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Chairman’s
- Report

A buoyant year for the country and the Bank was nevertheless tinged with immense
sadness with the passing away of our first President, H.H. Shaikh Zayed Bin Suitan Al
Nahyan. His immense vision and great compassion helped overcome the many
challenges of building a great nation and he will forever be remembered as the true
founder of a country gtobally recognized for its human values,

Fiscal 2004 was & year of opportunities as well as chaflenges for the banks in the UAE.
The stronq growth of the stock market, booming construction sector, rapid growth of
foreign trade and ever-increasing retail sales have all contributed to an extremely
buoyant UAE economy. On one hand, the double digit growth of GDP opened up new
epportunities for business. COn the other hand, intense competition and pressure on
margins and the fast pace of growth raised serious challenges of effective risk
management, profitable growth and cost management.

! am pleased to report that Mashreqbank has skitifully managed the challenges,
leveraged every opportunity coming its way and has produced outstanding results for
2004. The cautious approach adopted by the bank has led to an overall improvement
in asset quality, diversification of revenue and improved financial strength of the bank.

Last year, | had commented that we are on track for our 3-year Strategic Plan
(2002-2004) and expect to finish ahead in every dimension. Today, | stand vindicated
as we have closed 2004 by achieving all financial goals we had set for ourselves three
years ago.

During the year, Operating income reached an all time high of AED 1,721 Miliion, a
growth of 20.5% over last year. In line with our strateqy, growth in Fee and Other
Income at 26% was higher than in fNet Interest Income which was at 15.4%.
Resultantly. one of our key performance indicators, Fee Income to Operating income
ratio further improved from 47.5% to 50% in 2004. Our subsidiary, Oman Insurance
Company contributed significantly to the growth of Non-Interest Income.

We continued to manage expenses closely by emphasizing on improved preductivity
and enhanced automation. Therefore, Operating Expenses registered an increase of
only 9.7% which improved Efficiency Ratio from 36.3% in 2003 to 33% in 2004,

We had set a target ratio of 150% of Provision to NPL coverage. | am happy to state
that we have exceeded our target and this year the NPL coverage ratio stands at 178%
as compared to 117% last year. We have set aside a General provision of AED 127
Million this year as against AED 25 Million last year which increased the charge to P&L
from AED 188 Million to AED312 Million, and our Genera! Provision to Advances ratio
stands at 1.7% as compared to 0.9% last year.

The Net Profit for the year has shown a handsome growth of 25% to reach AED751
Million in 2004. Earnings per share improved from AED 7.63 to AED 9.54.




As campared to last year, Return on Average Assets and Average Equity went up from
2.4% to 2.6% and 16.3% to 17% respectively.

Near boom economic conditions have fuelled demand for credit. This has contributed
Lo a growth of 21.7% in Advances in 2004. Simultaneously, keeping with an approach
of optimization, of the Advances to Deposits ratio at 85%, Deposits grew by 12.5% to
AED 27.1 billion, attaining a ratio of 84.5%.

Inspite of the robust growth in Assets, the Capital Adequacy ratio has remained very
comfortable at 17.8%. Keeping in view future growth plans your Board recemmends
to retain 63.3% of profit and has proposed a cash dividend of 35% against 25% last
year. The Board also recommends a stock dividend of 10% (10% last year) in the form
of bonus shares.

CPERATING ENVIRONMENT

The strong performance of the UAE economy witnessed during 2003 got a further push
during 2004 as Qil prices reached new peaks and producticn climbed to 2.4m b/d,
Riding on higher oil exports, the GDBP of the country is estimated to reach
US$908Billion making UAE the second largest economy in the Arab world. The fiscal
health of the country looks equatly positive although federal budget approved in August
depicts a cautious picture of $600M deficit. The 2003 consolidated Government
Finance Account deficit of AED13.5 Billion is expected to move into surplus AED
BG0Million. tnspite of high oi! income, Government spending remains controlled and
is being directed towards infrastructure or productive investments.

The stock market which generally is a barometer of the economy and public
confidence, has seen gne of its best years. The market capitalization jumped by a hefty
50.3% to reach $67.1Billion, the second largest in the Arab world. Highly successful
IPCs during the year added to stock market buoyancy.

The other sectors which strongly contributed to heightened ecenomic activities
include construction, manufacturing, tourism and services. Major infrastructure
projects were announced in Dubai which include Dubailand, Industrial City, Transit
Rail System, etc. Abu Dhabi accelerated its efforts to diversify the economy by
promoting investments in the newly established industrial zone and privatization of
various state units.

Moody's Investor Service recognized the strong performance and growing strength of
the UAE economy by upgrading the leng-term foreign currency country rating for bonds
and bank deposits  to A-1 from A-2 and short-term foreign currency country rating to
Prime-1 from Prime-2 . :

The bucyancy of the UAE economy is also reflected in the performance of banking
sector and growth in Morey supply. During the twelve month period from June 2003
to 2004, the private domestic liquidity (M2} increased by 19.3% and the overall
liquidity (M3} increased by 20.6%. On the other hand, the domestic credit afso
expanded at a fast pace posting a growth of 25.4% during the same period. Total
Assets of the banking sector jumped by 19.6% from June 2003 to June 2004 and by
8.2% in the six months since December 2003. Comparatively, low interest rates have
added to this credit growth. However, during the year, the interest rates have begun to
show an upward trend.

During June 2G04, the Basel Committee on the Banking supervision finally issued
revised framework for international convergence of Capital measurement and Capital
standards. The UAE Central Bank has expressed its intention to implement the revised
standards effective st January, 2006. Mashregbank had been closely follewing the
davelopments and is preparing to implement the new standards in accordance with
UAE Central Bank's direction.

LOOKING FORWARD

Alt econormic indicators in the UAE are pointing towards robust economic growth in the
foreseeable future. The positive forecast for the future of operating environment
coupled with the bank’s outstanding success of 2004 has set a solid base for an
ambitious growth plan. We have drawn a 3-year strategy and detailed business plan
with the ambition to double the value of the bank by 2007. Performance of the next




year {2005) woutid be critical as that will set the pace for accomplishment of our target
and will demonstrate the effectiveness of our plan. Far 2005, we have identified a
number of strategic initiatives for high quality revenue growth, further enhancement of
Risk Management practices and improved customer service Quality. Implementation
plans have been drawn and the required resources are allocated t¢ ensure effective
deployment of our strategy. Since the vision is clear, the team is motivated, the
leadership is inspiring and the environment is conducive, | have no doubt that we will
achieve our targets and will deliver the promised supericr performance in 2005 and
beyond.

Before | close, | would fike to thank the Mashregbank team and the Chief Executive
Cfficer, Abdul-Aziz Al-Ghurair for their commitment and untiring efforts in delivering
outstanding performance. We are also thankful to our customers, the UAE Central Bank
and the Gavernment for thefr continued support.

Thank you.

Abdulta Bin Ahmed Al Ghurair
Chairman




Chief
Executive
Officer’s
Review

The Year 2004 marked the successful completion of our last Strategic Plan "Mission
Adding Value”. It is a matter of great satisfaction that we achieved most of the long-
term goals we had set. The compounded annual growth rate of 23% in Net Profit
achieved during 3 years of the planning period is the result of meticulous execution,
innovative product offerings, leveraging of resources and capabilities, effective risk
management and, last but not the feast, buoyant market conditions.

Our facus on Customer Service Quaiity and relationship buiiding improved customer
satisfaction ratings and led to improved cross-selling and higher utilization of products
and services. Revenue from new products and services for the current year far
exceeded the target of AED 100 Million. Risk management efforts had been to
rationalize credit cost and provisioning policy to enhance NPL coverage which
exceeded the targeted level. Investment in staff learning and creating an enjoyabie
work environment has improved Empioyee Engagement score and staff motivation.

We are happy that the excellent results of 2004 have enabled us tc close the plan
period on a high note. What is more gratifying is that contribution to this success
cames from all tines of business in a balanced way. The diversification of businesses
and revenue sources provided stability to the bank's overall performance without over-
reliance on any one activity. Our core lines of business i.e. Commercial Banking, Retail
Banking, Treasury and Capital Markets and Financial Institutions along with our
subsidiary, Oman Insurance Company, have all posted improved performances over the
last year.

Confidence in the Bank's performance can be best gauged from the successful launch
of our USD 750MM Euro Medium Term Note pregram in February 2004 under which
the bank issued its first 5-year FRN for US$300 Million. The issue was welt received
and oversubscribed. Moody's Investor Service has also upgraded Mashregbank’s
Foreign Currency Deposit ratings to A2/Prime-1 from A3/Prime-2 citing the bank’s
improving financial strength and it8 importance and significance to UAE banking
system,

RETAIL BANKING GROUP

The Retail Business has consistently stayed focused to a few defining themes, which
makes it possible to channelize the energies of our people to a set of broad and
specific goals. "Mission Adding Value” has been a corporate theme for the past three
years. As a result, Customer Value has been a major priority. Satisfying customers
Profitably has been a more all enccmpassing theme for the Retail Business. !t
combines the twin aspects of Service Exceilence and providing Vaiue to customers for
business revenue in return. The “All Things for All People” positicning stance adopted
by the Business has ensured that no profitable niche, segment, or opportunity is
missed - this befing most necessary in a small finite market.




Mashregbank, which was the first to launch Credit Cards in the country, has clearly
identified this as & growth engine for the next few years. The UAE is still a relatively
young card market with a per capita ownership of one per househoild. In mature
advanced markets, this could be as high as 5-6. During the year, leveraging the large
investments made in both technolegy and marketing in support of our Card issuing and
merchant services businesses, we faunched a breakthrough product designated the
WOW Card. incorporating a multi-function chip superimposed on which is a powerfuf
loyalty program, the WOW card has quickly attained market leader status and has been
acclaimed as a truly unique innovation at many international forums.

The Savings and Deposit mebilization thrust has been spearheaded by the Mashreg
Millionaire which enters its 10th year since inception. Awarded a Certificate of
Commendation as a "Brand of the Decade” by the Gulf Marketing Review, Mashreq
Millicnaire has virtually ne market competitor.... nearly AED 35 million in prize maoney
on offer has set the bar toc high. We have also been experimenting with other
innovative deposit products while further enhancing unigue offerings in the portfolio
such as the Global Packaged Current Account,

During the year, we significantly expanded our Retail Investment business. In a low
interest environment, many of our more affluent customers seek higher-yielding
options for their savings and are willing to assume incremental risk for better returns.

To aid the lending process, we have implemented an end-tc-end highly automated
Lending and Debt Collection system. implemented with the assistance of global
consultants — London Bridge (now named Fair Issacs), the system is wholly customized
to projected long-term needs.

We are now Market Leaders in the Auto Lending business, with Murabaha and Oscol
brands, both used to differentiate cur offerings from others. The Islamic variant of the
Auto Loan has also carved a valuabie niche in this growing segment. We aiso have
gained in strength in the Housing Mortgage Market riding the very strong momentum
of develepment in this area. The Housing Loan segment offers large potential in years
ahead.

We continue to invest in business infrastructure - new and upgraded branches, as well
as aother delivery channels including our Call Centre which is rated highly,
Internet/Online capability, SMS banking and Direct Sebing. 24 x 7 is no longer an
option. Customers now expect services around the clock as a basic offering, making
it imperative that we continue our investments in the upgradation to stay ahead of
competition and be the first choice Bank to cur customers.

A new 3-year Strategic Plan, that has been assembled in the latter part of this year for
implementation in 2005-7, positions the Retaii Business for exciting new growth
cpportunities. The Business already contributes strongiy to the Economic Profit of the
Bank supported by attractive ROA and Expense-Revenue ratios. Sustaining and
building cn these wiil be interesting chatlenges geing forward.

COMMERCIAL BANKING

Strong economic fundamentals of the country continued to reflect positively on the
traditional businesses of Commercial Banking Group such as trade finance, contracting
finance and wealth management, which remained robust during the year. There was,
in adgdition, a strong grewth sgen in the relatively newer business areas due largely to
the persistent focus on, and effective management of, these businesses. Business
firance for small and medium enterprises, structured finance, project finance and
cash management services contributed more significantly during the year, Qur Japan
Desk established in 2003 in collaboration with Mizuho Financial Group, the world's
largest banking group, continued to pregress satisfactorily. Customer acquisition by the
Japan Desk has grown tremendously since its formation,

As a result of these initiatives, fee income was this year again the fastest growing item
in Corporate Banking reflecting the value we add to our corporate clienis’ business.
The share of fee income in aur revenues consequentty continued to grow resulting in
a higher return on assets for the group despite the spreads remaining stagnant for most
of the year.




Client servicing and satisfaction remained a top priority. All efforts were taken to
increase the efficiency of delivery channels to ensure a higher degree of client
satisfaction. A continuous communication was maintained with the clients to keep
them we!i informed about our new initiatives and achievements. As a result, overall
satisfaction levels among major corporate clients which are tested through periodic
satisfaction surveys have reflected a remarkable improvement over the year.

Going forward, we will continue te grow in the traditional areas of banking with a clear
focus on key client relationship management and providing better services and thereby
garning customer loyalty. Contracting Finance will remain one of our areas of focus,
and we will aim to increase our share of the market by supporting major local and
internaticnal contractors that are presently involved in the GCC economies. As far as
trade finance is concerned, we will aim to enlarge the width and depth of our target
market to better support clients business and aliow them to Denefit from the favorable
econoemic conditions.

We will aspire to be a house bank for most major corporate entities in our market
through a relationship driven strategy which brings more value added solutions to its
clients. Quality of eamings will assume the highest importance in our endeaver to
create an economically valuable proposition for the bank through a judicious use of
capital to improve shareholder returns.

TREASURY & CAPITAL MARKETS

The Treasury & Capital Markets Group had a very successful 2004, by expanding its
array of financial services and seamlessly delivering innovative sclutions to meet client
reguirements across all dealing platforms. The product scope and breadth of offerings
were enhanced from foreign exchange to exotic investment products across various
underlyings for all major markets.

During the year, the Bank established its USD 750 miltion Euro Medium Term Program
within which it launched its first five year Floating Rate Note which was gversubscribed
and well received by regional and global irvestors. This issue was followed by a USD
150 million syndicated loan facility which was aimed at improving the capitalization
of the bank. These global offerings have established the Bank as a strong credit story
in the global capital markets and have provided it with access and ability to alternative
sources of capital. As part of our commitment to the growth in the domestic capital
markets, the Bank established the Makaseb Emirates Equity fund which has been
setup in line with global standards and aims to redefine asset management activity in
the country. The Bank plans to enhance the range by faunching a regional equity and
fixed income cfferings. Our asset management activity will be complemented by
taunch of ‘best in class’ investment soclutions across asset classes to offer a
comprehensive suite for our customers.

CORRESPONDENT BANKING

The Correspandent Banking business grew at a rapid pace during the year. We have
been able to achieve this because of an experienced and focused financial institutions
team based in Dubai with arms stretching to New Yark, Hong Keng, London and India.
We have positioned ourselves as a provider of cross border execution capabilities.
Branches at maney centers like New York, Hong Kong and London have been able to
provide cross border trade & payment facilities to cur customers. Ciose relationship is
being maintained in target countries through the presence of Liaisan Offices in
Bangiadesh & Pakistan. We have been able to exploit our technological and operational
expertise to cover geographical areas even where we do not have physical presence.

As planned earlier, we have been able te consolidate our business in the sub continent
by utilizing the Indian branches at Mumbai and Qelhi. These branches are now
concentrating on correspondent banking business only. Our presence in Hong Kong has
also been strengthened by establishment of a branch at Hong Kong; the subsidiary -
Mashreq Asia Ltd. ceases to exist.

We have implemented a third party CLS {continuous link settiement) system which has

improved efficiencies in processes and reduced settlement risk. Besides this, we have
also improved the existing electronic banking offerings to our customers.
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Going forward, we intend to strengthen our presence in the international arena by
positioning ourselves as an institution providing Quality Service. An Initiative to
centralize global operations in Dubai has started which aims to provide standard
product offering, standard delivery time, singie point-of-contact/resolution, customized
customer offering and error free operations.

IMSURANGE BUSINESS

Our subsidiary, - Oman insurance Cempany had an extremely successful year. The
premium writtent during the year went up by 41% over last year and crossed the
AEDS500 Miltion mark. Life Insurance business related premium grew by 68% which
is faster than the growth in general insurance increasing its share of the market.
Nevertheless, it stilf remains a small contributor to the overall revenue as compared ©
general insurance.

The new Bankassurance products are being faunched in association with Mashregbank
as well as other banks. Strong investment income contributed significantly to the net
profit which went up by 90% over the last year, During the year, Oman Insurance
shares were listed on the Dubai Financial Market.

RISK MANAGEMENT

Mashregbank has a comprehensive Risk Management framework which seeks to
measure and mitigate the many components of risk arising from our businesses -
Credit Risk, Market Risk and Operational Risk, as well as the aggregate Systemic Risk.

We have adopted the following basic principles to design all the Risk Management
processes in the bank:

Policies: All Risk Management policies are integrated bank-wide and approved by the
Credit Policy Committee. The policies are dynamic in line with changing business
environment.

Ownership: Ownership of risk is shared jointly between business line managers and risk
managers.

Independence: Risk Management functions and limit approval processes are
independent of business line management.

Risk Review and Audit: Periodic portfolio review, credit examinations, cperational audit
and compliance functions are completely separate from and independent of ail
business functions.

During the year under review, the bank undertock a comprehensive study to bench
mark its risk policies and processes. Continuous impraovermnents are being implemented
so that the bank will have world-ctass standards in terms of risk management policies,
processes and organization, and prepare itseif for adoption of Basel [l provisions at the
appropriate time.

" Credit risk is measured and managed by an independent group which is responsible
far formulating credit policies, risk metrics, underwriting and approvals,
disbursements, monitoring, portfolic management and handling of preblem assets.
The bank has a very conservative policy for recognizing impairment and for tuilding up
a sufficient cushion of reserves for non-performing assets.

During the year, the bank compieted the overhauling of credit policies, processes and
organization undertaken last year. A new initiative is underway to further streamfine
credit analytics, risk rating and retail credit scoring, and to adopt sophisticated
statistical techniques for estimating defauit probabilities and economic capital.
Despite a period of rapid asset growth, our overall portfolic quality across
commercialfinstitutional and censumer businesses is robust, and credit risk is being
managed within acceptagple levels.

Credit risk for commercialfinstitutional borrowers is managed through assessment of
borrowers' risk profile in conjunction with industry trends, appropriate credit




structures, and post-approval administration. Each credit is assigned a risk rating, and
approval is based on the rating, colflateral, concentration and economic value of the
relationship.

Credit risk in retail portfolio is managed end-to-end throughout individual borrower’s
credit cycle. Statistical models are used to establish risk limits, product pricing and
customer segmentation. Product programs are established within approved retail credit
policies. We also have an aggressive coflection and problem lcan management program
to minimize credit costs of the business.

Mashreqgbank carries a limited amount of market risk as a pclicy preference, and it is
continueusly menitored. To measure and manage price risk, value-at-risk models are in
the process of betng implemented.

The bank has undertaken a comprehensive review of operational risk across all
businesses in line with Basel 1l provisions. Adequate steps are being taken to
strengthen operational risk management systems and procedures and operational risk
specialists have been identified to manage this function.

Risk Review is an independent audit, review and monitoring entity of the bank which
actively interacts with all business groups/divisions and technology areas to assess
applicaticn of all control specifications and provide assurance to the Board of
Directors, CEO and Senior Management.

It constantly upgrades its strategy and methodology to meet current and emerging
challenges through its specialists in the areas of Corporate and Consumer Portfolio
Reviews, Operational Audits, and Compliance te comprehensiveiy address all risk
related matters and their implications.

GPERATING INFRASTRUCTURE

fn October 2004, Gartner Group, the world's leading independent (T research firm, has
rated Mashregbank’s IT infrastructure as ‘exemplary’ when compared with peer global
banks. The eight-week assessment benchmarked Mashreqbank's IT infrastructure,
processes and applications against comparable global banks in 12 distinct domains.
The bank gained a rating of "exemplary’ in four of the categories, 'excellent’ in three
areas and "good’ ins the remaining five, with no areas of concern. Gartner's commended
the fevel of industry-accepted certification and accreditation achieved by Mashregbank
for its IT as exemplary by international standards.

An advanced application processing system was implemented to streamline customer
applications far loans and credit cards in the branches. Process efficiency is optimized
as the application data is captured via scanned documents and is instantly made
available in the central office. Implementation of this new application would resuit in
substantial cost savings and much improved loan processing cycles. Ameng cther
rechnolcgical innovations, a new age call management system was implemented which
increases the productivity and efficiency of custorer service.

Mashregbank has, by far, the most diversified scope of 1SO 9001-2000 certifications
than any bank in the region. Our technology arm, Mindscape, implemented BS 15000
compliant processes in December 2004,

Mashregbank continues to vigorously pursue compliance with regulatory needs of the
region. Several key initiatives were undertaken and, during 2004, Mashregbank
evaluated and sefected a solution for the anti-money laundering system. This system
is planned to be implemented during 2005,

TALENT MANAGEMENT

The mast important factor in Mashreqbank’s success had been its ability to attract the
best talent and keep them motivated. When we talk about our capabilities and
competitive advantages in the market, top on the fist s our highly committed
prafessional team which has time and again defivered superiar performance. The
chatlenge for us is to retain such high calibre professionals and to provide them
opportunities for their personal growth. We have set-up a Career Development Unit




within the Human Resources Division to demonstrate our commitment in helping them
to achieve their career aspirations.

Mashregbank is known to provide learning opportunities to its people through
classroom education and alsc by entrusting them with higher responsibilities on the
Jot with full empowerment. During the year 356 programs were conducted and 3553
professionals clocked 5246 mandays of training. Specialized certification programs
were arranged in the areas of sales, service, operations and credit to enhance the skill
level. The high potential peopie were assigned to key project teams to sharpen their
skills and test their leadership abilities.

The recruitment of UAE citizens and their integration is an embedded national priority.
As a large national institution, we are enjoined to embrace this important goal in a
committed way. During the year, we have recruited almost 100 new Nationals to the
bank, Attrition continues to be a challenge as overall supply and demand of skilled
talent within the national pool is still imbalanced. Suffice to say, the Bank is
committed to fully meeting its obligations in this important area.

We have launched a "UAE National Training and Development Plan” which focuses on
providing extensive classroom and on-the-job training to fresh recruits. "Mashreq Al
Mustagbal” a three-year Management Trainee program for high calibre Nationals was
introduced.

STRATEGIC PLAN 2008 - 2007

The constant change which has been part of teday's business environment necessitates
that every corporation revaluate and, if necessary, reinvent its strategy, structure and
systems every few years to align with changed market conditicns. During the year, we
embarked on ane such major project and aligned it with our 3-year strategic planning
exercise which was due for 2004. One of the most reputed management consuiting
firms worked with us to give us an outsider's perspective and we conducted a thorough
strategic analysis of our existing businesses in terms of our competitive position in the
market, vajue drivers of each business and assessment of our capabilities. This
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coupled with an overview of the market growth helped us to come up with a number
of strategic initiatives to significantly improve the economic value of the bank in the
next three years. One of the basic shifts in our approach came with the adoption of
Economic Profit as a key measurement of value creation for the bank.

A 3-year strategy covering the period 2005-2007 has been developed and approved.
The whole strategy development exercise was based on an intense analysis of the value
drivers of each product and develcpment of a value proposition with Ssuperior
competitive advantage. Cur business specific strategy covers not only the geographic
scope, product participation and pricing strategies but also the source of competitive
advantage. Improved Risk Management, superior Service Quality and Talent
Management are the three major strategic priorities for which bank-wide plans, cutting
across the business lines, are prepared and being deployed. Measurement systems to
evaluate the success of the strategy and implementaticn efforts have been revamped
and target KPls for each strategic business initiative, customer initiative, talent
management and the financials have been set.

if aur 2004 performance was inspiring our plans for 2005 are exciting. We have all the
resources it takes to deploy the strategic plan with precision. | have faith in the
commitment and ability of our team and am confident of not only meeting our 2005
planned targets but also of delivering sustained performance during the next plan
period.

Thank you.

Abdul-Aziz Abdulia Al-Ghurair
Chief Executive Officer
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INDEPENDENT AUDITOR'S REPORT

The Shareholders
Mashregbank psc
Dubai

United Arab Emirates

We have audited the accompanying consolidated balance sheet of Mashregbank psc (the "Bank”} and Subsidiaries (collectively the “Group”} as
of December 31, 2004 and the related consolidated statements of income, changes in equity and cash flows for the year then ended. These
consolidated finanicial statememts are the responsibility of the Directors of the Bank. Our responsibility 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 require that we plan and perform the audit to
obtain reasonable assurance about whether the financial staterments are free of materigl misstatement. An audit includes examining, on & test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accaunting principtes
used and significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that cur audit
provides a reasonable basis for cur opinion.

in our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of the Group
as of December 31, 2004 and the result of its operations and cash flows for the year then ended in accordance with International Financiat
Reporting Standards and the Central Bank of the United Arab Emirates requirements.

Aisc, in our opinien, the Bank has maintained proper baoks of accounts and the information included in the Directors' Report is in agreement with
the accounting records. We obtained ali the information and explanations which we considered necessary for our audit, According to the
information available to us, there were no contraventions during the year of the U.A.E. Federal Commercial Companies Law No. 8 of 1984, as
amended, or of the Bank's Articles of Association which might have materiafly affected the financial position of the Bank or the results of its
operations for the year.

Deloitte & Touche

Dubai
January 10, 2005 Saba Sindaha (Reg. No. 410)




CONSOLIDATED BALANCE SHEET

as of December 31

2004 2003

Note AED'000 US$°000 AED'0OC Uss'ooa
Assets :
Cash and balances with central banks 3 3,058,500 832,698 2,483,731 676,213
Deposits and balances due from banks 4 4,649,506 1,265,861 4,905,185 1,335,471
tpans and advances (net) 5 17,845,387 4,858,532 14,738,630 4,012,695
Interest receivable and other assets 5] 835,018 227,339 537,870 146,439
Investment in securities 7 5,240,765 1,426,835 3,258,756 887,212
fnvestment property 8 145,493 39,611 140,942 38.372
Property and equipment 9 174,159 47,416 171,481 46,687
Totalassets. 238598 7143,088.
Liabilities
Custorners’ deposits 10 21,107,058 5,746,544 18,763.29C 5,108,437
Deposits and balances due te banks 11 3,090,409 841,386 2,285,995 622,378
Insurance and life assurance funds 12 189,143 51,495 129,173 35,168
Medium-term fleating rate notes 13 1,101,900 300,000 . .
Long-term loans 14 45,786 12,466 51,678 14,070
Interest payabie and other liabilities 15 1,159,461 315,671 800,311 217,89
Total liabilities 26,693,757 7,267,562 22,030,447 5,997,944
Minority irterest 16 404,803 110,211 216,606 58,872
Shareholders' equity
Share capital 17(a) 787,450 214,388 715,864 194,899
Statutory and legal reserves 17(b) 393,984 107,265 371,323 101,095
General reserve 17(c) 312.000 84,944 312,000 84,544
Cumulative translation adjustment (9,845) (2,680) (23,624) (6,432)
Cumutative changes in fair values and ouher reserves 516,459 140,610 241,622 65,783
Retained earnings 2,495,867 679,517 2.121,805 577.676
Propesed dividends 38 354,353 96,475 250,552 68,215
Total shareholders’ equity 4,850,268 1,320,519 3,989,542 1,086,180

B98Oz 26236585 7,143,008

The accompanying notes form an integral part of these consolidated financial statements.
The financial statements on pages 27 to 44 were approved by the Board of Directors and signed on its behalf by:

Abdulta Ahmed Al Ghurair
Chairman

Abdul Aziz Abdulla Al Ghurair
Chief Executive Officer




CONSOLIDATED INCOME STATEMENT

for the year ended December 31

2004 2003
Note AEDY000 Uss$'o00 AED'0Q00 Uss$'coo
Interest income 19 1,423,612 387,588 1,109,633 302,705
Interest expense 20 (558,584) (152,078} (359,881} {97,980)
Net interest income 865,028 235,510 749,752 204,125
Net commission income 245,701 66,894 180,833 51.956
Other income 21 610,293 166,156 488,053 132,876
Operating income 1,721,022 468,560 1,428,638 388,957
General and administrative expenses 22 (568,233} (154,896) (518,634) (141,202)
Allowances for loans and advances and )
other financial assets 23 (312,470) {85,072) (187,757) {51.119}
839,619 228,592 722,247 186,636
Prefit on disposat of certain foreign branches 37 . - 7.253 1,975
Write-off of cumuiative translation adjustment on
disposal of subsidiary and certain foreign branches 37 {10,165) (2,767} (81,044) (24,787)
Income before taxes and minority interest 829,454 225,825 638,456 173,824
Taxation {4,083) (1,112} 1.669 454
Net income before minority interest 825,371 224,713 640,125 174,278
Minority interest 16 (74,295} (20,227) (39,4471} (10,738)
163,540
Eamings perishare 0 I a0 T gt AFDI9 B4 USS280 .. AED7:63 US$ 2.08

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




CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

for the year ended December 31, 2004

Share
tapital
AED'COQ

Balance at December 31, 2002 715,864
Changes i fair value of investments

during the yaar -
Nel, prafit for the year -
Transfer to statutory and legal reserves
Proposed cash dividend -
Proposed bonus shares -
Dividend paid
Querseas entities” ranslavon acjustment -
Cumulative adjusirnent in Tair values

of investment properties
Balanca #t Decernber 31,2003

Changes in fair value of investments

during the year -
Met prafit for the year -
Transfer to stalutory and legal reserves
Proposed cash dividend .
Praposed bonus shares
Dividend paid .
Banus shares distributed during the year 71,586

Overseas entities’ translation adjustment

Statutory
and legal
reserves

AED'QGO

366,770

4,553

General
reserve

AEDQ0D

312,000

The accomparnying noles form an integral part of these consclidated financial statements.

Cumuiative
transtation
adjustment

AED'QQ0

{119,387)

95,763

Cumulative
changes in
fair values
and ather
reserves

AED'000

Retained
earings
AED'000

127,365 1,762,349

128,134

(13.877)

274,837

.600‘684
{4.553)
{178.966)
(71,586}

13.877

751,076

{22,661}
{275.608}

{78,745)

" 516:459'.2:495, 867"

23

Proposed Proposed
cash bonus
dividend shares Total Total

AED'O00 AED'DDD  AED'D0Q Uss'ooe

214,759 - 3,378,720 820,152

- - 128134 34,886
- - 600684 163.540

178965 . - .

71.586 . -

[214,753) - (214,759) 158.470)

95,763 26.072

178,966 6 3,989,642 1,086,780

- 214837 74826

- . 751076 204,486
275,608 - -

- 78,745 - -

1178.986) - (178.968  (48,725)

- (71589 - .

- - 13,7719 3,752

78,745, 4,850,266 1,320,519




CONSOLIDATED CASH FLOW STATEMENT

for the year ended December 31

Cash flows from operating activities
Net income for the year
Adjustments to reconcile net income ta net cash
provided by operating activities:
Depreciation of property and equipment
Fair value adjustment - trading investments
Transiation adjustment for the year
Allowance for impairment of {oans and advances
Fair value adjustment - property investment
Loss/(gain) on sale of property and equipment
Cumulative translation adjustment written off

Changes in eperating assets and liabilities:
Increase in deposits with central banks for regulatory purposes
{increase)/decrease in bank deposits maturing after three months
Increase in advances to customers
Increase in interest receivable and other assets
{Increase)/decrease in trading securities - net
Increase in customers’ deposits :
Increase in medium-term fleating rate notes
Decrease in long-term loans
Increase/(decrease) in deposits and balances due to banks
increase in insurance and life assurance funds
ncrease in interest payable and other liabilities

Net cash provided by operating activities
Cash flows from investing activities
Purchase of property and equipment

Praceeds from sale of property and eguipment
Purchase of non-trading investments, net

Net cash used in investing activities

Cash flows from financing activities
Dividend paid
Increase in minority interest

Net cash from/{used in) financing activities

(Decrease)fincrease-im-cash:and-cash gquivalents. .
{Now 26} . T '

2004 2003

AED'GCO US$'000 AEDQODQ US$'G00
751,076 204,486 500,684 163,540
35,763 9,737 35,79 9,744
(24,034) (6,544) (37,699 {10,264)
3,614 984 4,719 1.285
242,263 65,958 179,102 48,762
{15,505) (4,221) (35.441) (9.649
1,765 481 (7.235) (1.270)
10,165 2,767 91,044 24,787
(126,939) {34,560} (86.768) {23.623)
(395,681) {107,727} 406,471 110,664
(3.349,020) (911,794) (2.335,723) (635.917)
(297,148) (80,901) {34,386) {9.362
(1,496,700} (407,487) 24,978 6,801
2,343,768 638,107 2,049,619 558,025
1,101,900 300,000 - -
{5,892} (1,604) (5,387) (1.467)
804,414 219,008 (243,108} (66,188)
59,870 16,327 31,900 8,685
358,150 97,781 33,438 9,104
2,929 798 672,000 182,957
(40,653) {11,068) {38.826) (10.577)
447 122 20,704 5,637
(175,484) (47,777} {450,388} (122,627)
(215.690) (58,723) (468,510) (127,5585)
(178,966) (48,725) (214.759) (58,470)
188,197 51,238 77,132 21,000
9,231 2,513 {137,627) (37.470)
(203,530) '(55,412) 65,863 17,932

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




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

for the year ended December 31, 2004

1.Status and activities

Mashregbank psc (the “Bank”) was incarporated in the Esnirate of Dubai in 1967 under a decree issued by The Ruler of Dubai. The Bank
operates through its branches and subsidiaries in the United Arab Emirates, Bahrain, Egypt, Hong Keng, india, Qatar, the United Kingdom
and the United States of America.

At December 31, 2004, Mashregbank psc Group (the “Group®) comprises the Bank and its subsidiaries as follows:

Country of Ownership
incorporation interest
%
Osool - a Finance Company United Arab Emirates 98
Oman Insurance Company Limited United Arab Emirates 63.65
Mindscape Information Technology United Arab Emirates g9
Mashreq Securities LLC United Arab Emirates 29

During 2004, the Bank liquidated its wholly-owned subsidiary "Mashreq Asia Limite¢ - Hong Kong” and transferred all of its assets
and liabiiities at net book value to Mashregbank - Hong Kong branch, which was opened in 2004,

During 2002, the Bank entered intc an "agreement to sel!” its Sri Lanka Branch and also agreed to transfer its investment in Pakistan
Branches into a specially formed company in which Mashregbank holds 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 incorparated
under the laws of Sudan) to form the Blue Nile Mashreg Bank, in which Mashregbank heid a mincrity stake and had no role in the day-
to-day management of the new entity. However, the Bank sold its share in Biue Nile Mashreg Bank at book value during 2004,

The results of the operations of these Branches for the period from January 1, 2003 to the date of disposal are inciuded in the
consolidated income statement of the year ended December 31, 2003.

2. Significant accounting pelicies

(a) Accounting cenvention and basis of preparation

(b

{c

—-—

—~

(i} The consolidated financial statements of Mashregbank psc Group are prepared under the historical cost convention, except for
certain 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 Standards) and Central Bank of the UA.E.
requirements as relates to the measurement and classification of properties acquired in settlement of debts.

(i) Basis of consclidation

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

Trade and settlement date accounting
All requtar way purchases and sales of financial assets are recognized on the sett{ement date.
Derivative financiat instruments and hedging

Derivative financial instruments 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
subsequently re-measured at fair vaiue. All derivatives are carried at their fair valugs as assets where the fair values are positive and
as liabilities where the fair values are negative.

Fair values 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 rading purposes are recognized in the Income statement. Derivatives hetd
for trading also include those derivatives which do not qualify for hedge accounting as described below.

Far the purpose of hedge accounting, hedges are classified into two categories: (a) fair value hedges which hedge the exposure 10
changes in the fair value of a recognized asset or liability; and (b) cash flow hedges which hedge expaosure to variability in cash flows
that are either attributable to a particular risk associated with a recognized asset or liability, or a forecasted transaction / firm
commitment that wil} 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 flaws of the hedging instrument should effectively offset corresponding changes in the hedged itern and should be reliabiy
measurable. At inception of the hedge, the risk management objective and strategy is documented including the identification of the
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hedging instrument, the related hedged item, the nature of risk being hedged, and how the Bank will assess the effectiveness of hedging
relationship. Subsequently, the hedge is requirad to be assessed and determined to be an effective hedge on an ongoing basis.

in relation to fair vatue 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 statement of income.

in relation to cash flow hedges which meet the criteria for hedge accounting, the portion of the gain or loss on the hedging instrument
that is determined to be an effective hedge is recognized 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 transactions, 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
statemnent. 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 liabifity is recognized, the asseciated gains or losses that had previously been recognized in other reserves are
included in the initial measurement of the acguisition cost or other carrying amount of the asset or liability. For all other cash flow
hedges, gains or losses recognized initially in ather 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 soid, terminated or exercised, or ne longer qualifies for
hedge accounting. At that point of time, any cumulative gain ar less on the cash flow hedging instrument that was recognized in ather
reserves is retained in shareholders’ equity untit the forecasted transaction occurs. Where the hedged forecasted transaction is no longer
expected to occur, the net cumuiative gain or loss recognized in other reserves is ransferred to the income statement for the peried.

Revenue recognition

Interest income and expense are recognised on a time proportion basis, taking account of the principal outstanding and the rate
applicable. Interest income and expensg include the amortization of discount or premium using the effective interest rate method.
Wien the interest or principal is in doubt, the recognition of income ceases, Commission and fee income are generaliy 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 frem general insurance activities are recognised in the acceunting period in which they incept except for premium
income from life assurance policies which 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 acquisiticn and maintenance costs are charged to expense as incurred,

Foreign currency transactions

The reporting currency of the Group is the U.A.E. Dirham (AED). However, for presentation purposes only, additional columns for US
Dollar equivalent amounts have been presented in the consolidated Balance Sheet, Income Statement, Changes in Equity and
Statement of Cash Flow and certain notes to the financial statements using a conversion rate of US$ 1.00 = AED 3.673.

Transactions denominated in foreign currencies are recorded in their respective local currencies at the rates of exchange prevailing at
the time of the transactions. Monetary assets and liabilities denominated in foreign currencies at the balance sheet date are ranslated
at the exchange rates prevailing at that date. Gains and [osses are reflected in net income for the year.

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

Loans and advances

Loans and advances are stated at cost less any amounts written off and allowance for impairment. They also include investments in
debt instruments acquired from the original 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 Central Bank of the U.A.E. guidance.

Investments

Trading 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-trading investments
These are classified as follows:
- Held-to-maturity

= Available for sale

All investments are initizlly 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 a systematic basis to
maturity using the effective interest methed and taken to interest income.

Held-to-maturity

investments which have fixed or determinable payments and which are intended to be held-te-maturity, are subsequently measured at
amartised cost, ess any pravisian for impairment in valuz. Amartised cost is calculated by taking into account any discount of premium
o acquisition.

Available-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-measuresnent o fair value are part of an effective hedging relationship, they are reported as a separate compenent of
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equity under the heading of cumulative changes in fair value, until the investment is sold, collected or otherwise disposed of, or the
investment is determined to be impaired, at which time the cumulative gain or foss previousky reporied in equity is included tn the
statement of income for the period. In relation to investments, which are part of an effective hedging relationship, any gain or loss
arising from a change in fair value is recognised directiy in the income statement.

Fair values
For investments traded in organised financiai markets, fair value is determined by reference quoted market bid prices at the close of
business on the balance sheet date.

For investmenits where there is no quoted market price, a reasonable estimate of the fair value is determined by reference ta 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
hase of the investment.

Impairment and uncollectability of financial assets

An assessment is made at each balance sheet date to determine whether there is objective evidence that a financial asset or graup of
financtal 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 vaiue of future anticipated cash flows, is recognized for the difference between the
recaverable amount and the carrying ameunt as foilows:

For financial 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 valug - where a loss has been recognised directly in equity as a resuit of the write-down of the asset to recoverahle amount, the
cumulative net loss, recognised in equity, is transferred to the income statement.

Financial assets are written off only in circumstances where effectively all possibie means of recovery have been exhausted.
investment property

Investment 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 and any directly attributable expenditure. For subseguent measurement purpeses, the
Group has chosen the fair value model as permitted by IAS 40, "!nvestment property”. under which the investment property is carried
at fair value with any revaluation gains or osses recognized in the income statement.

Property and equipment

Freehold land in use by the Group is carried at cost.

Buildings, equipment, office furniture and vehicies are stated at cost less accumulated depreciation. Depreciation is determined using
the straight-line method aver the estimated useful lives of the respective assets as foliows:-

Bark buildings 20 - 25 Years
Office equipment and vehicles 3 - 5 Years
Furniture, fixtures and computer mainframe hardware 7 Years
Improvements to freehold properties and others 5 - 10 Years

One year after property and equipment are fully depreciated, they are maintained at a net book value of ane currency unit by setting
off accumulated depreciation against cost.

Repurchase transactions

Securities seld under agreements to repurchase (“repos”) continue to be recognized in the balance sheet and are measursd in
accordance with the accounting policies for trading or for non-trading investments. 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 expensed over the life of each agreement.
Employees’ end-of-service indemnity

Provision is made for estimated amounts required to cover employess’ end-of-service indemnity 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 in accordance with Federal Law No.7 of 1998.

{m) Taxes on income

{n)

(o}

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

Offsetting of financiai assets and liabilities

Financial assets and liabilities are offset and reported net in the balance sheet only when there is a legally enforceable right to set off
the recagnized amounts or when the Group intends to settle an a net basis, or ta realize the asser and settle the liability simultanegusly.

Off balance sheet financial instruments

The Group utitizes 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.
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3.

Cash and balances with central banks

December 31,

2004

AED '000

Cash on hand 132,967
Balances with central banks:

Current accounts and other halances 485,500

Statutory cash ratio requirements 690,033

Certificates of deposit with the Central Bank of the U.A.E. 1,750,000

©. 3,058,500

2003
AED '000

126,851
68,786

563,094
1,725,000

" 2,483,731

The Bank is required to maintain statutory deposits with various central banks on demand, time and other deposits as per the statutory

requUirements.

. Deposits and balances due from banks

December 31,

2003

2004

AED '000 AED 000
Dermand 98,184 79,535
Quernight 243,902 270,434
Time 4,307,420 4,555,218
""" 4,649,506 .. 4,905,185

The above represent balances due from:
Banks abroad 4,569,147 4,285,059
Banks in the U.AE. 80,359 620,126
' 4.649,5060. 4,905,185

. Loans and advances {net)
December 31,

2004 2003
AED '000 AED '000
Overdrafts 3,322,695 2,514,708
Loans 14,488,545 12,120,987
Credit Cards 578,290 406,235
Criginated loans 239,219 336,070
Others 41,957 27,653
18,670,706 15,405,654
Less: Allowance for impairment (825,319} [B67.024)
17,845,387 14,738,630

Originated loans include debt securities amounting to AED 36.605 million (fair value of AED 36.805 miltion) [2003: AED 36.605 million

{fair value of AED 365,605 million)], which were sold during the year 2003 under a repurchase agreement (“repc”}.
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6.

December 31,

2004 2003
AED '000 AED '000

{b) Analysis by economic activities
Manufacturing 2,098,875 1.880.176
Constructicn 1,474,735 1,155,567
Trade ) 4,241,170 3,085,997
Transport and communication 638,469 566,976
Services 1,686,777 1,631,675
Banks and Financial fnstitutions 2,004,227 1,408,776
Personal 5,765,635 4,777,454
Government/Public Sector 439,516 475,730
Others 321,302 433,309
18,670,706 15,405,654
Less: Allowance for impairment (825,319} (667,024}
17,845,387 14,738,630

{c) At December 371, 2004 the fair value of coilateral held was AEC 4,721 million (2003: AED 3,762 millicn).

{d} In certain cases, the Bank continues to carry classified doubtful debts and delinquent accounts on its backs even 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 increased gross Icans and advances receivable. Accounts are written off only when alt legal and other avenues
for recovery or settlement are exhausted. The value of leans and advances, including fully provided accounts on which interest is not

taken to income amounted to AED 483 million at December 31, 2004 (2003 AEDR 567 million).

{e) The movements in the atlowance for the impairment of loans and advances during the year were as follows:

December 31,

2004

AED '000

Balance at beginning of the year 667,024

impairment allowance for the year 280,101
Amounts written off during the year (106,278}
Recoveries during the year (15.528)
. I . _ 325’319:.

2003

AED "000
1,337.845
326.887
(941,485)
(56,217}

. 667,024

The amount of impairment allowance for the year includes AED 38 million (2003: AED 148 million) of interest accrued on impaired

loans and advances for litigation purposes which is not taken to income.

{f) Included in the total impairment allowance at the balance sheet date is AED 303 million (2003: AED 133 million) being allowance
against losses which are likely to be present in any bank’s loans and advances portfolio and which have not been specifically identified.

December 31,

interest receivable and other assets
2004
AED '000
Interest receivable 86,004
Prepaid interest and expenses 21,798
Inward orders for payment pending -
Taxes paid in advance 47,461
Clearing suspense 1.442
Positive fair value of derivatives 387,472
Insurance related receivables 193,052
Credit Cards interchange receivables 44,983
Others 52,806
835,018

2003
AED 000

68.098
22,161
20,753
50.275
(698}
178,370
118,252
40,817
39,742

537,870
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7. Investment in securities
December 31,
2004 2003
AED '000 AED '000
Securities
Trading pertfelio :
Debt securities - 1,369,520 773.610
Eguities 171,343 3.118
Discretionary managed fund 1,107,732 471,143
Other investments 287,094 167,084
2,935,689 1,414,955
Availabie-for-sale
Debt securities 686,380 428,508
Equities 1,129,991 726,185
Others 13,043 5,709
1,829,414 1,161,402
Held-to-maturity
Debt securities 475,662 682,399
- iTotah T UB240768 0 3,258,756
The fair value of investments classified under held-to-maturity amounted tc AED 476.054 million as of December 31, 2004
(2003: AED 680.591 million).
The above investments include debt securities aggregating to AED 583.213 million (2003: AED 562.621 million) [hetd-for-trading at fair
value of AED 356.268 miliion {2003: AED 337.741 million), available-for-szle at fair value of AED 80.025 million (2003: AED 77.959
million) and held-to-maturity at amortized cost of AED 146,920 million - at fair value of AED 146.920 million (2003: AED 146.820
million - at fair value of AED 146.920 million)j sold under a repurchase agreement ("repo”) and which are fully substitutable (Note 11).
8. Investment preperty
S December 31,
2004 - 2003
AED '000 AED '000
Interest in buildings and freehold land - January 1, 140,842 112,089
Sold during the year (10,954) (6.598)
Change in fair value during the year 15,505 35,441
L usass o apgez
9. Property and equipment
Properties Furniture,  Improvements
Properties acquired in fixtures, to freehold Capital
for own settlement egquipment properties work-in-
use of debts & vehicles and others progress Total
AED '000 AED "000 AED '000 AED '000 AED '000 AED '000
Cost
At December 31, 2003 143,667 17,351 125,681 105,728 - 392,427
Additions 17 - 13.358 10,951 16,327 40,653
Disposalsiwrite-offs (1.673) (815) {11,668) (31.649) - (45,803)
At December 31, 2004 142,011 16,536 127,373 85,030 16,327 387.277
Accumulated depreciation
At December 31, 2003 65,882 - 88,163 56,901 - 220,948
Charge for the year 4,842 - 15,439 15,482 - 35,763
Disposalsfwrite-offs (1,673) - (11.,420) (30,498} - (43,5971,
At December 31, 2004 69,051 - 92,182 51,885 - 213,118
Carrying amount
'At Decembei 31 2004 7. i 72,0600 . . 16,536 . 35171 . 33,145 18,327 174,159
At December 31, 2003 ' . 71785 17,351 - 37518 . as.827 - 171.481

At the balance sheet date. the fair value of properties acquired in settlement of debts was AED 98.8 miilion (2003: AED 73.93 million).
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10.Customers’ deposits

1

-

December 31,

2004 2003

AED '000 AED "G00

Current and other accounts 3,570,057 2,718,622
Saving accounts 412,415 474,503
Time depasits 17,124,586 15,630,165

PR S e e R e L 21,107,068 0 0 18,763,290

.Deposits and balances due to banks

December 31,

2004 2003
AED ‘000 AED '0CO
Demand ’ 350,553 214,212
Overnight 240,737 136,788
Time 2,499,119 1,934,085
Vit 3,000,409 2,285,995

The above represent borrowings from:
Banks in the U.AE. 119,738 249,598
Banks abroad 2,970,671 2,036,359
Overseas central banks - 38
~+3,090,409 7,285,995

Borrowings from banks abroad include the following:

(a) Counter-party lability relating to a 3-year repurchase agreement (“repo”) for AED 367.3 million {US$ 100 million} maturing in
September 2006. The loan carries a floating rate of interest that is fixed by reference to the 3 months USD-LIBOR-BBA (same
in 2003).

{b) Counter-party liability relating to a 3-month repurchase agreement ("repo”) for AED 147.434 miilion (US$ 40. 14 million) maturing in
February 2005 (2003 matured in February 2004). The loan carries an interest rate fixed by reference to the 3-month LIBOR.

Borrowings from banks abroad for 2004 included an amount of AED 550.95 miilion (US$ 150 million) being a loan ohtained through a
syndicate of banks. The loan carries a floating rate of interest, which is fixed by reference to a 6 months LIBOR rate.

12.Insurance and life assurance funds

December 31,

Unearned Life 2004 2003

Outstanding premium Additional assurance
claims reserve reserve fund Total Totai
AED’000 AED'OCD AED'000 AED'00C AED'COO AED'COO
January 1, 34,103 654,917 18,747 11,406 128,173 87,273
Increase 25,658 23,116 1,000 10,196 59,870 31,900
December 31, 7 ton S 697610. . 88033 19,7477 21,602 189,143 | 128,73

Reserve funds are calculated as a percentage of annual premiums earned, net of reinsurance. Additional reserves are also made for the
estimated excess of potential claims and claims incurred but not reported at the balance sheet date.

13.Medium-term floating rate notes

During the year 2004, Mashreqbank psc has established a Euro Medium Term Note (EMTN) programme for US$ 750 million
(AED 2.754.75 million) under fiscal agency agreement dated February 4, 2004 with JP Morgan Chase Bank.

Under the EMTN programme, Mashregbank psc has issued first tranche of US$ 300 million (AED 1,101.8 million) Floating Rate Notes in
February 2004 due on February 27, 2009 at discount of 0.242%. The notes bear an interest rate equal to the 3 months LIBCR plus 0.55%.
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14.Long-term loans

These represent long-term loans previded by the Real Estate Committee of the U.A.E. to refinance real estate loans made by the Bank to
various ULA.E, citizens, which are included in loans and advances.

15.Interest payable and other liabilities

December 31,

2004 2003

AED '000 AED '000

Accrued interest payable 122,159 87,308
Interest and income received in advance 74,154 36,734
Provision for staff terminal benefits 72,254 68,200
Provision for taxation 41,789 46.087
Pay orders issued 43,392 36.13%
Negative fair valug of derivatives 410,876 190.616
Credit Cards interchange fee income 17,027 11.033
Insurance premium collected in advance 174,525 108,224
Accrued expenses 95,868 95,379
Others 107,407 123,580
...... 11,159,461° ... 800,311

16.Minarity interest

December 31,

2004 2003

AED '000 AED 'C0O0

Balance, January 1, 216,606 139.474
Dividends {9,087} {9,098)
Share in cumulative changes in fair values 122,989 46,789
Share of net income for the year 74,295 39,441
G TA04803 0 - 216,606

17.Shareholders’ equity
(a) Share capital
The authorized share capital of the Bank is -AED 1,500 million and was divided inte 15,000,000 ordinary shares of AED 100 each.
On April 3, 2003, the sharehoelders resclved, in their 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.

During 2004 the proposed bonus shares, of 1 share for each 10 shares, was approved by the Board of Directors and ratified by the
shareholders at the Annual General Meeting.

As of December 31, 2004, 78,745,018 ordinary shares of AED 10 each (2003: 71,586,380 cordinary shares of AED 10 each) werg
issued and fully paid up.

{b) Statutory and legal reserves
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 established by the respective regulatory authorities (in the U. A. E. this level
is 50% of the issued share capital). The legal reserve relates to the Bank's foreign operations. Neither the statutory reserve nor the
legal reserve is available for distribution.

(c} 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.




18.Contra accounts and commitments

{a) Contra accounts (memoranda)
Guarantees
Letters of credit
Acceptances

(b) Derivative financial instryments {Note 33)

(¢} Other commitments
Uncalled capital on investments held

{d) Contra accounts - maturity profite

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

Within

3 months

AED'000

Guarantees 5,045,597
Letters of credit 2,149,312
Acceptances 611,741

. Total
Within
3 months
AED'CCC
Guarantees 4,703,862
Letters of credit 1,640,542
Acceptances 384,573
CTotall 118,728,977

19. Interest income

Loans and advances
Central Banks
Banks

Investments

Over
Jte 6
months
AED*000

1,424,150
936,856
207,364

ot ;2',558'.37.0"':. .

Over
3te6
months
AED'OOD

749,797
602,226
125,156

147779

December 31,

2004 2003
AED '000 AED '000
9,423,370 7,488,141
3,517.497 2.589.636
831,786 640,968
13,772,653 10,718,745
33,210,054 9,452,725
2,023 4,569
45,984,730 20,176,039
2004
Qver
6to12 Over
months 1 year Total
AED'000 AED'000 AED'CO0
489,019 2,464,604 9,423,370
431,329 . 3,517,497
12,681 - 831,786
933,029 2464,604 13,772,653
2003
Over
Gto 12 Gver
months 1 year Totai
AER'00Q AED'00Q AED'0C0
721,063  1.313.419 7,488.141
253,738 93,130 2,589,636
87.662 43,577 640,968
. 1.062;463° . 1,450,126 -~ 10,718,745

Year ended December 31,

2004
AED '000

1,088,427
15,455
235,098
84,632

©. 1,423,612

2003
AED '000C
811,039

18.887

108.069
71,638

1,109,633
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20.Interest expense

Year ended December 31,

. 2004

AED '000

Customers’ deposits 397,581

Central Banks i

Banks 160,993
....... . R 558'584 .

2

pary

.Other income

.. 2003
AED ‘000
264,813

18,979
76.089

359,881

Year ended December 37,

2004

AED '000

Net realized investment gains 104,646
Falr value adjustments of trading investments 24,034
Dividends inceme 23,453
Income from investment property 19,930
Credit Card related fee income 81,644
Fees and charges on banking services 158,782
Foreign exchange gains (net) 62,148
tnsurance underariting profit 93,953
(Loss)/gain on sale of property and equipment (1,765)
Rental income from investment property (net) 4,064
Others 39,404
610;293

22 General and administrative expenses

2003
AED ‘000

18.352
37,699
20,810
43,125
59,935
148,854
62,900
77.365
7.235
3,533
8,245

~488,053

Year ended December 31,

) 2004

AED '000

Salaries and emplayee related expenses 346,232

Depreciation on property and equipment 35,763

Other general and administration expenses 186,938
868038

2003

AED '000
305,830

35,791
176,913

518,634

Salaries and employee related expenses include AED 80 million {2003: AED 52.4 million) incentive bonus to employees and executive

officers of the Group.
The number of employees of the Group was 1,813 as of December 31, 2004 (1,834 as of December 37, 2003).

23.Altowances feor loans and advances and other financial assets

e ...2004
Corporate and Non-specific
Retail others [Mote 5 (f}]
AED'00Q ALD'OOC AED'0CC
Provision for impaired loans and advances 6,560 114,944 120,759
Provision for investments - 5,848 -
Write-off of impaired loans to
income statement 137,181 4,176 -
Recovery of loans previeusly written off (62,669) (14,329) -
'Total.':':".:'-"'{" L R : ::;231,057{2:_: :5:;1;1d,_639;.§1'-_120,759-'-'
2003
Corporate and Non-specific
Retail others [Note 5(f)]
AED'COC AED'000 AED'00C
Provision for impaired loans and advances 50,6592 103.283 25,127
Provision for investments and others - 20.878 -
Write-off of impaired loans to
income statement 57,505 2,102
Recovery of loans previously written off (46,148) (25,682)

Total T DTt e L .62,068 - 100,581 25,127

Total
ARED'OGO

242,263
5,848

141,357
(76,998)

- 312470

Total
AED'DO0

178.102
20,878

59,607
{71,830)

187,757




24.Earnings per share

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

Net income for the year {AED'00C)

Number of ordinary shares outstanding

Earnings per share (AED)

Year ended December 371,

2004 2003

AED '000 AED '000
751,076 600.684
78,745,018 78,745,018
9.54 7.63

The number of ordinary shares outstanding as of December 31, 2003 has been adjusted 1o reflect the bonus shares issued during 2004

[Note 17 {a)l.

25.Foreign: restricted assets

Net assets equivalent to AED 48.723 million as of December 31, 2004 (2003: AED 43.647 million) maintained by certain branches of
the Bank, operating outside the United Arab Emirates, are subject to exchange control regulations of the countries in which these branches

operate.

26.Cash and cash equivalents

Cash and cash equivalents consist of cash on hand, central bank certificates of deposits, balances with banks and money market

placements, as follows:

Cash on hand, current accounts
and deposits with central banks
Deposits and bajances due from banks

Less: Deposits with central banks
for requiatory purposes

Less: Deposits maturing after 3 months

Decreaséin cash ajn_diéas}"l;equigv_dl'enis_-'-i 2004 [(é}j— (37 IR

Cash on hand, current accounts
and deposits with central banks

Deposits and balances due from banks

Less: Deposits with central banks
for regulatory purposes

Less: Deposits maturing after 3 months

IRcrease In cash and cash equivalents - 2003-[(a) - ()]

December 31,

2004 2003

AED '000 AED '000

3,058,500 2,483,731

4,649,506 4,905,185
7,708,006 7,388,816
(690.033) (563.094)
(1,248,773) (853,082

5,769,200 (a}

5,972,730 (b)

1(203,530)

December 37,

2003

2002
AED '000 AED '000
2,483,731 3,079.178
4,905,185 4,563,578
7,388,916 7,642,756
(563,094) (476.326)
{853,092} (1.258.563)
5,972,730 {a) 5,906,867 (b)

65,863
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27.Related party transactions

Certain related parties {directors and major shareholders of the Bank and companies of which they are principal owners} are customers of
the Bank and its subsidiaries in the ordinary course of business. Transactions with such related parties are made on substantially the same
terms, including interest rates and collateral, as those prevailing at the same time for comparable transactions with unrelated parties and
do not involve more than a normal amount of risk.

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

December 31,

2004 2003

AED "000 AED ‘000

Advances to customers 277,454 379,806

Deposits from customers 568,305 710,767

Letters of cradit, guarantees and acceptances 989,661 753,932
Net income for the year includes related party transacticns as follows:

Interest income 12,559 11,480

Interest expense 14,293 10,748

Other income 33,917 31.450
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28.Interest rate sensitivity - 2004

The Bank's interest sensitivity position, based on the contractual re-pricing ar maturity dates, whichever dates are earlier as at December

31, 2004 was as foilows:

Assels
Cash and balances with central banks

Deposits and balances due from banks

Loans and advances (net)

Interest receivable and other assets
Investments in securities

Investment property

Property and equipment,

Total aséets -

Liabilities and shareholders’ funds
Customers’ deposits

Deposits and balances due to banks
Insurance and life assurance funds
Medium-term floating rate notes
Long-term loans

Interest payable and other liabilities
Minarity interest

Proposed bonus shares

Proposed dividend

Shareholders' funds

Within
3 months
AED'000

1,783,234
3,860,498
12,353,996

1,332,632

*.19,330,360 -

10,349,843
2,000,547

1,101,900

Qver
3106
months
AED'O00D

643.038
1.588.651

877,304

3,109,093

1.637.330
601,586

Qver Over
6to 12 Tto5
months years

AED'000  AED'QO0

20,692 23,067
1.115.854 2,536,163

98,786 54,469

1,235,342 2,613,699

1.650,737 1,859,630
200.642

On Baiance Sheet gap
Off Balance Sheet gap

* Cultulate iteiest rats
sensitivity. gap-2004:

Curulative i_ﬁLerest_faté- . -;'
sénsitivity-gap - 2003 T

5.878.070

{62,567)

| 51684608

871,077

(25,365)

6,661,215

4,485,590 4,382,435 - 7,263,393 6:818,403 -

(616.037) 754,069
14,849 72,983

Over Non-interest

5 years
AED'Q00

6.649
242.421

39Mn

253,081

3.331

3,331

249,710

27..6,887,179:7,136,889 ' -0

sensitive
AED'000

1,275,266
95.562
7,302
835.018
2,873,593
145,493
174.159

5,406,393

5,606,187
287.634
189,143

45,786
1,159,461
404,803
78,745
275,608
4,496,915

12,543,282

(7.136,889)

Total
AED'CO0

3,058,500
4,649,506
17.845 387
835,018
5,240,765
145,493
174,159

31,948;828

21,107,058
3,090,409
189,143
1,101,900
45,788
1.169.4861
404,803
78.745
275,608
4,495,915

' 31,948,828

The effective interest rate* on bank placements and certificates of deposits with central bank was 1.63% (2003: 1.46%}. on lcans and
advances 6.39% (2003: 6.88%;, on customer deposits 1.82% (2003:1.62%) and on bank borrowings 2.06% (2003:1.84%).

*The effective interest rate (effective yield) of a monetary financial instrument is the rate that, when used in a present value calculation,
results in the carrying amount of the instrument, excluding non-interest bearing iterns. The rate is a historical rate for a fixed rate
instrument carried at amortized cost and the current market rate for a floating rate instrurment or for an instrument carried at fair value.
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29. Maturities of assets and liabilities - 2004

Over
Within 3106
3 months menths
AED'Q00 AED'QOC

Assets
Cash and balances with central banks 3,058,500 -
Deposits and balances due from banks 3,400,733 266,509
lL.oans and advances - net 8,483,431 1,722,158
Interest receivable and cther assets 85,891 749,127

Investments in securities 2,935,689
Investment property -
Property and equipment - R

Towalssets Ll a7isea a8 2,797,704 4326625

Liabilities and shareholders’ funds
Custermers’ deposits 15,867.688 1,679,943
Deposits and balances due to banks 1,775,382 40,373
Insurance and life assurance funds - .
Medium-term floating rate notes

Long-term leans - .
Interest payable and cther liabilities 915,653 118,766
Minority interest - .
Proposed bonus shares -

Proposed dividend
Shareholders’ funds

Total labilities ‘and shiarcholders” equity:

1,839,082

Maturity profile 2003

- Total a8sety "

Maturities of assets and liabilities have been determined on the basis of the remaining period from the balance sheet date to the

contractual maturity date.

78 2,956,395

1713338 1,293,948

Over
5 years
AED’000

6.649
788,625

40,701
142,486
174,159

11,152,620

45,786
5,181
404,803
78,745

4,485,915

5,030,440, 31,948,828

738,699 26,236,595

- 4707.000 26,236,595



30, Concentrations of assets, liabilities and off balance sheet items

Geographic regions

December 31, 2004 Decermber 31, 2003
Off Balance Off Balance
Assets Liabilities Sheet items Assets Liabilities Sheet itemns
AED0Q0 AED'CO0 AED'000 AEDO0C AED'000 AED'0O0C
U.AE. 18,821,867 25,709,039 12,871,070 15,273,671 22,346,824 10,140,052
Other Middle East countries 3,646,239 2,336,795 363,022 3,151,597 1.814,721 170,852
0.EC.D. 5,569,845 2,757,562 387,246 4,750,750 1,346,540 313,032
COthers 3,910,777 1,145,432 151,315 3,080,577 728,510 94.80¢
CTetal 31,048,828 31,948,828 13,772,653 26236595 26,236,595 10,718,745
Industry Sector
December 31, 2004 December 31, 2003
Off Balance Off Balance
Assets Liabilities  Sheet items Assets Liabilities Sheet items

AED'GOQ AED'GO0 AED"000 AED Q00 AED'CO0  AED'OO0O

Government and Public Sector 1,250,760 1,866,040 105,378 806,538 2,153,228 21,492
Commercial & Business 10,275,887 8,864,918 10,344,188 8,253,756 6,778,676 7,024,152
Personal 5,666,106 8,691,314 25,815 4,179,535 8,074,330 55,012
Financial Institutions 11,518,851 6,173,826 3,191,804 10,374,472 4,492,361 3,563,076
Others 3,237,724 6,352,730 105,378 2,622,294 4,738,000 55,013

1,948,828 31,948,828 " 113,772,653 26,236,595 26,236,595:10,718,745

“Total,
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- Total operaling income . | 1

::  Total operating income

31.Segmental information

Net interest income

QOther income

Write off of cumulative transiation
adjustment on disposal of subsidiary

General and administrative expenses
Allowances for loans and advances

and other financial assets

Income before taxes and minority interest
Taxation

Net income before minerity interest

Minority interest

Net interest income

Other income

Prefit on disposal of certain
foreign branches

Write off of cumulative translation

adjustment on disposal of certain
fareign branches

General and administrative expenses

Allewances for igans and advances
and other financiat assets

Income before taxes and minority interest
Taxation
Net income before minority interest

Minority interest

Segment Assets

Segment |iabilities

Retail
AED'0CO

505,717

181,010

6B 7T

Retail
AED'G00

464,766

158,652

Corporate
AED'000

246.795

224,525

Corporate
AED'0QC

202,581

171,332

477,320

2004
Treasury &
Financial Investment
Institutions Banking
AED'O00  AED'OCO
50.247 23,398
87,548 108,714

. 819,527

..... 2003
Treasury &
Financial Investment
Institutions Banking
AED'QOD  AED'0O0
29,454 24,888

72,361 89,611

5,143,431 . 9,075,310 2,394,240 7,931,200

4,603,200

14,645,215

754,600 975,800

187,795 132112

Insurance
AED'000

1.150

248,568

249718

Head Office
and

Others
AED'000
37,721
5,629

. 43,350

445,060 2:415,650 26,693,757

. Head dfﬁée

Insurance
AED'000

457

151.059

1sts1e

178,108

275.527

and
Others
AED0Q00
27,606
35871

83,477

914,305

776,105

751,076

Total
AED'000

865,028
855,994

1,721,022

(10,185)

1,710,857

{568,933)

{312,470)

829,454
{4,083)

825,371

{74,295}

Total
AED00O

748,752
678,886

© 1,428,638

7.253

(91,044)

1,344,847

(518.634)

(187.757)
638,456
1,669

640,125

(39.441)

600,684
126,236,595

22,030,447




