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Independent Auditor's Report

The Shareholders

Air Arabia P.J.S.C. (Air Arabia) and Subsidiary
Sharjah

United Arab Emirates

Report on the Consolidated Financial Statements

We have audited the accompanying consolidated financial statements of Air Arabia P.J.S.C.
(Air Arabia) [the ‘Company’] and Subsidiary [together the ‘Group’], Sharjah, United Arab Emirates
which comprise the consolidated balance sheet as at December 31, 2007, and the consolidated income
statement, consolidated statement of changes in equity and consolidated cash flow statement for the
period from inception to December 31, 2007 and a summary of significant accounting policies and
other explanatory notes.

Management’s Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with International Financial Reporting Standards. This responsibility
includes: designing, implementing and maintaining internal control relevant to the preparation and
fair presentation of consolidated financial statements that are free from material misstatement,
whether due to fraud or error; selecting and applying appropriate accounting policies; and making
accounting estimates that are reasonable in the circumstances.

Auditor’s Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our
audit. We conducted our audit in accordance with International Standards on Auditing. Those
standards require that we comply with ethical requirements and plan and perform the audit to
obtain reasonable assurance whether the consolidated financial statements are free from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the consolidated financial statements. The procedures selected depend on the auditor’s
judgement, including the assessment of the risks of material misstatement of the consolidated
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
consolidated financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Group’s
internal control. An audit also 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 consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinion.
Contd. ..

- s . = o Member of
Audir,Tax . Consulting . Financial Advisory. Deloitte Touche Tohmatsu



Deloitte.

Independent Auditor’s Report to the Shareholders of Air Arabia P.J.S.C. (Air Arabia) and
Subsidiary, Sharjah, United Arab Emirates (page 2 of 2) - continued

Opinion

In our opinion, the consolidated financial statements present fairly, in all material respects, the
consolidated financial position of the Group, as of December 31, 2007, and its financial
performance and its cash flows for the period from inception to December 31, 2007 in accordance
with International Financial Reporting Standards.

Emphasis of Matter

As discussed in Note 5 to the consolidated financial statements, the Company is in the process of
determining the fair values of investment property, property and equipment and separately identifiable
intangible assets acquired from Air Arabia Company L.L.C. (Air Arabia) to determine the remaining
value attributable to goodwill within the twelve months of the transfer date as allowed by IFRS 3
“Business Combinations”. Accordingly, adjustments to the provisional values will be recognised and
an impairment test on the carrying value of goodwill will also be performed upon completion of the
valuation process.

Report on Other Legal and Regulatory Requirements

Also, in our opinion, the Group has maintained proper books of account and the physical inventory
was properly conducted. The information contained in the directors’ report relating to the
consolidated financial statements is in agreement with the books. We obtained all the information
which we considered necessary for our audit. According to the information available to us, there were
no contraventions during the period of the U.A.E. Federal Commercial Companies Law No. 8 of 1984,
as amended, or the Articles of Association of the group companies which might have materially
affected the financial position of the Group or its financial performance.

For Deloitte & Touche

A”}V\/-\.

Anis F.\Sadek
Sharjah Partner
February 13,2008 (Registration No. 521)



Air Arabia Company P.J.S.C. (Air Arabia) and Subsidiary
Sharjah - United Arab Emirates

Consolidated Balance Sheet
At December 31, 2007
(In Arab Emirates Dirhams)

December 31,

Notes 2007
ASSETS
Current assets
Cash and cash equivalents 6 i 2,969,905,739
Trade and other reccivables 7 134,009,886
Due from a related party 8 1,710,251
Inventories 747,707
Total current assets 3,106,373,583
Non-current assets
Available-for-sale investments 9 581,215,288
Aircraft lease deposits 37,669,225
Deferred charges 10 6,457,738
Goodwill and other intangible assets 11 1,320,860,299
Investment property 12 12,562,500
Advance for new aircraft 13 160,181,266
Property and equipment 14 112,239,533
Total non-current assets 2,231,185,849
Total asscts 5,337,559,432
LIABILITIES AND EQUITY
Current liabilities
Trade and other payables 115 182,028,689
Deferred income 104,303,403
Due to related partics 8 11,761,752
Total current liabilities 298,093,844
Non-current liabilities
Due to a related party 8 2,250,000
Provision for employees’ end of service indemnity 16 7,738,209
Total non-current liabilities ST 0OR8200
Total liabilities 308,082,053
Capital and reserves
Share capital 17 4,666,700,000
Statutory reserve 27,665,734
Investments revaluation reserve 4,866,635
Retained earnings _ 330,245,010
Total equity 5,029,477,379
Total liabilities and equity 5,337,559,432

The accompanying notes form an integral part of these consolidated financial slﬁm Aents.
!

8 o

Chairman " Chief EXecutive Officer Dircctor of Finance




Air Arabia P.J.S.C. (Air Arabia) and Subsidiary
Sharjah - United Arab Emirates

Consolidated Income Statement
For the period from inception to December 31, 2007
(In Arab Emirates Dirhams)

Period from
inception to
December 31,

Notes 2007
Revenue 18 803,669,430
Cost of sales 19 (_591,704.084)
Gross profit 211,965,346
Selling and marketing costs 20 (  21,340,403)
General and administrative expenses 21 (__36,508.,000)
Operating profit 154,116,943
Profit on bank deposits 100,682,948
Other income 22 27,172,024
Profit for the period 23 281,971,915
Basic earnings per share 24 0.06

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



Air Arabia P.J.S.C. (Air Arabia) and Subsidiary

Sharjah - United Arab Emirates

Consolidated Statement of Changes in Equity
For the period from inception to December 31, 2007
(In Arab Emirates Dirhams)

Share capital introduced

Pre-incorporation profit
directly recognised in
equity (see Note 25)

Gain on available-for-
sale investments
directly recognised in
equity

Profit for the period
Total recognised income
and expense for the

period

Transfer to statutory
reserve

Balance at December
31, 2007

Investments
Share Statutory revaluation Retained
capital reserve reserve earnings Total
4,666,700,000 - - - 4,666,700,000
- - - 75,938,829 75,938,829
- - 4,866,635 - 4,866,635
- - - 281,971,915 281,971,915
- - 4,866,635 357.910.744 362.777.379
- 27,665.734 - (L27.665.734) -
4,666,700,000 27,665,734 4,866,635 330,245,010  5,029,477,379

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



Air Arabia P.J.S.C. (Air Arabia) and Subsidiary
Sharjah - United Arab Emirates

Consolidated Cash Flow Statement
For the period from inception to December 31, 2007
(In Arab Emirates Dirhams)

Notes

Operating activities
Profit for the period
Adjustment for:
Depreciation of property and equipment
Depreciation of investment property
Amortisation of deferred charges
Provision for employees’ end of service indemnity
Loss on disposal of property and equipment
Profit on bank deposits
Rental income

Operating cash flows before movements in working capital
Increase in trade and other receivables

Increase in inventories

Decrease in due from a related party

Increase in aircraft lease deposits

Increase in trade and other payables

Decrease in deferred income

Decrease in due to related parties

Cash generated from operations
Employees’ end of service indemnity paid

Net cash from operating activities

Investing activities

Purchase of property and equipment

Advance for new aircraft

Increase in deferred charges

Profit on bank deposits

Rental income

Pre-incorporation profit 25
Purchase of available-for-sale investments

Net cash used in investing activities

Financing activities
Share capital received in cash 17

Cash from financing activities

Net increase in cash and cash equivalents

Cash and cash equivalents acquired at June 19, 2007
Cash and cash equivalents at the end of the period

Period from

inception to

December 31,
2007

281,971,915

3,411,453
397,917
19,742,184
1,425,015
426,577

( 100,682,948)
(___1,193.750)

205,498,363
( 34,918,626)
( 747,707)

1,833,924
( 12,188,968)

67,865,969
( 26,676,963)
(_102,129,314)

98,536,678
( 572,110)
97.964.568

( 46,221,391)
( 160,181,266)
( 15,159,376)
100,682,948

1,193,750
75,938,829
(_551,090,000)

(_594.836.506)

3,266,700,000
3,266,700,000
2,769,828,062

200,077,677
2,969,905,739

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



Air Arabia P.J.S.C. (Air Arabia) and Subsidiary
Sharjah - United Arab Emirates

Notes to the Consolidated Financial Statements
For the period from inception to December 31, 2007

1. General information

Air Arabia P.J.S.C. (Air Arabia) - Sharjah (the “Company”) was incorporated on June 19,
2007 as a Public Joint Stock Company in accordance with UAE Federal Law No. 8 of
1984 (as amended). The Company operates in the United Arab Emirates under a trade
license issued by the Economic Development Department of the Government of Sharjah
and Air Operator's Certificate Number AC 2 issued by the General Civil Aviation
Authority, United Arab Emirates. The “Group” comprises Air Arabia P.J.S.C. (Air
Arabia) and its Subsidiary (see Note 2). The address of the Company’s registered office
is P.O. Box 8, Sharjah, United Arab Emirates.

The licensed activities of the Company are international commercial air transportation,
aircraft trading, aircraft rental, aircraft rent, aircraft spare parts trading, travel and tourist
agencies, airlines companies representative office, passengers transport, air cargo agents,
documents transfer services, telecommunications devices trading and aircraft repairs and
maintenance. To date the principal operations comprise international commercial air
transportation through Air Arabia operating out of Sharjah, United Arab Emirates.

The assets and the liabilities of Air Arabia Company L.L.C. (Air Arabia) as of June 19,
2007 were transferred to Air Arabia P.J.S.C. (Air Arabia) as an in-Kind contribution for 30%

interest (see Note 5).

The Company was incorporated on June 19, 2007 and accordingly comparatives are not
presented in these consolidated financial statements.

2. Significant accounting policies
Statement of compliance

The consolidated financial statements are prepared in accordance with the International
Financial Reporting Standards.

Basis of preparation
The consolidated financial statements have been prepared on the historical cost basis

except for the revaluation of financial instruments. The principal accounting policies
adopted are set out below.



Air Arabia P.J.S.C. (Air Arabia) and Subsidiary
Sharjah - United Arab Emirates

Notes to the Consolidated Financial Statements (continued)
For the period from inception to December 31, 2007

2. Significant accounting policies (continued)
Basis of consolidation

The consolidated financial statements of Air Arabia P.J.S.C. (Air Arabia) and Subsidiary
(the “Group”) incorporate the financial statements of the Company and entities controlled
by the Company (its Subsidiary). Control is achieved where the Company has the power
to govern the financial and operating policies of an entity so as to obtain benefits from its
activities.

The results of subsidiaries acquired or disposed of during the period are included in the
profit or loss from the effective date of acquisition or up to the effective date of disposal,

as appropriate.

All significant intra-group transactions, balances, income and expenses are eliminated in
full on consolidation.

Subsidiary

Details of the Company's subsidiary at December 31, 2007 is as follows:

Proportion
Place of of Proportion

Name of incorporation ownership of voting Principal
subsidiary and operation interest power held activity

Sharjah Airport Providing marketing,
Red Marketing International advertisement agency
Communications Free Zone, and communication
(FZE) U.AE. 100% 100% services.

Business combination

Acquisitions of subsidiaries and businesses are accounted for using the purchase method.
The cost of the business combination is measured as the aggregate of the fair values (at
the date of exchange) of assets given, liabilities incurred or assumed, and equity
instruments issued by the Group in exchange for control of the acquiree, plus any costs
directly attributable to the business combination. The acquiree’s identifiable assets,
liabilities and contingent liabilities that meet the conditions for recognition under IFRS 3
Business Combinations are recognised at their fair values at the acquisition date.



Air Arabia P.J.S.C. (Air Arabia) and Subsidiary
Sharjah - United Arab Emirates

Notes to the Consolidated Financial Statements (continued)
For the period from inception to December 31, 2007

2.

Significant accounting policies (continued)
Business combination (continued)

Goodwill arising on acquisition is recognised as an asset and initially measured at cost,
being the excess of the cost of the business combination over the Group’s interest in the
net fair value of the identifiable assets, liabilities and contingent liabilities recognised. If,
after reassessment, the Group’s interest in the net fair value of the acquiree’s identifiable
assets, liabilities and contingent liabilities exceeds the cost of the business combination,
the excess is recognised immediately in profit or loss.

Interests in joint ventures

A joint venture is a contractual arrangement whereby the Group and other parties
undertake an economic activity that is subject to joint control, that is when the strategic
financial and operating policy decisions relating to the activities require the unanimous
consent of the parties sharing control.

Where a group entity undertakes its activities under joint venture arrangements directly,
the Group’s share of jointly controlled assets and any liabilities incurred jointly with
other venturers are recognised in the consolidated financial statements of the relevant
entity and classified according to their nature. Liabilities and expenses incurred directly
in respect of interests in jointly controlled assets are accounted for on an accrual basis.
Income from the sale or use of the Group’s share of the output of jointly controlled
assets, and its share of joint venture expenses, are recognised when it is probable that the
economic benefits associated with the transactions will flow to/from the Group and their
amount can be measured reliably.

Joint venture arrangements that involve the establishment of a separate entity in which
each venturer has an interest are referred to as jointly controlled entities. The Group
reports its interests in jointly controlled entities using proportionate consolidation, except
when the investment is classified as held for sale, in which case it is accounted for under
IFRS 5: Non-current Assets Held for Sale and Discontinued Operations. The Group’s
share of the assets and liabilities, income and expenses, of jointly controlled entities are
combined with the equivalent items in the consolidated financial statements on a line-by-
line basis.

Where the Group transacts with its jointly controlled entities, unrealised profits and
losses are eliminated to the extent of the Group’s interest in the joint venture.

Revenue recognition

Revenue is measured at the fair value of the consideration received or receivable. Revenue
is reduced for estimated customer returns, rebates and other similar allowances.



10

Air Arabia P.J.S.C. (Air Arabia) and Subsidiary
Sharjah - United Arab Emirates

Notes to the Consolidated Financial Statements (continued)
For the period from inception to December 31, 2007

2.

Significant accounting policies (continued)
Revenue recognition (continued)

Rendering of services

Passenger revenue is recognised in the period in which the service is provided. Unearned
revenue represents flight seats sold but not yet flown and is included in current liabilities as
deferred income. It is released to the profit or loss when flown or time expired.

Sales of other services are recognised when the services are rendered.

Sale of goods

Revenue from the sale of goods is recognised when all the following conditions are
satisfied:

e the Group has transferred to the buyer the significant risks and rewards of ownership
of the goods;

e the Group retains neither continuing managerial involvement to the degree usually
associated with ownership nor effective control over the goods sold,;

e the amount of revenue can be measured reliably;

® it is probable that the economic benefits associated with the transaction will flow to
the entity; and

e the costs incurred or to be incurred in respect of the transaction can be measured
reliably.

Dividend and bank deposit profit revenue

Dividend revenue from investments is recognised when the shareholders’ right to receive
payment has been established.

Bank deposit profit revenue is accrued on a time basis, by reference to the principal
outstanding and at the effective profit rate applicable.

Rental income

Rental income from investment property is recognised on a straight line basis over the term
of the relevant lease.
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Air Arabia P.J.S.C. (Air Arabia) and Subsidiary
Sharjah - United Arab Emirates

Notes to the Consolidated Financial Statements (continued)
For the period from inception to December 31, 2007

2.

Significant accounting policies (continued)
Leasing

All of the Group’s lease contracts are of an operating lease nature and are accounted for as
operating leases. Operating lease payments are recognised as an expense on a straight-line
basis over the lease term, except where another systematic basis is more representative of
the time pattern in which economic benefits from the leased asset are consumed. Contingent
rentals arising under operating leases are recognised as an expense in the period in which
they are incurred.

In the event that lease incentives are received to enter into operating leases, such incentives
are recognised as a liability. The aggregate benefit of incentives is recognised as a reduction
of rental expense on a straight-line basis, except where another systematic basis is more
representative of the time pattern in which economic benefits from the leased asset are
consumed.

Foreign currencies

The individual financial statements of each group entity are presented in the currency of the
primary economic environment in which the entity operates (its functional currency). For
the purpose of the consolidated financial statements, the results and financial position of
each group entity are expressed in Arab Emirates Dirhams (“AED”), which is the functional
currency of the Company and the presentation currency for the consolidated financial
statements.

In preparing the financial statements of the individual entities, transactions in currencies
other than the entity’s functional currency (foreign currencies) are recorded at the rates of
exchange prevailing at the dates of the transactions. At each balance sheet date, monetary
items denominated in foreign currencies are retranslated at the rates prevailing at the balance
sheet date. Non-monetary items carried at fair value that are denominated in foreign
currencies are retranslated at the rates prevailing at the date when the fair value was
determined. Non-monetary items that are measured in terms of historical cost in a foreign
currency are not retranslated.

Exchange differences are recognised in profit or loss in the period in which they arise
except for:

i)  exchange differences which relate to assets under construction for future productive
use, which are included in the cost of those assets where they are regarded as an
adjustment to interest costs on foreign currency borrowings;
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Air Arabia P.J.S.C. (Air Arabia) and Subsidiary
Sharjah - United Arab Emirates

Notes to the Consolidated Financial Statements (continued)
For the period from inception to December 31, 2007

2. Significant accounting policies (continued)
Foreign currencies (continued)

ii) exchange differences on transactions entered into in order to hedge certain foreign
currency risks (see below for hedging accounting policies); and

iii) exchange differences on monetary items receivable from or payable to a foreign
operation for which settlement is neither planned nor likely to occur, which form
part of the net investment in a foreign operation, and which are recognised in the
foreign currency translation reserve and recognised in profit or loss on disposal of
the net investment.

Provision for employees’ end of service indemnity

Provision for employees’ end of service indemnity is made in accordance with the U.A.E.
labour laws, and is based on current remuneration and cumulative years of service at the
balance sheet date.

Defined contribution plan

UAE national employees of the Group are members of the Government-managed
retirement pension and social security benefit scheme pursuant to Federal Labor Law No.
7 of 1999. The Group is required to contribute 12.5% of the “contribution calculation
salary” of payroll costs to the retirement benefit scheme to fund the benefits. These
employees are also required to contribute 5% of the “contribution calculation salary” to
the scheme. The only obligation of the Group with respect to the retirement pension and
social security scheme is to make the specified contributions. The contributions are
charged to the profit or loss.

Statutory reserve

In accordance with United Arab Emirates Federal Commercial Companies Law No. 8 of
1984, as amended, the Company is required to establish a statutory reserve by
appropriation of 10% of profit for each year until the reserve equals 50% of the paid up
share capital. This reserve is not available for distribution except as stipulated by the
Law.

Property and equipment

Land granted by the Government of Sharjah is stated at a nominal value of AED 1.

Capital work-in-progress is stated at cost less any identified impairment losses.



13

Air Arabia P.J.S.C. (Air Arabia) and Subsidiary
Sharjah - United Arab Emirates

Notes to the Consolidated Financial Statements (continued)
For the period from inception to December 31, 2007

2.

Significant accounting policies (continued)
Property and equipment (continued)

Other property and equipment are stated at cost less accumulated depreciation and any
accumulated impairment losses.

Depreciation is charged so as to write off the cost of assets, other than land and capital
work-in-progress, over their estimated useful lives, using the straight-line method. The
estimated useful lives, residual values and depreciation method are reviewed at each period
end, with the effect of any changes in estimate accounted for on a prospective basis.

The gain or loss arising on the disposal or retirement of an item of property and equipment
is determined as the difference between the sales proceeds and the carrying amount of the
asset and is recognised in profit or loss.

Investment property

Investment property is accounted under the cost model of TAS 40. Investment property is
stated at cost less accumulated depreciation and any identified impairment loss.
Depreciation is charged so as to write off the cost of investment property, other than land,
over the estimated useful lives of 20 years, using the straight-line method. Land granted by
the Government of Sharjah on which investment property is constructed is stated at a
nominal value of AED 1.

Government grants

Land granted by the government is recognised at nominal value where there is reasonable
assurance that the land will be received and the Group will comply with any attached
conditions, where applicable. Grants related to income, which reduce operating costs, are
presented as credits in the profit or loss.

Deferred charges

Deferred charges are amortised on the straight-line method over the estimated period of
benefit. Landing permission charges are tested for impairment on a regular basis.

Intangible assets acquired in a business combination

Intangible assets acquired in a business combination are identified and recognised
separately from goodwill where they satisfy the definition of an intangible asset and their
fair values can be measured reliably. The cost of such intangible assets is their fair value
at the acquisition date.
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Air Arabia P.J.S.C. (Air Arabia) and Subsidiary
Sharjah - United Arab Emirates

Notes to the Consolidated Financial Statements (continued)
For the period from inception to December 31, 2007

2.

Significant accounting policies (continued)
Intangible assets acquired in a business combination (continued)

Subsequent to initial recognition, intangible assets acquired in a business combination
are reported at cost less accumulated amortisation and accumulated impairment losses,
on the same basis as intangible assets acquired separately.

Goodwill

Goodwill arising on the acquisition of a subsidiary or a jointly controlled entity
represents the excess of the cost of acquisition over the Group’s interest in the net fair
value of the identifiable assets, liabilities and contingent liabilities of the subsidiary or
jointly controlled entity recognised at the date of acquisition. Goodwill is initially
recognised as an asset at cost and is subsequently measured at cost less any accumulated
impairment losses. For the purpose of impairment testing, goodwill is allocated to each of
the Group’s cash-generating units expected to benefit from the synergies of the
combination. Cash-generating units to which goodwill has been allocated are tested for
impairment annually, or more frequently when there is an indication that the unit may be
impaired. If the recoverable amount of the cash-generating unit is less than the carrying
amount of the unit, the impairment loss is allocated first to reduce the carrying amount of
any goodwill allocated to the unit and then to the other assets of the unit pro-rata on the
basis of the carrying amount of each asset in the unit. An impairment loss recognised for
goodwill is not reversed in a subsequent period.

On disposal of a subsidiary or a jointly controlled entity, the attributable amount of
goodwill is included in the determination of the profit or loss on disposal.

Impairment of tangible and intangible assets excluding goodwill

At each balance sheet date, the Group reviews the carrying amounts of its tangible and
intangible assets to determine whether there is any indication that those assets have
suffered an impairment loss. If any such indication exists, the recoverable amount of the
asset is estimated in order to determine the extent of the impairment loss (if any). Where
it is 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 is the higher of fair value less costs to sell and value in use. In
assessing value in use, the estimated future cash flows are discounted to their present
value using a discount rate that reflects current market assessments of the time value of
money and the risks specific to the asset.
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Air Arabia P.J.S.C. (Air Arabia) and Subsidiary
Sharjah - United Arab Emirates

Notes to the Consolidated Financial Statements (continued)
For the period from inception to December 31, 2007

2.

Significant accounting policies (continued)
Impairment of tangible and intangible assets excluding goodwill (continued)

If the recoverable amount of an asset (or cash-generating unit) is estimated to be less than
its carrying amount, the carrying amount of the asset (cash-generating unit) is reduced to
its recoverable amount. An impairment loss is recognised immediately in profit or loss,
unless the relevant asset is carried at a revalued amount, in which case the impairment
loss is treated as a revaluation decrease.

Where an impairment loss subsequently reverses, the carrying amount of the asset (cash-
generating unit) is increased to the revised estimate of its recoverable amount, but so that
the increased carrying amount does not exceed the carrying amount that would have been
determined had no impairment loss been recognised for the asset (cash-generating unit) in
prior years. A reversal of an impairment loss is recognised immediately in profit or loss,
unless the relevant asset is carried at a revalued amount, in which case the reversal of the
impairment loss is treated as a revaluation increase.

Inventories

Inventories are stated at the lower of cost and net realisable value. Cost comprises invoice
price of materials and, where applicable, labour costs and those overheads that have been
incurred in bringing the inventories to their present location and condition. Cost is calculated
using the first-in-first-out method. Net realisable value represents the estimated selling price
less all estimated costs of completion and costs to be incurred in marketing, selling and
distribution.

Deferred income

Deferred income represents unearned revenue from flight seats sold but not yet flown. It
is released to profit or loss when passengers are flown or time expired.

Provisions

Provisions are recognised when the Group has a present obligation as a result of a past
event, it is probable that the Group will be required to settle that obligation, and a reliable
estimate can be made of the amount of the obligation.

The amount recognised as a provision is the best estimate of the consideration required to
settle the present obligation at the balance sheet date, taking into account the risks and
uncertainties surrounding the obligation. Where a provision is measured using the cash
flows estimated to settle the present obligation, its carrying amount is the present value of
those cash flows.
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Air Arabia P.J.S.C. (Air Arabia) and Subsidiary
Sharjah - United Arab Emirates

Notes to the Consolidated Financial Statements (continued)
For the period from inception to December 31, 2007

2.

Significant accounting policies (continued)
Aircraft maintenance

For the aircraft under operating lease agreements, wherein the Group has an obligation to
maintain the aircraft, accruals are made during the lease term for the obligation based on
estimated future costs of major airframe and certain engine maintenance checks by making
appropriate charges to the profit or loss calculated by reference to the number of hours or
cycles operated and engineering estimates.

Financial assets

Financial assets are classified into the following specified categories: financial assets ‘at
fair value through profit or loss’ (FVTPL), ‘held-to-maturity’ investments, ‘available-for-
sale’ (AFS) financial assets and ‘loans and receivables’. The classification depends on the
nature and purpose of the financial assets and is determined at the time of initial
recognition.

The effective interest method is a method of calculating the amortised cost of a financial
asset and of allocating interest income over the relevant period. The effective rate is the
rate that exactly discounts estimated future cash receipts through the expected life of the
financial asset, or, where appropriate, a shorter period.

The Group has classified the following financial assets as ‘loans and receivables’: cash
and cash equivalents, trade and other receivables, due from a related party and aircraft
lease deposits. Financial assets also include available-for-sale investments.

Investments are recognised and derecognised on trade date where the purchase or sale of
an investment is under a contract whose terms require delivery of the investment within
the timeframe established by the market concerned, and are initially measured at fair
value, plus transaction costs, except for those financial assets classified as at fair value
through profit or loss, which are initially measured at fair value.

AFS financial assets

Investments in listed shares that are traded in an active market and investments in
unlisted fund held by the Group are classified as being AFS and are stated at fair value.
Gains and losses arising from changes in fair value are recognised directly in equity in
the investments revaluation reserve with the exception of impairment losses, interest
calculated using the effective interest method and foreign exchange gains and losses on
monetary assets, which are recognised directly in profit or loss. Where the investment is
disposed of or is determined to be impaired, the cumulative gain or loss previously
recognised in the investments revaluation reserve is included in profit or loss for the
period.
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Air Arabia P.J.S.C. (Air Arabia) and Subsidiary
Sharjah - United Arab Emirates

Notes to the Consolidated Financial Statements (continued)
For the period from inception to December 31, 2007

2.

Significant accounting policies (continued)
Financial assets (continued)
AFS financial assets (continued)

Dividends on AFS equity instruments are recognised in profit or loss when the Group’s
right to receive the dividends is established.

The fair value of AFS monetary assets denominated in a foreign currency is determined
in 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 is recognised in profit or loss, and other changes are
recognised in equity.

Trade and other receivables and due from a related party

Trade and other receivables and due from a related party, that have fixed or determinable
payments that are not quoted in an active market are classified as loans and receivables.
These are measured at amortised cost using the effective interest method, less any
impairment.

Cash and cash equivalents

Cash and cash equivalents comprise cash on hand and demand deposits and other short-
term highly liquid investments that are readily convertible to a known amount of cash
and are subject to an insignificant risk of changes in value.

Impairment of financial assets

Financial assets are assessed for indicators of impairment at each balance sheet date.
Financial assets are impaired where there is objective evidence that, as a result of one or
more events that occurred after the initial recognition of the financial asset, the estimated
future cash flows of the investment have been impacted.

For unlisted shares classified as AFS, a significant or prolonged decline in the fair value
of the security below its cost is considered to be objective evidence of impairment.

For all other financial assets, including redeemable notes classified as AFS, objective
evidence of impairment could include:

« significant financial difficulty of the issuer or counterparty; or
« default or delinquency in interest or principal payments; or

« it becoming probable that the borrower will enter bankruptcy or financial re-
organisation.
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2.

Significant accounting policies (continued)
Financial assets (continued)
Impairment of financial assets (continued)

For certain categories of financial asset, such as trade receivables, assets that are assessed
not to be impaired individually are subsequently assessed for impairment on a collective
basis. Objective evidence of impairment for a portfolio of receivables could include the
Group’s past experience of collecting payments, an increase in the number of delayed
payments in the portfolio past the average credit period of 60 days, as well as observable
changes in national or local economic conditions that correlate with default on
receivables.

For financial assets carried at amortised cost, the amount of the impairment is the
difference between the asset’s carrying amount and the present value of estimated future
cash flows, discounted at the financial asset’s original effective interest rate.

The carrying amount of the financial asset is reduced by the impairment loss directly for
all financial assets with the exception of trade receivables, where the carrying amount is
reduced through the use of an allowance account. When a trade receivable is considered
uncollectible, it is written off against the allowance account. Subsequent recoveries of
amounts previously written off are credited against the allowance account. Changes in the
carrying amount of the allowance account are recognised in profit or loss.

With the exception of AFS equity instruments, if, in 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 recognised, the previously recognised impairment
loss is reversed through profit or loss to the extent that the carrying amount of the
investment, at the date the impairment is reversed, does not exceed what the amortised
cost would have been had the impairment not been recognised.

In respect of AFS equity securities, impairment losses previously recognised through
profit or loss are not reversed through profit or loss. Any increase in fair value subsequent
to an impairment loss is recognised directly in equity.

Derecognition of financial assets

The Group derecognises a financial asset only when the contractual rights to the cash
flows from the asset expire; or it transfers the financial asset and substantially all the risks
and rewards of ownership of the asset to another entity. If the Group neither transfers nor
retains substantially all the risks and rewards of ownership and continues to control the
transferred asset, the Group recognises its retained interest in the asset and an associated
liability for amounts it may have to pay.
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2. Significant accounting policies (continued)

Financial liabilities and equity instruments
Classification as debt and equity instruments

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

Equity instruments

Equity instruments issued by the Group are recorded at the proceeds received, net of
direct issue costs.

Financial liabilities
Financial liabilities are initially measured at fair value, net of transaction costs.

Financial liabilities are subsequently measured at amortised cost using the effective interest
method, with interest expense recognised on an effective yield basis.

The effective interest method is a method of calculating the amortised cost of a financial
liability and of allocating interest expense over the relevant period. The effective interest
rate is the rate that exactly discounts estimated future cash payments through the expected
life of the financial liability, or, where appropriate, a shorter period.

The Group has classified the following financial liabilities as ‘other financial liabilities’:
trade and other payables, due to related parties and provision for employees’ end of service
indemnity.

Derecognition of financial liabilities

The Group derecognises financial liabilities when, and only when, the Group’s obligations
are discharged, cancelled or they expire.

Dividend distribution

Dividend distribution to the Group’s shareholders is recognised as a liability in the Group’s
consolidated financial statements in the period in which the dividends are approved by the
Group’s shareholders.

Derivative financial instruments

The Group enters into derivative financial instruments to manage its exposure to fuel
price risk.
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2.

Significant accounting policies (continued)
Derivative financial instruments (continued)

Derivative financial instruments are initially recognised at fair value at the date a
derivative contract is entered into and are subsequently remeasured at their fair value at
each balance sheet date. Derivatives are designated either as a hedge of the fair value of a
recognised asset or liability or of a firm commitment (fair value hedge) or a hedge of the
exposure to variability in cash flows that is attributable to a particular task associated
with a recognised asset or liability or a highly probable forecast transaction (cash flow
hedge). Fair values are obtained from quoted market prices, discounted cash flow models
and option pricing models as appropriate. All derivatives are carried as assets when fair
value is positive and as liabilities when fair value is negative.

The Group’s criteria to account for a derivative financial instrument as a hedge include:

- formal documentation of the hedging instruments, hedged items, hedging objective,
strategy and basis of measuring effectiveness all of which are prepared prior to
applying hedge accounting; and

- documentation showing that the hedge effectiveness is assessed on an ongoing basis
and is determined to have been highly effective in offsetting the risk of the hedged
item throughout the reporting period.

Changes in the fair value of derivatives that are designated and qualify as fair value
hedges and that are highly effective, are recorded in the profit or loss, along with any
changes in the fair value of the hedged asset or liability that are attributable to the hedged
risk. This accounting treatment is discontinued when the fair value hedging instrument
expires or is sold, terminated or exercised, or the hedge no longer meets the criteria for
hedge accounting.

Changes in the fair value of derivatives that are designated and qualify as cash flow
hedges and that prove to be highly effective in relation to the hedged risk are recognised
in the fair value reserve in equity. When the forecasted transaction results in the
recognition of an asset or of a liability, the gains and losses previously deferred in equity
are transferred from equity and recognised in profit or loss in the same period during
which the asset or liability affects profit or loss. In all other cases, amounts deferred in
equity are transferred to the profit or loss in the period during which the forecasted
transaction affects the consolidated statement of income.

When a cash flow hedging instrument expires or is sold, terminated or exercised, or when
a hedge no longer meets the criteria for hedge accounting under IAS 39, any cumulative
gain or loss existing in equity at that time is retained in equity and is ultimately
recognised in the profit or loss when the forecasted transaction occurs. If a forecasted
transaction is no longer expected to occur, the cumulative gain or loss that was reported
in equity is immediately transferred to the profit or loss. The gain or loss on the
ineffective portion is recognised in the profit or loss.
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3. Standards and Interpretations in issue but not yet effective

At the date of authorisation of these consolidated financial statements the following
Standards and Interpretations were in issue but not yet effective:

IAS 1 (Revised) Presentation of Financial Statements (effective for accounting
periods on or after January 1, 2009)

IAS 23 (Revised) Borrowing Costs (effective for accounting periods beginning on or
after January 1, 2009)

IAS 27 (Revised) Consolidated and Separate Financial Statements (effective for
accounting periods beginning on or after July 1, 2009)

IAS 28 (Revised) Investments in Associates (effective for accounting periods
beginning on or after July 1, 2009)

IAS 31 (Revised) Interest in Joint Ventures (effective for accounting periods
beginning on or after July 1, 2009)

TIAS 32 (Revised) Financial Instruments: Presentation (effective for accounting
periods beginning on or after January 1, 2009)

IFRS 2 (Revised) Share-based Payment (effective for accounting periods beginning
on or after January 1, 2009)

IFRS 3 (Revised) Business Combinations (effective for accounting periods beginning
on or after July 1, 2009)

IFRS 8 Operating Segments (effective for accounting periods beginning on
or after January 1, 2009)

IFRIC 12 Service Concession Arrangements (effective for accounting periods
beginning on or after January 1, 2008)

IFRIC 13 Customer Loyalty Programmes (effective for accounting periods
beginning on or after July 1, 2008)
IFRIC 14 The Limit on a Defined Benefit Asset, Minimum Funding

Requirements and their interaction (effective for accounting periods
beginning on or after January 1, 2008)

The directors anticipate that all of the above Standards and Interpretations will be adopted
in the Group’s financial statements for the period commencing January 1, 2008 or as and
when applicable and that the adoption of those Standards and Interpretations will have no
material impact on the consolidated financial statements of the Group in the period of
initial application.
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4.

Critical accounting judgements and key sources of estimation uncertainty

In the application of the Group’s accounting policies, which are described in Note 2,
management is required to make judgements, estimates and assumptions about the
carrying amounts of assets and liabilities that are not readily apparent from other sources.
The estimates and associated assumptions are based on historical experience and other
factors that are considered to be relevant. Actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions
to accounting estimates are recognised in the period in which the estimate is revised if the
revision affects only that period or in the period of the revision and future periods if the
revision affects both current and future periods.

Critical judgements in applying accounting policies

The following are the critical judgements, apart from those involving estimations (see
below), that management has made in the process of applying the Group’s accounting
policies and that have the most significant effect on the amounts recognised in
consolidated financial statements.

Classification of investments

Management decides on acquisition of a financial asset whether it should be classified as
FVTPL - held for trading, held to maturity investments, loans and receivables or AFS
financial asset.

The Group has classified its investment as AFS financial asset as these investments are
not falling under the category of FVTPL - held for trading, held to maturity investments
or loans and receivables.

Impairment of financial assets

The Group determines whether available-for-sale investments are impaired when there
has been a significant or prolonged decline in their fair value below cost. This
determination of what is significant or prolonged requires judgement. In making this
judgement and to record whether an impairment occurred, the Group evaluates among
other factors, the normal volatility in share price, the financial health of the investee,
industry and sector performance, changes in technology and operational and financial
cash flows.



23

Air Arabia P.J.S.C. (Air Arabia) and Subsidiary
Sharjah - United Arab Emirates

Notes to the Consolidated Financial Statements (continued)
For the period from inception to December 31, 2007

4.

Critical accounting judgements and key sources of estimation uncertainty
Critical judgements in applying accounting policies (continued)
Goodwill and other intangible assets

The Group is in the process of arriving at the value of goodwill after recognising the fair
values of investment property, property and equipment and separately identifiable intangible
assets. Accordingly, impairment test on goodwill is not performed along with the
amortisation for separately identifiable intangible assets. Adjustments to the provisional
values will be recognised within twelve months of the transfer date as allowed by IFRS 3
“Business Combinations” and an impairment test on the carrying value of goodwill will also
be performed at that stage.

Key sources of estimation uncertainty

The following are the key assumptions concerning the future, and other key sources of
estimation uncertainty at the balance sheet date, that have a significant risk of causing a
material adjustment to the carrying amounts of assets and liabilities within the next
financial year.

Leased aircraft maintenance costs

The Group incurs liabilities for maintenance costs in respect of its leased aircraft during
the course of the lease term. These are a result of legal and constructive obligations in the
lease contract in respect of the return conditions applied by lessors, which require aircraft
airframes, engines, landing gear and auxiliary power units to reach at least a specified
condition on their return at the end of the lease term. A charge is made in the profit or
loss each month based on the number of flight hours or cycles used to build up an accrual
to cover the cost of heavy-duty maintenance checks when they occur. Estimates involved
in calculating the provision required include the expected date of the check, market
conditions for heavy-duty maintenance checks pertaining at the expected date of check,
the condition of asset at the time of the check, the likely utilisation of the asset in terms of
either flying hours or cycles, and the regulations in relation to extensions to lives of life-
limited parts, which form a significant proportion of the cost of heavy-duty maintenance
costs of engines. Additional maintenance costs for aircraft engines are considered for
accrual based on the estimates made by Engineering Department on the basis of
operational requirements.

The Group is also required to pay maintenance reserves to lessors on a monthly basis,
based on usage. These maintenance reserves are then returned to the Group on production
of evidence that qualifying maintenance expenditure has been incurred. Maintenance
reserves paid are deducted from the accruals made. In some instances, not all of the
maintenance reserves paid can be recovered by the Group and therefore are retained by
the lessor at the end of the lease term.
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4.

Critical accounting judgements and key sources of estimation uncertainty
(continued)

Critical judgements in applying accounting policies (continued)
Key sources of estimation uncertainty (continued)
Leased aircraft maintenance costs (continued)

Assumptions made in respect of the basis of the accruals are reviewed for all aircraft once
a year. In addition, when further information becomes available which could materially
change an estimate made, such as a heavy-duty maintenance check taking place,
utilisation assumptions changing, or return conditions being re-negotiated, then specific
estimates are reviewed immediately, and the accrual is reset accordingly.

Ground handling, landing and parking charges

The value of all ground handling, landing and parking charges in Sharjah International
Airport, that have been waived, has been estimated by management based on the number of
flights during the period, available rates, and other related data.

Accrual for aircraft flying costs

Management accrues for the landing, parking, ground handling, and other charges
applicable for each airport in which the Group operates flights on a monthly basis. These
estimates are based on the rate of charges applicable to each airport based on the
agreements and recent invoices received for the services obtained. Similarly, accruals for
overflying charges are estimated based on the agreement entered with each country.
Actual charges may differ from the charges accrued and the differences are accounted
for, on a prospective basis.

Property and equipment

The cost of property and equipment is depreciated over the estimated useful life, which is
based on expected usage of the asset, expected physical wear and tear, the repair and
maintenance program and technological obsolescence arising from changes and the residual
value. The management has not considered any residual value as it is deemed immaterial.

Deferred charges

The period of amortisation of the deferred charges is determined based on the pattern in
which the future economic benefits are expected to be consumed by the Group.
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4. Critical accounting judgements and key sources of estimation uncertainty
(continued)

Critical judgements in applying accounting policies (continued)
Key sources of estimation uncertainty (continued)
Impairment of trade receivables

An estimate of the collectible amount of trade receivables is made when collection of the
full amount is no longer probable. This determination of whether these trade receivables
are impaired, entails the Group evaluating, the credit and liquidity position of the
customers, historical recovery rates and collateral requirements from certain customers in
certain circumstances. The difference between the estimated collectible amount and the
book amount is recognised as an expense in profit or loss. Any difference between the
amounts actually collected in the future periods and the amounts expected will be
recognised in profit or loss at the time of collection.

5. Business combination

At June 19, 2007, assets and liabilities of Air Arabia Company L.L.C. (Air Arabia) and
Subsidiary were transferred to the Company as an in-kind contribution for 30% interest in
the Company for an amount of AED 1,400,000,000 (see Note 17). The Company has
provisionally recorded such assets and liabilities at the value they were carried in the books
of Air Arabia Company L.L.C. (Air Arabia) at the date of transfer, as summarised below:

June 19, 2007

AED
Cash and cash equivalents 200,077,677
Trade and other receivables 99,091,260
Due from related parties 3,544,175
Available-for-sale investments 25,258,653
Deferred charges 11,040,546
Aircraft lease deposits 25,480,257
Investment property 12,960,417
Property and equipment 69,856,172
Total assets 447,309,157

Trade and other payables ( 114,162,720)
Deferred income ( 130,980,366)
Due to related parties ( 116,141,066)
Provision for employees’ end of service benefits ( 6,885.304)

Book value of net assets acquired (see Note 11) 79,139,701
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S.

Business combination (continued)

The Company is in the process of determining the fair values of investment property,
property and equipment and separately identifiable intangible assets acquired from Air
Arabia Company L.L.C. (Air Arabia) to determine the remaining value attributable to
goodwill within the twelve months of the transfer date as allowed by IFRS 3 “Business
Combinations”. Accordingly, adjustments to the provisional values will be recognised
and an impairment test on the carrying value of goodwill will also be performed upon

completion of the valuation process.

Cash and cash equivalents

Cash on hand

Bank balances:
Current accounts
Call deposits
Short term deposits

Trade and other receivables

Trade receivables
Allowance for doubtful debts

Prepaid aircraft lease rentals and expenses
Advances and other receivables

December 31,
2007
AED

590,586

55,796,746
76,773,398
2,836,745,009

2,969,905,739

December 31,
2007
AED

87,166,947
( 242,130)

86,924,817

15,539,446
31,545,623

134,009,886
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7.

Trade and other receivables (continued)

The average credit period ranges between 25 - 45 days. Trade receivables more than 180
days are provided for based on estimated irrecoverable amounts, determined by reference to
past default experience in addition to specific provision made on identified customers.

Before accepting any new customer the Group assesses the potential customers’ credit
quality and defines credit limits by customer. There are 3 customers who represent more

than 5% of the total balance of trade receivables.

Movement in the allowance for doubtful debts:

2007

AED
Transferred from Air Arabia Company L.L.C. (Air Arabia) 291,402
Impairment losses recognised on receivables 242,130
Amounts recovered during the year ( 291.402)
Balance at end of the period 242,130

In determining the recoverability of a trade receivable, the Group considers any change in
the credit quality of the trade receivable from the date credit was initially granted up to
the reporting date. The concentration of credit risk is limited due to the customer base
being large and unrelated. Accordingly, the directors believe that there is no further credit
provision required in excess of the allowance for doubtful debts.

Ageing of impaired trade receivables:
December 31,

2007
AED
Impaired trade receivables:
60 - 90 days 17,025
90 - 180 days 7,180
More than 180 days 217,925

242,130
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8. Related party transactions
At the balance sheet date, amounts due from/to related parties were as follows:

December 31,

2007
AED
Due from a related party:
Sharjah Airport Authority - U.A.E. 1,710,251
Due to related parties:
Current
Sharjah Airport International Free Zone - U.A.E.

(see Note 12) 2,880,240
Sharjah Airport Authority - U.A.E. 7,241,769
Alpha Flight Services, Jordan 227,638
Alpha Airport Group PLC, United Kingdom 1.412.105

11,761,752
Non - current
Sharjah Airport International Free Zone - U.A.E. (see Note 12) 2,250,000

The amounts outstanding are unsecured and will be settled in cash. No guarantees have
been given or received. No expense has been recognised in the period for bad or doubtful
debts in respect of the amount owed by a related party.

Transactions:

During the period, the Group entered into the following transactions with related parties who
are not members of the Group:

Period from
inception to
December 31,
2007
AED

Rental income 1,193,750



29
Air Arabia P.J.S.C. (Air Arabia) and Subsidiary
Sharjah - United Arab Emirates

Notes to the Consolidated Financial Statements (continued)
For the period from inception to December 31, 2007

8. Related party transactions (continued)
Transactions with related parties were carried out at terms agreed by the management.

The Company has obtained a waiver letter from Sharjah Airport Authority for all ground
handling, landing and parking charges due for the period from inception of the Company to
December 31, 2007 (see Note 22).

Compensation of board of directors/key management personnel:
Period from

inception to
December 31,

2007

AED
Short term benefits 5,392,276
Long term benefits 91,000

The directors propose the board of directors’ remuneration for the period be AED 1.8
million. This proposal is subject to approval by the Shareholders at the Annual General
Meeting and has not been included as a liability in these financial statements.

9, Available-for-sale investments

December 31,

2007
AED
Quoted 30,125,288
Unquoted 551,090,000
581,215,288
Movement during the period:
2007
AED
Balance resulting from the acquisition of
Air Arabia Company L.L.C. (Air Arabia) 25,258,653
Purchases during the period 551,090,000
Net fair value gain directly recognised in equity 4.866,635

Balance at December 31, 2007 581,215,288
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10.

11.

Deferred charges

Cost

Balance resulting from the
acquisition of Air Arabia
Company L.L.C. (Air

Arabia)

Additions  during  the
period

At December 31, 2007

Amortisation/impairment

Balance resulting from the
acquisition of Air Arabia
Company L.L.C. (Air
Arabia)

Charge for the period

At December 31, 2007

Carrying amount
At December 31, 2007

Goodwill and other intangible assets

Aircraft Landing
upgrade permission Computer
costs charges software Total
AED AED AED AED
11,962,325 10,444,001 954,567 23,360,893
275,625 14,883,751 - 15,159,376
12,237,950 25,327,752 954,567 38,520,269
5,011,220 6,936,398 372,729 12,320,347
1,191,789 18,391,354 159,041 19,742,184
6,203,009 25,327,752 531,770 32,062,531
6,034,941 - 422,797 6,457,738

Goodwill and other intangible assets comprise excess of fair value of Air Arabia Company
L.L.C. (Air Arabia) and Subsidiary over book value of net assets acquired by the Company

as follows:

Total fair value of Air Arabia Company L.L.C. (Air Arabia)

(see Note 17)

Book value of net assets acquired, as above (see Note 5)

Goodwill and other intangible assets

December 31,

2007

AED

1,400,000,000

(

79,139,701)

1,320,860,299
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11.

12.

Goodwill and other intangible assets (continued)

The fair value of Air Arabia Company L.L.C. (Air Arabia) was approved by the Ministry of
Economy, United Arab Emirates on February 27, 2007 and by the Shareholders of Air
Arabia P.J.S.C. (Air Arabia) in the Founding General Meeting held on May 17, 2007.

As explained in Note 5, adjustments to provisionally recognised value will be finalised

within twelve months of the date of business combination and an impairment test on the
carrying values of goodwill will also be performed at that stage.

Investment property

Amount
AED

Cost
Balance resulting from the acquisition of

Air Arabia Company L.L.C. (Air Arabia) 15,000,000
Accumulated depreciation
Balance resulting from the acquisition of

Air Arabia Company L.L.C. (Air Arabia) 2,039,583
Charge for the period 397.917
At December 31, 2007 2,437,500
Carrying amount
At December 31, 2007 12,562,500

Investment property comprises a building constructed by the Group on a plot of land,
adjacent to Sharjah International Airport, granted by the Government of Sharjah
recognised at nominal value of AED 1.

The construction of the building was financed by Sharjah Airport International Free
Zone, a related party and later the building was leased to this related party by Air Arabia
Company L.L.C. (Air Arabia) for a period of 50 years from October 1, 2004 at an annual
rent of AED 3 million for the first five years and at AED 3.3 million annually for the
balance of forty five years. The finance obtained from this related party for the building
construction amounting to AED 15 million, was bridged with rental receipts of AED 15
million receivable from them for the first five years of the lease.
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12.

13.

Investment property (continued)

The property rental income earned by the Group during the period amounted to AED
1,591,667 and direct operating expenses arising on the investment property amounted to
AED 397,917 (see Note 22).

At December 31, 2007, the fair value of the investment property was estimated by the
management at AED 52 million (valuation of building and occupied land AED 20 million
and remaining land AED 32 million). This estimate has been arrived at on the basis of a
recent valuation carried out by independent valuers not connected with the Group and are
members of various professional valuers associations, and have appropriate qualifications
and recent experience in the valuation of properties in the relevant locations on the
assumption of the title deed of land being converted to freehold without restriction on
sale or transfer by permission from the Ruler of Sharjah.

Advance for new aircraft

Advance for new aircraft represents pre-delivery payments of USD 43.6 million (AED
160.2 million) made in respect of 34 Airbus A320 aircraft due for delivery between
2013 and 2016 (see Note 29).
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14. Property and equipment

Furniture Aircraft Capital
EDP Office and Airport rotables and Aircraft Motor work-in
equipment equipment fixtures equipments equipment engines vehicles progress Total
AED AED AED AED AED AED AED AED AED

Cost
Balance resulting from

the acquisition of Air

Arabia Company

L.L.C. (Air Arabia) 3,759,453 504,764 1,233,410 6,494,309 7,160,936 54,907,116 1,478,002 226,476 75,764,466
Additions during the

period 2,058,301 773,883 367,834 4,465,452 3,059,748 28,289,753 276,146 6,930,274 46,221,391
Disposals - - - - (__484,732) - - - (___484,732)
At December 31,

2007 5,817,754 1,278,647 1,601,244 10,959,761 9,735,952 83.196.869 1,754,148 7,156,750 121,501,125
Accumulated

depreciation
Balance resulting from

the acquisition of Air

Arabia Company 2,677,373 375,327 898,938 - 841,496 953,741 161,419 - 5,908,294

L.L.C. (Air Arabia)
Charge for the period 471,959 370,454 139,437 501,821 391,805 1,337,577 198,400 - 3,411,453
Eliminated on

disposals - - - - (___58.155) - - - ( 58.,155)
At December 31,

2007 3,149,332 745,781 1,038,375 501,821 1,175,146 2,291,318 359,819 - 9,261,592
Carrying amount
At December 31,

2007 2,668,422 532,866 562,869 10,457,940 8,560,806 80,905,551 1,394,329 7,156,750 112,239,533
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14. Property and equipment (continued)

Property and equipment includes one plot of land in Sharjah, granted by the Government
of Sharjah recognised at nominal value of AED 1.

The following useful lives are used in calculation of depreciation:

Years
Aircraft engines 20
Airport equipments 10
Aircraft rotables and equipment 3-10
Other property and equipment 3

15. Trade and other payables

December 31,
2007
AED

Trade payables 31,105,806
Accrued expenses 115,844,792
Other payables 35,078,091

182,028,689

The average credit period on purchases of goods and services is 45 days. The Group has
financial risk management policies in place to ensure that all payables are paid within the
credit timeframe.

16. Provision for employees’ end of service indemnity

Movements in the net liability were as follows:

2007
AED
Balance resulting from the acquisition of
Air Arabia Company L.L.C. (Air Arabia) 6,885,304
Amounts charged to income during the period 1,425,015
Amounts paid during the period ( 572.110)

Balance, at the end of the period 7,738,209
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16.

17.

18.

Provision for employees’ end of service indemnity (continued)

An actuarial valuation has not been performed as the impact of discount rates and future
increases in benefits are not likely to be material.

Share capital

December 31,

2007

AED
1,400,000,000 shares of AED 1 each paid in-kind (see Note 5) 1,400,000,000
2,566,700,000 shares of AED 1 each subscribed in cash through IPO 2,566,700,000
700,000,000 share of AED 1 each subscribed in cash by the Founders 700,000,000
Share capital received in cash 3,266,700,000
Authorised and issued share capital 4,666,700,000

As stated in Note 5, the assets and the liabilities of Air Arabia Company L.L.C. (Air Arabia)
and Subsidiary, were transferred to Air Arabia P.J.S.C. (Air Arabia) as an in-kind
contribution for 30% interest in Air Arabia P.J.S.C. (Air Arabia).

Revenue

An analysis of the Group's revenue is as follows:

Period from
inception to
December 31,

2007

AED
Passenger revenue 765,629,680
Baggage revenue 15,207,089
Cargo revenue 5,432,392
Service income 2,535,584
Catering revenue 10,746,592
Airport handling revenue 21,997,261
Sales commission and expenses ( 17.879.168)

803,669,430
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19.

20.

Cost of sales

Staff costs

Lease rentals

Fuel

Maintenance expenses

Ground and technical handling charges
Landing and overflying charges
Insurance

Service costs

Other operating costs

Selling and marketing costs

Staff costs
Advertisement expenses
Reservation management expenses

Period from
inception to
December 31,
2007

AED

78,750,754
82,859,957
238,518,836
68,071,999
47,695,539
53,139,484
4,122,050
9,674,461
8,871,004

591,704,084

Period from
inception to
December 31,
2007
AED

6,738,699
12,961,945
1,639,759

21,340,403
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21. General and administrative expenses

Period from
inception to
December 31,

2007

AED
Staff costs 9,451,060
Legal and professional fees 18,119,931
Travel and accommodation costs 771,190
Communication costs 1,016,821
Printing and stationary 572,962
Depreciation of property and equipment 742,478
Other expenses 5,833,558
36,508,000

22. Other income

Period from
inception to
December 31,

2007

AED
Government grant - waiver of parking charges (see Note 8) 16,869,029
Investment property income, net (see Note 12) 1,193,750
Exchange rate variance 4,634,523
Others 4,474,722

27,172,024
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23.

24,

25.

Profit for the period

Profit for the period is arrived at after charging the following expenses:

Staff costs

Depreciation of property and equipment
Depreciation of investment property
Amortisation of deferred charges

Basic earnings per share

Profit for the period (in AED)
Number of shares

Basic earnings per share (in AED)

Period from
inception to
December 31,
2007

AED

94,940,513
3,411,453
397,917
19,742,184

Period from
inception to
December 31,
2007

281,971,915

Basic earnings per share is calculated by dividing the profit for the period by the number of

shares outstanding as at the balance sheet date.

Pre-incorporation profit

Pre-incorporation profit comprises share offering costs received (AED 2 fils collected from
shares subscribed in cash) less expenses relating to incorporation and profit earned on
investing the money received from initial public offering subscriptions between the first day
of public subscription (March 18, 2007) and the date of incorporation of the Company (June

19, 2007).
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2S.

26.

Pre-incorporation profit (continued)

Amount
AED
Share offering costs received 65,334,000
Less: IPO expenses ( 30,765,271)
34,568,729
Profit received on subscription funds till date of incorporation 41,370,100
75,938,829
Joint ventures
The Group has interest in the following joint ventures:
Place of Proportion of
Name of incorporation and ownership Principal
joint venture operation interest activity
Sharjah Airport Trading in IT products
Information Systems International Free and providing IT
Associates (FZC) Zone, U.A.E. 51% services.
Sharjah Aviation
Company L.L.C.
(including Sharjah
Airport Travel
Agency, a 100%
subsidiary of Sharjah Providing aircraft
Aviation Company Sharjah, handling services and
L.L.C) U.AE. 50% passenger services.
Providing in-flight and
retail catering and
Alpha Flight Services Sharjah, ancillary services for
U.AE.LL.C U.AE. 51% airports and airlines.
Trading in aircraft tools
and equipments, trading
in aircraft spare parts,
managing aircrafts,
HAECO Sharjah maintenance of aircraft,
Aircraft Engg. Co. Sharjah, cleaning service of
L.L.C. U.AE. 51% aircraft.
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26.

27.

Joint ventures (continued)

The following amounts are included in the Group’s consolidated financial statements as a
result of the proportionate consolidation of the above joint ventures:

December 31,

2007

AED
Current assets 34,084,973
Non-current assets 13,639,345
Current liabilities 26,497,803
Non - current liabilities 622,140

Period from
inception to
December 31,

2007
AED
Income 37,527,255
Expenses 32,851,175
Operating lease arrangements
Period from

inception to
December 31,
2007
AED

Minimum lease payment under operating leases
(excluding variable lease rental on the basis
of flying hours) recognised in
profit or loss for the period 76,786,237
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27.

Operating lease arrangements (continued)

Details of aircraft lease agreements are as follows:

Number of
aircraft
December 31,
2007
Lease agreements signed for 20
Aircraft delivered against the above lease agreements ( 11)
Aircraft to be delivered in future periods 9

The fixed lease commitments against 11 delivered aircraft are as follows:

December 31,
2007
AED

Within one year 145,028,455
In the second to fifth years inclusive 427,675,191
After five years 11,075,208

583,778,854

The fixed lease commitments against 9 aircraft to be delivered in future periods are as
follows:

December 31,
2007
AED

Within one year 26,305,945
In the second to fifth years inclusive 498,251,089
After five years 323,744,824

848,301,858

In addition to the above fixed lease commitments, there is a variable lease rental element
depending on the flying hours of the leased aircraft.

The aircraft lease agreements are subject to various covenants including restriction to sell
or convey substantially all of the Group’s property and assets or merge or consolidate
with or into any other corporation without the prior consent of the lessor and no security
interest may be created by the Group on the leased aircraft.
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28.

29.

Contingent liabilities

December 31,

2007

AED
Letters of credit 50,921,134
Letters of guarantee 8,470,248

Capital commitments
The Group has entered into the following capital commitments as of December 31, 2007:

December 31,

2007
AED
Authorised and contracted:
Aircraft fleet 10,244,169,824
Non-aircraft 6,155,625
Joint ventures 36,750,000
10,287,075,449
Authorised but not contracted:
Aircraft fleet 3,858,750,000
Joint ventures 18,375,000
3,877,125,000

Aircraft fleet

The Group has entered into a contract with Airbus S.A.S. for the purchase of 34 Airbus
A320 aircraft. The option to purchase 15 aircraft from Airbus was agreed at the same
time. The total value of the 34 aircraft order was approximately USD 2.8 billion (AED
10.2 billion) at list prices subject to adjustment in accordance with the Airbus price
revision formula. As per the contract, 20% of the purchase price is payable over the next
five years, with the balance being due on delivery. It is anticipated that Airbus will begin
deliveries in 2013.
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29.

30.

Capital commitments (continued)
Joint ventures (continued)

The Group has entered into a joint venture agreement for an airline which will operate
from Rabat in Morocco. On December 31, 2007 this venture was still in the early stages
of development and a launch date had not been announced.

Subsequent to the balance sheet date, the Group has also entered into a joint venture
agreement to operate a new low cost carrier “Yeti International Airlines” based in
Kathmandu in the Kingdom of Nepal. This airline has begun operations from late January
2008.

Capital risk management

The Group manages its capital to ensure that entities in the Group will be able to continue
as a going concern while maximising the return to stakeholders through the optimisation
of the debt and equity balance.

The capital structure of the Group consists of debt, which includes the borrowings
disclosed in Note 8, cash and cash equivalents and equity attributable to equity holders of
the parent, comprising issued capital, reserves and retained earnings.

Gearing of debt/equity
The Group’s management reviews the capital structure on a semi-annual basis. As part of
this review, the management considers the cost of capital and the risks associated with

capital. The Group does not have a formalised optimal target capital structure or target
ratios in connection with its capital risk management objective.

The capital gearing at the period end was as follows:

December 31,

2007

AED
Debt - loan from Sharjah Airport International Free Zone 5,250,000
Cash and cash equivalents (2,969.905,739)
Net debt (2,964,655,739)

Equity 5,029,477,379
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31.

Financial instruments

Significant accounting policies

Details of the significant accounting policies and methods adopted, including the criteria for
recognition, the basis of measurement and the basis on which income and expenses are
recognised, in respect of each class of financial asset, financial liability and equity
instrument are disclosed in note 2 to the consolidated financial statements.

Categories of financial instruments and others

December 31, 2007

Assets

Cash and cash
equivalents

Trade and other
receivables

Due from a related
party

Inventories

Available-for-sale
investments

Aircraft lease deposits

Deferred charges

Goodwill and other
intangible assets

Investment property

Advance for new
aircraft

Property and equipment

Total financial assets

Loans and Available- Non-financial
receivables for-sale instrument Total
AED AED AED AED
2,969,905,739 - - 2,969,905,739
103,459,475 - 30,550,411 134,009,886
1,710,251 - - 1,710,251
- - 747,707 747,707
- 581,215,288 - 581,215,288
37,669,225 - - 37,669,225
- - 6,457,738 6,457,738
- - 1,320,860,299 1,320,860,299
- - 12,562,500 12,562,500
- - 160,181,266 160,181,266
- - 112,239,533 112,239,533
3,112,744,690 581,215,288  1,643,599,454  5,337,559,432
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31.

Financial instruments (continued)

Categories of financial instruments and others (continued)

At amortised Non-financial
Liabilities and equity cost instrument Total
AED AED AED
Trade and other payables 133,511,770 48,516,919 182,028,689
Deferred income - 104,303,403 104,303,403
Due to related parties 14,011,752 - 14,011,752
Provision for employees’
end of service indemnity 7,738,209 - 7,738,209
Capital and reserves - 5,029.477,379 5.029.477.379
Total liabilities and equity 155,261,731 5,182,297,701 5,337,559,432

The Directors consider that the carrying amounts of financial assets and financial liabilities
recorded in the consolidated financial statements approximate their fair values.

Financial risk management objectives

The Group’s Finance Department provides services to the business, co-ordinates access
to domestic and international financial markets, monitors and manages the financial risks
relating to the operations of the Group through internal risk reports which analyse
exposures by degree and magnitude of risks. These risks include market risk (including
currency risk, fair value interest rate risk and price risk), credit risk, liquidity risk and
cash flow interest rate risk.

The Group seeks to minimise the effects of fuel price risk by using derivative financial
instruments to hedge this risk exposure. The use of financial derivatives is governed by
the Group’s policies approved by the board of directors, which provide written principles
on foreign exchange risk, interest rate risk, credit risk, the use of financial derivatives and
non-derivative financial instruments, and the investment of excess liquidity. Compliance
with policies and exposure limits is reviewed by the internal auditors on a continuous
basis. The Group does not enter into trade financial instruments, including derivative
financial instruments, for speculative purposes.

The Finance Department function reports quarterly to the Group’s management that
monitors risks and policies implemented to mitigate risk exposures.
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31.

Financial instruments (continued)
Market risk

The Group’s activities expose it primarily to the financial risks of changes in foreign
currency exchange rates and interest rates.

Market risk exposures are measured using sensitivity analysis.
Foreign currency risk management

The Group undertakes certain transactions denominated in foreign currencies. Hence,
exposures to exchange rate fluctuations arise.

Aircraft lease foreign currency exchange rate risk

There are no significant exchange rate risks as all aircraft lease rental agreements, new
aircraft commitments and deposits are made in US Dollars to which UAE Dirham is fixed.

Bank deposit profit rate risk management

The Group’s exposure to profit rate risk relate to its deposits with banks. At December
31, 2007, time deposits carried a profit rate of 5% to 5.9% per annum.

The sensitivity analysis below, have been determined based on the exposure to profit rates
on Group’s deposits with banks at the balance sheet date. A 50 basis point increase or
decrease is used when reporting profit rate risk internally to key management personnel and
represents management’s assessment of the reasonably possible change in profit rates.

If profit rates had been 50 basis points higher/lower and all other variables were held
constant, the Group’s profit for the period from inception to December 31, 2007 would
decrease/increase by AED 8.4 million.

Fuel price risk

The Group is exposed to fluctuations in the price of jet fuel. The Group closely monitors
the actual cost of jet fuel against the forecasted cost. Significant changes in jet fuel and
other product prices may have a substantial effect on the Group’s results. The Group has
entered into hedging contracts to cover the jet fuel price risk.

Equity price risk

The Group is exposed to equity price risks arising from equity investments. Equity
investments are held for strategic rather than trading purposes. The Group does not
actively trade these investments.
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31.

Financial instruments (continued)
Equity price risk (continued)
Equity price sensitivity analysis

The sensitivity analyses below have been determined based on the exposure to equity
price risks at the reporting date.

If equity prices had been 5% higher/lower, equity reserves would increase/decrease by
AED 1.5 million for the Group as a result of the changes in fair value of available-for-
sale shares.

Credit risk management

Credit risk refers to the risk that a counterparty will default on its contractual obligations
resulting in financial loss to the Group. The Group has adopted a policy of only dealing
with creditworthy counterparties and obtaining sufficient bank guarantees (from general
selling agents) as a means of mitigating the risk of financial loss from defaults. The
Group’s exposure and the credit ratings of its counterparties are continuously monitored
and the aggregate value of transactions concluded is spread amongst approved
counterparties. Credit exposure is controlled by counterparty limits that are reviewed and
approved by the management annually.

Trade receivables consist of a large number of customers, spread across diverse industries
and geographical areas. Ongoing credit evaluation is performed on the financial condition
of accounts receivable.

The Group does not have any significant credit risk exposure to any single counterparty
or any group of counterparties having similar characteristics. The Group defines
counterparties as having similar characteristics if they are related entities. The credit risk
on liquid funds is limited because the counterparties are banks with high credit-ratings
assigned by international credit-rating agencies.

The carrying amount of financial assets recorded in the financial statements, which is
net of impairment losses, represents the Group’s maximum exposure to credit risk.

Liquidity risk management

Ultimate responsibility for liquidity risk management rests with the board of directors,
which has built an appropriate liquidity risk management framework for the management
of the Group’s short, medium and long-term funding and liquidity management
requirements. The Group manages liquidity risk by continuously monitoring forecast and
actual cash flows and matching the maturity profiles of financial assets and liabilities.
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31.

Financial instruments (continued)

Liquidity risk management (continued)

The table below includes the maturity profile of the Group’s financial instruments. The
contractual maturities of the financial instruments have been determined on the basis of
the remaining period at the balance sheet date to the contractual maturity date. The
maturity profile is monitored by management to ensure adequate liquidity is maintained.
The maturity profile of the assets and liabilities at the balance sheet date based on
contractual repayment arrangements was as follows:

Assets
December 31, 2007
Upto 1 1 month- 3 months 1 year - Above 5
—month =~ _3months _-1year  _ 5 years years — Total
AED AED AED AED AED AED
Cash and cash
equivalents 2,965,061,198 4,844,541 - - - 2,969,905,739
Trade and other
receivables 125,905,533 5,583,102 2,508,251 13,000 - 134,009,886
Due from a related
party 1,402,327 73,777 37,004 197,143 - 1,710,251
Inventories 34,211 713,496 - - - 747,107
Available-for-sale
investments - - - 581,215,288 - 581,215,288
Aircraft lease
deposits - - - - 37,669,225 37,669,225
Deferred charges - - - 6,457,738 - 6,457,738
Goodwill and other
intangible assets - - - - 1,320,860,299 1,320,860,299
Investment property - - - - 12,562,500 12,562,500
Advance for new
aircraft - - - - 160,181,266 160,181,266
Property and
equipment - - 66,988 2,308,331 109,864,214 112,239,533
Total 3,092,403,269 11,214,916 2,612,243 590,191,500  1,641,137,504  5,337,559,432
Liabilities and equity
December 31, 2007
Upto 1 1 month - 3 months 1 year - Above 5
month 3 months 1 year S years years Total
AED AED AED AED AED AED
Trade and other
payables 2,517,882 169,370,801 6,292,608 3,847,398 - 182,028,689
Deferred income - 104,303,403 - - - 104,303,403
Due to related parties 3,199,891 2,129,111 546,428 8,136,322 - 14,011,752
Provision for
employees’ end of
service indemnity - - - - 7,738,209 7,738,209
Capital and reserves - - - - _5,029477.379 _5,029.477.379
Total 5,717,773 275,803,315 6,839,036 11,983,720  5,037,215,588  5,337,559,432
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Financial instruments (continued)

Fair value of financial instruments

The fair values of financial assets and financial liabilities are determined as follows:

The fair value of financial assets and financial liabilities with standard terms and
conditions and traded on active liquid markets is determined with reference to
quoted market prices;

The fair value of other financial assets and financial liabilities is determined in
accordance with generally accepted pricing models based on discounted cash flow
analysis using prices from observable current market transactions and dealer
quotes for similar instruments;

The fair value of derivative instruments is calculated using quoted prices. Where
such prices are available, use is made of discounted cash flow analysis using the
applicable yield curve for the duration of the instruments for non-optional
derivatives, and option pricing models for optional derivatives.
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32.

Segment information

Primary reporting format - business segments

2007

Revenue
External sales
Inter-segment sales

Total revenue

Result

Segment result

Share of profits in joint ventures
Profit from bank deposits and
other income

Profit for the period

Other information

Additions to property and
equipment

Depreciation and amortisation

Assets
Segment assets
Unallocated Group assets

Total assets
Liabilities
Segment liabilities

Unallocated Group liabilities

Total liabilities

Other

Airline segments Eliminations Total

AED AED AED AED
768,389,993 1,273,574 - 769,663,567
- 7.467.601  (_ 7.467,601) -
768,389,993 8,741,175  (  7,467,601) 769,663,567
174,495,464 1,120,884 - 175,616,348
4,676,080
_101,679.487
281,971,915
46,138,591 82,800 - 46,221,391
23,068,162 85,475 - 23,153,637
2,177,187,031 4,480,836  ( 25.239.310) 2,156,428,557
3.181,130.875
5,337,559,432
285,897,037 2,057,382 (__6,992.309) 280,962,110
27,119,943
308,082,053

Inter-segment sales are charged at prevailing market prices.

The accounting policies of the reportable segments are the same as the Group's accounting
policies described in Note 2. Segment revenue does not include the Group's share of external
revenue of joint ventures, amounting to AED 37,527,255, as the share of their results have
been disclosed separately as unallocated under segment result. Segment result represents the
profit earned by each segment without considering unallocated costs, shares of profits in
joint ventures, profit from bank deposits and other income. Segment assets do not include
short-term deposits, available-for-sale investments and the Group's share of assets in joint
ventures. Goodwill has been allocated to Airline segment (see Note 11). Segment liabilities
do not include Group's share of liabilities in joint ventures.
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33. Approval of consolidated financial statements

The consolidated financial statements were approved by the Board of Directors and
authorised for issue on February 13, 2008.



