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Our Mission

In pursuit of :

« Quality People

 Quality Service

+ Quality Earnings

It 15 our obsession with Quality that led us to dedicate our
efforts for the next 3 years in pursuit of MISSION 3Qs
‘Quality People, Quality Service and Quality Earmings’
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The extraordinary performance posted by
the UAE Financial sector in 2005 had set
a tone of high expectations for 2006 The
overall economic activity remained
extremely buoyant durning the year
Economic growth fueled by high o1l prices
and infrastructure spending created a
strong demand for banking products and
services across the region

We participated 1n all sectors of the
economy registering an all-round growth
1n our core lines of businesses Total
Assets increased by 22% 1n 2006 to reach
AED 56 7 Bilhon Loans and Advances,
including the recently introduced Islame
financing products, went up to AED 29 4
Billion, a growth of 32% The bank
maintained 1its conservative policy on
hquidity management by keeping
Advances to Deposits ratio at 83% and, at
the same time, raising medium/long-term
financing as an alternative source of

Mr. Abdulla Bin
Ahmed Al Ghurair

Chairman

funding Customer Deposits increased
from AED 30 Billion 1n 2005 to AED 34 6
Billion 1n 2006 and medium term
borrewing went up by 48% Shareholders
equity (excluding Minorty Interest)
improved marginally from AED 7 3 Ballion
to AED 7 4 Bilhion 1n 2006 The growth
was impacted by the dechine in the value
of investment portfolic due to the
depressed capital market However,
Capital Adequacy ratio remained very
robust at 17 52%

The Operating Income at AED 2 827
Bilhon 1s lower by 9% as compared to
2005 Interest margins, although under
pressure from ntense competition,
remained healthy and the bank’s Net
Interest Income 1ncreased by 15% to
reach AED 1 1 Billion Fee and Other
Income at AED 1 7 Bilhion 15 lower by
20% as compared to last year mainly
due to lower Investment Income of our
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subsidiary, Oman Insurance Company
on the back of depressed capital
market Excluding Investment Income,
Other Income increased by 22% as
compared to 2005 Operating Expenses
went up by 33% to reach AED 1 03
Billion This hefty increase mainly
comes from 1nvestment :n Human
Resources and infrastructure building
for future expansion

Through a continuous focus on superior
risk management practices, portfeho
quality has improved significantly
Notwithstanding, as a prudent policy,
we maintain a very healthy level of
allowances for Loans and Advances
We added another AED 102 Million to
General Allowances bringing the Total
Allowances to AED 924 Malhon NPL
coverage improved from 2 16 times to
2 44 times and General Provision to
Advances ratio remained high at 1 9%

The Net Profit after tax and risk cost at
AED 1 571 Billion 15 10% lower than last
year's record number of AED 1 739
Billhon The return on Average Assets at
3% and on Average Equity at 21% 15 one
of the best 1n the country In order to
meet the ambitious growth plans of the
bank, additional equity will be required

Important Indicators

Therefore, your Board has decided to
recommend a stock dividend of 30% to
further strengthen the equity of the bank

Operating Environment

The free fall of stock markets 1n 2006
wiped off bilhons from the market
capitalization but could not dampen the
buoyant econemuc sentiments Barring
capital markets, rest of the sectors of the
economy performed extremely well The
year also witnessed many landmark
transactions and imtiatives launched by
the public and private sector entities

The year started with Dubai Port World's
acqusition of the Penunsular and Steam
Nawvigation Company followed by various
other high profile acquasitions of
international prime assets 1n UAE entities
This has established the UAE as a serious
mvestor 1n the international market

The long-awaited IPO of the second
telecommunications operator, Emirates
Integrated Telecommunications Company
and the Dubai Financial Market were well
received and were oversubscribed multiple
times A US$ 15 Bilhon global aerospace
company was launched i Dubair which
will participate 1n aerospace business
globally, including development and
management of airports

2005 2004 20002
Advances To Customer Deposits 85% T4% 85% 79% 75%
Laquidity (Liquid Assets To Total Assets) 42% 47% 38% 3% 41%
Equity To Total Assets 13 00% 15 60% 14 80% 14 84% 13 82%
Return On Average Equty (Pre-Tax) 21 55% 28 84% 17 09% 16 25% 16 18%
Return On Average Equity (After-Tax) 21.46% 28 13% 16 99% 16 30% 15 75%
Return On Average Assets {(Pre-Tax) 3 05% 4 40% 253% 233% 2 18%
Return On Average Assets (After-Tax) 3 04% 4 39% 2 52% 2 34% 212%
Efficiency Ratios 36 48% 25 00% 33 06% 3630% 4023%




Several mega projects were launched
during the year ke AED 100 Billion
Sadiyat Island project Tatweer unveiled
their hospitality and tourtsm development
project of 'Al Bawady,' Dubar Holdings
launched the new waterfront development
- 'The Lagoons ' Road and Transport
Authority in Dubai awarded AED 4 Billion
contract for Phase-II of the Dubai Mono
Rail project The industry estimates the
value of projects either planned or 1n the
implementation stage at US$ 300 Billion

Abu Dhab restructured 1ts investment
bodies replacing the world's biggest
investor Abu Dhab Investment Authority
with the new Abu Dhabi Investment
Council Abu Dhab: Economic
Development Council was established to
facilitate the development of Abu Dhab1
emirate The major shift 1n policy
announced 1s the mandate to Abu Dhab1
Investment Council to invest locally

and mternationally

Nominal GDP of the UAE after growing by
over 20% for the last 2 years slowed a bit
1n 2006 and 1s expected to grow at 14% to
reach US$ 154 Billion The surging ol
revenue 1s expected to boost the current
account surplus to US§ 41 Bilhon whach 1s
27% of the GDP The consohdated budget
of the country had been 1n surplus since
2005 This year 1t 15 expected to reach
AED 40 Bilhon which 15 over 7% of GDP

The real estate market including rentals
remained high as demand outpaced the
supply of office space and residential
umts The nsing inflation posed a threat
but Government polictes aimed at
restricting 1t to manageable level had a
mtigating effect

The streng credit demand led to further
credit expansion During the first §
months of the year, credit to residents and
nen-residents went up by 16% whereas

Total Deposits of the banking sector went
up by 7% In short, the operating
environment was bullish, regulatory and
fiscal reforms were on course, and
Government policies were aimed at
facilitating the growth which enabled the
financial sector to post excellent results

Future Qutiook

Despite the weak capital market and the
nsing nflation, the overall economic
outlook 1s overwhelmingly positive based on
large current accounts and budget surplus,
high Government spending, successful
implementation of hiberal economc policies
and strong corporate earnings The
economic fundamentals are sound and the
country 1s posed for unabated growth 1n
the short to medium term

Your bank has invested 1n the nght
infrastructure and 1s ready to leverage the
market opportunities for a yet another
successful year 1n 2007 Our strategy 1s to
dedicate optimum resources on high
growth areas within our core businesses
and, also to focus on new lines of
businesses like Investment banking,
Islamic banking and Prionty banking
which have extremely high growth
potential Our plans are drawn with
stretched targets and we are confident to
deliver superior returns to our
stakeholders 1n 2007

Before I close I would like to thank our
employees for their dedication and hard
work without which this performance
would not have been possible I would
also hke to thank all our customers, the
Government of the UAE and the Central
Bank of the UAE for their valued support

Thank you

Abdulla Bin Ahmed Al Ghurair
Chairman
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Review

I look back at the accomplhishments of
2006 with great satisfaction as during the
year significant progress was made 1n
several key areas We steadfastly stayed
on course and followed our well-charted
strategy to build Mashreq franchise for a
sustainable long-term growth The
hallmark of our strategic priorities
remained, creating a sustainable
competitive advantage through superor
quality, introducing new products and
services, improving productivity and
efficiency, optimizing risk reward equation
by managing nsk well and building a
talent pool of human capital

The Retail Banking business was re-
positioned 1n the wake of changing business
environment and severat new services /
products were launched to diversify the
revenue and improve the qualhty of earmings
The newly-estabhshed businesses of

- Chief Executive Officer's

Investment Banking and Business Banking
proved highly successful thereby
conschidating our position 1n the market and

enhancing the Fee Income contribution

The sharpened focus on Service Quality and
Process Re engineering brought a marked
improvement in Service Delivery standards
Risk Management remained a core
competency of the bank The prudent risk
management pohctes and state-of-the-art
tools and techmques helped us to improve
asset quahty and reduce credit costs

Qur continuous 1nvestments 1n our people
enabled us to attract and retain the best
talent Employment and development of
UAE Nationals remained our hugh prionty
and we achieved sigmificant success 1n this
area by partnering with Emirates
National Development Program (ENDP)
and Higher Colleges of Technology (HCT)




Fitch Ratings upgraded Mashregbank's
Issuer Default rate from “A-" to “A”, Short
Term rating from “F2” to “F1” with stable
outlock In 2006, Mashreqgbank was
named as the best bank 1n the UAE by the
leading imnternational finance journal,

Euromoney magazine

Corporate and Investment Banking

Traditional areas of business, such as
contracting finance and trade finance have
continued to perform well, supporting our
clients 1n their expansion Our relatively
new business finance operation focusing
on the middle market segment of the
economy continued to show strong growth,
and significantly expanded 1ts market
penetration Staffing was strengthened,
experienced resources were brought on
board, and geographical coverage
expanded As a result, the importance of

this market segment grew signmificantly

H.E. Abdul-Aziz Abdulla -
Al-Ghurair '
Chief Executive Officer

making 1t a very meamngful contributer to
the bank's performance Investment
banking facilitated clients' access to debt
and equity capital markets and became
our fastest growing business area 1n 2006
The Investment Banking team, which was
continuously strengthened throughout the
year, closed a number of flagship
transactions, the most noteworthy being
the US $600 million syndicated loan lead
arranged for Dubai International Capital
and the US § 60mm syndicated facility for
12 Etisalat In addition, we were
appointed Mandated Lead Arranger for
several high profile project finance
transactions 1n the region, mecluding the
US% 1 49 hilhon facility for Emirates
Sembcorp Water & Power (Fujawrah 2),
US$ 2 5 lllion facihity for Equate
Petrochemicals, Kuwait, US§ 2 5 bilhion
facility for Orascom Telecom, Egypt and
US$ 2 hithon facility for Rehance
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Petroleum, India We also raxsed more
than US$ 11 billion, while serving as a
recetving bank m the IPO's of Tamweel,
EITC, DFM and Gulf Navigation We
believe that this particular area presents
sigmficant opportumties of growth for the
Bank Our Qatar presence was beefed up
and a very experienced management
resource brought on board to run it
Marketing staff was also increased,
resulting 1n an almost 1mmediate positive

umpact on the Group's performance

Strong demand for credit from our
clhientele resulted in a growth of over 30%
1n the corporate loan book Corporate and
Investment banking revenue for the year
grew by 20% and contributed about a third
of the banking revenue of Mashreqbank
Group’s continuous focus on credit risk
management and a beginmng economy
allowed us to mamtain a sohd portfoho
quality Throughout the year, the
Corporate and Investment Banking Group
has been striving to improve on the
quality of the service provided to our
chents A new function has been created to
monitor and constantly improve on service

delivery quahty

Retail Banking

Mashregbank Group offers Retail Banking
products and services through the bank and
1ts wholly owned subsidiary, Osocol-A
Finance Company Both entities have
dufferent products and serves different

segments of the market

The Quality road we had embarked on last
year with our “Massion 3Qs” served us well
in the year under review An elaborate
Quality infrastructure has been set-up
across the business to ensure proper
measurement and montoring of Quabty
standards It allowed us to establish an
even greater “relationship” focus for the

customer segments we serve  We enhanced
our mvestment on staff traimning and process
re-engineering to fulfill our desire to be the
best brand 1n the region dehvering world

class financial services to our customers

We are extremely proud of our distribution
network and we increased our physical
touch points for our customers to 222 over
the year We now have 47 branches, 10
Unats of Osoal, three Customer Service
Centres complemented by 162 off-site
ATMs so our customers are never far from
accessing their funds from anywhere 1n
the UAE This physical network 1s
strengthened by our presence 1n cyber
space where we saw a sharp increase 1n
our Mashreqonline usage with our new
and improved look and subscriptions to e-
statements continued to grow Our 24x7
call center continues to offer world class

service to add to the distribution mix

Innovation continued as a theme for the
bank and we were the first to offer the
“Easy Saver” product which offers the
highest interest rate option mn the market
to support our customer's savings
behavior We also launched
“Mashreqbank UAE Gate Prepaid
MasterCard,” the first of 1ts kind, with an
e-Gate card with payment functionality
This product received the MasterCard
Product award recognmzing excellence in
card innovation We also saw the single
largest draw 1n the history of our flagship
Mashreq Milhonaire product when a
customer won AED 4 mllion 1n a single
draw! We also crossed the milestone of our
150th millionaire customer - Mashreq

truly makes more milhonaires!

Our credit cards business continued to
offer increased value to our customer
base Not only did our card base increase

but we also mnvested 1n our acquiring



network We were the first bank to be
ready with EMV comphant solution for
our merchant partners and we updated
our entire fleet of POS terminals We
continued re carding our debit card
customers with a chip enabled debit
card so they too can access the rich
reward and loyalty program that had
been previously available only for cur

credit card customers

Contributing over a third of the Group's
banking revenues, our Retail business
assets grew by 13% and revenue by 20%

as compared to previous year

Treasury and Capital Markets

2006 was a mixed year for the regional
capital markets, with most stock markets
1n a distinctly bearish mood, but fixed
income 1ssuance and primary market
activity remaming strong Treasury and
Capital Markets continued to grow and
invest 1n 1ts business Several key
1nitiatives were undertaken during the
year focusing on improving delivery of
product to the customer This business
contributed about 9% of the banking

revenue of the Group

Mashreq Securities introduced 1its online
trading facihities during 2006 whach
provides chents with fast and rehable
access to both the Dubai Financial
Market and the Abu Dhali Securities
Market The onhine trading facihity 1s
complemented via dedicated Call Centers
established to assist chents with their
trading activaties The past year also
saw the establishment of several
dedicated Customer Lounges by Mashreq
Securities for 1ts VIP chents The
lounges create a frnendly and
personalized trading environment for our

preferred customers

In the area of Asset Management,
Mashregbank launched two additional
mutual funds under the Makaseb
umbrella The Makaseb Kuwait Equity
Fund and the Makaseb Oman-Bahrain
Equity Fund provide greater flexibility to
1mnvestors to access the dynamic and fast
growing Gulf economies Along with our
existing top performing single and multi-
country equaty funds, Mashregbank 1s well
on 1its way to achieving a pre-eminent
position in the regional investment

management space

Mashreq Capital, our DIFC subsidiary
mmtiated the Emerging Markets Credit
Opportumties Fund The Fund 15 the first
DFSA approved and regulated multi-
strategy fund The Emerging Markets
Credit Opportunities Fund 15 expected to
provide mvestors with attractive total
rates of return through exposure to credit
related investment opportunities in
emerging markets globally

Financial Institutions

Year 2006 marks the successful
completion of 10 years of Correspondent
Banking business 1n Mashregbank We
have grown from a small team of 20 people
in Dubau to over 125 professionals 1n
Dubai, New York, Hong Kong, London,
India, Karachi & Dhaka The revenues
have increased more than 15 times over
the decade Revenue contribution
mncreased to 7 2% of the banking revenue
of the Group Quality service has been the
key word for success We have been able to
position ourselves as a service provider of
cross border execution capabilities
Branches at money centers ike New York,
Hong Kong, London & Mumbai have been
provrding cross border trade and payment
facilities to the customers The
representative offices at Karachi and
Dhaka are keeping a close relationship 1n

the respective countries
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We have been able to exploit our
technological and operational capabilities
to 1mprove efficiency and response to
customer queries Overseas branch
operations for two branches have been
moved to Dubai under Centralized
Operations Umt We have become &
member of Euro Clearing House & CHIPS
The enhanced Web based KYC system has
been implemented to facihitate enhanced
due diligence We have implemented the
new rsk ratings for banks i line with

Basel II recommendation

We intend to expand our network and one
or two more offices / branches at overseas
locations are planned during year 2007
We have reviewed our payment business
capabhties and have concluded to have a
more sophusticated payment system at
New York The system will be available by
mud of 2007 capable of handling increased
business volume and offer a wader range of

products to meet the customer needs

Al Badr Islamic Banking

The establishment of Islamic banking
as a separate lme of business has been
part of our strategy for a while This
yvear we were able to materialize our
aspiration and a separate Business
Division was launched We have
followed a two-pronged strategy by
setting-up a separate subsidiary with a
paid-up capital of AED 500 Million, Al
Badr [slamic Finance Company, which
1s licensed by the Central Bank of the
UAE as an Islamic Finance company
We also launched Islamic Banking
products through a separate window
within the bank under Al Badr brand
Both the mitiatives are launched
during the year Al Badr Finance
Company opened 1ts first branch 1n the

month of December

The bank has taken extra care to ensure
that the Islamic balance sheet and Income
and Expenses are totally separate and do
not mx with the conventional one We also
have a Shara Board which 1s represented
by well-known scholars and they not only
approve all products and services but also |
oversee that all policies and procedures are

Sharia comphant

In the first year of operations, we have
bult a book of AED 827 Million of assets
and AED 750 Million of habihities

It 18 a humble beginning but our plans

are ambitious

Insurance

Qur Insurance subsidiary, Oman
Insurance Company which had an
extraordinary year in 2005 continued to
grow 1ts insurance business and became
the first insurance company 1n the
market with premium revenues of over
AED 1 Billion The profit from Insurance
business went up by 32% to reach AED
148 Million However, the capital market
dechne impacted their Investment
Income which reduced the overall profit
from AED 755 Million 1n 2005 to AED
203 Million 1n 2006

Risk Management
Mashregbank has a well developed Risk

Management frame work comprising
policies, analytics and processes to manage
the many components of nsk - Credit Risk,
Market Risk and Operational Risk The
overall objective 1s to support growth of
high quabity earming assets while managing
nsks of the portfoho within acceptable
boundanes In terms of Basel II, the Bank
1s prepaning to adopt Internal Rating based
approach for Credit Risk, Standardized
approach for Market Risk and Basic
Indicator approach for Operational Risk
Thus, the Bank 1s well-prepared for
implementation of the guidelines



During the past two years, the Bank
completed a comprehensive Credit Risk
Analytics project The bank has developed
new risk rating tools for commercial
credits and scoring models for retail
products, 1t has adopted a new umversal
risk rating scale covering the entire
portfohio Sophisticated statistical
techmgues are used for estimating default
probabihties, for calculating economic
capital and for measuring customer /
product profitability Despite a sigmficant
growth 1n assets, Bank's overall portfolio
quality remains robust The Bank has a
conservative policy for early recogmtion of
impairment, and for building up a
sufficient cushion of reserves for non-

performing assets

We measure Corporate Credit Risk
through quantitative and quahtative
analysis, and assign a default probability
rating to the borrowers Retail Credit
Risk 1s managed throughout a borrower's
credit cycle Credit policies and product
programs are approved independently by
nisk management The Bank uses
statistical techmques for momtoring the
portfohio by product and by vintage
Changes 1n credit parameters and pricing
are made on the basis of ongoing
evaluation of nsk adjusted profitability
The Bank has completed development of
eredit scoring models and has commenced
using scoring 1n the retail credit and
marketing processes We manage market
risk through appropriate policies, lumit
setting and momtonng, stop loss
mechamsms, and allocating economic
capital based upon value at sk and

portfolio stress testing

Operational Efficiency

The latter half of 2006 saw the
consolidation of all business operations

under one umbrella The objective of

ey

Loy

setting-up the new Operations Group 15 to
ensure seamless end customer delivery
across the businaess segments with
consistent quality and mimmized

operations risk

The resultant synergies of such a re-
organization will be beneficial both to
transactional productivity as well as
operational efficiency Some early benefits
have already resulted from the merger of
retar] and wholesale credit operations and
the integration of the Bank's global
correspondent banking operations into the
UAE foreign trade and payments dwisions
Also, centralization of non-financial
transactions processing units hke
account opening & mamtenance,
customer service and ATM & Cash
pooling will further enhance efficiency,

productivity and standardization

In order to update 1ts IT minfrastructure to
meet the challenges of the future, Mashreq l
engaged a world-renowned IT consulting
organization to study its IT systems and to
recommend a five year integrated
business-IT strategy The key objective of
this imtiative was to ensure that Mashreq
maintains its position as a business and
technology leader 1in the region Based on
the study, the five-year plan for technology
refresh has been approved and was

launched during the year

A new application was developed to
support the Islamic banking 1nitiative,
namely Badr Al Islami New systems
were purchased to support the bank's
business in the Securities and
Bancassurance areas The online trading
system was enhanced to achieve end-to-
end automation, from capturing trade to
maintaining chent position A new
system was implemented to record gold

exchange trades

Mashregbank Annual Report
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In order to safeguard and enhance our
customers' confidence 1n our services,
Mashreq online banking certification was
upgraded to 13027001

Audit, Review & Compliance

This function was restructured during
the year to better align itself with the
Bank's needs It 1s totally independent of
both business and hine functions, 1t 1s
responsible for carrying out independent
audits and reviews of Mashreqbank's
entire Credit Portfolio, all the Operating,
Technology, Business, Functional and
Support areas to assess the adequacy of
the controls in keeping with the Bank's
defined risk appetite and directives Its
methodology continues to evolve to deal
with the current and immerging risks,
dimensions, pelicles and processes

of the Bank

The Group provides assurance to the Board
of Dhrectors, CEQ and Senior Management
on the adequacy of controls in the Banlk,

while promoting best practice

The Compliance arm provides ongoing
critical support in ensuring that the Bank
strictly observes all the regulatory and
ant: money laundering requirements 1t 1s
subject to Mashregbank utilizes a world
class automated AML transaction
monitoring system coupled with a client

screening solution that 1s second to none

Human Resources Development

In keeping with the bank’'s mission and
corporate values, traxmng and developing
employees continued to be the key focus of
the orgamzation 2006 was a record year
for traxming which saw over 450 programs
and over 12,000 traiming man days In
additzon to the various in house programs,
many accredited external orgamzations
were idennified to certify and train staff in
specialized fields We tied up with the
Secunities and Investment Institute, UK
(SII) to provide certification to our entire
mvestment team and continued our
hiaison with Institute of Leadership
Management (ILM, UK) for certification
in Leadership and supervisory skills In

order to embed “sales and service”

ASSETS 2006 2005

B Other Assets 5.5% 41%

B Cash And Bank Balances 19.3% 23 8%
|

" M Advances 51.8% 47 8%

[

B Investments 23.4% 24 3%
‘ LIABILITIES

B Long Term And QOther Liabibties 13 6% 12 4%

B Customer Deposits 61.1% 64 5%

I Bank Deposits 12.3% 7 5%

E® Shareholders’ Equity 13.0% 156%




oriented culture, we mmitiated a series of
Sales & Service programs across the
Retaill Banking group We also undertook
the task of training our entire staff on the
bank's new brand direction eLearning
programs were launched to bring
learming to the staff at their desktop and
over 3000 staff went through different

internal and external programs

Nationals' traiming and development
continued to be another area of great
unportance Comprehensive traiming
programs were designed for graduate and
high school batches to provide them with a
combination of classroom programs on
banking and customer service as well as
on the job traiming at Mashreq branches
A “Fast Track” program was designed to
prepare selected National employees for

the role of Local Market Managers

UAE Nationals' recruitment was a
strategic priority for us Mashreqbank
partnered with Emirates National
Development Program to train & recruit
80 front line UAE national staff for
different positions across the branches

We are the first bank to sign a partnership
“MOU” with the Higher Colleges of
Technology that will result 1n several
exchanges between the 2 institutions over

the years to come Through a focused

approach we were able to attract 280 UAE
Nationals to join the bank which helped us
to exceed our target of the Emiratisation
percentage The percentage of UAE
National employees by end of 2006 had
reached over 28% which 15 6% more than
2005 year-end number thus exceeding the
annual target of 4% growth

Conctusion

Supernor performance each year ramses
the bar and becomes a benchmark for the
future The review of our operations as
glanced across above reassures us of our
preparedness to meet the challenge The
vibrant UAE economy will certainly add
to our efforts Our investment 1n
distribution network, IT infrastructure,
operational efficiency, nsk management
and human capital augurs well for the
continued profitable growth of the bank
1 2007 and beyond

] am thankful to all Mashreq employees
who have always rnsen to the occasion and
have worked as a close krut team to achieve

such excellent results year after year

Thank you

Abdul-Aziz Abdulla Al-Ghurair
Chief Executive Officer
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Worldwide Presence

UAE BRANCHES
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Sharjah Gold Centre
DHAID
Dhaxd
FUJAIRAH
Fuarsh
KHORFAKEKAN
Khorfakkan
AJMAN
Ajyman Main
Grand Station
EKALBA
Kalba
DIBBA
Dibba
RAS AL KHAIMAH
Ras Al Khaimah Mamn
Nalcheel
UMM AL QUWAIN
Umm Al Quwain

Tel

04 3624760
04 2057556
04 - 3534000
04 2623100
04 7067710
04 - 3632000

06 5118227
06 5077606
06 5742888
06 5772282
06 - 5344747
06 5660560
06 - B027419
09 - 2221100
09 2385295

06 7017319
06 - 7430300

09 2777430

09 2444230

07 - 2361644
07 2281695

06 - 7666948

Fax

04 - 3624759
04 - 2956043
04 3531854
04 - 2662887
04 2723786
04 3632205

06 5689590
06 5745334
06 - 5744446
06 5772977
06 - 5340188
06 5668599
06 - 8822418
09 . 2226860
09 - 2387189

06 - 7426650
06 - 7431133

09 - 2778950

09 - 2443831

07 2363620
07 2281880

06 7664948



CUSTOMER SERVICES UNIT Mashreq S ties LL.C g‘f12223333 ga;22606
ABU DHARBI Tel F Asnreq securiiles 4 1
Madinat Zaved 02 6312578 02.6310776 Injaz Services FZ LLC 042223333 04-2226061
DUBAT Y Al Badr Islamic Finance (PJSC) 04 2955206  04-2948931
Mashreq Capital (DIFC) Ltd  04.2223333 042283491
E;l;a Plaza gz ggégggg gj ggggg;?f Al Yamama Services FZ LLC 04 2223333 04-2283491
SHARJAH BAHRAIN
Sahara Mall 06 5319550 06 5319351 Makaseb Funds Co BSC 973 17 535455 973 17 535406
Makaseb Funds Co BSC 11
SUBSIDIARIES Makaseb Funds Co BSC III
UAE - DUBAT
Oman Insurance Co Psec 04 2624000 04-2690110 BRITISH VIRGIN ISLANDS
(8 Branches in UAE) Roya Executive Ltd Ornston Lamited
Tix 46030 OIC EM ‘g‘:cgh’?mﬂ Criil‘Y- P? Box 662, Drake Chambers, PO Box 3321,
0Os0ol A Finance Co 04-2737000  04-7066966 ad Town, Tortola Road Town, Tortola
(10 Branches in UAE) Bracebndge Limited
Mindscape Information 04-2714333 04 2722985 Drake Chambers, PO Box 3321
Technology LLC Road Town, Tortola
OVERSEAS BRANCHES
AFRICA ¥alnzgga) ASIA EUROPE SE%RCI%SENTATIVE
4) 4445100
Egypt e 974) 4929288 Hong Kong London
Cairc Fax (974) 492928 Tel 852 25212938 Tel 44 20 7382 4000 Bangladesh

Tel (202) 5710417-9
Fax (202) 5710423
SWIFT MSHQ EG CA

MIDDLE EAST

Bahrain
Tel (973) 17-504444
Fax (973) 17 215990

QATAR

Doha Head office
Tel (974) 4413213
Fax (974) 4413880
Tix 4235 MSHQ DH
SWIFT MSQ QA QA

TV Roundabout
Tel (974) 4888622
Fax (974) 4867207

Rayan
Tel (974) 4803588
Fax (874) 4803017

C Ring Road
Tel (974) 4249666
Fax (974) 4249647

Fax 852 25214289

SWIFT MSHQ HK HH

INDIA

Mumbai
Tel 91 22-66327200
Fax 91 22-663015654

SWIFT MSHQ IN BB

Tel 91 22-66301556

New Delln
Tel 91-11 23350560
Fax 51 11 23357143

SWIFT MSHQ IN BB

Tel 81 11 23350561
Fax 91 11-23357146

Fax 44 20 72566 9717
SWIFT MSHQGB

AMERICA

New York

Tel 01 212-545-8200

Fax 01-212 545 0918
SWIFT MSHQ US 33

Tel 88 02 9550761
2L, Fax BB 02 7124195

Pakistan

Karach:

Tel 92 21 565 6830
Fax 92-21 565687273
(PABX)
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CUSTOMER DEPOSITS AND ADVANCES
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The Shareholders
Mashregbank psc
Dubai

United Arab Emirates

Report on the Consolidated Financial Statements

We have audited the accompanying consohdated financal statements of Mashregbank psc (“the Bank™ and
Subsidiarmes (collecuvely “the Group”) (a Public Shareholding Company), which compnse the consohdated balance
sheet as of December 31, 2006, and the consolidated income statement, consolidated statement of changes 1n equity
and consolidated cash flow statement for the year then ended, and a summary of significant accounting pohicies and
other explanatory notes '

Management's Responstbility for the Consolidated Financial Statements

Management 1s responsible for the preparation and fair presentation of these consolidated financial statements 1n
accordance with International Financial Reporting Standards This responsibility includes designing, implementing
and mamtainng internal control relevant to the preparation and fair presentation of consolhidated financial
statements that are free from matenial misstatement, whether due to fraud or error, selecting and applying
appropriate accounting policies, and making accounting estimates that are reasonable int the circumstances

Auditor's Responsibtlity

Our responsibility 18 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
comply with ethical requirements and plan and perform the audit to obtain reasonable assurance whether the
financial statements are free from matertal misstatement An audit involves performing procedures to obtain audit
evidence about the amounts and disclosures 1n the financial statements The procedures selected depend on the
auditor's judgment, 1including the assessment of the risks of material msstatement of the financial statements,
whether due to fraud or error In making those risk assessments, the auditor considers internal control relevant to
the Group's preparation and fair presentation of the financal statements in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an gpimon on the effectiveness of the
Group's internal control An audit alse includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by management, as well as evaluating the overall presentation of the
financial statements

We believe that the audit evidence we have obtained 1s sufficient and appropriate to provide a basis for our
audit opinion

Opinion

In our opimion, the consolidated financial statements present fairly, 1n all material respects, the financial position of
the Group as of December 31, 20086, and 1its financial performance for the year then ended 1n eonformity with the
accounting policies deseribed 1n Note 2 to the financial statements and as per format of circular 445 of 1987 155ued
by Central Bank of the United Arab Emirates

Report on Other Legal and Regulatory Requirements

Also, 1n our opmicn, the Group has maintained proper books of accounts The information contained in the directors’
report relating to the consohdated financial statements 1s 10 agreement with the hooks We obtained all 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 Compamnies Law No 8 of 1984,
as amended, or the Bank's Articles of Association which might have materially affected the financial position of the
Group or its financial performance

Deloitte & Touche

Saba Sindaha (Reg No 410)

Dubat
February 5, 2007

[ o1
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Consolidated Balance Sheet
as of December 31

Assets

Cash and balances with central banks
Deposits and balances due from banks
Loans and advances (net)

Islamic financing and investment products
Customer acceptances

Interest receivable and other assets
Investment 1n securities

Investment property

Property and equipment

[P - o ~ -— ——— -

Total assets
Liabilities
Deposits and balances due to banks
Customers' deposits

Islamic customers' deposits
Insurance and lhife assurance funds
Customer acceptances

Interest payable and other habihities
Medium-term floating rate notes
Long-term loans

Total Labilities
Equity

Capital and reserves

Share capital

Statutory and legal reserves
General reserve

Cumulative translation adjustment
Investments revaluation reserve
Retained earnings

Equity attributable to equity holders
of the parent

Minonty interest

Total equity

%006 .. 2005
Note AED'000 US$'000 AED'000 US$000
Equivalent Equvalent
5 2,405,688 654,965 4,004,935 1,090,372
6 8,556,912 2,329,679 7,066,495 1,823,903
7 28,572,233 7,778,991 22269429 6,063,008
8 829,014 225,705 . .
1,157,635 315,174 800,164 217,850
9 1,624,170 442,192 893,548 243,274
10 12,935,449 3,521,766 11,090,130 3,019,366
1 361,739 98,486 224,103 61,014
12 302,275 82,296 193,827 52,771
7 56,745,115 15,449,254 46,542,631 12,671,568
13 6,988,150 1,902,573 3,500,231 952,962
14 33,908,235 9,231,755 30,004,792 5,169,014
747,890 203,618 . .
15 373,940 101,807 260,448 70,909
1,157,635 315,174 800,164 217,850
16 2,199,236 598,757 1,495,887 407,266
17 3,397,525 925,000 2,295,625 625,000
18 23,541 6,409 30,665 8,349
48,796,152 13,285,093 38,387,812 10,451,350
19(a) 866,195 235,828 866,195 235,828
19() 469,453 127,812 468,839 127,645
19(c) 312,000 84,944 312,000 84,944
(11,449) (3,117 (16,005) (4,357)
184,220 50,155 1,467,341 399,494
5,557,149 1,512,973 4,160,362 1,132,688
7,377,568 2,008,595 7,258,732 1,976,242
20 571,395 155,566 896,087 243,966
7,948,963 2,164,161 8,154,819 2,220,208
56,745,115 46,542,631 12,671,558

Total habilities and equity

The accompanying notes form an integral part of these consohdated financial statements

15,449,254

The financial statements on pages 23 to 62 were approved by the Board of Directors and signed on 1ts behalf by

Abdulla Ahmed Al Ghurair
Chairman

Abdul Aziz Abdulla Al Ghurair
Chief Executive Officer
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Consolidated Income Statement
for the year ended December 31

Note
Interest income 22
Income from Islamic financing and
investment products 23
Total interest income and income from
Islamic financing and investment
products
Interest expense 24

Distributions to depositors - Islamic financing
Net interest income and income from

Islamic products net of distributions to
depositors

Net commission 1Income
Other income 25

Operating income

General and administrative expenses 26
Allowances for loans and advances and
other financal assets 27

Income before taxes
Income tax

Net income for the year

Attributed to

Equity holders of the parent
Minority interest 20

Earnings per share 28

2006 o 2005
AED'000 US5'000 AED'000  US$'000
Equivalent Equivalent
2,878,354 783,652 2,024,336 551,140
32,052 8,726
2,910,406 792,378 2,024,336 551,140
(1,763,923) (480,240) (1.049,752)  (285,802)
(28,505) (1.761) i i
1,117,978 304,377 974,584 965,338
300,888 81,919 313,331 85,306
1,408,572 383,494 1,818,941 495,219
2,827,438 769,790 3,106,856 845,863
(1,031,470) (280,825) (776,887)  (211,513)
(146,604) (39,914) (311,319) (84,759)
1,649,364 449,051 2,018,650 549,591
(6,622) (1,803) (6.,578) (1.791)
1,642,742 447,248 2,012,072 547,800
1,570,640 427,618 1,739,350 473,550
72,102 19,630 272,722 74,250
1,642,742 447,248 2,012,072 547,800
AED 18.13 US$4904  AED 2008  US$547

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




Consolidated Statement of Changes in Equity
for the year ended December 31, 2006

Atiributeble
Statutory Cumulative Investmerts to equity
Share  andlegal  Geceral translabon  revaltaion  Retamed  holdersof  Minomty
capital  reserves  reserve  adjustment reserve earmngs  the parent  ncerest Total Total
AEDOOD AED'O0d AEDOOd  AED'OOD AED'O00  AEDO0D AEDU0D  AED'D00 AEDON) US$000
At December 31, 2004 787,450 393,984 312,000 (9,845) 316,459 2,850,220 4,850,268 404,803 5,255,071 1,430,730
Changes i fawr value of investments
during the year 450 882 950,882 177010 1,127,892 307,677
(Overseas enttules' translanon adjustment (6,160) {6,160} (6,160) (1,676)
Total imcome/(expenses) recogrused
directly 1n equaty {6,160) 950,882 044,722 177,010 1,121,732 305,401
Net income for the year 1,739,350 1,739,350 272,722 2012072 547,800
Total income for the year - - . (6,160) 950,882 1,739,350 2,684,072 449732 3,133,804 853,201
Transfer to statutory and legal reserves 74,855 {74,835)
Drndend paid - {275608) (275,608 + (275,608)  (75,036)
Bonus shares 1ssued 78,745 (78,745)
Dividend paid to munonty . - - {11,314) {11,814} (3,2t6)
Share of minonty in newly formed
subsidianes 53,366 53,366 14,529
AtDecember 31,2605 66,195 468819 312000  (16005) 1467341 4160363 7258732  B9G0BT 8154819 2,200,208
Changes in fair value of mvestments
during the year - (1,283.121) (L,283,121)  (352849) (L635970) (445,404
Overseas entities' translation adjustment 4,556 - 4,556 4,556 1,240
Total 1ncome/{expenses) recognised
directly m equity 4556 {1,283,120) (218565  (352849) (L63L414)  (444,184)
Net meome for the year 1570640 1,570,640 TANZ 1642742 447248
Total income for the year - - . 4,556  (1,283,121) 1570,640 292,075  (280,47) 11,328 3,084
Transfer to siatutory and legal reserves 614 (614) -
Dradend pad . (173239 (173239 (35441 (208830 (56,815
Share of mingnty 1n newly formed
subsidianes - 1,500 1,500 408
Reductson in minorzhies’ share captal (10,004) (10,004) (2.724)

'At December 31, 2006 _

The accempanying notes form an wntegral part of these consolidated financial statements

C BB 469433 W00 (1449) 1420 550140 1371568 BTN TMBI63 2164161
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Consolidated Cash Flow Statement
for the year ended December 31

Cash flows from operating activities
Net income for the year

Adjustiments to reconcile net income to net cash
provided by operating activities
Depreciation of property and equaipment
Fair value adyustment - trading investments
Translation adjustment for the year
Allowance for impairment of loans and advances
Fair value adjustment - property investment
{Gamnlloss on sale of property and equipment

Changes 1n operating assets and habilities

Increase in deposits with central banks for regulatory purposes
Increase 1n bank deposits maturing after three months

Increase in advances to customers

Increase n Islamic finanecing and mvesting products
Increase 1n 1nterest receivable and other assets
Increase 1n trading securities - net

Increase 1n customers' deposits

Increase 1n Islamic customer deposits

Increase in medium-term floating rate notes
Decrease 1n long-term loans

Increase in deposits and balances due to banks
Increase in insurance and life assurance funds
Increase 1n interest payable and other hiabilities

Net cash (used in)/provided by operating activities

Cash flows from investing activities
Purchase of property and equipment
Proceeds from sale of property and equipment
Purchase of non-trading investments, net

Net cash used 1n 1investing activities

Cash flows from financing activities
Dividend paid to shareholders

Dividend paid to munority

Net capital (withdrawn)/introduced by miority

Net cash used 1n financing activities

(Decrease)increase 1n cash and cash equivalents
(Note 30)

2006 ~ 22005
AED'000 US§'000  AED'000  US$000
Equivalent Equivalent
1,642,742 447,248 2,012,072 547,800
53,949 14,687 34,370 9,357
(63,283) (17,229) (58,798) (16,008)
4,556 1,240 (6,160) (1,677)
83,124 22,631 208,442 56,750
(64,157) (17,467 (39,713)  (10,812)
(327) {89) 2,459 668
{(217,136) (59,117 (272,702) {74,245)
(623,716) (169,811) (703,377) (191,499)
{6,385,928) (1,738,614) (4,871,703) (1,326,356)

(829,014) (225,705) -

{730,622) (198,916) (58,530)  (15,935)
(3,163,929) (861,402) (3,872,757) (1,054,385)
3,903,443 1,062,740 8,897,734 2422471
747,890 203,618 - -
1,101,900 300,000 1,193,725 325,000
(7,124)  (1,939) (15,121 (4,117)
3,487,919 949,610 409,822 111,577
113,492 30,899 71,305 19,413
703,349 191,482 336,426 91,594
(242,872) (66,124) 3,267,494 889,697
(162,807)  (44,325) (58,750)  (15,995)
737 201 2,253 613
(327,556) (89,179) (589,596) (160,521
(489,626) (133,303) (646,093) (175,903)
(173,239) (47,166) (275608) (75,036)
(35,441) (9,649) (11,814) (3,216)
(8,504) (2,315) 53,366 14,529
(217,184) (59,130) (234,056) (63,723)
(949,682) (258,557) 2,387,345 649,971

The accompanying notes form an mtegral part of these consohdated financial statements



Notes to Consolidated Financral Statements
for the year ended December 31, 2006

1 General information

Mashregbank psc (the “Bank”) was incorporated in the Emurate of Dubai 1n 1967 under a decree 1ssued by The
Ruler of Duba: The Bank operates through 1its branches 1n the Umited Arab Emirates, Bahrain, Egypt, Hong
Kong, India, Qatar, the United Kingdom and the Umted States of America

At December 31, 2006, Mashregbank psc Group (the “Group™ comprises the Bank and its subsidiaries as follows

Place of

mcorporation  Proportion of Proportion of

(or registration) ownership
Name of subsidiary and operation interest
%
Osool - a Finance Company (PJSC) Umted Arab Emirates 98
Oman Insurance Company (PSC) Umted Arab Emirates 6365
Mindscape Information Technology United Arab Emirates 99
LLC
Mashreq Securities LLC United Arab Emirates 99 98
Injaz Services FZ LL.C United Arab Emjrates 100
Al Badr Isiamc Finance (PJSC) United Arab Emirates 99 70
Mashreq Capital (DIFC) Lamuted  Unated Arab Emurates 100
A] Yamama Services FZ LL.C United Arab Emirates 100
Makaseb Funds Company BSC Kingdom of Bahramn 99 90
Makaseb Funds Company BSCII  Kingdom of Bahrain 99 90
Makaseb Funds Company BSCIIT  Kingdom of Bahrain 99 90
Roya Executive Ltd Bnitish Virgin Islands *

Bracebridge Limited

Orrniston Limited

Bnitish Virgin Islands

British Virgin Islands

voting power
held

%

98

63 65

g9

99 98
100
99 70

100

100
99 90
99 90
99 90

100

100

100

Principal activity

Finance company
Insurance company

Software/Application
provider

Brokerage

Service provider
Islanic finance Co
Brokerage, asset
management & fund
management
Service provider
Managing funds
Managing funds
Managing funds
General activities

General activities

General activities

* Bank participation in capital 1s nominal, however the above subsidiaries are considered to be subsidianes by virtu

of 100% control

Mashreqbank Annual Reporr
2006



Adoption of new and revised International Financial Reporting Standards

In the current year, the Group has adopted all of the new and revised Standards and Interpretations 1ssued
by the International Accounting Standards Board (the IASB) and the International Financial Reporting
Interpretations Commttee (IFRIC) of the IASE that are relevant to 1ts operations and effective for annual
reporting periods beginming on January 1, 2006 The adoption of these new and revised Standards and
Interpretations had no material effect on the amounts reported for the current or prior vears in the
following areas

+ 1nvestments classified as at fair value through profit or loss, and
+ financial guarantee contracts

At the date of authorization of these financial statements, the following Standards and Interpretations were
11 1ssue but not yet effective

1AS 1 IAS 1 (Amendment) - Capital Disclosure (effective January 1, 2007)

IAS 1 (Amendment) requires the disclosure of information that enables users of the financial
statements to evaluate the entity's objectives, pohcies and processes for managing capital

IFRS 7 Financial Instruments Disclosures (effective January 1, 2007}

IFRS 7 replaces the disclosures required by IAS 30, Disclosures 1n the Financial Statements of
Banks and Simlar Financial Institutions, and parts of the disclosure requirements 1n IAS 32,
Fmancial Instruments Disclosure and Presentation The Group will apply IFRS 7 from annual
periods beginning January 1, 2007

IFRS 8 Operating Segments (effective January 1, 2009)

IFRS 8 replaces 1AS 14 Segment Reporitng It extends the scope of segment reporting to include
entities that hold agsets in a fiduciary capacity for a broad group of outsiders as well as entities
whose equity or debt securities are publicly traded and entities that are in the process of 1ssuing
equity or debt securities in public securities markets

IFRIC 7 Applying the Restatement Approach under IAS 29, Financial Reporting in Hypenniflationary
Economies (effective for annual periods beginning on or after March 1, 2006)

IFRIC 8 IFRIC 8 Scope of IFRS 2 (effective for annual periods beginning on or after May 1, 2006)

IFRIC 9 Reassessment of Embedded Derivatives (effective for annual periods beginning on or after June
1, 2006)

IFRIC 10 Intersm Financial Reporting and Impairment (effective for annual periods beginming on or after
November 1, 2006)

IFRIC 11  IFRS-2 Group Treasury Shares Transactions (effective for periods beginming March 1, 2007)
IFRIC 12  Service Concession Arrangements {effective for periods beginning January 1, 2009)

The Management anticipates that the adoption of these Standards and Interpretations (where applicable) 1n
future periods will have no material impact on the financial statements of the Group, except in case of IFRS
7 which when adopted will impact disclosures substantially

Limuitation of ability to designate financial assets and financial liabulities through profit or loss

Following amendments to IAS 39 Financial Instruments Recognition and Measurement 1n June 2005, the
ability of entities to designate any financial asset or financial rability as “at fair value through profit or loss”
(FVTPL) has been limited

Financial assets that can no longer be designated as at Fair Value Through Profit or Loss (FVTPL) are now
classified as either loans and receivables, held-to-matunty or available-for-sale financal assets, as
appropriate, and measured at amortised cost, or at farr value with changes 1n fair value recogmzed 1n equity,
according to their classification Financial habilities that can no longer be designated as at FVTPL are
classified as 'other’ financial hiabilities and measured at amortised cost



These changes have been applied by the Group 1n accordance with the transitional provisions of IAS 35 with
effect from the beginming of the comparative reporting period presented in these consohdated financial
statements (1 e wath effect from January 1, 2005)

Accounting for financial guarantee contracts

The [ASB has also amended IAS 39 Financial Instruments Recognition and Megsurement to require certain
financial guarantee contracts 1ssued by the Group to be accounted for in accordance with that Standard
Financial guarantee contracts that are accounted for 1n accordance with IAS 39 are measured imtially at theiwr
fair values, and subsequently measured at the higher of

. the amount of the obligation under the contract, as determined in accordance with [AS 37 Prouvisions,
Contingent Liabtlities and Contingent Assets, and

the amount mtially recogmsed less, where appropriate, cumulative amortisation recogmised in
accordance with the revenue recognition polcies set out 1n Note [3(c)] below

Significant accounting policies

(a) Accounting convention and basis of preparation

(1) The consolidated financial statements of Mashreqbank psc Group are prepared under the historical
cost convention, except for certain financial instruments and investment property which are carried
at fair value, 1n accordance with Internaticnal Financial Reporting Standards (IFRS) and Central
Bank of the UA E requirements as relates to the measurement and classification of properties
acquired 1n settlement of debts and impairment of loans and advances

(1) Basis of consohidation

The consolidated financial statements incorporate the financial statements of Mashregbank psc and
entities controlled by the bank (its subsidiaries) Control s achueved where the Bank has the power
to govern the financial and operating policies of an entity so as to obtain benefits from 1ts activities

All sigrificant intra-group transactions, balances, income and expenses are eliminated

Minonty interests in the net assets of consohdated subsidiaries are 1dentified separately from the
Group's equity therein Minority interests consist of the amount of those interests at the date of the
original business combination and the mmnority's share of changes 1n equity since the date of the
combination Losses applicable to the minority in excess of the minernity's interest in the subsidiary's
equity are allocated against the interests of the Group except to the extent that the minonty has a
binding obhigation and 1s able to make an additional investment to cover the losses

(b) Derivative financial instruments and hedge accounting

The Bank uses 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) to hedge the related associated nsk

Derivative finanamal mnstruments are imitially measured at cost, being the fair value at contract date, and
are subsequently re-measured at fair value All denivatives are carried at theiwr fair values as assets
where the famr values are positive and as habilities 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

Changes 1n the famr value of derivative financial instruments that do not qualify for hedge accounting are
recognized 1n the income statement as they arise
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Significant accounting policies (continued)

(b

{c}

Dervative financial instruments and hedge accounting (continued)

For the purpose of hedge accounting, hedges are classified into two categores (a) fair value hedges
which hedge the exposure to changes in the fair value of a recogmzed asset or iabihity, and (b) cash flow
hedges which hedge exposure to variability 1n cash flows that are either attributable to a particular nsk
associated with a recogmzed asset or habibity, or a forecasted transaction that will affect future reported
net 1mncome

In order to qualhfy for hedge accounting, 1t 15 required that the hedge should be expected to be highly
effective, 1 e the changes in fair value or cash flows of the hedging instrument should effectively offset
corresponding changes 1n the hedged 1tem and should be reliably measurable At inception of the hedge,
the rnsk management objective and strategy 1s documented including the 1dentification of the hedging
instrument, the related hedged i1tem, the nature of risk being hedged, and how the Bank will assess the
effectiveness of hedging relationship Subsequently, the hedge 1s required to be assessed and determined
to be an effective hedge on an ongong bhasis

Fair Value Hedge

Gains and losses from re-measunng denivatives, which meet the criteria for fair value hedge accounting,
to their fair value are recogruzed 1n the consohidated mncome statement

Hedge accounting 1s discontinued when the Group revokes the hedging relationship, the hedging
instrument expires or 1s sold, terminated, or exercised, or no longer qualifies for hedge accounting The
adjustment to the carrying amount of the hedged item anising from the hedged risk 1s amortised to profit
or loss from that date

Cash Flow Hedge

In relation to cash flow hedges which meet the eriteria for hedge accounting, the portron of the gan or
loss on the hedging instrument that 1s determined to be an effective hedge 1s recogmized 1nrtaally 1n other
reserves under shareholders' equity and the ineffective portion, if any, 1s recognized in the income
statement For cash flow hedges affecting future transactions, the gains or losses recogmzed 1n other
reserves, are transferred to the wncome statement in the same period 1n which the hedged transaction
affects the income statement Where the hedged forecasted transaction results in the recognition of an
asset or a hiability, then, at the tume the asset or lability 1s recognuzed, the associated gains or losses that
had previously been recogmzed i other reserves are included in the imtial measurement of the
acquisition cost or other carrying amount of the asset or habihty

Hedge accounting 1s discontinued when the hedging instrument expires or 1s sold, terminated or
exercised, or no lenger qualfies for hedge accounting At that point of time, any cumulative gain or loss
on the cash flow hedging instrument that was recognized 1n other reserves 1s retained 1n shareholders’
equity untll the forecasted transaction occurs Where the hedged forecasted transaction 1s no longer
expected to occur, the net cumulative gamn or loss recognized 1n equity 1s transferred to the income
statement for the year

Embedded Derivatives

Derwvatives embedded 1n other finanecial instruments or other host contracts are treated as separate
derivatives when their risks and characteristics are not closely related to those of the host contract
and the host contract 1s not carried at fair value with unrealized gamns or losses reported 1n the
mcome statement

Revenue recogmition

Interest income and expense are recognized on a time proportion basis, taking account of the principal
outstanding and the rate applicable Interest income and expense include the amortization of discount or
premium using the effective mterest rate method When there 15 doubt 1n the collectzon of the principal
or the mterest, the recognition of income ceases Commussion and fee 1ncome are generally accounted for
on the date the transaction anses Recovertes in respect of loans fully provided are accounted for on a
cash receipt basis

Dividend revenue from investments 1s recogruzed when the Group's right to receive payment has
been established
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Significant accounting policies {continued)

(c)

(d)

(e)

Revenue recogrition (contmued)

Premiums on general insurance policies are accounted for on the date of wnting of policies except
premium income on marine cargo policzes which 1s accounted for on the expected date of voyage
Premiums are adjusted for unearned premum

Premum on lhfe assurance policies are accounted for on the date of writing of policies and on
subsequent dates

Commuissions and other costs directly related to the acquisition and renewal of 1nsurance contracts are
charged to the income statement when 1incurred

Forelgn currency transacttons

The individual financial statements of each group entity are presented in the currency of the primary
economic environment mn which the entity operates (its functional currency) For the purpose of the
consohidated financial statements, the results and financial position of each entity are expressed in UA E
Dirham (AED), which 15 the functional currency of the Bank, and the presentation currency for the
consohdated financial statements

The reporting currency of the Group 15 the UA E Dirham (AED) However, for presentation purposes
only, additional columns for US Dollar equavalent amounts have been presented 1n the consclidated
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 60 = AED 3 673

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

Assets and habilities of foreign branches are translated into UA E Dirham at the rates of exchange
ruling at year end Income and expenses are translated at average rates of exchange during the year
The resulting differences are included under shareholders’ equity as cumulative translation adjustment
and are written off to the income statement on closure or disposal of the related branch

Impairment of tangible and intangible assets

At each balance sheet date, the Group reviews the carrying amounts of 1ts tangible and intangible assets
to determine whether there 1s any indication that those assets have suffered an :mpairment loss If any
such indication exists, the recoverable amount of the assets 1s estimated 1n order to determime the extent
of the impairment loss (f any) Where 1t 1s not possible to estimate the recoverable amount of an
individual asset, the Group estimates the recoverable amount of the cash-generating unit to which the
asset belongs

Recoverable amount s the higher of fair value less costs to sell and value 1n use In assessing value 1
use, the estimated future cash flows are discounted to thewr present value using a pre-tax discount rate
that reflects current market assessments of the time value of money and the risks specific to the asset

If the recoverable amount of an asset (or cash-generating unit) 18 estimated to be less than its carrying
amount, the carrying amount of the asset (cash-generating un:t) 1s reduced to its recoverable amount An
impairment loss 15 recognized 1n the income statement, unless the relevant asset 15 carried at a revalued
amount, 1n which case the impairment loss 1s treated as a revaluation decrease

Where an impairment loss subsequently reverses, the carrying amount of the asset (cash-generating
unit) 1s increased to the revised estimate of 1ts recoverable amount, such that the increased carrying
amount does not exceed the carrying amount that would have been determined had no impairment loss
been recogmzed for the asset (cash-generating umit) in prior years A reversal of an imparrment loss 1s
recogmzed 1n the income statement, unless the relevant asset 1s carried at revalued amount, 1in which
case the reversal of the impairment loss 1s treated as a revaluation increase
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Significant accounting policies {continued)

{f

(g}

(h)

investment property

Investment property comprises investment 1n buildings and frechold land held for capital appreciation
and to earn rentals These are mtally stated at cost comprising purchase price and any directly
attributable expenditure For subsequent measurement purposes, the Group has chosen the fair value
model as permitted by IAS 40, “Investment property”, under which the investment property 1s carried at
fair value with any revaluation gams or losses recogmized 1n the income statement

Property and equipment

Property and equipment are stated at cost less accumulated depreciation and any accumulated
impairment losses

Depreciation 1s charged so as to write off the cost of assets, other than land and properties under
construction, using the straight-line method, over the estimated useful lives of the respective
assets, ag follows

Years
Group buildings 20 - 25
Office equipment (including computers) and vehicles 3-5
Furmture, fixtures and computer mainframe hardware 6- 7
Improvements to freehold properties and others 5 -10

The estimated useful lives, restdual values and depreciation method are reviewed at each year end, with
the effect of any changes 1n estimate accounted for on a prospective basis

The gain or Joss arising on the digposal or retirement of an 1tem of property and equipment 1s determined
as the difference between the sales proceeds and the carrying amount of the asset and 1s recogmised 1n
profit or less

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

Properties 1n the course of construction are carried at cost, less any recogmsed impairment loss Cost
includes professional fees and, for qualifying assets, borrowing costs capitalised 1n accordance with the
Group's accounting policy Depreciation of these assets commences when the assets are ready for therr
intended use

Financial assets

Investments are recogmsed and derecogmsed on the settlement date where the purchase or sale of an
mvestment 15 under a contract whose terms require dehivery of the investment within the timeframe
established by the market concerned, and are imtially measured at fair value, net of transaction costs,
except for those financtal assets classified as at fair value through profit or loss, which are imtially
measured at fair value

Financial assets are classified tnto the following specified categories financial assets as ‘at fair value
through profit or loss' (FVTPL), 'held-to maturity investments', ‘available-for-sale’' (AFS) financial assets
and 'loans and advances' The classification depends on the nature and purpose of the financial assets
and 15 determined at the time of 1mit1al recogrtion

activ e e

The effective interest method 15 a method of calculating the amortised cost of a financial! asset and of
allocating mterest mcome over the relevant pertod The effective 1nterest rate 15 the rate that exactly
discounts estimated future cash receipts through the expected life of the financial asset, or, where
appropnate, a shorter period

Income 15 recognused on an effective interest rate basis for debt instruments other than those financial
assets designated as at FVTPL
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Significant accounting policies (continued)
{h) Financial assets {continued)

Financial assets at P

Financial assets are classified as at FVTPL where the financial asset 15 either held for trading or 1t 13
designated as at FVTPL

A financial asset 1s classified as held for trading if
* 1t has been acquired principally for the purpose of selling in the near future, or

1t 15 a part of an 1dentified portfolio of financial 1struments that the Group manages together and
has a recent actual pattern of short-term profit-taking, or

* 1t1s a dervative that 15 not designated and effective as a hedging instrument

A financial asset other than a financial asset held for trading may be designated as at FVTPL upon mutial
recognition if

»  such designation ehminates or sigruficantly reduces a measurement or recogrition inconsistency that
would otherwise arise, or

* the financial asset forms part of a group of financial assets or financial llabihties or both, whach 1s
managed and its performance 15 evaluated on a fair value basis, in accordance with the Group's
documented risk management or investment strategy, and imformation about the grouping 1s
provided internally on that basis, or

* 1t forms part of a contract containing one or more embedded derivatives, and IAS 39 permits the
entire combined contract (asset or hability) to be designated as at FVTPL

Financial assets at FVTPL are stated at fair value, with any resultant gain or loss recogmsed 1n
profit or loss

Held-to-maturity investments

Bilis of exchange and debentures with fixed or determinable payments and fixed matunty dates that the
Group has the positive intent and abibty to hold to maturity are classified as held-to-matunty
mvestments Held-to-maturity investments are recorded at amortised cost using the effective interest
method less impairment, with revenue recogrused on an effective yield basis

AFS financial assets

Lasted shares and hsted redeemable notes held by the Group that are traded 1n an active market are
classified as being AFS and are stated at fair value Fair value 1s determined 1in the manner described
below Gamns and losses arsing from changes in fair value are recogrused directly in equity in the
investments revaluation reserve with the exception of impairment losses, interest calculated using the
effective interest rate method and foreign exchange gains and losses on monetary assets, which are
recogmsed directly in profit or loss Where the investment 1s disposed of or 1s determined to be impaired,
the cumulative gain or loss previcusly recognised in the investments revaluation reserve 1s included 1n
profit or loss for the perod

Dividends on AFS equity mstruments are recogmsed 1n profit or loss when the Group's right to recerve
pavments 15 estabhshed

The fair value of AFS monetary assets denominated 1n a foreign currency 1s determined n that foreign
currency and translated at the spot rate at the balance sheet date The change in fair value attributable
to translation differences that result from a change in amortised cost of the asset 15 recogmsed 1n profit
ot loss, and other changes are recognised 1n equity

Fair values

For 1nvestments traded m orgamzed financial markets, fair value 15 determned by reference quoted
market bid prices at the close of business on the balance sheet date

o2
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Significant accounting policies (continued)

(h} Financial assets (continued)

For investments where there 1s no gquoted market price, a reasonable estimate of the farr value is
determined by reference to the current market value of another instrument which 1s substantially the
same, or 1s based on the expected cash flows, or the underlying net asset base of the investment

Loans and advance

Loans and advances are non-derivative financial assets originated or acquired by the Group with fixed
or determinable payments

All loans and advances are mutially measured at cost, being the fair value of the consideration given
Following the imitial recognition, subsequent transfers between the various classes of loans and advances
1s not ordinarlly permissible The subsequent period-end reporting values for various classes of loans and
advances are determined on the basis as set out in the following paragraphs

(i) Loans and edvances held at amortised cost

Loans and advances originated or acquired by the Group that are not quoted 1n an active market and
for which fair value has not been hedged, and those that are to be held to maturity, are stated at cost
less any amount written off and provisions for imparrment

For loans and advances which are hedged, the related portion of the hedged fair value 1s adjusted
against the carrying amount

Allowance for mpairment 13 made against loans and advances when their {ull recovery as per
contracted terms 18 1n doubt taking into consideration IFRS requirements for fair value
measurement and Central Bank of the U A E guidelines [Note 3(h)]

(11) Held as FVIS

Loans and advances mn this category are classified as erther held for trading or those designated as
FVIS (Fair Value through Income Statement) Loans and advances classified as trading are acquired
principally for the purpose of selling or repurchasing in short term Loans and advances may be
designated as FVIS by the management 1f 1t satisfies the criteria laid down by [AS 39 After 1mutial
recognition, such loans and advances are measured at fair value and any change 1n the fair value 1s
recognzed 1n the consolidated statement of income for the period 1n which 1t arises

(it} Available for sale

Loans and advances classified as available for sale are subsequently measured at fair value Any
changes 1n fair value, other than those relating to hedged nsks, are recognized directly 1n “other
reserves’ under “shareholders' equity” until these are derecognized or impaired, at which time the
cumulative gain or loss previously recogruzed 1n shareholders' equity 1s included in the consohdated
statement of income for the period

For presentation purposes, provision for cred:t losses 1s deducted from loans and advances

impairment of financial assets

Finaneial assets, other than those at FVTPL, are assessed for indicators of impairment at each balance
sheet date Financial assets are impaired where there 1s ohjective evidence that, as a result of one or
more events that occurred after the imitial recogmtion of the financial asset, the estimated future cash
flows of the investment have been impacted For financial assets carried at amortised cost, the amount
of the impairment 1s the difference between the asset's carrying amount and the present value of
estimated future cash flows, discounted at the original effective interest rate

The carrying amount of the financial asset 1s reduced by the ympairment loss directly for all finanaial
assets with the exception of loans and advances where the carrying amount 1s reduced through the use
of an allowance account When advance receivable 15 uncollectible, 1t 15 written off against the allowance
account Subsequent recoveries of amounts previously wntten off are credited against the allowance
account Changes in the carrying amount of the allowance account are recognized 1n profit or loss
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Significant accounting policies (continued)

(b

(]

Financtal assets (continued)

With the exception of AFS equity instruments, if, 1n a subsequent period, the amount of the impairment
loss decreases and the decrease can be related objectively to an event occurring after the impairment was
recognized, the previously recognized impairment loss 1s reversed through profit or loss to the extent that
the carrying amount of the investment at the date the rmpairment 1s reversed does not exceed what the
amortsed cost would have been had the impairment not been recogmzed

In respect of AFS equity securities, any increase in fmir value subsequent to an impairment loss 1s
recogmzed directly 1n equity

Impairment of loans and advances

(1) Indwndually assessed loans

Represent mainly, corporate loans which are assessed mdividually by Credit Risk Unit in order to
determine whether there exists any objective evidence that a loan 1s tmpaired

Impaired loans are measured based on the present value of expected future cash flows discounted at
the loan's effective interest rate or at the loan's observable market price, if available, or at the fair
value of the collateral if the recovery 1s entirely collateral dependent

Impairment loss 1s calculated as the difference between the loan's carrying value and 1ts present
value calculated as above

(z1) Collectively assessed loans

Impairment losses of collectively assessed loans include the allowances on

a) Performang loans

b) Retail ioans with common features which are rated on a portfolio basis and where individual loan
amounts are not significant

(a) Performing loans

Where mdividually assessed loans are evaluated and no evidence of loss 15 present or has been
1dentified, there may be losses based upon risk rating and expected migrations, product or industry
charactenstics

Impairment covers losses which may arise from individual performung loans that are impaired at
the balance sheet date but were not specifically 1dentified as such until some time in the future

The estimated impairment 1s caleulated by the Bank's management for each 1dentified portfolio as
per the requirements of the Central Bank of the UA E and based on historical experence, credit
rating and expected migrations in addition to the assessed inherent losses which are reflected by the
economic and credit conditions

(b)Retail loans with common features which are rated on a portfolio basis and where
indinidual loan amounts are not significant

Impairment of reteil loans 1s calculated by applying formulaic approach which allocates
progressively higher loss rates 1n line with the overdue instaliment date

Impaired loans are written off only when all legal and other avenues for recovery or settlement are
exhausted

Repurchase transactions

Secunties sold under agreements to repurchase {“repo”) continue to be recogmized 1n the balance sheet
and are measured 1n accordance with the accounting policies for FVTPL or for non-trading investments
The counter party hahhty for amounts recewved under these agreements is included in due to banks

The difference between sale and repurchase price 1s treated as mnterest expense and expensed over the
Iife of each agreement

[
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Sigmficant accounting policies {continued)

)]

(k)

\

{m)

(n)

(o)

{r)

{q)

Financial labilities and equity instruments 1ssved by the Group

10n as d r 1

Debt and equity instruments are classified as either financial habilities or as equity in accordance with
the substance of the contractual arrangement

Equity instruments

An equity nstrument 1s any contract that evidences a residual interest 1n the assets of an entity after
deducting all of 1ts habilities Equity instruments are recorded at the proceeds received, net of direct
1ssue costs

Employees’ end-of-service indemnity

Provision 15 made for estimated amounts required to cover employees' end of-service indemmnity at the
balance sheet date as per UA E Labour Law In the opimion of management, the provision would not
have been materially different had 1t 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 19399

Taxes on iIncome

Where applicable, provision 1s made for current and deferred taxes arising from the operating results of
overseas branches that are operating 1n taxable jurisdictions

Offsetting of financial assets and liabilities

Financial assets and habilities are offset and reported net in the balance sheet only when there 1s a
legally enforceable right to set off the recogmzed amounts or when the Group intends to settle on a net
basis, or to reahze the asset and settle the lrability simultaneously

Cash and cash equivalents

Cash and cash equivalents comprise cash on hand, demand depostts, and other short-term hqud
mvestments that are readily convertible to a known amount of cash and are subject to an insigmificant
nisk of changes 1n value

De-recognition of financial instruments

A financial asset (or a part of a financial asset, or a part of a Group of similar financial assets) 1s
derecogmized, when the contractual nghts to the cash flows from the financial asset expires

In instances where the Group 1s assessed to have transferred a financial asset, the asset 18 derecognized
if the Group has transferred substantially all the risks and rewards of ownership Where the Group has
neither transferred nor retained substantially all the risks and rewards of ownership, the financial asset
15 derecogmized only if the Group has not retained control of the financial asset The Group recognizes
separately as assets or habihities any rights and obligations created or retained 1n the process

A financial habality (or a part of a financial hability) can only be derecognized when 1t 15 extinguished,
that 158 when the obligation specified 1n the contract 15 either discharged, cancelled or expires

Islarnic financing and investment products

In addition to the conventional banking, the Bank offers 1ts customers certain non interest based banking
products, which are approved by its Sharah Board

All non-interest based banking products are accounted for :n conformity with the accounting pohcies
described 1n these consolidated financial statements

() The following terms are used mn Islami¢ financing
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Significant accounting policies (continued)

(q)

Istamic financing and investment products (continued)
Murabaha

An agreement whereby the Bank sells to a customer a commodity or an asset, which the Bank has
purchased and acquired, based on a promise received from the customer to buy the item purchased
according to specific terms and conditions The selling price comprises the cost of the commodity and an
agreed profit margin

Istissna’a

An agreement between the Bank and a customer whereby the Bank would sell to the customer a
developed property according to agreed upon specifications The Bank would develop the property
either on 1ts own or through a subcontractor and then hand 1t over to the customer on fixed date at
an agreed price

fjara

An agreement whereby the Bank acting as a lessor, purchases or constructs an asset for lease according
to the customer's request (Jessee), based on s promise to lease the asset for an agreed rent and a specific
perwod that could end by transferring the ownership of the leased asset to the lessee

Musharaka

An agreement between the Bank and a customer to contribute to a certain investment enterprise or the
ownership of a certain property ending up with the acqusition by the customer of the full ownership The
profit or loss 1s shared as per the terms of the agreement

Mudaraba

An agreement between the Bank and a customer whereby the Bank would provide a certain amount of
funds, which the customer would then 1nvest 1n a specific enterprise or activity against a specific share
1n the profit The customer would bear the loss in case of default, neghgence or violation of any of the
terms and conditicns of the Mudaraba

Wakala

An agreement whereby the Bank provides a certain sum of money to an agent who nvests 1t according
to specific conditions n return for a certain fee (a lump sum of money or a percentage of the amount
mnvested) The agent 1s obliged to return the invested amount 1n case of default, neghgence or violation
of any of the terms and conditions of the Wakala

() Revenue recognition

Revenue 1s recogmzed on the above Islamic products as follows

Murabaha

Where the income 1s quantifiable and contractually determined at the commencement of the contract,
income 15 recogmzed on a time proportion basis over the period of the contract based on the principal
amounts outstanding

Istissna'a

Istissna'a revenue and the associated profit margin (difference between the cash price to the customer
and the Bank's total Istissna'a cost) are accounted for on a time proportion basis

frara
Dara income 18 recognized on a time proportion basis over the lease term
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Significant accounting policies (continued)

(q)

Islamic financing and investment products {continued)

Musharaka

Income 15 accounted for on the basis of the reducing balance on a time proportion basis that reflects the
effective vield on the asset

Mudaraba

Income on mudaraba financing 1s recognized on distnbution by the mudanh, whereas the losses are
charged to income on their declaration by the mudanb
Wakala

Estimated income from Wakala 1s recogruzed on an accrual basis over the perrod, adjusted by actual
income when received Losses are accounted for on the date of declaration by the agent

Cnitical accounting judgements and key sources of estimation uncertainty

The preparation of financial statements 1n conformty with IFRS requares the use of certain critical accounting
estimates and assumptions that affect the reported amounts of assets and labilities It also requires
management to exercise its Judgement 1n the process of applymng the Group's accounting polices, which are
described 1n Note 3 Such estimates, assumptions and judgements are continually evaluated and are based
on historical experience and other factors, including obtaining professional advices and expectations of future
events that are believed to be reasonable under the circumstances Sigmificant areas where management has
used estimates, assumptions or exercised judgements are as follows

1)

Impairment of loans

The Group's accounting policy for allowances 1n relation to 1mpaired Joans and advances 15 described 1n
Note 3(h) Impairment 1s calculated on the basis of discounted estimated future cash flows

The allowance for loan lesses 1s establhished through charges to mncome mn the form of an allowance for
loan loss Increases and decreases m the allowance due to chanpes 1n the measurement of the impaired
loans are inciuded 1n the allowance for loan losses and affect the mncome statement accordingly

Individually assessed loans
Impairment losses for individually assessed loans are determined by an evaluation of exposure on a case-
by-case basis This procedure 15 applied to all classified corporate loans and advances which are
mndividually sigmificant accounts or are not subject to, the portfolio-based approach
The following factors are considered when determining impairment losses on 1ndividually
assessed accounts

1 The customer's aggregate borrowings

2 The customer's risk rating, 1 ¢ ability to perform profitable business and generate sufficient cash to

repay the borrowed amount
3 The value of the collateral and the probability of successful repossession
4 The cost involved to recover the debts

The Bank's policy requires regular review of the level of impairment allowances on individual facilities
and regular valuation of the collateral and 1ts enforceabihity

Impaired loans continue to be classmfied as mmpaired unless they are brought fully current and the
collection of scheduled interest and principal 1s considered probable

Collectively assessed loans

Collectrvely assessed allowances are made 1n respect of losses incurred in portfolios of retail loans with
commeon features and where individual loan amounts are not significant

The portfolio approach 1s apphed to account 1n the following portfolios
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Critical accounting judgements and key sources of estimation uncertainty {continued)

(1}

Collectively assessed loans (continued)

1 Personal loans,
2 Credit cards,

3 Auto loans, and
4 Mortgage loans

These portfoho allowanees are reassessed on a periodicai basis and allowances are adjusted accordingly

Performing loans

The management of the Bank assess, based on historical experience and the prevailing economical
and credit conditions, the magmtude of loans which may be impaired but not 1dentified as of the
balance sheet date

Property and equipment
The cost of property and equipment 1s depreciated over the estimated useful hfe, which 1s based on

expected usage of the asset, expected physical wear and tear, which depends on operational factors The
management has not considered any residual value as 1t 15 deemed 1mmaterial

{1i1) Fair value of unquoted financial instruments

The fair values of financial instruments that are not quoted 1n active markets are determined by using
valuation technigues Where valuation techniques (for example, models) are used to determine fair
values, they are vahdated and periodically reviewed by quahified personnel independent of the area that
created thern All models are certified before they are used, and models are calibrated to ensure that
outputs reflect actual data and comparative market prices To the extent practical, models use only
observable data, however areas such as credit misk (both own and counter party), volatthues and
correlatrons require management to make estimates Changes 1n assumptions about these factors could
affect reported fair value of financial instruments

{1v) Impairment of available-for-sale equity investments

The Group exercises judgement to consider rmpairment on the avalable.for-sale equity nvestments
This includes determination of a signuficant or prolonged dechine in the fair value below 1ts cost In
making this Judgement, the Group evaluates among other factors, the normal volatility 1n share price
In addition, the Group considers impairment to be appropriate when there 1s evidence of deterioration 1n
the financial health of the mnvestee, 1ndustry and sector performance, changes mn technology, and
operattonal and financing cash flows

Tag 1
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5 Cash and balances with central banks

Cash on hand
Balances with central banks
Current accounts and other balances

Statutory cash ratio requirements

Certificates of deposit with the Central Bank of the U A E

December 31,

2006 2005
AED '000 AED '000
274,351 188,174
521,466 179,026
1,179,871 962,735
430,000 2,675,000
2,405,688 4,004,935

The Bank 1s requared to maintain statutory deposits with various central banks on demand, time and other
deposits as per the statutory requirements

6 Deposits and balances due from banks

Demand
Overmght
Time

The above represent balances due from

Banks abroad
Banks mthe UAE

o

7 Loans and advances (net)

(a)

Overdrafts
Loans

Credit Cards
Others

Less Allowance for impairment

December 31,

~ 2006 2005
AED '000 AED '000
792,598 476,430
453,849 601,747
7,310,465 5,988,318
8556912 7,066,495
8,190,249 6,591,780
366,663 474,715

" 8,566,912 7,066,495

December 31,

_....2006 2005
AED ‘000 AED ‘000
4,481,428 4,138,257
23,780,624 18,158,121
1,090,454 717,354
143,581 83,050

29 496,087 23,098,782
(923,854) (827,353)

728,572,233 22,269 429



(b) Analysis by economic activities

Manufacturing

Construction

Trade

Transport and communication
Services

Banks and Financial Institutions
Personal

Government/Public Sector
Others

Less Allowance for impairment

)

December 31,

2006
AED '000

3,485,517
1,513,268
5,928,022
1,119,054
2,320,828
4,313,330
8,405,769
2,116,029

299,270

29,496,087
(923,854)

28,572,233

2005
AED '000

2,226,809
1,863,605
5,753,797
650,465
2,070,183
3,383,933
6,467,614
361,079
319,297

23,096,782

{827,353)

22,269429

(c) At December 31, 2006 the fair value of collateral held was AED 10,739 mulhon (2005 AED 6,693 milhon)

(d) In certain cases, the Bank continues to carry classified doubtful debts and delinquent accounts on 1ts books
even after making 100% allowance for impairment Interest 1s accrued on most of those accounts for
htigation purposes only and accordingly not taken to income Accounts are written off only when all legal
and other avenues for recovery or settlement are exhausted The value of loans and advances, including
fully provided accounts on which interest 1s not taken to income amounted to AED 379 milhon at December

31, 2006 (2005 AED 382 million)

{e) The movements 1n the allowance for the impairment of loans and advances during the year were as follows

®

Balance at the beginning of the vear

Impairment allowance for the year
Amounts written off during the year
Recoveries during the year

Balance at the end clf the year

2006
AED '000

827,353
123,241
{10,892)
(15,848)

923,854

Decenll_)_gr 31,

2005
AED '000
825,319
250,628
(211.363)
(37.231)

827,353

The amount of impairment allowance for the year includes AED 40 million (2005 AED 42 mullion) of
mterest accrued on impaired loans and advances for itigation purposes which 1s not taken to income

Included in the total impairment allowance at the balance sheet date 1s AED 555 mullion (2005 AED 453
milhion) being allowance agaimnst losses which are hikely to be present in any bank's loans and advances

portfoho and which have not been specifically identified
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Islamic financing and investment products

E 1nancing

Murabaha
Lara

Investing

Musharakah
Wakala

Total

Less Unearned income

(b) Analysis by economic activities

Trade

Banks and financial institutions
Government

Personal

Less Unearned income

Interest receivable and other assets

Interest recervable

Prepaid mterest and expenses

Taxes paid 1n advance

Clearmg suspense

Positive fair value of derivatives - Note 37
Insurance related receivables

Credit Cards interchange receivables
Inter-group transaction

Others

December 81, B

2006
AED '000

20,072
75,595

95,667

128,969
606,391

735,360

831,027

(2,013)

829,014 _

1,698
735,360
75,595
18,474
831,027

(2,013)

829,014

2005
AED '000

December 31,

_.__2006
AED '000

134,454
49,775
26,922

8,770

838,808

370,226
44,566
43,181

107,468

1,624,170

2005
AED '000

119,185
27,793
42,132

3,309

255,807

259,912
83,757

101,653

893,548
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1

Investment in secunities
December 31,

2006 2005
AED '000 AED '000
(1} Financial assets carried at fair value through
profit or loss (FVTPL)
Held-for-trading
Debt secunties 7,065,331 3,483,519
Equities 201,945 435,107
Discretionary managed fund 1,852,963 2,241,815
Other investments 974,217 706,803
10,094,456 6,867,244
(11) Available-for-sale
Debt securities 425,201 727,804
Equities 2,313,092 3,264,079
Others 82,751 52,016
2,821,044 4,043,899
{1n) Held-to-maturity
Debt secunities 34,235 193,273
12,949,735 11,104,416
Less Provision for impairment (14,286) {14,286)
_Total T N 12,935,449 11,090,130

- Pt ek e A e J—

a) “FVTPL” and “available-for-sale” investments at December 31, 2006 included AED 189 27 million held 1n
the names of “related parties” nominees for the account and for the benefit of the Bank (AED 564 62
mullion in 2005) - Note 31

b) The fair value of investments classified under held-to-matunty amounted to AED 34 780 mlhon as of
December 31, 2006 (2006 AED 193 684 milhon)

¢) The above investments include debt securities aggregating to AED 1,332 540 million (2005 AED 463 922
milhon) held-for-trading at faiwr value of AED 1,134 132 million (2005 AED 345 674 maliten) and

available-for-sale at famr value of AED 198 408 mulhion (2005 AED 118 248 mullion) sold under a
repurchase agreement (“repo”) and which are fully substitutable (Note 13)

Investment property

December 31,

___2006 ___ 2005

AED '000 AED '000

Interest in buildings and freghold land January 1, 224,103 145,493
Additions during the year 74,147 87,897
Secld during the year - {49,000)
Write off during the year (668) .
Change 1n fair value duning the year 64,157 39,713
- o R ) 361,739 224,108

The fair value of investment property as of December 31, 2006 has been arrived at on the basis of a valuation
carried out 1n November 2006 by the J.A J Consultants and December 2006 by The Real Estate and Valuation
Centre 1n Land Department, Government of Duba:
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12 Property and equipment

Property Furniture, Improvements
Property acquired m fixtures, to freehold Capatal
for own settlement  equipment properties work-in-
use of debts & vehieles and others  progress  Total
AED '000 AED 000 AED '000 AED'000 AED'000 AED '000
Cast
At December 31, 2004 142,011 16,536 127,373 85,030 16,327 387,277
Additong 3,365 4,989 26,657 23,739 - 58,750
Dhisposalsiwrite-offs (3,646) - (11,661) (31,849) - (47,156)
Transfers 16,327 - - - (16,327) .
At December 31, 2005 158,057 21,525 142,369 76,920 - 398,871
Additions 4,209 29 59,984 66,419 32,166 162,807
Disposalsfwnite-offs (202) 3) (4,887) (12,065) . (17,157)
At December 31, 2006 162,064 21,551 197,456 131,284 32,166 544,521
Accumulated depreciation
At December 31, 2004 69,051 - 92,182 51,885 - 213,118
Charge for the year 4,760 3 16,328 13,279 - 34,370
Disposalsfwrite-offs (598} - (10,873) (30,973) - (42,444)
At December 31, 2005 73,213 3 97,637 34,191 - 205,044
Charge for the year 6,036 - 24,985 22,928 - 53,949
Disposals/write-offs (197 (3) (4,519) (12,028) - (16,747
At December 31, 2006 79,052 - 118,103 45,091 - 242,246
Carrying amount
At December 31,2006 83,012 21,551 79,853 86,193 32,166 302,275
T AiDecember 31,3005 Bigd  gipam | 44 437 " sas

At the balance sheet date, the fair value of properties acquired in settlement of debts was AED 285 24
million (2005 AED 128 56 milhon)

13 Deposits and balances due to banks
December 31,

2006 2005
AED '000 AED '000
Demand 1,218,496 484,226
Overmight 658,106 240,026
Time 5,111,548 2,776,980
l " i "7 6,988,150 3,500,231

The above represent borrowings from
Banksmmthe UAE 551,706 264,855
Banks abroad 6,434,569 3,215,438
Overseas central banks 1,875 19,938

6,988,150

3,500,231




13 Deposits and balances due te banks (continued)

Borrowings from banks abroad for 2006 include

a) counter party habihity relating to a 5-year repurchage agreement (“repe”) for AED 183 65 milhon
(US$ 50 millron) maturing 1n October 2011 The loan carries a floating rate of interest which 15 fixed by

reference to the three months USD-LIBOR-BBA,

b) counter party lLiabihty relating to a 1l-year repurchase agreement (“repo”) for AED 1,101 96 mullion
(US% 300 017 mullion) maturmng in December 2007 The loan carnes a floating rate of interest which 1g

fixed by reference to the 12 months USD-LIBOR-BBA, and

¢) borrowings from banks abroad include an amount of AED 918 25 mullion (US$ 250 million)
[2005 AED 918 256 nulhion (US$ 250 million)] being a 5 years loan obtamned through a syndicate of
banks maturing 1n December 2010 The loan carries a floating rate of interest which 1s fixed by

reference to 6 months LIBOR

14 Customers’ deposits

_December 31,

2006 2005
AED '000 AED '000
Current and other accounts 6,570,427 5,129,216
Saving accounts 437,126 401,584
Time deposits 26,900,682 24,473,992
T 33908235 30004792
15  Insurance and Lfe assurance funds
December 31,
Unearned Lafe 2006 2005
Outstanding  prermum Additional assurance =~ T
claims reserve reserve fund Total Total
AED'000 AED'000 AED'000 AED'000  AED'000 AED'000
January 1, 79,716 129,435 19,747 31,550 260,448 189,143
Increase 23,440 51,165 13,000 25,887 113,492 71,305
{ _ December3l, _ 103,156 _ 180,600 32,747 57,437 _ 373,940 260,448

Unearned premimum reserve s calculated as a percentage of annual premuums earned, net of reinsurance
Additional reserves are also made for the estimated excess of potential claims and claims meurred but not

reported at the balance sheet date

Lafe assurance fund 1s determined by independent actuarial valuation of future policy benefits
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Interest payable and other Liabilities

) _D_ecemheI 31,

2006 2005

AED 000 AED '000

Accrued 1nterest payable 256,727 175,392
Income received 1n advance - discounted balls 133,829 136,495
Provision for end-of-service indemnity 89,766 79,561
Provision for taxation 29,899 39,200
Pay orders 1ssued 120,451 111,765
Negative fair value of dentvatives - Note 37 790,409 226,766
Credit Cards interchange fee income 27,320 31,540
Insurance premium collected 1 advance 288,322 211,187
Accrued expenses 228,179 212,604
Inter-group transaction - 88,913
QOthers 234,334 182,454
2,199,236 1,495,887

Medium-term floating rate notes

During 2004, the Bank has established a Euro Medium Term Note (EMTN) programme for US$ 750 million
(AED 2,754 75 milhon) under fiscal agency agreement dated February 4, 2004 The EMTN programme was
increased to US$ 2,000 mallion (AED 7,346 milhion) under fiscal agency agreement dated March 21, 2006

The maturities are as follows
December 31,

_..2008 2005
AED '000 AED '000

Due date Interest rate
February 27, 2009 3 months Libor + 0 55% 1,101,900 1,101,900
March 23, 2010 3 months Labor + 0 40% 1,193,725 1,193,725
April 6, 2011 3 months Labor + 0 38% 1,101,900 -
) 3,397,525 2,205,625

Long-term loans

These represent long-term loans provided by the Real Estate Commattee of the U A E to refinance real estate
loans made by the Bank to various U A E citizens, which are included 1n loans and advances

Capital and reserves

{a) Share capital

Durning 2005, & proposed bonus share distribution, 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, 2006, 86,619,520 ordinary shares of AED 10 each (2005 86,619,520 ordinary shares
of AED 10 each) were 1ssued and are 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 15 to be transferred to
statutory reserve Such transfers to reserves may cease when they reach the levels established by the
respective regulatary authorities (n the U A E this level 15 50% of the 1ssued share capital) The legal
reserve relates to the Bank's foreign operations Neither the statutory reserve nor the legal reserve 1s
available for distribution




19 Capital and reserves (continued)

() General reserve

Xa

The general reserve 1s computed pursuant to the Bank's Articles of Assocration and can be used for the

purposes determined by the Ordinary General Meeting

20 Minority interest

o Dt_acex_nber 31,

____2008

AED '000

Balance, January 1, 896,087
Dividends (35,441)

Share in cumulative changes 1n fair values (352,849)

Share of net income for the year 72,102

Share of minority in newly formed subsidiaries 1,600
Reduction 1 munority's capital {10,004}
o N 571,395

4 . —— . e mm e i ———— e e — e _—

21 Contra accounts and commitments

2005
AED '000

404,803

(11,814)

177,010
272,722
53,366

December 3!1._

... 2006
AED 000

{a) Contra accounts (memoranda)
Guarantees 19,600,484
Letters of credat 4,821,188
24,421,672
(b) Derivative financial instruments (Note 37) 153,833,802

(¢) Other commitments
Uncalled capital on investments held -
i Ajgzgl_(;ont—ra;. I;S(;Pl}jl_:t' and commit-n-nents (a+hbh+c) o “:1:'_123:“2_35_,4_'7{ —:

[ SR e e e —

2005

AED 000

14,228,204
4,027,133

18,255,337

25,384,441

1,273

43,841,051 _

896,087
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21 Contra accounts and commitments {conbinued)

(d) Contra accounts - maturity profile

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

2006
Over Over
Within 3to6 6 to 12 Qver
3 months months months 1 year Total
AED'000 AED'000 AED000 AED'000 AED'000
Guarantees 13,482,826 2,277,760 1,737,622 2,102,276 19,600,484
Letters of cred:t 3,472,539 688,318 507,618 152,713 4,821,188
Total 16,955,365 2,966,078 2,245,240 2,254,980 24,421,672
2005
Qver Over
Within 3t 6 6to12 Qver
3 months months months 1 year Total
AED'000 AED'0G0 AED'Q00 AED0Q00Q AED'000
Guarantees 10,244,920 763,249 1,838,528 1,381,507 14,228,204
Letters of credit 2,807,415 554,258 447,475 217,985 4,027,133
T Tmetal 713,052,335 1317507 2,286,003 1599492 18,255,337

Under [AS 39 (revised) acceptances are recognized on balance sheet with a corresponding hability
Accordingly, there 15 no off balance sheet commutment for acceptances

2z interest income

Year ended December 31,

2006 —. 2005

AED ‘000 AED 000D

Loans and advances 2,055,460 1,470,281
Central Banks 65,202 61,373
Banks 473,315 329,382
Investments 284,877 163,300
i B o ) 2,878,354 2,024,336
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24

25

tncome from Islamic financing and 1nvestment products

Finanane

Murabaha
Tiara

Investing

Musharakah
Wakala

Total _

Interest expense

Customers' deposits
Central Banks
Banks

Other income

Net reahized investment gatn

Fair value adjustments of trading investments
Fair value adjustments of investment properties
Dividends income

Income from 1nvestment property

Credit Card related fee income

Fees and charges on banking services

Foreign exchange gains (net)

Insurance underwrnting profit

Gain/(loss) on sale of property and equipment
Rental income from properties

Others

Year ended December a1,

2006
AED '000

1,580
2,205

3,785

415
27,852

28,267

- . 52,082

2005
AED '000

Yea_r-ended Dececgher 31,

2006
AED ‘000

1,174,598
270
589,055

1,763,928 _

__ 2005
AED '000

698,460
23
351,269

Year ended December 31,

2006
AED '000

413,324
63,283
64,157
55,999

371

163,768

242,767

125,051

233,640

327
6,588
39,297

1,408,572

2005
AED '000

1,026,401
58,798
39,713
29,570

2,925
108,522
261,992

90,164
143,326
(2,459)
5,080
54,509

1,818,941

1049752
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General and administrative expenses
Year ended December 31,

___ 2008 _ 2005
AED '000 AED ‘000
Salartes and emplavee related expenses 605,226 499,065
Depreciation on property and equipment 53,949 34,370
Other genersl and adminustration expenses 372,295 243,452
1,081,470 716,887

Compensation of key management (included above under “salaries and employee related expenses”) comprise
salaries, bonuses and other benefits amounting 1n total to AED 94 94 miullion (AED 161 36 mzllion m 2005) -
Note 31

Allowances for loans and advances and other financial assets

2006 L
Corporate
and Non-speafic
Retail others [Note 7(f)] Total
AED'000 AED000 AED'000 AED'00C
Provision for impaired loans and advances 11,013 9,334 62,717 83,124
Provision for investments and others - 2,336 - 2,336
Provision for other debtors - {945) - (945)
Write-off of impaired loans to
imcome statement 175,798 2,787 - 178,585
Recovery of loans previously written off (69,963) (46,533) - (116,496)
Total T T UTTIG848 (33,021) 62,777 146,604
2005
Corporate
and Non specific
Retail others [Note 7(D) Total
AED'000 AED000 AEDr000 AED'000
Proviston for impaired loans and advances 9,815 59,788 138,839 208,442
Prowvision for investments and others - 10,599 . 10,599
Provision for other debtors - 363 - 363
Write-off of impaired loans to
mcome statement 177,792 8,305 - 186,097
Recovery of loans previously written off (62,888) (31,294) - (94,182)
Total . 124719 47,761 138,839 _ 311,319

fom e —

28

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

Year ended Decembe£31,

2006 2005
AED '000 AED '000

Net jncome for the year (AED'000)
{Attributed to equity holders of the parent) 1,570,640 1,739,350
Number of ordinary shares outstanding 86,619,520 86,619,520
Earnings per share (AED) i | 18 13 2008




29 Foreign restricted assets

Net assets equivalent to AED 57 852 milhion as of December 31, 2006 (2005 AED 49 800 million) mamntained
by certain branches of the Bank, operating outside the United Arab Emurates, are subject to exchange control
regulations of the countnes 1n which these branches operate

30 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

Qe_zﬂmber a1,

2006 2005
AED '000 AED '000
Cash on hand, current accounts
and deposits with central banks 2,405,688 4,004,935
Deposits and balances due from banks 8,556,912 7,066,495
10,962,600 11,071,430
Less Deposits with central banks
for regulatory purposes (1,179,871) (962,735)
Less Deposits maturing after three months (2,675,866) (1,952,150)
7,206,863 (a) 8,156,545 (b)
_ ... Increase in cash and cash equivalents- 2006 [¢a) - ()] (349,682) L

December 31,

2003 __ 2004
AED 000 AED '000
Cash on hand, current accounts
and deposits with central banks 4,004,935 3,058,500
Deposits and balances due from banks 7,066,495 4,649,506
11,071,430 7,708,006
Less Deposits with central banks
for regulatory purposes (962,735) (690,033)
Less Deposits maturing after three months (1,952,150) (1,248,773)
8,156,545 (a) 5,769,200 (b)
Increase in cash and cash ef.quglygler;tqigoﬂﬁs [(a) - (b)) i o B 2_:3*8‘7;_91@* o - ,
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Related party transactions

a)

b)

c)

Certain “related parties” (such as, directors and major shareholders of the Bank and comparues of which
they are principal owners) are customers of the Bank and its subsidiaries 1n the ordinary course of
business Transactions with such related parties are made on substantiaily the same terms, including
interest rates and collateral, as those prevailing at the same time for comparable transsctions with
unrelated parties Such related party transactions are disclosed below  Other “related party
transactions” are disclosed 1n Notes 10 and 26 to these financial statements

Year-end related party balances included 1n the balance sheet are as follows

Decex_nﬁ;_er 31,

_ 2006 _ 2005

AED '000 AED '000

Advances to customers 646,675 409,221

Deposits from customers 685,763 541,148

Letters of cred:t, guarantees and acceptances 1,662,630 1,431,794
Net mcome for the year includes related party transactions as follows

Interest income 52,250 32,186

Interest expense 18,052 16,412

Other mcome 49,524 43,968
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Interest rate sensitivity - 2006

The Bank's interest sensitivity position, based on the contractual re-pricing or matunity dates, whichever
dates are earhier as at December 31, 2006 was as follows
Over Qver Over
Within Jteb fioi2 lta5 Over  Non-interest
Jmonths meonths  menths years byears  sensitive Tatal

AED'000 AED'000 AED000 AED'000 AED'000 AED'000  AED'000

Assets

Cash and balances with central banks 430,000 - 1975688 2,405,688
Deposits and balances due from banks 5,462,670 642,224 1,489,994 169,526 792,598  §,556,912
Loans and advances (net) 19,035,223 3,334,802 2,350,466 3,280,902 383,583 177,257 28572.233

Islamie financing and investing assets (net) 610,953 202,531 15,530 - 829,014
Customer acceptances . - - - 1,157,635 1,157,635
Interest recervable and other assets 1,624,170 1,624,170

Investments 1n secunties 4,246,762 2,245,883 93,937 948,720 2,439,147 12,935449
Investment property - - - 361,739 361,739
Property and equipment - - . - 302,275 302,275
Total assets 29,785,508 6,425,440 3,909,927 4,410,148 383,583 11,830,50% 56,745,115
Liabditres and equity

Deposits and balances due to banks 3,041,325 1,626,367 1,101,963 - 1,218,495 6,988,150
Customers' deposits 21,689,534 1,296,347 2,815234 1,036,210 500,042 6,570,848 33,908,235
Islamue customers' deposits 626,681 121,209 - - . 747,890
Insurance and life assurance funds - - 373,940 373,940
Customer accepiances . - . . 1,157,635 1,157,635
Interest payable and other habthities . - - . 2,199,236 2,199,236
Medium-term floating rate notes 3,397,525 - - - - 3,397,525
Long term loans . - - . - 23,541 23,541
Minonty interest - - - 571,395 571,395
Equity atinbutable to equity helders of the parent - - 131568 7,377,568

28755065 5,043,983 3,917,317 1036210 500,042 19,492,658 56,745,115

Total ll?b!—llqusﬁeqd éqﬁ}iy o

Or Balance Sheet gap 1,030,443 3,381,517 (7.290) 3,373,938 (116,459) (7,662,149)
Off Balance Sheet gap (29,6570 (14,345} 11276 32,726 . -

rate sensitivity gap - 2006 1,000,786 4,367,958 4,371,944 7,778,608 7.662,149 - -

Comulative interest rate sensitvnty gap - 2005 3,293,887 4162914 597,169 7,255,083 7,011,128 - -

The effective interest rate* on bank placements and certificates of deposits with central bank was 4 82%
(2005 3 3%, on loans and advances 7 94% (2005 7 04%), on customer deposits 3 71% (2005 2 59%) and on
bank borrowings 5 37% (2005 3 22%)

*The effective interest rate (effective yield) of a monetary financial instrument s the rate that, when used in a
present value calculation, results in the carrying amount of the instrument, excluding non-interest bearing
ttems The rate is a historical rate for a fixed rate instrument carried at amortized cost and the current market
rate for o floating rate instrument or for an instrument carried at fair valye
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33 Matunties of assets and babilities - 2006
Qver Over Qver
Within iob 6to 12 1to5 Over
3 months months months years 5 years Total
AEDW00 AED'000 AED'000 AED'000 AED’000 AED'000

Assets
Cash and balances with central banks 2,405,638 - - - 2,405,688
Deposits and balances due from banks 5,981,046 329,223 1,081,239 1,165,404 - 8,556,912
Loans and advances - net 12,556,634 3,568,545 2,963,652 8,123,520 1,359,882 28,572,233
Islamie finaneing and investing agsets net 610,953 . 15,530 202,531 - 829,014
Customer acceptances 774,118 231,046 76,393 76,078 - 1,157,635
Interest receivable and other assets 177,623 1,446,547 - - 1,624,170
Investments in secunties 3,302,759 252,038 3,256,806 5,206,054 917,692 12,935,445
Investment property - 361,739 361,739
Property and equipment . 302,275 302,275
Total assets 25,808,821 5,827,398 7,393,720 14,773,587 2,941,588 56,745,115
Liabihities and equity
Deposits and balances due o banks 4,076,170 708,117 1,101,963 1,101,900 6,988,150
Customers' deposits 28,134,672 1,357,045 2,869,806 1,046,662 500,050 33,908,235
Islamic customers’ deposits 626,681 121,209 . . - 747,890
Insurance and life assurance funds - - - 373,940 373,940
Customer acceptances 774,118 231,046 76,393 76,078 . 1,157,635
Interest payable and other habihities 1,420,377 160,435 540,564 57,707 20,153 2,199,236
Medium-term floating rate notes - . 3,397,525 - 3,397,525
Long-term loans - - 23,541 23,541
Minonty interest - . 571,395 571,395
Equity attnbutable to equity holders of

the parent . - - 1,377,568 7,377,568

__Total habihitres and equity 85,032,018 2577852 4,588,726 5,679,872 6,866,647 56,745,115

Maturity profile 2005

6,875,677

Total assets 27003375 3,756,951 7325657 6,875,

1,581,071 46,542,631

Total habilities and shareholders' equity 28,402,508 2,418,881 2,103,240  4,922.070 8695932 46,542,631

Matunties of assets and habihties have been determined on the basis of the remaiming period from the
balance sheet date to the contractual matunty date
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Concentrations of assets, lhabilities and off balance sheet items

Ceographic regions

December 31, 2006 December 31, 2005
Off Balance Off Balance
Assets  Liabilities Sheet items Assets Liabilities  Sheet 1items

AED'000 AED'000 AED'000 AED'00C AED0G0 AEDQ0Q

UAE 38,970,230 49,241,540 23,322,276 28,016,938 38,265,926 17,275,851
Other Middle East countries 8,974,922 2,360,888 500,521 5633432 2 699,987 482,066
OECD 8,553,102 3,404,040 364,198 8,160,743 4,665,937 316,140
Others 5,246,861 1,738,647 284,677 4,731,518 910,781 181,280
Total 56,745,115 56,745,115 24,421,672 46,542,631 46,542,631 18,255,337

Industry Sector

Dflcember 31, 2006m . December 31, 2005 o
Off Balance Qff Balance
Assets Liabilities Sheet 1tems Assets Lialnhities Sheet 1tems

AED'000 AED'000 AED'000 AED'000 AED'000 AED'000

Government and Public Sector 3,316,779 5,017,823 116,544 1,873,690 2,297,002 129
Commercial & Business 17,946,817 15,874,470 18,145,773 15,275,697 18,128,754 14,150,864
Personal 8,054,468 11,280,441 434,754 6,236,734 8,786,840 38,839
Financial Institutions 21,667,930 18,544,363 4,835,349 22,351,561 7,704,914 3,591,915
Others 5,759,121 6,028,018 889,252 1,304,949 9,625,121 473,590
Total 56,745,115 56,745,115 24,421,672 46,542,631 46,542,631 _ 18,255,337
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Segmental information

2006
Treasury & Head Office
Financial Islamic Investment and
Retail Corporate Institutions Banking Banking Insurance Others Total
AED'000 AED'000  AED'000 AED'000  AED00C AED000  AED'GO0  AED'000
Net interest in¢ome and earmngs
from Islame products 616,037 486,699 B0,712 3,546 {142,899 5,959 67,918 1,117,978
Other income 316,704 337,517 101,326 529 374,936 280,362 298088 1,709,460
Tatal operating income 932,738 '824,216 ) 182,038 4,075 232,042 286,321 366,007 2,827,438
General and admimstrative expenses (1,031,470)
Allowances for loans and advances
and other financial assets (146,604)
Income before taxes and
minonty Interest 1,649,364
Taxation {6,622)
Net income for the year 1,642,742
Attnbuted te
Equity holders of the parent 1,570,640
Minonity interest 72,102
S .7
SegmentAsets TGS 1042483 G GIEET 167446 L2804 MU SEMSNS
_SegmentLishibties 7580600 28567835 1868965 754,158 2413655 1404824 6206112 48,795,152
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35  Segmental information (continued)

2005 o
Treasury & Head Office
Fianeial Investment and
Reta1l Corporate Institutions Bankg Insurance Others Total

AEDOOC AED'000 AEDO00 AED'000 AED'00D  AED'GDO AED'000

Net interest incorme 547,869 358,939 54,644 {31,959) 2,283 42,808 974,584
Other income 232,371 327,329 96,017 411,954 813,714 250,887 2,132,272
Operating income A 780,240 686,268 150,661 379,995 815,997 293,695 3,106,856
General and administrative expenses (776,887)
Allowances for loans and advances
and other financial assets (311,319
Income before taxes 2,018,650
Income tax (6,578)
Net income for the year 2,012,072
Attributed to -
Equity holders of the parent 1,739,350
Minonty mnterest 272,722
e e e e e el Ei2072
T SegmemtAssets 6221474 14666338 5071919 14569067 3079495 2844338 46542681

' Segment Lisbrhiies _ 6557,000 24782936 1,254838 1630646 771,368 3,391,024 38,387,812

36  Fair values of financial assets and Liabilities

Fair value 15 the amount for which an asset could be exchanged or a hability settled between knowledgeable,
willing parties 1n an arm’s length transaction Differences can arise between carrying values and faur value
estimates as a result of changes 1n market conditions

The fair values of on-balance sheet financial assets, except for held-to-matunty investments, loans and
advances and customer deposits which are carried at amortised cost, are not sigmficantly different from the
carrying values included in the consolidated financial statements The estimated fair value of investments
held-to matunty 1s based on quoted market prices when available or pricing models 1n the case of certain fixed
rate bonds Fair value of these investments 15 disclosed 1n Note 10 It 1s not practical to determine the fair
value of loans and advances and customer deposits with sufficient rehabiity Also, 1t 158 not practical to
determine the fair value of certain derivatives that are traded over the counter as they are considered 1lhiquid

37 Derivatives

In the ordinary course of business, the Bank utilizes the following dertvative financial instruments for hoth
trading and hedging purposes

Swaps are commitments to exchange one set of cash flows for another For interest rate swaps, counter-
parties generally exchange fixed and fleating rate mterest payments 1n a single currency without exchanging
princapal For currency swaps, fixed interest payments and principal are exchanged in different currencies
For cross-currency rate swaps, principal, fixed and floating interest payments are exchanged in different
currencies

Forwards and futures are contractual agreements to erther buy or sell a specified currency, commodity or
financial instrument at a specified price and date 1n the future Forwards are customized contracts transacted
in the over-the-counter market Foreign currency and interest rate futures are transacted 1n standardized
amounts on regulated exchanges and changes in futures contract values are marked to market daily
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Denvatives (continued)

Forward rate agreements are sumilar 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 on 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 right,
but not the obligation, to either buy or sell at fixed future date or at any time duning a specified period, a
specified amount of a currency, commodity or financial instrument at a pre-determined price

Dernivatives held for hedging purposes

The Bank deals in derivatives including forward exchange contracts, swaps, options and futures on behalf of
1ts customers These dealings with and exposure to financial markets are matched by equal and opposite
dealings and exposure to corporate customers

The Bank uses forward foreign exchange contracts and currency swaps to hedge against currency risks and
interest rate swaps to hedge against the mterest rate risk ansing from mterest rate exposures In all such
cases, the hedging relationship and objective, including details of the hedged 1tems and hedging instrument
are formally decumented

The following table shows the positive and negative fair values of derivative finanecial instruments, together
with the noticnal amounts analyzed by the term to maturity The notional amounts, which provide an
indication of the volumeas of the transactions outstanding at the year end, do not necessarily reflect the
amounts of future cash flows involved These notional amounts, therefore, are neither indicative of the Bank's
exposure to credit r1sk, which 1s generally imited to the positive fair value of the denvatives, nor market risk

December 31, 2006
Notional amount by term of maturity

Imonths 6months One year
Denvative Positive  Negative  Notwmal Uptol to to to Over
18] instrumen fair value fair value amount months 6 months 1 year byears 5§ years

AED'000  AED'0D  AEDW000  AED'000 AED'000  AED'000 AED'000 AED'000

Forward foreign exchange

contracts 126,769 76,444 20,565,031 18,968,700 510,278 311,085 774,998
Foreign exchange options

{bought) - 510,810 64,966,405 10,083,867 10,415,809 26,847,896 17,618,833 -
Foretgn exchange options (sold) 510,758 - 64,966,405 10,083,867 10,415,809 26,847,896 17,618,833 -
Interest rate swaps 199,618 201,392 2,934,215 7,346 86,631 91,964 1,383,534 1,364,740
Caps bought 36 146,300 . . 146,300
Caps sold 36 - 146,300 - - 146,300 -
Futures contracts purchased

(customers) 40 - 25,464 25,464 . . . .
Futures contracts sold (customers) . 1,687 29,109 26,668 - 2,441 -
Putures contracts seld

(bank) 40 25,464 25,464 . .
Futures contracts purchased

(bank) 1,687 - 29,109 26,668 - 2,441 - .
Total ] 838,808 790,409 153,833,802 39,248,044 21,428,527 54,103,693 37,688,798 1,364,740

December 31, 2005 255807 226766 25384441 15501958 4779993 2092997 2336853 673,410




38

Risk management

The Bank has semor management committees to oversee the risk management The Credit Policy Commttee
(CPC} and Credit Risk Management Division (CRMD) define policies, processes and systems to manage and
momtor credit risk Bank's Assets & Liabiities Commuttee (ALCO), which meets on a monthly basts sets
pohicies, system and himits for interest rate risk, foreign exchange nisk and hqudity risk  The Bank alsec has
a Risk Review function which independently reviews adherence to all risk management policies and processes
The Banlt's internal audit function whach 1s part of nsk review primarily evaluates operational risk

Credit Risk Management

Policies relating to credit are reviewed and approved by the Bank's Credit Policy Commuttee All credit lines
are approved centrally for UAE branches, and for overseas branches by the Bank's Credit Risk Management
Division n accordance with the Bank's credit policy set out in the Credit Policy Manual Credit and
Marketing functions are segregated [n addition, whenever possible, loans are secured by acceptable forms of
collateral mn order to mitigate credit risk The Bank further imits risk through diversification of 1ts assets by
geography and industry sectors

All credrt facilities are admimstered and momtored by the Credit Admimstration Department Pernodic
reviews are conducted by Credit Examunation teams from the Risk Review Division and facilities are nsk
graded based on criterion established in the Credit Policy Manual

Cross border exposure and financial institutions exposure limits for money market and treasury activities are
approved as per gwdehnes estabhished by the Bank's Credit Policy Commttee and are momtored by the
Credit Risk Management Division

The Credit Policy Commuttee 1s responsible for setting credit policy of the Bank It also establishes industry
caps, approves policy exceptions and conducts periodic porifolio reviews to ascertain portfolio quality

Dufferent credit underwriting procedures are followed for retail and commercial/ institutional lending as
described below

Retail lending

Each retail credit apphcation 1s considered for approval according to a product program, which 1s devised 1n
accordance with guidelines get out 1n the product policy approved by the Bank's Credit Pohcy Committee
(CPC) All approval authorities are delegated by the CPC or by the Chuef Executive Officer acting on behalf
of the CPC Dafferent authonty levels are spenified for approving product programs and exceptions thereto,
and individual loans/credits under product programs Each product program contains detalled credit criteria
(such as salary multiples, bank statements, age, residency, etc) and regulatory, compliance and
documentation requirements, as well as other operating requirements. Credit authorty levels range from
Level 1 (approval of a credit application meeting all the criteria of an already approved product program) to
Level 5 (the highest level where CPC approval of the specific credit application 1s necessary)

Commerciat/institutional lending

All credit apphcations for commercial and institutional lending are subject to the Bank's credit policies,
underwriting standards and industry caps (f any) and to regulatory requirements, as applicable from time to
tume The Bank does not lend to comparnues operating in industries that are considered by the Bank inherently
risky and where specialized industry knowledge 1s required In addition, Mashreqgbank sets credit hmuts for
all customers based on therwr creditworthiness

All credit lines or facilities extended by the Bank are made subject to prior approval pursuant to a delegated
signature authority system under the ultimate authority of the CPC or the Bank's Chief Executive Officer
under the supervision of the Board At least two mignatures are required to approve any commercial or
international credit apphcation However, depending on factors such as the size of the appheant, 1ts risk
rating, the client type or a specific policy 1ssue, a third concurring signature 1s usually required

The Bank has established country limits for cross border nisk Individual country limits are defined based
on a detailed credit policy defining acceptable country credit risk exposure and evaluating and controlling
cross border misk These himits are regularly reviewed by the Bank's credit risk management and
periodically by the CPC

ER
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Risk management (continued)
Credit review procedures and loan classificatron

The Bank's ¢redit review department {the CRD) subjects the Bank's risk assets to an independent quality
evaluation on & regular basis in conformity with the puidelines of the Central Bank of the U A E and Bank's
mternal policies in order to assist in the early wdentification of acerual and potenntial performance problems
The CRD validates the risk ratings of all commercial chents, providées an assessment of portfolio rsk by
product and segment for retail customers and monttors shservance of all approved credit policies, guidelines
and operating procedures across the Bank

All commercial/institutional loan factlities of Bank are assigned one of twenty five nsk ratings of the
performing grades where grades 23, 24 and 25 are for OAEM, in addition classified or criticized parties are
graded 60, 70 and 80 Current nsk rating system 1s being substantially strengthened to provide more
objectivity and granularity and also to comply with Basel [T IRB guidelines

If a credit 15 overdue for 90 days or more, interest 1s suspended and 1s not credited to income Specific
allowance for impairment of classified assets 15 made based on recoverability of outstanding and risk ratings
of the assets

The Bank writes off retail advances once they are 180 days past their due date while credit card balances are
written off when they are 150 days past their due date

The Bank also complies with TAS 39, 1n accordance with which 1t assesses the need for any impairment losses
on 1ts loan portfolis by calculating the net present value of the expected future cash flows for each loan As
required by Central Bank of the UAE guwdelines, the Bank takes the hagher of the loan lass provisions
required under IAS 39 and Central Bank regulations

Assets & Liability Committee (ALCO)

ALCO has a broad range of authonty delegated by the Board of Directors to manage the Bank's asset and
hability structure and funding strategy ALCO meets on a menthly basis or more often as circumstances
dictate to review hquidity ratios, asset and Lhiability structure, interest rate and foreign exchange exposures,
internal and statutory ratio requirements, funding gaps and general domestic and international economic and
financial market conditions ALCO formulates hquudity risk management guidehnes for the Bank's operation
on the basis of such review The Bank uses an interest rate simulation model to measure and momtor interest
rate sensitivity and varying interest rate scenarios

The members of ALCO comprise the Chref Executive Officer, the Head of Corporate & Investment Banking
Group, the Head of Retail Banking, the Head of Treasury & Caprtal Markets, the Head of Credit Risk
Management and the Chief Financial Officer of the Bank

Liquidity risk management

The Bank manages 1ts hquicdity 1n accordance with Central Bank of the UA E requirements and Bank's
internal guidelines The Central Bank of the U A E sets cash ratio requirements on overall deposits ranging
between 10 percent for time deposits and 14 0 percent for demand deposits according to the tenor of the
deposits The Central Bank of the U.A E also imposes a mandatory 1 1 utihzation ratio whereby loans and
advances (combined with inter-bank placements having a remaining term of greater than three months)
should not exceed stable funds as defined by the Central Bank of the UA E Stable funds are defined by the
Central Bank of the U A E to mean free own funds, inter-bank deposits with a remammng term of more than
s1x months and stable customer deposits To guard agamnst hiquudity risk, the Bank has diversified 1ts funding
sources and manages 1t8 assets with hquidity in mind, seeking to maintain a balance of cash, cash equivalents
and readily marketable securities ALCO sets and monitors iquadity ratios and regularly revises and updates
the Bank's hqudity management policies to ensure that the Bank 15 1n a position to meet 1ts obligations as

they fall due

Market risk management

Market r1sk 1s primarily composed of price risk and arises out of treasury, trading and mvestment activities
Price nsgk includes earning impect owing to level and volaubty of interest rates, foreign exchange rates,
derivatives prices and debt/equuty prices
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Risk management (continued)

The Bank carries a hmited amount of market risk as & policy preference and it 1s continuously momtored
Foreign exchange and denvatives trading for the account of the Bank 1s managed by a proprietary trading
himit wath a stop loss hmt set by the Assets and Liabihities Commattee

Interest rate risk management

Interest rate risk anses from the possibihity that changes in interest rates will affect the value of financial
mstruments The Bank 1s exposed to interest rate risk as a result of mismatches or gaps 1n the amounts of
assets and liabihities

The Bank uses simulation-modehng tools to periedically measure and monitor interest rate sensitivity The
results are analyzed and momtored by ALCO  Since most of the Bank's assets and habihities are floating rate,
deposits and loans generally reprice simultaneously providing a natural hedge, which reduces interest rate
exposure Moreover, the majority of the Bank's assets and habilities reprice within one year, thereby further
Iimiting 1nterest rate risk

Open foreign exchange positions

The Bank's assets are typically funded mn the same currency as that of the business transacted in order to
elrminate forergn exchange expcsure However, the Bank does maintain a long US dollar position within
hirmts approved by the Bank's Assets & Liabihties Commttee (ALCO) As of December 31, 2006, the Bank's
other net foreign exchange exposure was not significant except for AED 79 milhon short position m Qatan
Riyals (2005 AED 204 mihon) and AED 22 million long position in Pakistani Rupees (2005 AED 18 million)
and AED 64 milhion in long Indian Rupees (2005 AED 14 milhon), AED 19 mullion in long Egyptian Pound
(2006 AED 22 milhon n long Egyptian Pound), AED 49 million 1n long Bahramn Dinar (2005 Nil), AED 24
million 1n long Japanese Yen (2005 Nil) and AED 34 milhion 1n long UK Sterling (2005 Nal}

Fiduciary activities

Assets held by the Bank in trust, 1n a fiduciary and custedial capacity on behalf of 1ts customers, are not
included 1n these financial statements These include assets held 1n a fidueiary capacity for a related party
as of December 31, 2006 of AED 415 05 milhion (2005 AED 445 96 milhion)
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Capital adequacy

Decel;nbel_' a1,

2006 2005

AED '000 AED '000

Capital base (a) 7,825,826 7,146,899
Risk wetghted assets -

On-balance sheet assets 33,158,257 27,545,030

Off-balance sheet assets 11,519,476 8,788,359

Total nisk-weighted assets (b) 44,677,733 36,333,389

Capital adequacy ratio [(a_)/(yj)g 100] 17 52% 19 67%

The above capital adequacy ratio 1s computed based on circulars 1ssued by the UA E Central Bank

Proposed dividends

Dece_mber 31,

2006 2005

AED '000 AED '000

Cash dividend for 2005 AED 2 per share - 173,239
Bonus shares - 3 shares for each 10 shares 259,859 -
259,859 173,239

Ihvidends per share (AED) 30 20

The proposed cash dividends for 2005 was approved by the Board of Directors and ratified by the shareholders
at the Annual General Meeting on March 8, 2006

The bonus shares were proposed by the Board of Directors at their meeting heid on February 4, 2007
Fund management

Makaseb Funds Company BSC (subsidiary - Note 1) manages a number of equity funds which are not
consohdated in the finanmal statements The funds have no recourse to the general assets of the Group,
further the Group has no recourse to the assets of the funds

Comparative figures

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




