reserve

The general reserve is computed pursuant to the Bank’s Articles of Association and can be
used for the purposes determined by the Ordinary General Meeting.

Contra accounts and commitments

Contra accounts (memoranda)
Guarantees

Letters of credit

Acceptances

Derivative fiaancial instruments (Note 29)

Other commitments

Uncalled cap tal on investments held

Total contra account and commitments (a + b + ¢)

2403 2002
AED000 AED000
7,488,141 6,367,593
2,589,636 2,300,483

640,968 779,882
10,718,745 9,447,958
9,452,725 12,386,644
4,569 5,842
20,176,039 21,840,444




17.
(d)
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Contra accounts and commitments (continued)

Contra accounts — maturity profile

~he maturity profile of the Bank’s contra accounts were as follows:

uarantees
Letrers of credit
Acceptances

Total

Guarantees
Tettersof cred t
Acceptances

Total

21

2003
Over Over
Within Jto6 6to12 Over
3 months months months 1 year Total
AED’000 AED'000 AED’000 AED’000 AED’000
4,703,862 749,797 721,063 1,313,419 7,488,141
1,640,542 602,226 253,738 93,130 2,589,636
384,573 125,156 87,662 43,577 640,968
6,728,977 1,477,179 1,062,463 1,450,126 10,718,745
2002
Over Over
Within 3tob 6to 12 Over
3 months months months 1 year Total
AED’000 AED'000 AED’000 AED’000 AED’000
4,936,460 482,935 611,342 336,856 6,367,593
1,455,076 380,381 367,834 97,192 2,300,483
592,828 140,302 22,280 24472 779,882
6,984,364 1,003,618 1,001,456 458,520 9,447,958
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Cther income
24003 20062

AED'000 AED'G00

F:es, bank chargss and other services income 224,269 238,803

Foreign exchangs gains (net) 62,900 59,918
Imsurance underwnting profit 77,365 48,592
Imvestment securities income 84,545 40,122
Change in fair value of investment property 35,441 -
Net rental incomse 3,533 4,459

488,053 391,894

General and administrative expenses

2003 2002

AED'000 AED'000

Salaries and em >loyee related expenses 305,930 285,480
wccupancy cost 28,995 30,377
Oeprzaciation 35,791 47,911
~the- general and administration expenses 147,918 133,422
518,634 497,190

Genera) and administrative expenses include AED 66.7 million (2002: AED 54.7 million)
incentive bonus to employees and executive officers of the Group.

The number of employees of the Group was 1,834 as of December 31, 2003 (1,778 as of
December 31, 2002).

20. Earnings per share

Earuings per share are calculated by dividing the net profit for the year by the number of shares
outstanding during the year as follows:

2003 2002
Net income fo- the year (AED'000) 600,684 504,898
Number of orcinary shares outstanding 71,586,380 71,586,380
Earnings per saare (AED) 8.39 7.05

The number of ordinary shares outstanding as of December 31, 2002 has been adjusted to reflect
the share split [Note 16 (a)].




(i)
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Foreign restricted assets

Met assets equivalent to AED 43.647 million as of December 31, 2003 (2002: AED 128.8
million) maintained by certain overseas branches of the Bank operating outside the United
£rab Emirates a-e subject to exchange control regulations of the countries in which these

branches operate.

Cash and cash equivalents

Cast: and cash equivalents consist of cash on hand, central bank certificates of deposits,
talances with banks and money market placements, as follows:

Cash on hand, :urrent accounts
and deposits with central banks

Banks in the U.A.E.

3anks abroad

Less: Deposits with central banks
for reg ilatory purposes

Less: Deposits maturing after 3 months

Increase in cash and cash equivalents — 2003

[(a) — (b)]

Cash on hand, <urrent accounts
and deposits with central banks

Banxs i the U AE.

Banks abroad

Less: Deposits with central banks
for regalatory purposes

Less: Deposits maturing after 3 months

Decrease in cash and cash equivalents — 2002

[(@)—(b)]

2003
AED'000

2,483,731
620,126
4,285,059
7,388,916
(563,094)
(853,092)

5,972,730 (a)
65,863

2002
AED'000

3,079,178

958,384
3,605,194
7,642,756

(476,326)
(1,259,563)

5,906,867 (a)

(2,527,642)

2002
AED'G00

3,079,178
958,384
3,605,194

7,642,756
(476,326)
(1,259,563)

5,906,867 (b)

2001
AED'000

5,895,498
447,381

3,249,903

9,592,782
(417,813)
(740,460)

8,434,509 (b)
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Eelated party transactions

Certain related rarties (directors and major shareholders of the Bank and companies of which
they are principa. owners) are customers of the Bank and its subsidiaries in the ordinary course of
tusiness. Transcctions with such related parties are made on substantially the same terms,
inclucing interest rates and collateral, as those prevailing at the same time for comparable
t-ansactions witl unrelated parties and do not involve more than a normal amount of risk.

Vear-znd related party balances included in the balance sheet are as follows:

2003 2002

AED'000 AED'000

Advances to customers 379,806 414,709

Deposits from c istomers 969,116 978,878

“etters of credit, guarantees and acceptances 753,932 751,889
Net tncome for the year includes related party transactions as follows:

[nterest income 11,460 13,831

Intersst expense 8,294 11,524

Otker income 41,810 26,753
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Fair values of financial assets and liabilities

Fair value 1s the amount for which an asset could be exchanged or a liability settled between
knowledgeat:le, willing parties in an arm’s length transaction. Difference can arise between
carrying valuss and fair value estimates as a result of changes in market conditions.

Tke fair vaues of on-balance sheet financial instruments, except for originated debt
securities, held to maturity investments, loans and advances and customer deposts, are not
significantly different from the carrying values included in the financial statements. The
estimated fai~ value of the originated debt securities and investments held to maturity is based
on quoted market prices when avatlable or pricing models in the case of certain fixed rate
bonds. Fair value of these investments is disclosed in Note 7. It is not practical to determine
the fair value of loans and advances and customer deposits with sufficient reliability.

Risk mansgement

The Bank hes senior management committees to oversee the risk management. The Credit
Policy Comniittee and Credit Risk Management Division set policies and system to manage
and monitor credit risk. Assets & Liabilities Committee which meets on a monthly basis sets
pclicies, system and limits for interest rate risk, foreign exchange risk and liguidity risk. The
Bank also has a Risk Review function which independently reviews all risk measurement and
monitoring policies. The Bank’s internal audit function which is part of risk review primarily
evaluates operational risk.

Derivatives

In the ordirary course of business, the Bank utilizes the following derivative financial
1astruments “or both trading and hedging purposes:

Swaps are commitments to exchange one set of cash flows for another. For interest rate
swaps, counfer-parties generally exchange fixed and floating rate interest payments in a single
ctrrency without exchanging principal. For currency swaps, fixed interest payments and
principal are exchanged in different currencies. For cross-currency rate swaps, principal,
fixed and flcating interest payments are exchanged in different currencies.

Forwards and futures are contractual agreements to either buy or sell a specified currency,
commodity or financial instrument at a specified price and date in the future. Forwards are
customized contracts transacted in the over-the-counter market. Foreign currency and interest
rate futures are transacted in standardized amounts on regulated exchanges and changes in
futures contract values are settled daily.
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Risk mansigement (continued)
Derivatives ‘continued)

Forward rate agreements are similar to interest rate futures, but are individually negotiated
they call for a cash settlement for the difference between a contracted interest rate and the
market rate cn a specified future date, on a notional principal for an agreed period of time.

Options are contractual agreements under which the seller (writer) grants the purchaser
(holder) the nght, but not the obligation, to either buy or sell at fixed future date or at any time
during a spzcified period, a specified amount of a currency, commodity or financial
mstrument at a pre-determined price.

Derivatives held for hedging purposes

The Bank dzals in derivatives including forward exchange contracts, swaps, options and
fatures on behalf of its customers. These dealings with and exposure to financial markets
ar2 matched by equal and opposite dealings and exposure to corporate customers.

The Bank uses forward foreign exchange contracts and cutrency swaps to hedge against
currency risks and interest rate swaps to hedge against the interest rate risk ansing from
incerest rate exposures. In all such cases, the hedging relationship and objective, including
details of the hedged items and hedging instrument are formally documented.

The following table shows the positive and negative fair values of dervative financial
instruments, together with the notional amounts analyzed by the term to maturity. The
nctional amcunts, which provide an indication of the volumes of the transactions outstanding
at the year e1d, do not necessarily reflect the amounts of future cash flows involved. These
nctional amcunts, therefore, are neither indicative of the Bank’s exposure to credit risk, which
is generally limited to the positive fair value of the derivatives, or market risk.




OPP8IS  IECLIT'I [11°zze TOT6S9  OLY'6996  PPO9RE‘T] ¥16%81  +79°98] Z00T ‘1€ 1aquuacag
6T8°6P0° L STICZET  6OPPIT 006°ISOT  TIP'CIT'S STLTSH'6 PI0°061 OLE'SLI fe10],
- - - - SRI¥ST S8IPSI - LOBS {3{ueq) pjos s1oenU0 saxmng
~ - - £8t°C £9V°02 96T LO8 - (rreg)
paseyoind syoenUo sainy
- - - - S8IpPST S81pSI £08'S - (s19Ww0Is110) PIOS $19R[UOD ST,
- - - £85°¢ £91°0T OF6‘cT - L08 (s10wI05110)
peseyd1nd $108U09 samyn,g
000°82C  1L1°66 - - - 1L1°L2¢€ - LL pios sde))
000'82C  1L1°66 - - - 1L1°LTE LL - y8noq sde))
6C8°C6S  9LOTITL  69Z°SO1] ATARLS LY9'S1 SLO'G88T  2E€6'STT 8T6$TI sdems 9yl jsa10)u]
- - - 616°60S  L6L°T06 9IL‘TIF'T - LIE9 (p1os) suondo a3ueyoxe ufo10,]
- - - 616605  L6L‘TO6 9ILTIP'T LI - (ysnoq)
suondo s5ueyaxo ugo10,]
- LOLZ] OF1°601 Tr8'99S  STETHO'C  FIVICL'E  PLOSIS  vEpOb SI0BHUOD
_ 98UBYOX2 USIRIO] PIEMIO
000.dAY  000.dAV  000.AAY  000.AAV  000.4IV 000.AAYV 000.dAV 000.GHV
Saeak saIeak aAY] 13l auo 01 siMUow ¢ syIUCW wunowe AM[eA HEJ] IN[RA JIB] SIINUTLIISU] fRIDURULY
A DAQ 01 IB3IKIUQ SPpuUoOw 9 0} syjuowt € ¢ oy dpy [BUONON  2AnE3aN  2ADISO] JANBALI(

AJLINJEW JO WI3) A junowie [EUOIJON]

dno.in asd yueqgbaaysey

£ONT ‘1€ QAT
(Femyies) JUIWDTOUBTE 6]




29.

32
Mashregbank pse¢ Group

Risk management (continued)

The table below shows the details of hedged items as at December 31, 2003 and 2002 - the
nature of the risk being hedged, the hedging instrument and its fair value.

Description of Fair Hedging Positive  Negative
hedged items value Cost Risk instrument fair value  fair value

AED'000 AED000 AED’000 AED’000
2003:

Fixed interest rote
investment/lozns 1,884,071 1,885,075 Fair value  Interest rate swap 124,928 125,932

2002;

Fixed interest rcte
investment/loans 1,555,513 1,557,351 Fair value  Interestrate swap 120,401 122,239

Open foreign exchange positions

Foreign exchange trading for the account of the Bank is managed by a limited foreign
exchange trading limit with a stop loss limit set by Assets & Liabilities Committee.

The Bank’s assets are typically funded in the same currency as that of the business
transacted ir. order to eliminate foreign exchange exposure. However, the Bank does
maintain a ‘ong US dollar position within limits approved by the Bank’s Assets &
Liabilities Committee (ALCO). As of December 31, 2003, the Bank’s other net foreign
exchange exoosure was not significant except for AED 36 million long position in Qatari
Riyals (200Z: AED 25 million) and AED 27 million long position in Pakistani Rupees
(2002: Nil).

Interest rate risk

Interest rate risk arises from the possibility that changes in interest rates will affect the
velue of financial instruments. The Bank is exposed to interest rate risk as a result of
rismatches or gaps in re-pricing or maturity of assets and liabilities within a given
period. '

Mashregbank uses simulation-modeling tools to periodically measure and monitor
interest rate sensitivity with a given change in interest rates. The results are analyzed
ard monitored by the Bank’s Assets & Liabilities Committee (ALCO) which fixes the
limit in terns of maximum expected change in net interest income within given
conditions. Interest rate risk management strategies deployed by the Bank include the
use of derivatives and matching asset liability re-pricing. However, the Bank has limited
interest rate exposure as significant portion of its assets and liabilities are either non-
sensitive to interest rate changes or have short maturity or re-pricing period (Note 24).

Liquidity risk
Liquidity Risk arises due to an institutions inability to meet its net funding commitment.

ALCO also fixes limits for liquidity ratios and monitors them closely. Liquidity
management policies are set to ensure that, even under adverse conditions, the Bank isin a
position to meet its obligations. The Bank uses strategies to diversify funding sources,
committed Imes of credits and maintaining highly liquid assets to manage liquidity risk. It
also uses stress testing to fix limits of liquidity ratio fo ensure availability of funds when
needed.
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Risk management (continued)

Credit risk

Policies relating to credit are reviewed and approved by the Bank’s Credit Policy Committee.
All credit lines are approved centrally for UAE branches, and for overseas branches by the
Bank’s Credit Risk Management Division and Central Credit Committee in accordance with
the Bank’s credit policy set out in the Credit Policy Manual. Credit and Marketing functions
are segregated. In addition, whenever possible, loans are secured by acceptable forms of
collateral in order to mitigate credit risk. The Bank further limits risk through diversification
of its assets by geography and industry sector limits.

All credit facilities are administered and monitored by the Credit Administration Department.
Periodic reviews are conducted by Credit Examination teams from the Risk Review Division
and facilities are risk graded based on criterion established in the Credit Policy Manual.

Cross border exposure and financial institutions exposure limits for money market and
trzasury act vities are approved as per guidelines established by the Bank’s Credit Policy
Committee and are monitored by the Credit Risk Management Division.

Fiduciary activities

Assets held »y the Bank in trust, in a fiduciary and custodial capacity on behalf of its customers
are not included in these financial statements. These include assets held in a fiduciary capacity
for a related party as of December 31, 2003 of AED 158.503 million (2002: AED 145.907

mrillion).

Capital adequacy
2003 2002
AED'000 AED'000
Capital base (a) 4,020,505 3,421,159
Risk weighred assets:
On-balance sheet assets 16,747,724 14,814,993
Off-balarce sheet assets 5,120,371 4,263,635
Total risk-weighted assets (b} 21,868,095 19,078,628
Capital adequacy ratio [(a)/(b) x 100] 18.4% 17.9%

The above capital adequacy ratio is computed based on circulars issued by the U.A.E. Central

Bank.
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Sale of certain overseas branches

As part of the restructuring strategy to streamline the Bank’s overseas operations,
Mashregban’ ceased to operate the following branches:

a)

k)

Mashregbank — Colombo branch (Sri Lanka)

The branch was sold to Union Bank Limited, a banking company incorporated in
Pakisten, whereby Mashreqbank sold, transferred and assigned the business completely
to Union Bank Limited with effect from July 1, 2003.

Mashregbank — Lahore and Karachi branches (Pakistan)

With effect from August 7, 2003 the Bank transferred its investment in the Bank’s
Pakisten branches into a company specially formed for this purpose, in which
Mashregbank is having a minority stake of 19.6%.

Mashreqbank — Khartoum branch (Sudan)

With effect from October 1, 2003 the Bank entered into an amalgamation agreement
with Blue Nile Bank to form the “Blue Nile Mashreg Bank”, in which Mashregbank
holds z minority stake of 19.5%.

The results of the above foreign branches operations for the period from January 1, 2003 to
Cete of dispcsal and for the year ended December 31, 2002 were not material to the Group as
such have nct been disclosed.

The net asse:s of the above foreign branches at the dates of disposal (AED 84.9 million) and
at December 31, 2002 (AED 97.6 million) were not material to the Group. The consideration
obtained resalted in a net gain on disposal of AED 7.25 million. No tax charge or credit
arose from the disposal transactions.

A cumulative translation adjustment of AED 91.044 million, previously charged to equity,
has been recycled to the current year’s income statement as a result of the disposal of the
above foreign branches.
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Proposed cividends

Cash dividend of AED 2.5 per share (2002: AED 3.0

per share)
Bonus shares — 1 share for each 10 shares

Dividends pe- share (AED)

35

2003 2002
AED'000 AED'000
178,966 214,756
71,586 -
250,552 214,756
35 3.0

The dividend; per share for both 2003 and 2002 have been calculated based on the number of

shares in issuz as of December 31, 2003 following the share split [Note 16(a)l.

The proposec cash and bonus share dividends shown above are subject to the approval of the
Bcard of Dircctors and ratification by the shareholders at the Annual General Meeting.

Comparative figures

Certain amounts for the prior year were reclassified to conform to current year presentation.




