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Deloitte

INDEPENDENT AUDITOR’S REPORT

Ta the Sharcholders of
Dubai istamic Bank P.J.S.C.
Dubai

United Arab Emirates

Report on the consolidated financial statements

We have audited the accompanying consolidated financial statements of Dubai Islamic B3ank P.J.S.C and
its subsidiaries (together referred to as the “Bank™), which comprise the consolidated statement of financial
position as at 31 December 2010, and thc consolidated income statement, consolidated statement of
comprchensive income, consolidated statement of changes in equity and consolidated statement of cash
flows for the year then ended, and 2 summary of significant accounting policies and other explanatory
information.

Management's responsibility for the consolidated financial statements

Management of the Bank is responsible for the preparation and fair presentation of these consolidated
financial statements in accordance with International Financial Reporting Standards, and for such internal
control as management determines is necessary to cnable the preparation of the consolidated financial
statements that arc free from malerial misstatements, whether due 1o fraud or error.

Auditor’s responsibility

Our responsibility is to express an opinion on these consolidated financiat statements based on our audit.
We conducted our audit in accordance with International Standards on Auditing. ‘T'hosc standards require
that we comply with ethical requirements and plan and perform the audit 1o obtain reasonable assurance
whether the consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtatn audit evidence about the amounts and disclosures in the
consolidated financial statements, The procedures selected depend on the auditor’s judgment, inctuding the
assessment of the risks of material misstatement of the consolidated financial statements, whether duc to
fraud or error. [n making those risk assessments. the auditor considers internal controf relevant (o the
Bank’s preparation and fair presentation ol the consolidaled financial statements in order to design audit
procedures that are appropriale in the circumstances, but not [or the purpose of expressing an opinion on
the effectivencess of the Bank's internal control. An audit also includes cvalualing 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 financiat statements.

We believe that the audit evidenice we have obtained is sufficient and appropriate 1o provide a basis for our
audit opinion.



Deloitte

INDEPENDENT AUDITOR’S REPORT (continued)

Opinion

In our opinion, the consolidated financial statements present fairly in all material respects, the financial
position of Dubai Islamic Bank 1.J.S.C. and its subsidiaries (the “Bank”) as at 31 Dccember 2010 and its
financial performance and its cash flows for (he year then cnded in accordance with International Financial
Reporting Standards.

Report on other legal and regulatory requirements

Also, in our opinion, proper books of account are maintained by the Bank. We have oblained all the
information and cxplanations which we considcred necessary {or the purpose of our audit. According to the
intormation uvailable to us, there werc no coatraventions during the year of thc U.A.E. Federal
Commercial Companies Law No. (8) of 1984 (as amendcd), or the Anicles of Association of the Bank
which might have a material ellcct on the financial position of the Bank or its linancial performance.

Deloitic & Touche (M)

T

Saba Y, Sindaha
Registration Number 410
8 March 2011



Dubai Islamic Bank P.J.S.C

Consolidated statement of financial position

as at 31 December 2010

ASSETS

Cash and balances with Central Banks
Duc from bank< and linancial institutions
Islamic financing and investing asse(s, nel
Investents in [sfamic sukuk

Other investments

[avestments in asxociates

Propertics under construction

Properties held Tor sale

Investmenl propertics

Recetvables and other assets

Property. plant and equipmentl

Gondwill

Totat assets

LIABITITIES

Customers' deposits

Due to banks and Gnanciyl institations
Sukuk financing instruments

Mediom tenn wakala fingnce
Puyables wnd other Jiabilities

Accrued zakat

Total labilitics

EQUITY

Share capital

Treasury sharex

Statulory reserve

Donated land reserve

General reserve

Exchange tranxlation reserve
Cumulative changes in fair value
Hedging reserve

Retained carnings

Notes

21
22

EREY

29
30
1
31
31
3t
32

34

Equity attributable tu equity liolders of the Parend

Non-controlling interest
Totul cquity
Total liabilities wnd equity

Contingent liabilities andhcormymiitments

LA

Ry AR

H. £, Mohammad é._M’S'hm'bam'
Chairman -

37

Sheikh Khalid/Bt Yayed Al Nehyan
Deputy Chairmian

3

2010 2008
AED'000 ALED 000
11,247,225 11,611,570
2,356.531 2.557.258
57,171,067 49.924.94)
8.200.476 9.290.797
1,772,946 1.925.950
3,430,274 +.295. 168
524,165 388.648
544959 157.269
1,922 911 1,996,288
2,296.473 1,464,071
653,086 657.795
17,258 34516
90,137,771 84.304,271
63,447.070 G4.195503
4,3409.427 1.449,031
4,176,015 2,415,034
3,752,543 3,752,543
3,679,923 3.370.804
146336 140.536
79611314 75.323.471
3,797,054 3.617.505
- {70.901)

2,731,879 2,731,879
276,139 276,139
2,350,000 2,350,000
{91,541y {77.831y
(243,166) (723713}
10,656 50.600
748,428 822,222
9.579,449 R.975,8%0
947.008 4910
10,526,457 8.980.800
90,137,771 84,304,271
24,266,184 25,638.030

oy

Abdulfa Ali Al Hamli
Chiel Executive Officer

The accompanying notes form an integra) part of these consolidated financial statcments.



Dubai [slamic Bank P.J.S.C.

Consolidated income statement
for the year ended 31 December 2010

INCOME

Income from Islamic financing and investing assets

[ncome from slamic sukuk

Income from International murabahats and wakala. shor¢ lerm
Gain / (loss) from other investments

Commissions, Tees and foreign exchange income

Income from investment propertics

Income from sale of properties held for sale

Gain vn buy back of sukuk financing instrument

Other income

Total income

EXPENSES

Personnel expenses

General and administrative expenses
Depreciation of investment propertics
Impairment loss on financial assets, net
Impairment loss on non-financial assels. net

Total expenses

Profit before depositors’ share and tax

Depositors™ share of profits
Operating profit for the ycar

Share of (loss)/profil from associates
Guin on acquiring controlling interest

Profit for the year before tax
Income lax expense
Profit for the year
Attributable to:

Lquity holders of the parent

Non-controlling inlerest

Profit for the year

Basic and diluted earning per share attributable to the equity

holders of the parent (AEKD)

Notes

39

10
11
12
143
14
23
45

46
14
48
19

T
[~}

11
20

26

2010
AEDY00

3,221,695
376,260
36,313
136,163
687,030
90,166
14,498
6,418
140,006

4,708,549

(817,819)
(542,943)
(22,669)
(801,055)
(62,824)
(2,247,310)

2,461,235

(1,435.631)

1,025,608

(846,521)
637,038

816,125
(3,492)
812,633

806,523
6,110

812,633

AED 0.21

The sccompanying notes form aa integral part of these consolidated financial stailements.

2009
AED (00

3.322.857
703,539
SL47%
(18.935)
752,169
78.300
997
38.712
186,453
S113.570

(813,202)
(324.760)
(18,722
(809.344)
(8.505)
(2,174.593)

2940977
(1.739.197)

£.201,780)

17,345

$.219.125
(6.844)

1,212,281

207,491
4,790

1.212.281

AFD 032



Dubai Islamic Bank P.[J.S.C.

Consolidated statement of comprchensive income
for the year cnded 31 December 2010

Profit for the year

Other comprehensive income

Net gain on available for sale investments during the year

Reclassilication of realised gain on disposal of available for sale
ol'investments to profit or loss

Currency translation differences ol foreign operations
Net loss on cash flow hedge

Amortizalion of cash flow hedging reserve
Dircctors’ remuncration

Other comprehensive income for the year
Total comprehensive income for the year
Attributable to:

Equity holders of the parent
Non-centrotling interest

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

2010
AED'000

812,633

606,140

(125,593)
(13,700)

(39,944)
(4,800)
422,103

1,234,736

1,228,626
6,110

1,234,736

2009
ALD000

1212,281

165310

(309)
(18.161)
(15.592)

(45.219)
(4.800)
81.229

1,293,510

1.288.720
4,790

1,293,510
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Dubai Islamie Bank P.J.S.C.

Consulidated statement of cash flows
for the year ended 31 December 2010

Cash flows from operating activities
Profit for the year before tax

Adjustments for:
Gain on acquiring conirolling intcrest
Revaluation of investments at fair value throngh profit or loss
Dividend income
Gain on sale of investment propertics
Cost of shared based payments
Net impairment loss on financial assets
Net impairment loss on non-tinancial assets
Share of loss / (profit) from associales
Guain on Islamic derivative assets
Depreciation of investment properties
Depreciation of property, plant and equipment
Loss on disposa! of associates
Gain on disposal of property, plant and cguipment
Gain on disposal of available tor salc investments
Loss on disposal of investments at fair value (hrough
protit or loss
Gain on buy back of sukuk financing instruments
Amortisation of hedging reserve
Giatn on disposal of properties held for sale
Amortisation of fair valuc ol Islamic financing and
investiny activities
Write off of property, plant and equipment
Gain on shares acquired

Operating cash flow before changes in operating assets and
liabilities

Decrease in Islamic financing and investing assets

(Increase) /decrease in receivables and other assets

(Decreaselincrease in customers” deposits

Decrease in due to banks and financial institutions

Decreasc in payables and other liabilitics

Accrued zakat paid

Cash (used in)/ generated from operating activities
Tax paid

Net cash (used in)/ generated from operating activities

2010
AED000

816,125

(637,038)
13,182

(24,303)

(18,001)
479
801,055
62,824
846,521

22,669
122,855

(2(;)
(125,593)

1,941
(6,418)
(39,943)
(14,498)

5,473
4,099

1,831,409
1,671,570
(733,760)
(2,227,113)
(923,002)
(4,488)
(140,536)

(525,920)
(1,414)

(527,334)

2009
AED000

1219125

53,562
(39.646)
(2,691)
5,4t
809.344
8.565
(17,345)
(102.164)
18,722
116,008
4,703

6.841

(40.696)

(45.219)
(997)

27.950
(67.594)

1,953.912
2.017.380
311.513
1,619,369
(1.882.050)
(83.528)
(141,825)
3.794.771
(4.436)

3,790,335



Dubai Islamic Bank P.J.S.C.

Consolidated statement of cash flows
for the year ended 31 December 2010 (continued)

Cash flows from investing activitics

Proceeds from disposal ol investments in tslamic sukuk

Proceeds from disposal of investments at fair value through

profit or foss

Proceeds from disposal of available for sale investmcents

furchase of available for sale investments

Purchase of investments at fair value through profit or loss

Proceeds from disposal of investment properties

Additions to properties under construction

Additions to properties held for sale

Additions to investinent propertics

Net cash outflow on acquisition of controlling interest

Dividend income

Payments for investments in associates

Income from investment in associates

Purchase of property. plant and equipment

Proceeds from disposal of propenrly, plant and equipment

Proceeds from disposal of properties held for sate

Movement in deposits and international murabahats with original
malturitics above three months

Exchange differences arising from translation of foreign vperations

Net cash (used in) / geaerated from investing activities
Cash flow from financing activities
Dividends paid

Buy back of sukuk Financing instruments
Non-controlling interests

Net cash used in financing activities
(Decrease)/increase in cash and cash equivalents

Cash and cash equivalents at the beginning of the year

Cash and cash cquivalents at the end of the year (Note 52)

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

2010
AED’000

864,585

4,511
16,166
(42,343)

22,204
(135,517)
(29,747)
(8,757)
(81,851)
24,302
(2,655)
8,791
(93,303)
1,402
31,067

(3,031,239)
(23,562)

(2,475,946)

(538,648)
(51,542)
(2,841)

(593,031)

(3,596,311)

14,079,992

10,483,681

2009
AED'000

1.894.378

133,163
t17.604

(280)
5,789
(130.818)
(701)
(15.281)
(38.567)
39,646
(107,183)

(147,292)
12,160
13461

(88,836)
(48,288)

.638.955

(860.523)
(299.,020)

(1,159,543)

4,269,747

9,810,245

14.079.952



Dubai Islamic Bank P.J.S.C. 9

Notes to the consolidated financial statcments
for the year ended 31 December 2010

| General information

Dubai Jslamic Bank (Public Joint Stock Company) was incorporated by an Amiri Decree issued on 29
Safar 1395 Hijri, corresponding to 12 March 1975 by His Ilighness, the Ruler of Dubai, to provide banking
and related services based on Islamic Sharia’a principles. 1t was subsequently registercd under the
Commercial Companies Luw number § of 1984 (as amended) as a Pubfic Joint Stock Company.

[n additior o its main oftice in Dubai, the Bank opcrates through its branches in the U.A.E. The
accompanying consolidated financial statements combine the activities of the Bank’s head office, its
branches and subsidiaries.

The registered head office of the Bank is at P.O. Box 1080, Dubai, United Arab Fmirates.

The Bank is registered as a P.J.S.C. in accordance with U.A.E. Federal L.aw No. (8) of 1984 (as amended).
2 Application of new and revised International Financial Reporting Standards (1IFRSs)

2.1 Revised IFRS affecting amounts reported in the current year

‘T'he following revised IFRS has heen applied in the current year and has affected the amounts repocted in
these consolidated financial statements. Details of other new and revised IFRSs adopted in these

consolidated financial statements that have had no material cffeet on the financial staterments arc set out in
section 2.2,

o [FRS 3 (revised in 2008)
Business Combination

IFRS 3(2008) has been applicd in the current year prospcctively to
business combinations for which thc acquisition date is on or after |
Junuary 2010 in accordance with the relevant transitional provisions.
lts adoption has aftected the accounting for business combinations in
the current year.

2.2 New and revised IFRSs applied with no material effect on the consolidated financial
statements

The following new and revised 1FRSs have also been adopted in these consolidated linancial statements.
The application of these new and revised IFRSs has not had any material impact on the amounts rcported
for the current angd prior years but may aftect the accounting for future transactions ar arrangements.

The amendments provide two exemplions when adopting
IFRSs for the first time retating to oil and gas assets, and
the determination as to whether an arrangement contains

e Amendments to IFRS | [Firs-time
Adoption  of  IFRS Additional

txemption for first-time adopters.

s Amendments to IFRS 2 Shure-based
payment Bank Cush-settled Share-
based Puyment Transactions

s Amendments to [FRS 5 Non-current
Assets Held for Sale and Discontinued
Qperationy (as part of haproyements (o
IIFRSs issued in 2008)

a lease.

The amendments clarify the scope of IFRS 2. as well as
the accounting tor the Bank cash-settled share-based
payment ltransactions in the separate (or individuat)
financial statements of an entity recciving the goods or
services when another group entity or sharcholder has the
obligation 1o settle the award.

The amendments clarity that all the assets and labilities
of a subsidiary should be classified as held for safe when
the Bank is committed to a sale plan invalving loss of
control of that subsidiary, regardless ol whether the Bank
will retgin a non-controlling interest in the subsidiary
after the sale.



Dubai Istamic Bank P.J.S.C.

Notes to the consolidated financial statements
for the year ended 31 December 2010 (continued)

2 Application of new and revised International Financial Reporting Standards (IFRSs)
(continued)
2.2 New and revised IFRSs applied with no material cffect on the consolidated finaneial

statements (continued)

» Amendments to [FRS S Non-current
Assets Held for Sale and Discontinued
Operations (as part of bnprovements to
IFRSs issued in 2009)

o Amendmemts to 1AS 1 Presentation of
financial  siatements  (as  part  of
improvements to IFRSs issued in 2009)

s Amendments to 1AS 7 Sratement of Cush
Flows (as part of Improvements (o IFRSs
issued in 2009)

e Amendment  to  [AS 39 Financial
Instruments @ Recognition and Measurement
Eligible Hedged tems

e Amiendment to IFRIC 9 (reviscd):
Reassessment of Embedded Derivatives

o {I'RIC 7 Distributions of Non-cush Asvets
10 Owners

Asseis from

o {FRIC 18 Trunsfers of

Customers

o Amendment to IFRIC §6: [ledges of a Net
brvesment in a Foreign Operation

The amendments to IFRS 5 clarify that the disclosure
requirements in 1FRSs other than IFRS 5 do not apply to
non-current assets (or Jisposal groups) classified as held
for sale or discontinucd operations unless those [IFRSs
require (i) specific disclosures in respect of non-current
assets (or disposal groups) classificd as held for sale or
discontinued operations, or (ii) disclosures about
measurement of asscls and liabilities within a disposal
group that are not within the scope of the mcasurement
requirement of [FRS 5 and the disclosures are not
already provided in  the consolidated financial
statements,

The amendments to 1AS [ clarify that the potential
settiement of a liability by (he issue of equity is not
relevant to its classification as curreat or non-current.

The amendments (o TAS 7 specify that only expenditures
that result in a recognised assct in the balance shect can
be classified as investing activities in the statement of
cash flows.

The amendments provide clarification on two aspects of
hedge accounting; identifying inflation as a hedged risk
or portion, and hedging with options.

Relating 1o assessment of embedded derivatives in casc
of reclassification of a financial assct out of the *FYTPL®
category

The lnicrpretation provides guidance on the appropriate
accounting treatment when an entity distributes assets
other than cash as dividends 1o its shareholders.

The Interpretation addresses the accounting by recipients
for lransfers of property, plant and eguipment from
‘customers’ and concludes that when the itetn of
property, plant and cquipment transferred meets the
definition of an asset trom the perspective of the
recipient, the recipient should recognise the asset at its
fair value on the date of the transfer, with the credit
recoguised as revenue in accordance with [AS 18
Revenue,

The Interpretation removes the restriction in terms of
which entity in the group to hold the hedging instrumment,
subsequent to the amendment per IFRIC 16, any entity in
the group can hold the hedging instrument that qualifics
as ot investment hedge in u toreign operation.



Dubai Islamic Bank P.I.S.C. |1

Notes to the consolidated financial statements
for the year ended 31 December 20{0 (continued)

2 Application of new and revised International Financial Reporting Standards (IFRSs)
(continued)
2.2 New and revised IFRSs applied with no material effect on the consolidated financial

statements (continued)

e Improvements to IFRSs (2009) Except for the amendmenis to 1FRS 3 described carlier
in section 2.1, the application of improvements to IFRS
issued in 2009 has not had any material effect on
amounts reported in the consolidated  financial
stalecments.

2.3 New and revised IFRSs is in issue but not yet effective,

The Bank has not applicd the following new and revised 1FRSs that have been issucd but are not yet
elfective:

Effective for annual periods
New and revised 1IFRSs beginning on or uafter

e Amendments to IFRS | relating to Limited Exemption from ( July 2010
Comparative IFRS 7 Disclosures for First-time Adopters

o Amendments to IFRS 7 Financial Instruments: Discloswres, relating 1 July 201t
to Disclosures on Transfers of Financial Assets

s IFRS 9 Financial Instrioments (as amended in 2610) | January 2013
s [AS 24 Related Party Discluswres (revised in 2009) [ January 201 (
o Amendments to [AS 32 Finuncial Instruments. Preseniution, telating I February 2010

to Classification of Righls Issues

e  Amendments to [FRIC 14 relating to Prepayments of a Minimimn | January 2011
Funding Requirement

e ({FRIC 19 Extinguishmg Finuncial  Liabilities  with  Equity | July 2010
nstrumenty

o Improvements (o IFRSs issucd in 2010 covering amendments to 1FRS [ January 2011, except
I, IFRS 3, [FRS 7, IAS 1. IAS 27, IAS 34 and IFRIC 13 IFRS 3 and 1AS 27 which

are effective 1 July 2010

Management has not yet had an opportunity to consider the poteatial impact of the adoption of these
Standards and Interpretations.



Dubat Islamic Bank P.I.S.C. 12

Nutes to the consolidated financial statements
for the year ended 31 December 2010 (continued)

3 Definitions
The loHowing terms are used in the consolidated financial statements with the meaning specified:
3.1 Murabahat

An agreement whereby the Bank selis to a customer a commodity or asset, which the Bank has purchased
and acquired basced 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.

3.2 Salam finance

An agrecment whereby the Bank purchases specified commoditics and pays fulf price of @ commadity in
advance, whereas the customer delivers the goods with certain specifications and certain quantity on the
agreed futare date(s) (i.e. purchase of commodity for delerred delivery by the customer in exchange for
upfront payment of the ful) purchase price by the purchaser).

33 Istisna’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 its own
or through a subcontractor and then hand it over to the customer against an agrecd price.

34 ljarah

An agreement whercby the Bank (lessor) leases or constructs for a customer (fessee) un asset according to
customer request and based on his promise to lease the asscet for a specific period and against certain rent
installments. The fjarah could be terminated by transferring the ownership of the asset to the lessee.

3.5 Musharaka

An agreement between the Bank and a customer to contribute to a certain investment enterprise, whether
existing or ncw, or the ownership of a certain property either permancntly or according to a diminishing
arrangement ending up with the acquisition by the customer of the full vwnership. The profit is shared as
per the agreement set between both parlics while the loss is shared in proportion to their shares of capital in
the enterprise.

3.6 Mudaraba

An agreement between the Bank and a third parly whereby one party would provide a certain amount of
funds, which the other party (Mudarib) would then invest in a specific enterprise or activity against a
specific share in the profir. ‘The Mudarib would bear the loss in case of default. negligence or violation of
any of the terms and conditions of the Mudaraba.

3.7 Wakala

An agreement whercby the Bank provides a certatn sum of money to an agent, who invests according to
Sharia’a and specific conditions in return for a certain fee (a lump sum of mmoney or a percentage of the
amount invested). The agent is obliged to retum the invested amount in case ol default, negligence or
viclalion of any of the terms and conditions of the Wakala.

3.8 Sukuk

These comprise asset backed, Sharia®a compliant trust certificates.
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Notes to the consolidated financial statements
for the year ended 31 December 2010 (continued)

4 Significant accounting policies
4.1 Statement of compliance

The consolidated f{inancial statements have becn prepared in accordance with I[nternafional Financial
Reporting  Standards ([FRS) issued by the International Accounting Standards Board ([ASB).
interpretations issucd by the International Financial Reporting Interpretations Committee (1FRIC) and
applicable requirements of the Laws of the ULALE.

As required by the Securities and Comimodities Authority of the UAE (“SCA™) Notitication No.2624/2008
dated 12 October 2008, the Bank's exposure in Cash and balances with Central Banks, Balances and deposits
with banks and financial institutions, International murabahat with financial institutions, short term and other
investments outside the U.A.E. have been presented under the respective explanatory notes to the
consolidated linancial statements.

4.2 Basis of preparation

The vonsolidated financial statemenis have been prepared on the historical cost basis except for the
revaluation of certain financial instruments. Historical cost is generally based on the fair value of the
consideration given in exchange for asscts.

The significant accounting policies are set down befow.
4.3 Basis of consolidation

These consolidated financial statements incorporate the financial statements ot the Dubai [siamic Bank
PJS.C. and its subsidiaries (together referred to as “the Bank™) as set out in Note 19. The entitics
controlled by the Bank have been treated as subsidiaries. Control &s achicved when the Bank has the power
to povern the financial and operating policies of an enlity so as 1o obtain benefits from its activities. The
financial statements of the subsidiaries are prepared for the same reporting period as that of the Bank,
using consistent accounting policies.

The results of subsidiaries acquired or disposed of during the year are included in the consolidated income
statement from the effective date of acquisition or up to the effective date of disposal, as appropriate.

Where necessary, adjustments are made to the financial statements of subsidiaries to bring their accounting
policics into line with those usad by other members of the Bank.

All intra-group transactions. balances, income and expenses are climinated in lull on consolidation.

Non-controlling interests in the net assets {excluding goodwill) of consolidated subsidiarics are identified
separately from the Bank's equity therein. The interests of non-controlling sharcholders may be ininaily
measured cither at fair value or at the non-controlling interests' proportionate share of the fair value of the
acquiree’s identifiable nct assets. The choice of measurement basis is made on an acgquisition-by-
acquisition basis. Subscquent to acquisition, the currying amount of noa-controlling interests is the amount
of thosc interests at initiaf recognition plus the nor-controlling interests’ share of subsequent changes in
equity. Total comprehensive income is attributed to non-controlling interests even (f this results in the non-
comtrolling interests having a deficit batance.

Changes in the Bank's intcrests in subsidiaries that do not result in a toss af control are accounicd for as
equity transactions. The carrying amouats of the Bank's interests and the non-controlling interests are
adjusted 1o reflect the changes in their relative interests i the subsidiaries. Any difference between the
anmount by which the non-controlling interests arc adjusted and the Fair value of the consideration paid or
reecived is recognised directly in equity.
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4 Significant accounting policies (continued)
4.3 Basis of consolidation (eontinued)

When the Bank loses control of a subsidiary, the profit or loss on disposal is cafcutated as the difference
between (i) the aggregate of the fair value of the consideration received and the fair value of any retained
interest and (if) the previous carrying amount of the assets (including goodwill), and liabilities of the
subsidiary and any non-controlling interests.

44 Due from banks and financial institutions

Balances and deposits with banks and linancial institutions are stated at cost less amounts written off and
provision [or impairment, if any,

International murabahat with financial institutions, short tcrm are stated at cost less provisions lor
impairment and deferred profits.

4.5 Islamic financing and investing asscts

Islamic financing and investing assets consist of murabahat reccivables, salam finacing, nmudaraba,
musharakz, wakala arrangemnents, istisna’a and ijarah contracts and they are measured at amottised cost
tess any amounts written off and provision for impairment fosses. Istisna’a cost is measured and reported
in the consolidated financial statements at a value not exceeding the cash equivalent value.

Provision for impairment is made for Islamic financing and investing assets when thetr recovery is in doubt
taking into considcration [FRS requirements for fair value measurement. Istamic financing and investing
assets are written off only when al} possible courses of action to achieve recovery have proved
unsuccessful. Losses expected {rom future events ire not recognised.

Islamic {tnancing and investing asscts (and the related impairment allowance) is normally written oft,
either partially or in full, when there is no realistic prospect of recovery of the principal amount and, for a
collateralised 1slamic Anancing and investing assets, when the proceeds from ccalizing the security have
been received.

4.6 Islamic financing and investing assets impairment
4.6.1  Individually assessed Islamic financing and investing assets

[ndividually assessed [slamic financing and investing assets mainly represent corporate and commercial
asscts which are assessed individually in order to determine whether there exists any objective evidence
that an Islamic financing and investing asset is impaired. istamic financing and investing assets are
classified as impaired as soon as there is doubt about the customer's ability to meet payment obligations to
the Bank in accordance with the original contractuat terms. Doubts about the customer’s abifity to meet
payment obligations generally arise when:

a) Principal and profit are not serviced as per contractual terms; and

b) When there is significant deterioration in the customer's financial condition and the amounl
expected to be realised from disposals ol collaterals, if any, are not likcly to cover the present
carrying valuc of the Islamic financing and investing assets.
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4 Significant accounting poticies (continued)
1.6 Islamic financing and investing assets impairment (continued)
4.6.1  Individually assessed [slamic financing and investing asscts (continued)

Impaired [slamic financing and investing assets are measured on the basis of the present value of expected
future cash flows discounted at the islamic financing and investing asset's original effective profit rate or,
as a practical expedient, at the [stamic financing and investing assets® observable markel price or fair value
of the collaterals if the islamic financing and investing asscts is collateral dependent.  Impairment foss is
calculated as the difference between the [slamic financing and investing assets’ carrying value and its
present impaired value,

4.6.2 Retail Islamic financing and investing assets with comnon features and which are not
individually significant

Collective impairment is made to cover impairment against specific group of assets where there is a
measurable decrease in estimated future cash flows by applying a formula approach which allocates
progressively higher loss rates in line with the overdue installment date.

4.6.3 Incurred but not yet identified

Individually assessed Istamic financing and investing assets for which no evidence of loss has been
specifically identified on an individual basis are prouped together accarding to their credit risk
characteristics based on industry, product or Islamic financing and investing assets rating for the purpose
of calculating an estimated collective loss. This reflects impairment losses that the Bank may have
incurred as a result of events occurring before the consolidated statement of financial position date, which
the Bank is not able to identlify on an individual basis, and that can be reliably estimated. As soon as
information becomes avaitabfe which identifics losses on individual Istamic linancing and investing assets
within the group of the customer. thosc investing and financing assets are removed from the group of the
customer and assessed on an individual basis for impairment.

4.6.4 Reversal of impairment

If the amounl of an impairment loss decreases in a subsequent period, and the decrease can be related
objectively to an event occurring afier the impairment was recognised, the excess is written back by
reducing the investing and hnancing asser impairment provision account accordingly. The write-back is
recognised in the consolidated income statement in the pertod in which it occurs,

4.6.5 Rencgotiated financing facilities

Where possible, the Bank sccks to restructure financing exposures rather than to take possession ol
collateral. This may involve extending the payment arrangements and the agreement of new financing
canditions. Oacc the terms have been renegotialed, the financing exposure is no longer considercd past
due. Management continuously reviews rencgotiated facilities to ensure that all criteria are met and that
future payments are likely 1o occur. The facility continue to be subject to an tndividual or collective
impairment assessment, calculated using the facility's original effective profit rate depending upon the
borrower customer complying with the revised terms and conditions and making the minimum required
payments for the Islamic financing and investing assets to be moved to performing category.
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for the year ended 31 December 2010 (continued)

4.7 [nvestment in [slamic Sukuk
4.7.1  Held to maturity

Investments in islamic Sukuk which have fixed or determinabic payments with fixed maturities which the
Bank has the intention and ability to hold to maturity, are classified as hefd to maturity, Held w maturity
investments in [stamic Sukuk are carried at amortised cost, using effective profit rate method less any
impatrment, Amortised cost is calculated by taking into account any discount or premium on acquisition
using an clfective prolit ratc method.

IT there is objective evidence that an impairment on held to maturity investments in Istamic Sukuk carried
at amortised cost has been incurred, the amount of impairment loss recognised is the difference between
the assets carrying amount and the present value of estimated future cash flows, discounted at the
investments original cffective profit rate, with the resulting impairment loss. if any, in the consolidated
income statement.

4.7.2  Available for sale investments

[nvestments in Islamic Sukuk not classificd as “held to maturity™ are classificd as "avaifable for sale™ and
are stated at fair valuc.

Available for salc investments in Islamic Sukuk are initially recognised at fair valuc plus any directly
attributable (ransaction cost and are subsequently measured at fair value.

Afler initial recognition, investments which are classified as *‘available for sale™ are remeasured at fair
value. Gains and losses arising rom changes in fair value are recognised directly in other comprehensive
income and recorded in the cumulative changes in fair value with the exception of impairment losses,
profit calcutated using the effective yicld method and foreign exchange gains and losscs on monetary
asscls, which are recognised directly in the consolidated income statement.

Where the investment is disposed of or is determined to be impaired, the cumulative gain or loss
previously recognised in cquity in the cumutative changes in fair valuc is reclassified to consolidated
income statement.

If available for sale investment is impaired, the difference between (he acquisition cost (nel of any
principal repayments and amortization) and the current fair value, less any previous impairment loss
recognised in thc consofidated income statement is removed from equity and recognised in the
consolidated incotne statement.
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4 Significant accounting policies (continued)
4.8 Other investments
4.8.1 Investments carricd at fair value through profit or toss

Financial assets are classiticd at fair value through profit or loss (“FVTPL") where the financial assets is
either held for trading or designated as at FVTPL.

A (inancial asset is classified as held for trading if:
s it has been acquired principally for the purpose ol selling in the near future; or
s it is a part of an identifted portfolio of financial instruments that the Bank manages together and
has a rceent actual pattern of short- term profit taking; or
e itis aderivative that is not designated and cffcctive as a hedging instrument.

Financial assets at I'VTPL are stated at fair value, with any resultant gain or loss arising on re-measurement
in the consolidated income statement.

4.8.2  Available for sale investments
Investments not classified as “FVTPL™ are classified as “available for sale™ and are stated at fair value.

{{ available for sale investment is impaired, the difference between the acquisition cost and the current {air
value, less any previous impairment loss recognised in the consolidated income statement is removed from
cquity and recognised in the consolidated income statement.

Once an impairment foss has been recognised on an available-for-sale financial asset. subsequent decline
in the fair valuc of the instrument is recognised in the consolidatcd income statement when there is further
objective cvidence of impairment as a resull of further decreases in the estimated future cash flows of the
financiat asset. Where there is no further objective evidence of impairment, the decline in the fair vatue of
the (inancial asset is recognised directly in equity.

4.8.3 Reclassification of other investments

Reclassitication is only permitted in rarc circumstances and where the asset is no longer held for the
purpose of sctling in the short term. Reclassitications are accounted for at the fair value of the fimancial
assct at the date of reclassification.

4.8.4  Derecognition of other investments

The Bank derecognises an investment security only when the contractual rights to the cash flows from the
investment expire, or when it transfers the investment and substantialfy all the risks and rewards of
ownership of the investment 1o another entity. [f the Bank retains substantially all the risks and rewards of’
ownership of a transferred financial asset, the Bank continucs to recognize the financial asset and also
rccognises a coltateralized borrowing for the proceeds received.
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4 Significant accounting policics (continued)
4.9 Fair values

For investments actively traded in organised financial markets, fair value is determined by reference (o
guoted market prices at the close of business on the consolidated statement of financial position date. Bid
prices are used for assets and offer prices are used for labilitics.

Unguoted available for sale investments are carried at cast, less provision for impairment, duc to the
unpredictable nature of future cash flows and the lack of suitable other methods for arriving at a reliable
fair value.

For investments in properties, fair valuc is determined periodically on the basis of independent professional
valuations.

The fair value of untlatcral promise to buy/sell currencies is calcalutcd by reference to foreign cxchunge
rates with similar maturities.

4.10 Investments in associafes

An associate is an entity over which the Bank has significant influence and that is peither a subsidiary nor
an interest in a joint venture. Significant influence is the power to participate in the financial and operating
policy decisions of the investee but is not contro! or joint control over thosc policies.

The results and assets and liabilities of associates are incorporated in these consolidated financial
statements using the cquity method of accounting. Unader the cquity method, investiments in assoctates are
carried in the consolidated statement of financiat position at cost as adjusted for post-acquisition changes
in the Bank’s share of the net assets of the associate, less any impairment in the vatuc of individual
invesunents. After the applicarion of the cquity method, the Bank determines whether it is necessary (o
recognise any impairment loss on the Bank's investraent in its associates. The Bank determines at each
reporting date whether there is objective evidence that the investment in the ussociate is impaired. If this is
the case, the Bank calculates the amount of impairment as the difference between the recoverable amount
of the associate and its carrying amount and recognises the amount in the consotidated income statement.

Any exccess of the cost of acquisilion over the Bank’s share of the net fair value of the identifiable asscts,
tiabilities and contingent liabilitics of the associate recognised at the dale of acquisition is recognised as
goodwill. The goodwill is included within the carrying amount of the investment and is assesscd for
impairment as puart ol that investment. Any excess of the Bank's share of the net fair value of the
identifiable assets, liabilities and contingent liabilities over the cost of acquisition, after reassessment, is
recognised immedialely in profit or loss.

Where ¢ Bank's subsidiary or other associate transacts with an associate of the Bank, pratits and losses are
eliminatcd t the extent of the Bank's interest in the relevant associate.

4.11  Fund management

The Bank manages and administers assets held in unit trusts on behall of investors. The financial
statements of these cntities are not included in the consolidaled financial statements except when the Bank
controls the entity,
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4 Significant accounting policies (coatinned)
4.12  Propertics under construction

Properties in the course of construction for sale are classified as propertics under construction. Unsold
properties and sold properties which have not met the revenue recognition criteria are stated at the lower of
cost or net realisable vatue. Cost includes the cost of land, infrastructure, construction and other related
cxpenditure such as prolessional fees and engineering costs attributable Lo the project, which are recognised
as and when activitics that are necessary 1o get the assets ready for the intended use are in progress. Direct
costs from the start of the project up to completion of the project are recognised. Completion is defined as the
carlier of tssuance of a certificate of practical completion, or when management considers the project to be
completed.  Upon completion, cost in respect to unsold praperties is eliminated from properties under
construction and transferred to properties held for sale.

4.13  Properties held for sale

Properties acquired or constructed with the intention of sale are classified as properties held for sale when
construction is completed. Propertics held for sale are stated at cost or at net realisable value, whichever is
lower. Cost includes the cost of land, infrastructure, construction and other related expenditure such as
professional fees and engineering costs attributable to the project, which are capitalised as and when the
activities that are necessary ta gel the assets ready for the intended use are in progress. Net realisable value
represents the estimated selling price less costs to be incurred in selling the property.

Direct costs from the sturt of the project up to completion of the project are capitalised. Completion is defined
as the earlicr ot issuance of a certiticate of practical completion, or when management considers the project
to be completed. The cost of land and costs incurred tn the course of development relating (o properties sold
during the year are transferred to cost of revenues.

4.14  Cost of sale of property

Cost of sale of property includes the cost of land and development costs. Development costs include the
cost of infrastructure and construction. The cost of sale in respuct of apartments is based on the estimated
proportion of the devetopment cost incusred to date to the cstimated total development costs for ecach
project.

4.15  Investment properties

Properties held for rental or capital appreciation purposes as well as those held for undetermined tuture use
are classified as investment propertics. Investment properties are measured at cost less accumulated
depreciation and any accumulsted impatrment fosses. Depreciation on investment in buildings is charged
on a straight-line basis over 25 years.

Investment properties are derecognised when either they have been disposed of or when the investment
property is peomanently withdrawn from use and no tuture economic benelit is expected from its disposal.
Any gains or losses on the retirement or disposal of an investment property are recognised in the
consolidated income statement in (he year of retirement or disposal.

Transters are made to investment properties when, and only when there is change in use cvidenced by
ending of owner-occupation, commencement of an operating lease to another party or ending of
construction or developmient. Transfers are made from investment propertics when, and only when, there
is change in used cvidenced by commencement of owncer-occupation or commencement of development
with 4 view to sale.
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4 Significant accounting policies (continucd)

4.16  Property, plant and equipment

Property, plant and equipment are stated at historical cost less accumufated depreciation and any
impairment loss. {f any. Historical cost includes expenditure that is directly attributable to the acquisition
of the asset.

Subsequent costs are (ncluded in the asset's carrying amount or recognised as a separate asset, as
appropriate, only when it is probable that future cconomic benefits associated with the item will flow to the
Bank and the cost of the item can be measured reliably. All other repairs and maintenance cxpenses are
charged to Lhe consolidated income statement in the period in which they are incurred.

Depreciation is charged so as (o write off the cost or valuation of asscts, aver their estimated usetuf lives
using the straight-tine method as follows:

s Buildings 15-25 years
« Plant and machinery 15-20 years
o  Furniture and oftice cquipment 3-5 years

o Information technology 3-5 years

e Molor vehicles 3 years

The estimated usefut lives, residual values and depreciation method are reviewed at each year end, with the
effect of any changes in ¢stimate accounted for on a prospective basis.

An asset's carrying amount is written down jmmediately to its recoverable amount if the asset’s carrying
amount is greater than its estimated recoverable amount.

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

4.17  Impairment of tangible and intangible assets exeluding goodwill

At each consolidated statement of financial position date, the Bank reviews the carrying amounts of s
tangible and intangible assets o determine whether there is any indication that those assets have suffered
an impairment foss. If any such indication exists, the recoverable amount of the assets is estimated in order
to determine the extent of the impairment loss (it any). Where it is not possible to estimate the recoverable
amount of an individual asset, the Bank estimates the recoverable amount of the cash-generating unit to
which the asset belongs.

Recoverable amount is the higher of fair vafue Jess costs 1o 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 thar reflects
current market assessments of the time value of money and the risks specific to the assct.

If the recoverable amount of an usset (or cash-generating unit) is estimated to be less than its canying
amount, the carrying amount of the assct (cash-generating unijt) is reduced to its recoverable amount. An
impairment loss is recognised in the consolidated income statement, 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, such that the increased carrying amount does
rot exceed the carrying amount that would have been determined had no impairment loss been recognised
for the asset (cash-generating unil) in prior years. A reversal of an impairment loss is rccognised in the
consolidated income statement, unless the relevant asset ts carried at a revalued amount. in which case the
reversal of the impairment loss is treated as a revaluation increase.
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4 Significant accounting policics (continued)
4.18  Capital work in progress

Properties or assets in the course of construction for production, supply or administrative purposcs, or for
purposes not yet determined, are carried at cost, less any recognised impairment loss. Cost includes all
direct costs attributable fo the design and construction of the property including related staff costs, and for
qualilying assets, financing costs capitalised in accordance with the Bank’s accounting policy. When Lhe
asscls are ready for intended use, the capital work in progress is transferred to the appropriale property,
plant and cquipment calegory and is depreciated in accordance with the Bank’s poficies.

4.19  Tavestments in joint ventures

‘The Bank's interests in joint ventures, which are defined as those cntities which are subject to joint
control, are accounted for under the proportionate consolidation method whereby the Bank accounts for its
share of the assets, babilities, income and expenses in the joint ventures oa a line by line basis.

"The reporting dates of the joint venture and the Bank are identical and the joint venture’s accounting policies
conform to those used by the Bank for fike transactions and events ir simikar circumstances.

4.20 Business combination

Acquisitions of businesses are accounted for using the acquisition method. The consideration transferred
in a business combinationr s measured at fair value, which is calculated as the sum of the acquisition-date
fair values of the asscts transferred by the Bank, labilities incurred by the Bank to the former owners of
the acquiree and the cquity interests issued by the Bank in exchange for control of the acquiree.
Acquisition-related costs are generalty recognised in consolidated income statement as incurred.

At the acquisition date, the identifiable assets acquired and the fiabifities assumed are recognised at their
tatr value at the acquisition date, except that:

o dcferred tax assets or liabilitics and liabilities or assets related to employee benefir arrangements are
recognised and measured in accordance with 1AS 12 Income Taxes and {AS 19 Employee Benefits
respectively,

o liabilitics or equity instruments related o share-based payment arrangements of the acquiree or sharc-
based payment arrangements of the Bank entered into to replace sharc-based payment arrangements of
the acquiree are measured in accordance with LIFRS 2 Sharc-bused Payment at the acquisition date; and

e assets (or disposaf Banks) that are classified as held for sale in accordance with IFRS § Non-current
Assets tleld for Sale and Discontinued Operations are measured in accordance with that Standard.

Goodwill is measured as the excess of the sum of the consideration transferced, the amount of any non-
controlling interests in the acquiree, and the fair value ol the acquirer's previously held equity interest in
the acquirce (if any) over the net of the acquisition-date amounts of the idenlifiable assets acquired and the
liabilities assumed. I, aher reassessment, the net of (he acquisition-date amounts of the identifiable assets
acquired and liabilitics assumed exceeds the sum of the consideration trans{ared, the amount of any non-
controlling interests in the acquirce and the fair value of the acquirer’s previously held interest in the
acquiree (it any), the excess is recognised immediately in consolidated income statements as gain on
acquiring controlling interest.
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4 Significant accounting policies (continued)
+4.20 BRusiness combination

Non-controlling interests that arc present ownership interests and entitle their holders to a proportionate
share of the entity’s net assets in the event of liquidation may be initially measured at thc non-controlling
interests' proportionate share of the recogniscd amounts of the acquiree's identifiable net assets. The choice
of measurement basis is made on a trausaction-by-transaction basis. Other types of non-controlling
interests are measured at fair value or, when applicable, on the basis specified in another IFRS.

When the considcration transferred by the Bank in a business combination includes asscts or liabilities
resufting from a contingent consideration arrangement, the contingent consideration is measured at its
acquisition-date fair value and included as part of the consideration transferred in a business cambination.
Changes in the fair value of the contingent consideration thal gualify as measurement period adjustmenlts
are adjusted retrospectively. with corresponding adjustments against goodwill. Measurement period
adjustments are adjustments that arise from additional information obtatned during the *measurement
pericd® (which cannot exceed one year from the acquisition date) about facts and circumstances that
existed at the acquisition date.

The subsequent accounting for changes in the fair value of (he contingent consideration that do not qualify
as measurement period adjustments depends on how the contingent consideration is classilied. Contingent
consideration that is classified as cquity is not remeasured at subsequent reporting dates and its subsequent
settlement is accounted for within equity. Contingent considcration that is classified as an asset or a
liability is remeasured at subsequent reporting dates. with the corresponding gain or loss being recogniscd
in consolidated income statement.

When a business combination is achieved in stages, the Bank's previously held equity interest in the
acquirce is remeasured to fair value at the acquisition date (i.e. the date when the Bank obtains control)
and the resulting gain or loss, if any, is recognised in consolidated income statcment. Amounts arising
from interests in the acquiree prior to the acquisition date that have previously been recognised in other
comprehensive income are reclassified to consolidated income statement where such treatment would be
appropriate if that interest were disposed of.

It the initial accounting for a business combination is incomplete by the end of the reporting period in
which the combination occurs, the Bank reports provisiona] amounts for the items for which the
accounting is incomplete. Those provisional amounts are adjusted during the measurement period, or
additional assets or fiabititics are recognised, to reflect new information oblained about facts and
circumstances that cxisted at the acquisition date that, if known, would have affected lhe amounts
recognised at that date.

Business combinations that took place prior o | January 2010 were accounted for in accordance with the
previous version of {FRS 3.
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4 Significant accounting policies (continued)
4.21 Goodwill

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 Bank's intcrest in the net (air value of the identifiable assets,
liabilitics and contingent Habilitics recognised. If, alter reassessment, the Bank's interest in the net fair
value of the acquirce’s identifiable assets, tiabilitics and contingent liabilities exceeds (he cost of the
business combination, the excess is recognised immediately in consolidated income statcment.

For the purpose of impairment testing, goodwill is allocated to cach of the Bank'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. 1 the recoverable amount of the cash-generating unit is less than the carrying
amount of the unit, the hmpairment loss is allocated first to reduce the carrying amount of any goodwill
altocated to the unit and then to the other assets of the unit pro-rata on the basis of the carrying amount ot
each asset in the unit. An impairment loss recognised for goodwill is not reversed in a subsequent period.

On disposal of a subsicliary or a jointly controlled cntity, the atiributable amount of goodwill is included in
the determination of the profit or loss on disposal.

4.22 Customers’ deposits, due to banks and financial institutions and Medium ferm wakala finance

Customers' deposits, due 1o banks and financial institutions and Medium term wakala finance are initially
measured at fair value which is normally consideration received netl of directly attributablc transaction
costs incurred, and subsequently measured at their amortised cost using the effective profit method.

4.23  Sukuk financing instruments
4.23.1 Non-convertible sukuk

Sukuk financing instruments are initiafly measurcd at fair value, net of transaction costs, and then are
subsequentty measured at amortised cost using the effective profit rale method, with profit expense
recogniscd on an effective yield basis.

The eftective profit ratec method is a method of calculating the amortised cost of 4 financial tiability and of
allocaling profit expense over the relevant period. The effective profit rate is (he rate that exactly discounts
estimated future cash payments through the expected life of the financial liability, or, where appropriate, a
shorler period 1o the net carrying amount of the financial asset or financial liability.

4.23.2 Convertible sukuk

Convertible Sukuk that can be settled at the option of the ssuer are recorded as compound financial
instruments, The equity component of the convertible sukuk is calculated as the excess of the issue
proceeds over the present value of the future profit and principal payments, discounted at the market rate of
profit applicable to similar liabililics that do not have a conversion option.
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4.24 Other financial liabilities
Other financial liabilities arc initially measured at fair value. net of transaction costs.

Other financial liabilities are subsequently measured at amortised cost using the effective protit method.
with depositors® share of profit recognised on an effective yield basis.

The effective profit method is a method of calculating the amortised cost of a financial liability and of
allocating depositors’® share of profit over the relevant period. The effcctive profit 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.

425  Derecognition of financial assets and financial habilities
4.25.1 Financial assets

A financial assct (or, where applicable a part of a financial asset or part of a group of simitar financial
assels) is derecognised on where:

¢ the rights to reccive cash Rows from the asset have expired; or

a the Bank has transferred its rights to receive cash flows from the asset or has assumed an obligation 1o
pay the received cash tlows in full without matcrial delay to a third party under a ‘pass-through’
arrangement; and

s cither (a) the Bank has transferred substantially all the risks and rewards of the asset, or (b) the Bank
has ncither lransferred nor retatned substantially afl the risks and rewards of the asset, but has
transferred control of the asset.

4.25.2 Financial Liabilities

A financial tability is derecognised when the obligation under the liability is discharged or cancelled or
expired. Where an existing financial liability is replaced by another from the samc firancial institution on
substantially different terms, or the terms of an cxisting liability are substantially modified. such an
exchange or modification is treated as a derecognition ol the original liability and the recognition of a new
liability, and the difference in the respective carrying amouats is recognised in profit or loss.

4.26 Employees’ end of service henefits

Pension and national insurance contributions for the U, ALE. citizens arc made by the Bank in accordance
with Federal [Law No. 2 of 2000.

The Bank provides end of service benelits for its expatriate employces. The eatitiement to these henelfits is
based upon the employees” salary and length of service, subject to the completion of a minitowm service
period. The expected costs ol these benefits are acervued over the period of employment,
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427  Taxation

Provision is made lor current and deferred taxes arising {rom operating resolts of overseas subsidiary in
accordance with the fiscal regulations of the respective countries in which the Bank operates.

Deferred income taxation is provided uvsing the liability mcthod on all wmporary ditferences at the
consolidated statement of financial position date. Deferred income tax assets and liabilities arc measured at
the tax rates that are expected to apply to the period when the assct is realised or the liability is settled, based
on laws that have been cnacted at the consoliduted statement of financial position.

‘The carrying amount of defecred income tax assets is reviewed at each consolidated statement of financiat
position date and reduced to the extent lhat it is no longer probable that sufficicnt taxable profit will be
available to allow all or part of the deferred income tax assel to be utilised.

4.28 Zakat

Zakat is computed as per the Artickes and Memaorandum of Association of the Bank and its subsidiaries
and is approved by the Fatwa and Sharia’a Supervisory Boards of the respective entitics on the following
basis:

e Zakat on Sharcholders® equity is deducted from their dividends and is computed on their zakat pool
(sharcholders™ equity less paid up capital. donated land reserve, exchange translation reserve, hedging
reserve and cumulative changes in fair value) plus employees’ end of service benefits,

e Zakat on profit equalsation provision is charged to this provision after it has been caleulated.

e Zakat is disbursed by a committee appointed by the Board of Directors and operating as per the by-law
set by the Board.

s Zakat on the paid up capital is not included in the zakat computations and is payable directly by the
sharcholders themselves.

429  Allocation of profit

Allocation of profits between depositors and sharcholders is calculated according to the Bank's standard
procedures and is approved by the Bank’s Fatwa und Sharia’a Supervisory Board.

4.30  Provisions and contingent liabilities

Provisions are recognised when the Bank has a present tegai or constructive obligation as a result of pust
events and it is probable that an owtflow of resources embodying economic benchts will be required to
settle the oblipation and a reliable estimate ot the amount of the obligation can be made. Where a provision
is measured using Lhe cash flows estimated 1o settle the present obligation, its carrying amount is the
present value of those cash lows.

Provisions for onerous contracts is recognised when the expected benefits to be derived by the Bank from a
contract are lower than the unavoidable cost ol mecting its obligation under the contracl. The provision is
measured at the present value of the lower ol the expected cost of terminating the contract and the expected
net cost of continuiag with the contract. Before a provision is established. the Bank recognizes any
impairracnt toss on the assets associated with that contract.

When some or all of the economic benefits required to settle a provision are expected to be recovered from
a third party, a receivable is recognised as an asset if it is virntually certain that reimbursement will be
recetved and the wnount of (he receivable can be measured refiably.
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4.30¢  Provisions and contingent liabilitics (continued)

Contingent liabilities, which include certain guarantees and letters of credit pledged as coltaseral security,
are possible obligations that arise from past events whose existence will be confirmed only by the
occurrerice, or non-occwrrence, of one or more uncertain future events not wholly within the Bank's
control; or are present obligations that have ariscn rom past cvents but are not recognised because it is not
probable that settlement will require outflow of economic benefits, or because the amount of the
obligations cannot be reliably measured. Coulingent liabilitics are not recognised in the consolidated
financial statements but are disclosed in the notes to the consolidated financial statcments, unless they are
remote.

4.31  Share capital - equity instruments

Financing and cquity instruments are classified as either financial liability or equily in accordance with the
substance of the conlractual arrangement.

An cquity instrument is any cantract that evidences a restdual intcrest in the assets of an entity alter
deducting all of its liabilities. Equity instruments issued by the Bank are recognised at the proceeds
received, net of direct issue costs.

A financial instrument is classified as equity instrument if, and only if. below both conditions are met:

(2)  The instrument inciudes no contractual obligation:
(i) 10 deliver cash or another financial assct to another entity; or
(it} 1o exchange financial assets or financiaf liabilities with another entity under conditions that are

potentially unfavourable to the Bank.

(b) If the instrument will or may be settled in the Bank’s own equity instruments, it is:
(1) 2 non-derivative that includes no contractual obligation for the Bank to dcliver a variabie

nrumber of tts own equity instruments; or
(i) a derivative that wili be setiled only by the Bank exchanging a fixed amount of cash or
another financial asset for a fixed number of its own equity instruments.

4.32  Share-based payments

Equity-settled share-based payments to employees are measured at the fair value of the equity instruments
at the grant date.

The fair vatue determined at the grant date of the equity-settled share-based payments is cxpensed on a
straight-line basis over the vesting period, based on the Bank's estimate of equity instruments that will
eventually vest. At each consolidaled statement of financial position date. the Bank revises its estimate of
the number of equity instruments expected to vest. The impact of the revision ol the original estimates, if
any, is recognised in the consolidated income statement over the remaining vesting period, with a
corresponding adjustment to the employees’ incentive plan reserve.
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4.33  Financial guarantecs

Financial guarantees are undertaking/commitment that require the Bank to make specified payments to
reimburse the holder for a loss it incurs because a specified party fails to meet its obligation when due in
accordance with the contractual terms,

Financial guarantees are intlially rccogniscd at their fair value. The guarantee liability (the notional
amount) is subscquently recognised at the higher of this amortised amount and the present value ol any
expected payments (when a payment under guarantee has become probable).

4.34  Acceptances

Acceplances have been considered within the scope of [AS 39 Financial Instruments: Recognition and
Measurement and arc recognised as financial liability in the consolidated statement of financial position
with a contractual right of reimbursement from the customer as a financial asset. Therefore, commitments
in respeel of acceplances have been accounted for as financial assets and financial liabttities.

4.35 Derivative financial instruments

A dcrivative is a financial tnstrument whose value changes in response to an underlying variable, that
requires little or no initial investment and that is setiled at a future date. The Bank cnters into a variety of
Islamic derivative financial instruments 1o manage the exposure to profit and forcign exchange rate risks,
including unilateral promise to buy/sell currencics and Islamic swap.

Derivative financial instruments are initially measured at cost, being the fair value at contract date, and are
subsequently re-measured at fair value. Al} derivatives are carried at their fair values as assets where the
fair values are positive and as liabilitics where the fair values are negative. Derivative assets and liabilities
arising from different transactions are onty offset if the transactions arc with the same counterparty, a legal
right of offset exists, and the partics intend to settle the cask flows on a net basis.

Derivative fair values are determined from quoted prices in active markets where available. Where there (s
no active market for an instrument, fair value is derived from prices for the derivative’s componcents using
appropriate pricing or valuation models.

‘The method of recognising fair value gains and losscs depends on whether derivatives are held for trading
or are designated as hedging instruments, and if the latter, the nature of the risks being hedged. All pains
and losses from changes in the fair value of derivatives held for trading are recognised in consolidated
inconte statement under net gain on dealing in derivatives.
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4.35  Derivative financial instruments (continucd)

When derivatives are designated as hedges, the Bank classifics them as either: (i) hedges of the change in
the fair value of recognised assets or liabiiities or {irm commitments (* fair value hedges™): (ii) hedges of
the variabitity in future cash flows attributable (o & panicular risk associated with a recognised asset or
liability, or a highly probable forecast transaction that could affect Iuture reported net income (‘cash flow
hedges'); or (iii) a hedge of a net investment in a foreign opcration (‘net investment hedges’). Hedge
accounting is applicd to derivatives designated as hedging instruments in a fair value, cash flow or net
investment hedges provided certain criteria are mel.

At the inception of a hedging relationship, to qualify for hedge accounting. the Bank documents the
relationship between the hedging instruments and the hedged items as well as its risk management
objective and its strategy for undertaking the hedge. The Bank also requires a documented assessment,
both at hedge inception and on an ongoing basis, of whether or not the hedging instruments, primarily
derivatives, that are used in hedging transactions are highly effective in offsetting the changes attributable
lo the hedged risks in the fair values or cash flows of the hedged items. Profit on designated qualilying
hedges is included in ‘Net profit income'.

+4.35.1 Fair value hedges

Where a hedging relationship is designated as a fair value hedge, the hedged item is adjusted for the
change in fair viluc in respect of the risk being hedged. Gains or fosses on the re-mcasurcment of both the
derivative and the hedged item are recognised in the consolidated income statement. Fair value
adjustments relating to the hedging instrument are allocated to the same consolidated income statement
category as the related hedged item. Any ineffectiveness is also recognised in the same consolidated
income slatement category as the rclated hedged item. [f the derivative cxpires, is sold. lerminated,
exercised, no longer meets the criteria for fair value hedge accounting, or the designation is revoked, hedge
accouating is discontinued.

4.35.2 Cash flow hedges

The eficctive portion of changes in the fair value of derivatives that are designated and qualify as cash flow
hedges are recognised in the cash flow hedging reserve in other comprehensive income. The ineffective
part of any gain or loss is recognised tmmediately in the consolidated income statement as trading
revenue/loss. Amounts accumulated in equity are transferred to the consolidated income statement in the
periods in which the hedged item affects prolit or loss. However, when the forecast transaction that is
hedged results in the recognition of a non-financial asset or a non-financial liability, the cumulative gains
or losses previously deferred in equity are transferred from equity and included in the initial measurement
of the cost of the assel or liability. When a hedging instrument expires or is sold. or when a hedge no
longer meets the criteria for hedge accounting, the cumulative gains or fosses recognised in equity remain
in equity until the forecasl transaction is recognised. in the case of a non-financial asset or a nor-financial
liability, or untit the forecast (ransaction affects the consolidated income statement. [f the lorccast
transaction is no longer expected to occur, the cumulative gains or losses recognised in equity are
immediately transferred to the consolidated income statement and classified as trading revenue/loss.
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4.35  Derivative financial instruments (continued)
4.35.3 Derivatives that do not qualify for hedge accounting

All gains and losses from changes in the fair values of derivatives that do not quality for hedge accounting
are recognised immediately in the consolidared income statement as trading revenue/loss. However, the
gains and losses arising from changes in the air values of derivatives that are managed in conjunction with
financial instruments designated at fair value are included in net income from financial instruments
designated at fair value under other non-profit revenue/loss.

Derivatives embedded in other financial instruments or other non-financial 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 is not carried at fair value with unrealised gains or losses reported in the consolidated
income slatement.

4.36  Unilateral promise te buy/sell currencies (the Promise)
The promiscs are stated at fair vatue, The fair value of a promise is the equivalent of the unrealised gain or
loss from marking lo market the promise using prevaiting market rates. The promise with positive market

value (unrealised gain) are included in other assets and the promise with negative markcet value (unrealised
tosses) are incleded in other liabilitics in the consolidated statement of financial position.

4.37  Revenue recognition
4.37.1 Income from investing and financing assets

[ncome from Islamic financing and investing assets are recognised in the consolidaled income statement
using the effective profit rate method. The effective profit rate is the rate that discounts the estimated
future cash payments and receipts through the expected life of the (inancial asset 1o the carrying amount of
the financial assct, The cffective profit rate is established on initial recognition of the financial asset and is
not revised subsequently.

‘The calculation of the effective profit rate includes all fees paid or received. transaction costs, and

discounts or premiums that are an integral part of the effective profit ratc. Transaction costs are
incremental costs that are directiy attributable to the acquisition, issue or disposal of a financial assct,

4.37.2 Murabahat

Murabahat income is recognised on an effective profit rate basis over the period of the contract based on
the principal amounts outstanding.

4.37.3 Salam finance

Salain ircome is recognised on elfective profit rate basis over the periad of contract based on saJam capital
outstanding.

4.37.4 Istisna’a

[stisni’a revenue mid (he associated prolit margin (difference between the cash price of al-masnoo io the
customer and the bank's total Istisna®a cost) is accounled for on a lime- apportioned basis.
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4.37  Revenue recognition (continued)

4.37.5 ljarah

ljarah income is recopnised on an cffective profit rate basis over the tjarah term.
4.37.6 Musharaka

Income is accounted on the basis ol the reducing balance on a lime apportioned busis that reflects the
effective yicld on the asset.

4.36.7 Mudaraba

{ncome or losses on mudaraba [inancing are recognised on an accrual basis it they can be reliably
estimated. Otherwise, income is recognised on distribution by (he Mudarib, whercas the fosses are charged
to income on their declasation by the Mudarib.

4.37.8 Sukuk

Income is accounted for on a time-apportioned basis over the term of the Sukuk.

4.37.9 Fee and commission income

Fee and commission income is recognised when the related services are performed.
4.37.10 Dividends

Dividends from other investments in cquities are recognised when the right to receive the dividend (s
established.

4.37.11 Sale of property

Revenue on sale of plots is recognised on the basis of the full accrual method as and when all of the
following conditions are met:

s A sale is consummated and contracts are signed;

e The buyer’s witial investment, to the date of the consolidated tinancial statements. is adequate 10
demonstrate a commitment to pay for the property; and

s The Bank has transferred to the buyer the significant risks and rcwards of ownership in a transaction
that is in substance a sale and does not have a substaatial continuing involvement with the property.

4.38  Forfeited income

According to the Fatwa and Shariz'a Supervisory Board. the Bank is required to identify any income
deemed to be derived from transactions not acceptable under Islamic Sharia’a regulations and to set aside
such amount in a separate account used to pay for local social activities. The forfeited income is deducted
{rom the shareholders’ income.

4.39  Fiduciary activities

The Bank acts as trustees/manager and in other capacities that result in holding or placing of assets on
behalt of truses or other institutions. These assets and income arising theeeon are not included in the Bank’s
consolidated financial slatements as they are not assets of the Bank.
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4.40 Operating lease
4.40.1 The Bank as lessor

Rental incomte [rom vperating leases is recognised on a straight-line basis over the term of the relevant lease.
Initial direct costs incurred in negotiating and arranging an operating lease are added to the carrying amount
of the leased asset and recognised on a straight-line basis over the lease term.

4.40.2 The Bank as lessee

Opcrating lease paymenls dare recognised as an expense on z straight-line basis over the lease term, vxcept
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 teases are recognised as an cxpense
in the period in which they are incurred.

4.41 Cash and cash equivalents

Cash and cash cquivalents include cash on hand, unrestricted balances held with Central Banks, deposits
and balances due from banks, items in the course of collection from or tn transmission to other banks and
highly liquid asseis with original matorities of less than three moniths from the date of acquisition, which
are subject 1o insignificant risk of charges in their fair value, and are used by the Bank in the management
of its short-lerm commitments. Cash and cash equivalents are carried at amortised cost in the consolidated
statement of financiat position.

442  Forcign currencics

ltems included in the financial statcments of each of the Bank’s entitics are measured using the currency of
the primary cconomic environment in which the entity operates (the ‘functionat currency’). The
consolidated financial statements of the Bank are presented in AED, which is the Bank’s presentlation
currency.

Transactions in foreign currencies are recorded in the functional currency st the rate of exchange
prevailing on the date of the transaction. Monclary assets and liabilities denominated in forcign citrrencies
are translated into the tunctional currency at the rate of exchange prevailing at the consolidated statement
of financial position datc. Any resulting exchange differchces are included in the income statement. Non-
monctary assets and liabilities that are measured at historical cost in a forejgn currency are translated into
the functional currency using rate of exchange at the date of initial transaction. Non-monetary assets and
liabilities measured at fair value in a foreign currency are translated into the functional currency using the
rate of exchange at the date the fair value was determined. Any exchange component of a gain or loss on a
non-monetary itein is recognised directly in equity it the gain or loss on the non-monctary item is
recognised directly in equity. Any exchange component of a gain or loss on the non-monetary is
recognised dircetly in the consolidated income statement if the gain or loss on the non-monetary item 1s
recognised in the consolidated income statement.
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4.42  Foreign currencies (continued)

In the consolidatcd financial statcments, the assets, including related goodwill where applicable, and
liabilities of branches. subsidiarics, joint ventures and associates whose funclional currency is nol AED,
are translated into the Bank's presenlation currency at the rate of exchange ruling at the consolidated
statement of financial position date. The results of branches, subsidiaries, joint ventures and associatcs
whosce tunctional currency is not AED are transiated into AED at the average rates of exchange tor the
reporting period. [ixchange differences arising from the retransiation of opening foreign currency net
investments, and cxchange ditferences arising from retranslation of the resull (or the reporting period from
the average rate to the cxchange rate prevailing at the period end, are recognised in other comprehensive
income and accumulated in cquity in the ‘foreign exchange translation reserve’.

On disposal or partial disposal (3.c. of associates or jointly controlled entities not involving a change of
accounling basis) of a forcign operation, exchange dilterences relating thereto and previously recognised in
reserves are recognised in the consolidated income statement on proportionate basis except in the case of
partial disposat (i.e. no loss of control) of a subsidiary that includes a foreign operation. the proportionate
sharc of accumulated exchange differences are re-attributed to non-controlling interesis and are not
recognised in consolidated income statement.

Goodwilf and fair value adjustments arising on the acquisition of a forcign operation are treated as assets
and liabilities of the foreign operation and translated at the closing rate.

443 Trade and settlement date aceounting

The “regular way” purchases and sales of tinancial assets are recognised on the settlement date basis i.e.
the date that the Bank physically reccives or transfers the asscts. Regular way purchases or sales are those
that require delivery of assets within the time frame generaily cstabiished by regulation or convention in
the market place. Any significant change in the fair value of assets which the Bank has committed to
purchase at the consolidated statement of financial position date is recognised in the consolidated incame
statement for assets classified as held for trading and in other comprehensive income for assets classificd
as available for sale.

4.44 Offsetting

Financial assets and liabilities are offset and reported nert in the consolidated statement of financial position
only when there (s a legally enforceable right to set off the recognised amounts and when the Bank intends
to settle either on a net basis, or to realisce the asset and scttie the liability simuttaneously.

Income and expenses are presented on a net basis onfy when permitted by the accouating standards, or for
gains and losses arising trom a group of similar teansactions such as in the Bank’s trading activity.

The Bank is party 10 a number of arrangements, including master netting agreements. that give it the right
to oflsct financial asscts and financial liabilities but where it does not intend to settle the amounts net or
simuftaneously and therefore the assets and liabilitics concemed are presented on a gross basis.
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4.45  Segment reporting

A scgment is a distinguishable component of the Bank that is engaged either in providing products or
services (business segment), ot in providing products or scrvices within a particular cconomic environment
(geographical segment). which is subject to risks and rewards that are different from thosc of other
segments. Segment income. segment expenses and segment performance include transters between
business segments and between geographical segments. Refer to note 55 on Business Segment reporting,.

5 Critical accounting judgements and key sources of estimation of uncertainty

While applying the accounting policies as stated in Note 4, the management of the Bank has made certain
Jjudgments. These judgments mainly have a significant effect on the carrying amounts of Islamic financing
and investing asscts. investment securitics and the fair values of derivative tinancial instruments. The
significant judgments made by the management in arriving at the carrying amounts of Islamic financing
and investing assets, investment securities and fair values of derivative financial instruments are
summartised as follows:

5.1 Impairment losses on Islamie financing and investing assets

The impatrment allowance for Islamic financing and investing assets is cstablished through charges to the
consolidated income statement in the form of an impairment allowance for doubtful Islamic financing and
investing assets.

5.1.1 [Individually asscssed [slamic finuncing and investing assets

Impairment losses tor individually assessed Islamic financing and investing assets are determined by an
evaluation of exposure on a casc-by-case basis. This procedure is applied o all classificd corporate
Islamic financing and investing asscts which are individually significant accounts or are not subject to the
porttolio-based-approach.

The following factors are considered by manragement when determining allowance lor impairment on
individual [slamic financing and investing assets which are significant:

) The amount expected to be realised on disposals ol collaterals;
o The Bank’s ability to enforce its claim on the collaterals and associated cost of litigation; and
» The expected time {frame to complete legat formalities and disposals of collaterats.

‘The Bank’s policy requires regutar review of the level of impairment allowances on individual facilities
and regular valuation of the collaterat and its enforceability.

Impaired Islamic financing and investing asscts continue to be classified as impaired unless they are
brought tully current and the collection of scheduled protit and principal is considered probable.
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5.1.2  Collectively assessed Islamic financing and investing assets (continued)

Collective asscssment of allowance for impairment s made for overdue retail Islamic financing and
investing assets with common features which are not individually significant and performing islamic
financing and investing assets which are not found to be individually impaiced.

This collective allowance is based on any deterioration in the internal rating of the asset or investment
since it was granted or acquired. These internal ratings take into conswleration factors such as any
deterioration in country risk, industry and technological obsolescence, as well as identified structural
weaknesses or deterioration in cash flows.

The management of the Bank assesses. based on historical experience and the prevailing economic and
credit conditions, the magnitude of Islamic financing and investing assets which may be impaired but not
identified as of the consolidaled statement of financial position date.

5.2 Classification of investments

Management decides on acquisition of an investment whether it should be classified as held to maturity.
held for trading, carried at fair value through profit or loss or available for sale.

Far those investments deemed 1o be held to maturity, management ensures that the requirements of [AS 39
are met and, in particular that the Bank has the intention and ability to hold these to maturity.

‘The Bank classifies investments as trading if they are acquired primarily for the purposce of making a shont
term profit by the dealers.

Classification of investments as fair value through income statement depends on how management
monttors the performance of these investments. When they are not classificd as trading but have readily
available, reliable fair values and the changes in fair values are reported as part of consolidated income
slatement in (he management accounts, these are classificd as fair vatue through income statement.

All other investments are classtfied as available for sale.
5.3 Impairment of available for sale investments

The Bank exercises judgment (o consider impairment on the available for sale investments. This inclodes
derermination of a significant or prolonged decline in the fair value below its cost. In making this
judgment, the Bank evaluates among other factors, the normal volatility in market price. In addition. the
Bank considers tmpairment to be appropriate when lhere is evidence of deterioration in the financial health
of the investec, industry and scctor performance or changes in technology.
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5 Critical accounting judgements and key sources of estimation of uncertainty (continued)

5.4 Impairment of associates

Afier application of equity method of accounting, the Bank determines whether it is necessary to recognise
lor any additional impairment loss on the carrying value of the investment in associate by comparing its
recoverable amouat with the higher of value in use or fair value less costs to sell with its carrying amount.

In determining the vatue in usc of the investment, the Bank cstimates:

i) its share of the present value of the estimated f{ulure cash flows expected to be generated by the
associates, inctuding the cash flows from the operations of the associates and the proceeds on the
itimnate disposal of the investment: or

i) the preseat value of the estimated future cush flows expected to arise from dividends to be
received from the investment and from its ultimate disposal.

5.5 Islamic derivative financial instruments

Subsequent to initial recognition, the fair values of derivative financial instruments measured at fair value
are generally obtained by reference to quoted market prices, discounted cash flow models and recogrised
pricing models as appropriaic. When independent prices are not available, fair valucs are determined by
using valuation technigues which refer to observable market data. These include comparison with similar
instruments where market observable prices exist, discounted cash flow analysis, option pricing maodcls
and other valuation tcchniques commonly used by market participants. The main factors which
management considers when applying a model are:

a) I'he likelihood and expected timing of future cash flows on the instrument. These cash flows are
usually governed by the terms of the instrument, although management judgement may be required
in situations where the abitity of the counterparty to service the instrument in accordance with the
coniractual terms is in doubt; and

b) An appropriate discount rate for the instrument. Management determines this rate, based on its
asscssment of the appropriate spread of the rate for the instrumcat over the internal benchmark
profit rate. When valuing instruments by reference to comparable instruments, management takes
into account the maturity, structure and rating of the instrument with which the position held is
being compared. When valuing instruments on a model basis using the fair value of underlying
components, management considers, in addition, the need for adjustments te take account of a
number of factors such as bid-olter spread. credit profile, servicing costs of portfolios and model

uncertainly.
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6 Cash and balances with Central Banks

Cash in hand

Balances with Central Banks:

- Current accounts

- Reserve requirements

- International murabahat with Central Bank - short term

2010
AED’000
1,374,754
2,664,847
3,905,838
3.301,786

11,247,225

36

2009
AED’000

1,491.173
6.376.863
3.745.534

11,611,570

‘The reserve requirements are kept with the Central Banks of U.A.E. and Pakistan in the respective local
currencies and US Dollar. Thesc reserves are not available for use in the Bank's day to day operations, and
cannot be withdrawn without the approval of the respective Central Banks. The level of reserve required
changes every month in accordance with the requirements of the respeclive Central Banks'™ dircelives.

Cash and balances with Central Banks by gcography is as follows:

Within the U.AE.
Outside the U.A.E.

7 Due from banks and financial institutions

Current accounts
Investment deposits
International murabahat - short term

Balances and deposits with banks and financial instiutions by geography is as follows:

Within the U.ALE.
Outside the U.A.E.

2010 2009
AED000 AED'000
11,114,569 11.486.195
{32,656 125375
11,247,225 1,611,570
2010 2009
AED®000 AED'000
336,541 666,321
751,880 685.978
1,268,110 1.204.959
2.356,531 2,537,258
2010 2009
AED’000 AED000
2,019,539 800,040
336,992 1.757.218
2,356,531 2.557.258
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8 Islamic financing and investing asscts, net

Cosmmodities murabahal
International murabahat - long terin
Vehicles murabahat

Real estate murabahat

‘total murabahat

Istisna’a

Home tinance tjara
Other ijaras

Salam

Islamic credit cards

t.ess: Deferred income
Contractors and consultants’ istisna’a contracts
Provisions lor impairment

Investing Assets
Musharakat
Mudaraba
Wakalat

L.ess: Provision for impairment

Net Islamic financing and investing assets

2010
AED'000

5,495,201
1,661,426
6,546,265
5,187,596

18,890,488

7,289,783
12,225,198
10,032,307

1,399,132

431,953

50,268,861

(3.834,249)
(524,002)
(2.824.393)

43.086,217

9,717,533
3,709,791
790,287
14,217,531
(132,681)

14,084,850

2009
AED'000

6.553,773
1,636,047
6,589,053
5.391.693

20,170,566

8,362,108
3,006,098
8.577.749

392014
40,508.535

(4.414,648)
(1.147.768)
(1.845.257)

33,100.862

10.524.280
5456053
946,791

16,927.124
(103,045)

16.824.079

49.924.941
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8 Islamic financing and investing assets, net (continued)

islamic (inancing and investing assets by industry group and geography are as tollows:

Economic sector

Financial institutions

Real estate

Trade

Government
Manuracturing and services
Consumer home [inance
Consumer linancing

Total
L.ess: Pravision tor impairment

Total

Provisions for impairment

38

Movements in 1he provision For impairment are as follows:

2010
Balance. beginning ot the year

Acquisition ot controlling interest

Charge Tor the year
Release to the profit or loss
Wrile-otfs during the year
Others

Balance. end of the year

Gross amount of linancing amd investing asscts. individually
determined to be impaired, betore deducting any individually
assessed provision for impairment

2009

Balance, beginning of the year
Charge for the year

Release ta the prolit or loss
Write-otts Juring the year
Othery

Ralance, end of the year

Gross amount of inancing and investing assets, individually
determined to be impaired, before deducting any individually

assessed provision tor impairment

2010 2009

U.A.E. International Total U.ALE.  hnernalional Total
AED’000 AED'000 AED'000 ALDT000 ALDOO0  AEDT000
3,014,911 413,706 3,428,617 4,125.258 517834 4,643,092
17,478,834 434 17,479,268 17,835,629 110,263 17.945.892
2,755,050 65,971 2,821,021 3.456.548 102,377 3,558.925
4,843,577 17,156 4,860,733 4.182.292 - 4.182.292
8,242,261 1,141,821 9,384,082 9,006,360 1.147.366 10,243,726
12,578,399 - 12,578,399 3,022,692 - 3.022,692
9,090,735 435,286 9,576,021 7.804,476 472,148 8.276.624
58,003,767 2,124,374 60,128,141 49,523,253 2349988  51.873.243
(2,957,074) (1.948.302)
57.171,067 49,924 94|

Financing Investing Tota)

AED'000 AED'000 AED000

1.845257 103,045 1,948,302

364,073 - 364,073

834,493 94,470 928,963

(217,206) (58,321) (275,527)

(2,135) (6,260) (8.395)

(89 (283) (342)

2,824,393 132,681 2,957.074

4.667.220 344,955 5.012.222

1,186,864 58,337 £,245.201

784,803 72,452 857.255

(113.519) {27.046) (130.565)

(12.861) - (12.861)

130 (698) (728)

1,845,257 103,045 1.948.302

2.922.732 184.253
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8 Islamic financing and investing assets, net (continued)
Collaterals

The Bank, in the ordinary course of providing finance, holds colfateral as security to mitigate credit risk
associated with investing and hHnuncing assets. The collaterals include fien on savings and investment
deposits, financial puarantees. equities, propertics und other fixed assets. The cstimated value of
collaterals for [slamic financing and investing assets other than retail assets which are mainly asset
based financing, is as follows:

2010 2009

AED000 AED 000

Corporate and financial puarantees 53.863.873 49,074,130
Property and Mortgages 32,268,139 29937517
Dcposits 801,921 1.259.473
Vehicles and machineries $63,720 163481

The Fair value of collaterals that the Bank holds refating to facilities individually determined to be
impaired al 31 December 2010 amounts to AED 3.90 billion (2009: AED 2.75 biftion).

During the ycar, the Bank took possession of various underlying assels, primarily vehicles. The Bank
has sold repossessed asscts amounting to AED 8.80 million (2009: AED 6.52 million). which has been
adjusted against the outstanding receivables.

9 Investments in Islamic Sukuk
Investiments in Islamic sukuk by geographical area are as lollows:

2010 2009
AED'000 AED'000

Held to maturity — at amortised cost

Within U.A L, 6,567,730 7.736.096
Other G.C.C. Countrics 136,705 346,161
Rest of the world 300.890 238.857

7,005,325 8321.114

Available for sale

Within U.A L 1,195,151 969.683
1.195,151 969,683
Total 8,200,476 9,290,797

Held to maturily investments in Istamic sukuk are measured at amortised cost and available for sule
investments in Istamic sukuk after initial recognition are re~measured at fair value with changes in fair
value recognised in other comprehensive income.
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19 Other investments

Investments carried at fair value through profit or loss

Avuailable for sale investments

Investments carried at fair value

through profit or loss
Equity instruments

Available for sale investments
Quoted:

Equity instruments

Unquoted:

LEquity instruments
Investment funds

Available for sale investments

Totaf

4()
2010 2009
AED’000 ALED000
108,406 128.561
1,664,540 1,797.389
1,772,94 1,925,950
31 December 2010 ]
Other
G|C|C| Reb( ()f
U.A.E. Countries World Total
AED’000 AED'000 AED’000 AED’000
1,013 78,185 29,208 108,406
443,654 122,526 35,168 601,348
223,148 124,430 191,624 539,202
157,855 9,182 356,953 523,990
381,003 133,612 548,577 1,063,192
824,657 256,138 583,745 1,664,540
1,772,946

334,32 612,953
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10 Other investmients (continued)
31 December 2009 L
Other
G.C.C. Restof
UA.E.  Countries World Total
AED’ 000 AED000 AED'000 AED000
[nvestments carried at fair value through
profit or loss
Equity instruments 1,212 108,192 19,157 {28,561
Available for sale investments
Quoted:
Equity instruments * 603,650 95,909 40,255 739814
Unquoted:
Fquity instruments 212,863 (20,527 192,627 526,017
Investment {unds 142,968 - 388.590 531,558
355,831 120,527 581,217 1,057.575
Available for sale investments 959481 216,436 621,472 1,797.389
Total 960,693 524,628 640,629 1,925,950
Industry distribution of other investments is as follows:
2010 2009
AED’000 AED'000
Banks and other financial institutions 889,542 853,107
Real estate 338,070 507.213
Manufacturing and olhcers 545,334 365.630
1,772,946

1.925.950

Unquoted available for sale investments are carried at cost, less provision lor impairment, due to the
unpredictable nature of future cash flows and the lack of other methods suitable for arriving at a reliable

(air value.

The available for sale investments were assessed for indicators of impairment at the end of reporting
period. The avaiiable for sale investments, quoted and unquoted investments identified where reporting fair
value of investment were below the cost for significant or prolonged period, accordingly investments have
beer impaired. The impaired loss amountiong to AED 136.3 million (2009: AD 92.7 million) recognised
11 the consolidated income statements (refer note 48).

During 2008, the held for trading investments were recfassified 1o available for sale investments. The
reclassification was made in accordance with the amendments 1o [AS 39 (Financial [nstrumenis:
Recognisition and Measurement) issued on 12 October 2008 with respect to reclassification of financial
assets. The fair value at the date of reclassilication of investments was AED 155.6 millior.  As at 31
December 2010, reclassified investments amounted to AFD 39.3 million (2009: AED 36.9 million).
During 2010, the reclassitied investments amounting to AED 8.7 million (2009: AED 8.5 million) were

disposed.
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10 Other investments (continued)

* The available for salc investments as at 31 December 2009 include an investment of AED 205,652,700
which was suspended fram trading on the local stock market in November 2008. The investment is valued
at the last traded price betorc its suspension on the local stock market.

11 Investments in associates

I List of associates

Details of the Bank’s associates at the end of the reporting period are as follows:

Country of Percentage
Assuciates Principal activity incorporation of equity

2010 2009
1. Bank of Khartoum Banking Sudan 28.4% 28.4 %
2. Jordan Dubai [slamic Bank RBanking Jordan 20.8% 20.8%
3. Bosnia International Bank Banking Bosnia 27.3% 27.3%
4. [aisal Islamiv Bunk ol Kibris Banking TRNC 31.0% 31.0%
5. Suba Islamic Bank Banking Yemen 18.5% 18.5%
6. Deyaar Development PLLS.C. Reat estate development U.AE. 43.0% 43.0%
7. Etisalat International PPakistan Ltd. Investments LA 10.0% 10.0%
8. BRI |cusing and Real Ustate LL1L.C. Real estale development Bosnia 13.6% 13.6%
9. Liquidity Management Center (B.S.C)  Brokers Rabrain 25.0% 25.0%
10. Ejar Cranes & Equipment L.1.C. Liquipment leasing ULALE. 16.6% 16.6%
. MESC [nvestment Company Investments Jordan 40.0% 40.0%
12. Omcega Engineering L.L.C. Mechanical. electrical & ULALE. 23.7% 23.7%

plumbing
(3. Bcirut Bay SAL Property Development L.chanon 43.0% 43.0%
14, Deyaar (UK) ].td. Representative Office of LK 43.0% 43.0%
Deyaar

15. Deyuar Cayman Ltd. [nvestment holding Company  Cayman [slands 43.0% 43.0%

Although the Bank’s intercst in the cquity of the entities listed as 5, 7. 8 and 10 is less than 20%, the Bank
exercises significamt influcnce over Lhese entities. These investments have, accordingly, been accounted
for as “investments in associates™.

11.2  [nvestments in associgtes and share of profits

2010 2009

AED'000 AED000

Investments in associages 4,046,553 4056455
Share of (loss)/profit (486,051) 356,704
L.ess: provision for impairment (130,228) (117,991}

3,430,274 4,295.168

3 Provision for impairment of investrnents in associates
2010 2009
AED'000 ALDO0)
Balance. heginning of the year 117,991 109.426
Charge (or e vear (note 49) 12,237 8.363

Balance. end of the year 130,228 117991
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Y Investments in associates (continuetd)

114 Carrying value of investment in associates

The following table illustrates summarised information of (he Bank’s investments in associates:

2010 2009
AED’000 AED™000

Shure of associutes ' in the statement of financial position:

Asscls 7,808,043 6.847,034
Liabifities (4.247,540) (2.433.87%)
Net assets 3,560,503 4.413,159
Iess: Provision for impairment (130,229) (117.991)

3,430,274 4,295,168

Share of associates’ revenues and resulls:
Revenuces 334,026 1.014.371

Results (846,521) 17.345

11.5  Investment in associates by geography

Carrying value of investment in associates by geographical area are as follows:

2010 2009
AED¢00 AED000

Within U.A.F. 2,879,233 3.769.867
Other (5.C.C. Countries 49835 56.782
Rest of the world 501,206 468,519

3430274 4,295,168

As at 31 December 2010, the fair value of the Bank's interest in listed associates on the local stock
exchanges. was AED 822 mithion (2009: AED 1,542 million) and the carrying amount ot the Bank's
interest in those associates wus AED 2,243 million (2009: AED 2,990 million).
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] Investments in associates (continued)

11.6  Disposal of interest in associates

In 2009. the Bank disposed its 32.5% interest in Millennium Finance Corposation (“MFC™) in
consideration of a 50% iterest in Millennium Private Equity .1..C. (*“MPE"™), a Company registered in
U AT, amounting to AED 38.6 million.

Further, Emirates National Securitisation Company (“ENSEC™), an associate, also adopted a voluntary
dissolution in accordance with the sharcholders resolution. The net assets of both companics slong with
their cunsideration are as follows:

2009
AED 000
Carrying amount ol investments in associates at the date of disposal 42,509
Less: consideration for disposal of associates — net (37,806)
Net loss on disposal of associates (nofe 45) 4703
12 Properties under construction
The movement in propertics under construction during the year was as fottows:
2010 2009
AED*000 AED'000
Balance, beginning of the year 388,648 257,830
Additions during the year 135.517 130818
Balance, end of the year 524,165 388,648
(3 Properties held for sale

Propertics held for sale represent properties in U.AE, Egypt and Lebanon that are registered in the name of

certain subsidiaries and branches of the Bank.
2010 2009

AED’000 AED'000

Balance, beginning of year 157,269 168,251
Acquisition of controlling intcrest, net 399.899 -
Additions 29,747 701
Disposals (note $4) (16.569) (12,4643
Impaircd during the year (note 49) (20,000) -
xchange (losses)/ gain (5.387) 781

157,269

Balance, end of the year 544,959
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14 Investment propertics
2010 2009
AED’000 AED 000
Land
In U.AE. 1.171.398 1,171,398
Other G.C.C. Countrics - 036
Rest of World 51,733 51.783
1,223,131 1224117
I.ess: Provision for impaininent - (300)
1,223,131 1,223,817
Other real estate
in U.A.E. 353,121 353,121
Other G.C.C. Countries - 4,193
Rest of World 519,856 555.659
872977 912,973
Less: Accumulated depreciation and impairment (173,197) (140,502)
699,780 772.47¢
1,922,911 1,996,288

The fair value of the Bank's investment properties as of 31 December 2010 is AED 2.47 biltion (2009:
AED 2.94 billion).

The fair value of the investment propertics has been arrived on the basis ol a valuation carried out by
independent valuers. The valuers arc members of various professional valuers® associations, and have
appropriale qualitications and recent experience in the valuation of properties at the relevant locations. The
effeclive date of the valuations is 31 December 2010.

Land in the U.A.E. includes land valued at AED 276,14 million (2009: AED 276.14 million) donated by
the Government of Dubai which has been allocated for the sole benetit of the Sharcholders (refer note 31).
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14 Investment properties (continued)

The movement in investment properties is as follows:

2010

Cost:
Balance, beginning of the year
Additions
Disposals
Exchange effect

Balance, end of the year

Accumulated depreciation/provision for impairment:
Balance, beginning of the year
Charge for the vear
Impatirment, nel
Disposal
F-xchange effect

Balance, end of the year

Carrying amount
31 December 2010

2009
Cost:
Balance, beginning of the year
Additions
Disposals
Transfers
Exchange effect

Balance, end of the year

Accumulated depreciation/provision lor tmpairment:
Balaace, beginning of the year
Charge for the ycar
Disposal
Transfers
Exchange effect

Balance, end of the year

Carrying amount
31 December 2009

Other
Land Real Estate
AED 000 AED’000
1,224,117 92,973
- 8,757
(936) (4,193)
(50) (44,560)
1,223,131 872,977
3060 140,502
- 22,669
- 13,629
(300) (626)
- 2,977)
- 173,197
1,223,131 699,780
1,224,303 908.888
- 15,281
- {4.284)
- {8.867)
(186) t.955
1,224,117 912973
300 127.852
- 18.722
- (1.186)
- (5.320)
- 454
300 140,502

1,233,817

46

Total
AED*0060

2,137,090

8,757
(5,129)
(44,610)

2,096,108

140,802
22,669
13,629

(926)
(2.977)

173,197

2.133,191
15,281
(4.284)
(8.867)

1,769

2,137.090

{28,152
18.722
(1.186)
(5.320)

434

140,802

[nvestment properties includes propertics with a carrying valuc amount of AED 482,16 willion (2009:
524.86 milfion) have been mortgage by one of the subsidiary as security financing obligation to other bank.
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15 Receivables and other assets
2010 2009
AED'000 AED000
Accrued profit on investing, financing and Sukuks 876,448 818,440
Other income receivable 109,100 101,217
Trade receivables 72.202 54,188
Cheques sent for collection 13,236 11,865
Advances to contractors 4,456 38.999
Inventories 14,947 9,443
Prepaid expenses 87.908 81910
Qard Hassan (profit-free facilities) 8.000 8,000
Overdrawn current accounts, net 39.816 27963
Deterred taxation {(note 26) 19,360 18.057
Islamic derivative assets (note 38) 61,074 86,572
Others 990,386 207,417

2,296,873 1,464,071

Overdrawn current accounts, net are stated net of provision for impairment amounting to AED 54.50
million (2009: AED 43.25 million),



980°CE9 SLO'ST ris 99 FPL STS'FM £75°€T £OS'TSE 0T4Z 13qW3N(Q ¢
junowe Su1IIR)

0S1°9+9 - Fe1'e 97L'$9T €86°7LY <0909 8T 0107 £24qwRaq 1€
(6£S) - (sv (rsn {t1g) (61) - siuaunsnipe aduryoIN:]
- - - (0¢) of - - UOURSIJISSR|I0Y
(£g0'1) - {ogL) - {£0€) - - sjesodsi(]
NSl - Lir LIS'LS 6FsS'1S LI £{0's Teak ay1 o5 281eu))
L86'8) - - pErTl sLE'r - SHEI'T 152U Juiy|001u0d jo uonisinboy
016's0s - ur'e 986°'S6L I A brd LOg'9% 01€¢ 010¢ Arenugy |
iwonewasdap parANIdY
9€£T°66T'1 $L0°ST R96'S Uit 806'9LE RI1r8 SSL'RGE N10T 19qWId(q 1€
(£18'1) (s7) (07) (1r9) (fro'D) (08) (re) siuraunsn(pe sfuryoxy
(L0o0‘L) (€00'92¢) . £H9'0g 30'S - 1L7'¢87 SIAJSUEL JAYI()
(z85'7) - (rng) - (gst) . (€zrn spesodsi]
£0£°C6 NI L39 N9Z'y Ll 9S¢'( $S9°L SUOPPY
ofE'es It - 1181 8566 - 8H9HT 1$31MUl Ful|[0NU0I 10 vomsinbay
SDL'EII'T §79°98¢ SIS 665 (ST $60'91¢ 758'8 69£'06 01N Atenuef |
u-mou

000. 071V 000,43V 000,43V on.qgav 000.43V 000.Q3Y¥ 000,43V

1€10] ssasfoad u EEIRIVEX A3ojouyaay Juawdinba Al1aulyIgw sguipng

om jendr)) L0)O [y uonEWIOyUY 231J0 puw pue pur
u-.—_.-:.._-_zl._ jueld pue
0107

juawdinba pue juerd ‘Qaadoag 9]

(Panuymod) 1O 12qUINII( [£ PIPUI 18IL oY) 10)
S)U3WIIEJS [BIIURAL] PAEPI|OSTODI Y} O} SAJON

8t DS jueq dIWEs] requ(



£6L°LS9

RTE:ENGIN

19¢T1)
0Te’s
{6REC)
£00'9(1
LOCT'A8S

UM

1169
(C67°5)
L98'8
{98+ 20
Re<S1)
6Lkl
096°LS0°1

000.d3V
[&10],

oF

$79'98¢

(68)
(ZrQ°L6)
(H<+'z7)
6T1'811
£30'88¢

000.4:1V
§sas301d w

y1om [ende))

€69 [ CRAN
wr'e 986°661
{rs) (il

(cze) (rg)

008 169°0<
6r1'c VAN
oIy 6657EEE
(cot) {€0TD

- 898°¢S
(£z79) rs)

801 SEL6
L8LF £ETT68
000.d9V 000.dIv
I RILERY {fojawyoay
JOION, voteuIo Iy

o6l

rO°LIe

(r1g)
gTes

(27160
688'8S
0957951

SOU9FE

(s0cy)
189'L¢
L9%'8

aLsrn)
c8t'rl
IPir0g

000.d9V
iwawdinba

asuyj0 pue
anywn g

IO MU YIURIG 10J Yo [1A10 puE s10a{osd {8ajouyad uonewIojul U0 paunsul §1509 sasudwos ssaufoxd ur yiom [eiiden)

ST L9TLS 600T 1qurada(y [ ¢
wmowe 3ulun))
L0598 201°¢¢ 6007 1aquiasa(] [¢
(v¥) - siawisnipe s3ueyavy
- - HLIIEATMER ARBN|
- - sjesodsig
pl6'e FSL 1eak ay) 10) a8y
LEVTS gr<ig 60T AmRUR{ |
gorerraidap parenumoay
ey 69¢°06 600¢ 2quIda(Y 1¢
(c1¢) - swaunsafpe aduwyoxg
- - S43)SURA 13Y1()
- - UOIEDIJISSRI0Y
- - 134 3yl AN SO Ay
- - spesadsig]
6LL 650’ SUOHIPPY
98¢'T8 01£'98 600¢ Ssenuer |
1807
000.43V 000.a3v
Anyaew sdutppng
ﬁ_.:w. pue
e[ pue
600T
{panunyuod) yuawdinha pue yueyd ‘{aadoayq 91

(pP3anuyaol) 917 13qUIAIA( 1§ PAPUD 1BIA IY) 10)
SJUSWI)B)S |BIDUBUL PIJRPI{OSUOI 3] 0} SAJON

""" (°d queg duiejs] ieqng



Dubai I[slamic Bank P.J.S.C.

Notes to the consolidated financial statements
for the year ended 31 December 2010 {continued)

17 Goodwil]

2010

AED’000

At 1l January 34,516
Additions (notc 20.2) -
linpaired during the year (note 49) (17.238)
At 31 December 17,258

Impairment testing of goodwill

50

During 2040. the goodwill resutting from a business combination has been tested for mpairment and

accordingly the carrying value of goodwill adjusted for impairment.
18 Investments in joint ventures
18.1  Significant joint ventures

Details of the significant joint ventures at the end of reporting period are as follows:

Country of
Joint ventures Principal activity incorporation
{. Al Bustan Center Company LL.L.C. Rental of apartments and ULACLL
shops
2. Mhllennium Private Equity L.[.C. IFund Manapement ULALL.
3. A) Rimal Development Properly development (LAE.
4. Waqt Trust Scrvices [L.1..C. {under Trust and fiduciary services U.ALE.
liquidation}
5. Gult Tankers L.L.C. (under Cargo and (ranspont U.AF.
liquidalion)

Percentage
of equity

2010 2009
50.0% 50.0%
50.0% 30.0%
50.0% 50.0%
50.0% 50.0%
30.0% 50.0%

The entitics listed as 4 and 5 did not conduct any operations during the current or previous periods.

18.2  Carrying value of investment in joint ventures

‘The share of assets and liuabilities in the joint ventures included in (he consolidated financiat statements are

disclosed below:

2010 2009

AED'000 AED 000

Cash and balances with banks 1,186 8915
Other investments 1,013 1.212
Properties under construction 47,803 47,798
Reccivables and other assels 16,474 11.539
Property and equipment 5,615 5993
Total assets 72,091 75.457
Total liabilitics 32,633 39,935
Net profit {or (he year 16,045 10.465
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Subsidiaries

[nterest held directly or indirectly in the subsidiaries are as loflows:

el

g

10.
.

13.
14.

15.
16.
17.

Subsidiaries

DIB Capitaf Limited

Dubai Islamic Bank Pakistan L.

Tamweel PUJS.C

Islamic Financial Scrvices L.L.C.

Millennium Capital Holding PSC

ar al Shariah Financial & [egal
Consultancy {..1..C.

Al Tanmyah Services L.L.C.

Umirates Automotive [L.easing

Company

Fmirates REIT Management Private

|imited

Al Tatweer Al Hadith Real listate

Al 'Tameer Modern Real Estate
Investment

Al Tanmia Modern Real [istate
Investment

Nausceej Fabric Manufactgring L.L.C.

DIB Printing Press [..1.C.

[.evant One Invesiment Limtiled

Petra Limited

Al Ahlia Aluminum Company L.1..C.
(under hiquidation)

Al {slami Real Estate Tavestments Ltd.

Tamweel Funding Limited

I'amwee] Sukuk Limited

Tamweel ESOT Limited

[amweel
1..L.C
Tuhfeez Middle East Limited

Properlics &  Investments

Principal activity

Investments and financial
services

Runking

Financing and investment

Brokerage services

Financing & investing

Financial and legal

advisory

labour services

Trading in motor vehicles

Propecties management

Real estate development
Real estate development

Real estate development

Textile Manufacturing

Printing
Investments
Investmenls
Aluminum fixtures

Investments

Sukuk

Sukuk

LEmployees shave options

Real estate development

General trading

Country of
incorporation

U.ALE.

Pakistan
ULALE
U.ALL.
AL
(LAE.

U.ALE.
LALE.

UAL

Fgypt
Cgypt

Ceym

GLALE.
U.AE.
ULALE.
Cayman Islands
U.ALL.

ULALE.

Jersey

Cayman Istands
British Virgin
{slands

U.AL

UAE

51

Percentage of equity

2010

95.5%

100.0%
58.3%
95.5%
93.5%
060.0%

99.5%
100.0%

60.0%

100.0%
[00.0%

100.0%

99.0%
99.5%
100.0%
100.0%
75.5%

100.0%
58.3%
58.3%
58.3%
58.3%

38.3%

2009
95.5%

100.0%
95.3%
95.5%
60.0%

99.5%
100.0%

96.0%
96.0%

100.0%

99.0%
99.5%
100.0%
100.0%
75.5%

100.0%
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Subsidiaries (continued)

52

The following Special Purpose Vehicles (“SPV™) were formed to munage cerlain transactions including

funds, and arc expected to be closed upon completion of transactions,

4.
+1.
42.

43,
44,
435,
46,
47.
48.
49,

S0.
St

SPy

HoldInvest Reul Ustate Sarl
France Invest Real Estate SAS
SARL Barbanniers

SCl e Sevine

[ndi Real Fslate SAS

PASR Linudzwanzigsie
Beteiligunsverwaliung GMBH
Al [slami German Holding Co. GMBEH

Rhein Logistics (GMBH
Tef Holdings BV

Zone One Real Lstate Management Co,
7one Twuo Real Fstate Management Co.

Al Islami Trade Finance FZ. 1..1,.C.
DIR Lease One Lid.

DIB Lease One (Dubliny Ltd.
Gulf Atlantic 7 1..1.C.

Al Islami Occanic Shipping Co V7 [LL.C.
Scquia tnvestments L.L.C.
Rulwark Invesiments 1..1..C.
Optimum favestments L.L.C.
Rabicon Investments 1 .1..C.
Osieis Investments L.L.C.

Lotus invesiments L.L.C.
Premiere lnvestments L.L.C.
I.andmark Invesiments L.1..C.
Blackstone Investments L.L.C.
Blue Nile Investments L.L.C.
Nomentum Investments L.1L.C.
Maount Sinai Investments FL.L.C.

Principal activity

[nvestments
Investments
Investments
Investments
Investments

Investments

Investments
Investments
Investments

[nvestments
{nvestments

Investments
Investments
[nvestments
[nvestments
Investments
Investments
Investiments
Investments
Investments
Investments
Investments
Investments
[nvestments
Investments
Investments
Investments
Investments

Country of
incorporation

Luxembourg
I'rance
I'rance
France
I'rance

Ausltria

Germany
Germany
Netherlands

Cayman islonds
Cayman islands

1L.AE.
Bahamaus
Irelund
.AE.
1J.A.L.
U ALLL
U.AE.
U.AL.
AL
U.AL
UAE.
U.AE.
U.ALL
{LAE.
LLALE.
UAE.
(LALE.

Percentage of cquity

2010

Controlling
inlerest
Controlling
mnlerest
Conltrolling
interest
Controfhng
mterest
Cuatrolling
interese
Controlling
nterest

Controlling
itz rest
Contothng
nterest
Controlling
mierest
100.0%
Controiling
nterest

100.6%
100.0%
100.0%
100.0%
100.0%
99.0%
99.0%
99.0%
99.0%
99.0%
99.0%
99.0%
99.0%
099.0%
99.0%
99.0%
99.0%

2009

Controlling
merest
Controlling
mnterest
Controlling
interest
Controlting
interest
Controlling
mterest
Controllmg
nterest
Controlling
nterest
Comrolling
nterest
Cuntrolling
Interesi

100.0%

Controlling
nferest

100.0%
100.0%
100.0%
100.0%
100.0%
99.0%
99.0%
99.0%
99.0%
99 %
99 (%
99.0%
9Y9.0%
99.0%
99.0%
99.0%
09.0%

In addition to the registered ownership described above, the remuining equity in the entities [, 4, 5,7, 13,
{4, 17 and 40 to 51 also held by the Bank benelicially through nominee arrangements.

‘T'he entities listed as 8 and 17 did not conduct any operations during the cutrent or previous periods.
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20 Business combination
20.1  Acquisition of Tamweel P.J.S.C

Tamweel PJ.S.C (“the Company™), a company listed in Dubai Financial Market and engaged in Islamic
Sharig’a compliant financing and investment activities became a subsidiary of the Bank on the 4" of
November 2010. The Bank acquired further shares of the Company from major sharcholders thereby
acquiring a controlling interest. The acquisition was done to unfold the valuc of the Company by providing
long term strategic support. The acquisition will help the Bank in becoming largest retail istamic home
financing bank in the U.AE,

The fair value of identitiable assets and labilitics of the Company as at the acquisition date is as follows:

Recognised un

acquisition
2010
AED’000
Cash and balances with banks 236,758
[slamic financing and investing asscts 9,758,677
Other tnvestments 46,859
Propertics held for sale 399,899
Receivables and other assets 98,060
Property and equipment 34,473
Tuotal assets 10,574,726
Financing obligation 7,528,058
Accounts payable and accruals 346,668
Tuotal linbilities 7,874,726
Fair value of net asscts — 100% 2,700,000
Consideration for acquisition 935,600
Less: tair value of identifiable nel assets acquired (1,572,638)
Gain on acquiring controlling interest 637,038

The tair value of the nct ussets has been determined by the Bank on the basis of valuation of the Company
carried by an external vatuer that is not related to the Bank. The valuation of the Company was based on
generally accepted business valuation technigues including the dividend discount madel and adjusted book

value method.

Consideration of acquisition

2010

AED’060

Cash 318,609
Transter of treasury shares 56,121
[Fair value ol available tor sale shares 560,870

Total consideration 935,600
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20 Business combination (continued)

20.1  Acquisition of Tamweel P.J.8.C (continued)

The transaction cost amounting to AED 1.[ million has been excluded from the consideration transferred
and have been recognised as an expenses in the consolidated income statement.

Non-controlling interest of the Company was recognised at the acquisition date and was measured at cost.

The lolul revenue and net profit of the Bank includes AED 89.9 million and AED 6.1 million respectively
in respect of post acquisition period. tlad the Company been acquired on 1 January 200, the (olal revenue
and net profit of the Bank would have increased by AED 607 million and AED 2 1.4 million respectively,

20,2  Acgquisition of Millennium Private Equity L.L.C

[n 2009, the Bank acquired a 50% interest in Millennium Private Equity L.L.C. {(“MPE™) a Company based
in U.AE. and engaged in fund management activitics. The fair value of the identifiable assets and
liabilities of MPE acquired at that date were as follows:

Recognised on
acquisition

2009

ALED000

Cash and balances with banks 4,269
Other assets 9,964
Property and equipment t.344
Total asscts 15577
Other liabilities 7.477
Total liabilities 7.477
Fair value of net assets — 100% 8100
Consideration for acquisition 38.566
L.ess: fair value of identifiable net assets acquired (4,050)
Goodwill arising on acquisition (note {7) 34,516

The [air values of the net asset were arrived at on the basis of a valuation carried out by an independent
external valuer that is not retated to the Bank.
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21 Customters® deposits

a) By type:
Current accounts
Saving accounts
Investment deposits
Margin accounts
Protit equalisation provision (note 53)

b) By contractual maturity:
Demand depostits
Deposits due within 3 months
Deposits due within 6 months
Deposits due within 1 year
Depaosits due over | year

¢) By geographical arcas:
Within U.A.E.
Oatside U.ALE.

d) By currency:
U.A.E. Dirham
Other currencies

22 Due to banks and financial institutions

Current accounts
Investment deposits

Due to banks and financial institutions by geography is as fotlows:

Within U A L.
Outside U.ALE.

55

20100 2009
AED'000 AED’000
15,087,566 14,015,030
10,047,003 9,881,740
38,124,012 40,023,078
188,102 253,769
387 41,886
63,447,070 64,195,503
24,876,422 24.556.123
18.843.284 21.453.380
7,269,059 7.684,018
12,310,178 13,347,086
(48,127 134,896
63.447,070 64,195,503
61,122,089 62.448.316
2324981 1,747,187
63,447,070 64,195,503
58,724,097 56,986,387
4,722.973 7209116
63,447,070 64,195,503
2010 2009
AED'600 AED 000
51,517 33.890
4,357.910 1.395.161
4,409,427 1,449,051
2010 2009
AED'000 AED'000
3,993,101 1,528.864
416,326 120,187
1,449,051
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23 Sukuk financing instruments
2010 2009
AED'000 AED’000
23.1 Sukuk financing instruments issued by the Bank 2,357,075 2415034
23.2  Sukuks linancing instruments issued by a subsidiary 1,818,940 -
4,176,01 2,415.034

23.1 Sukuk financing instruments issued by the Bank

During 2007 the Bank, through a Sharia'a compliant Sukuk Financing arrangement. raised a US Dollar
denominated medium term finance amounting to AED 2,754.75 miltion (USD 750 million). The sukuks
are listed on the NASDAQ Dubai and the London Stock Exchange.

The terms of the arrangement include transter ol certain identified assets (“the Co Owned Asscts™)
inchuding original leascd and musharakat assets, Sharia’a compliant authorised investments and any
replaced asscts of the Bank 10 a Sukuk company, DIB Sukuk Company Limited the Issuer, especially
formed [or the sukuk transaction. The asscts are in the control of the Bank and shalt continue to be serviced
by the Bank. The sukuk certificates mature in 2012,

The issucr will pay the quarterly distribution amount from returns received in respect of the Co Owned
Asscls, Such proceeds are expected fo be sufficient to cover the quarterly distribution amount payable to
the sukuk holders on the quarterly distribution dares. Upon maturity of the sukuks, the Bark has
undertaken (o0 repurchase the assets at the exercise price.

The sukuks bear a variable profit rate payable 1o the investors based on the rate of 3 months [.LIBOR plus
0.33% per annum. Such profits are payable on a quarterly basis.

During 2010, sukuks amounting o AED 58.0 million (USD 15.8 million) (2009; AED 340 miltion (USD
62.5 million) were bought back at a discount, including buy back through a cash tender offer to sukuk
holders. The Bank has recognised AED 6.4 million (2009: AED 38.7 million) as a retated gain on sukuk
buy back which is included under other income. These sukuk certificates will be cancelled upon maturity
when the Bank will re-purchasc the Co Owned Assets.

23.2  Sukuks financing instrunents issued by a subsidiary

s During 2008, a subsidiary of the Bank issued Sharia’a compliant, non-convertible sukuk in the torm
ol Trust Certificates for the fotal value of AED [,100 million (at a rate of 3 months E{BOR Plus
0.225% per annum} and convertible sukuk for @ (otal value ot USD 300 million (at a fixed profit
rate of 4.31% per annum), which are listed on NASDAQ Dubai. The sukuk certificates mature in
2013,

o Asat 31 December 2010, the sukuk held by third partics were AED (.82 billion.



Dubai Islamic Bank P.JLS.C.

Notes to the consolidated financial statcments
for the year ended 31 December 2010 (continued)

23 Sukuk financing instruments (continued)

23.2  Sukuks financing instruments issued by 2 svbsidiary (cantinued)

In accordance with the ferms of the subscription, cach Trust Certificatc may be redeemed at the

option of the Curtificate holder or the subsidiary as follows:

a. Al the option of the Certificate holder through “Voluntary Early Redemption™ at any time
onc year after the issue date subject to satisfying certain conditions;

b. At the option of the a subsidiary at any limc 3 years after the issue date through “Optional

Partial Redemption™ subject 1o satisfying certain coadition.

In bath the options, the subsidiary will cither issue the share of the subsidiary at the relevant

exchange price or cash will be paid.

At the fime of final maturity, any remaining Trust Certificates will be redeemed in full by a

subsidiury in cash at face value plus any unpaid profit amount.

24 Medium term wakata finance

The Bank opted to re-categorisc wakala deposits received in 2008 from UAE Ministry of Finance
amounting to AED 3.75 billion to Tier 2 qualifying finance (*'Ticr 2 finance™). The conversion process has
heen approved by the Shureholders in the Extraocdinary General Meeting held in April 2009. The wakala
deposits provided by the UAE Ministry ol Finance (the Muwakkil) to the Bank (the Wakccl) will be used
for investments for a tenor of seven years commencing from the date of re-categorisation and will mature
in December 2016. Wakala protit widt be paid cvery three months based on the expected profit rate range

0of 4.00% 5.25% per annum.

In accordance with the terms of wakala agrcement, the Muwakkil’s rights and claims on the Wakeel in
respect of wakala are wholly subordinated (o the rights and claims of all other non subordinated creditors.

25 Payables and other liabilities

Depositors® share of profits (note 30)

Payvable for properties

Bankers cheques

Sundry deposits

[rade payables

Rent received tn advance

Vendor payable for investing and Inancing assets
Proviston for employces® end-of-service benefits (note 27)
Unclaimed dividends

Dircctors’ remuneration

Payablc to contractors

Fund transfer and remittances

Investments relaled payable

Chegues received for collection

Provision for taxation (note 26)

Others

2010 2009
AED300 AEDN000
329,928 364,140
248,153 171,079
185,822 255.500
429,357 399.044
411,411 443,075
122,728 167.053
116,487 665,724
101,737 89,554
52,121 38,964
4,800 4.800
18,274 4856
51.508 74.664
293,585 293,585
165 £.624
3.626 -
1,309,921 397.342
3.679,92
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26 Taxation

Provision for taxation

Opening balance
Charge for the vear
Tax paid

Closing balance (note 25)

Deferred tux asset

Deferred tax asset at beginning of the year
Additions/(reversais) during the year
Fxchange cffect

Deferred tax asset at the end of the year (noic |5)

Tax expense for the year

Current taxation
Deferred taxation

[ncome tax expense

27 Provision for employees’ end-of-service henefits

At 1 January
Charge during the year
Paid daring the year

At 31 December (notc 23)

28 Accrued Zakat

Zakat on Sharcholders® equity
Zakat on profit cqualisation provisien (note 53)

58
2010 2009
AED'060 AED'000
- 3.544
5.040 892
(1,414) (4.436)
3.626 -
2010 2009
AED’000 AED’000
18,057 2537i
1,545 (5.952)
(302) (3.362)
19,300 18.057
2010 2009
AED'000 ALD’000
(5,037) (892)
{,545 (5,952)
(3.492) (6,844)
2010 2009
AED’000 AED'000
89,554 74313
27,140 22200
(14,957 (6,939)
101,737 89.554
2010 2009
AED’000 AED™000
146,326 139,428
10 1,108
140,536

146,336
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29 Share capital
2010 2009
Number of Amountin Numberof Amountin
Shares’000 AED’000  shares’000  AED'000

Authorised

Ordinary shares of AED | each 3,797,054 3,797,054 3,617,505 3.617,505
Issued and fully paid up

At | January 3,617,565 3,617,505 3,445,400 3.445400
Bonus shares (79,549 179,549 172,108 172,105

At 3] December 3,797,054 3,797,054 3617565 3.617.305

During the year, 179,549,000 shares of AED | cach were issued as benus shares (2009: 172,105,000
shares).
30 Treasury shares

The treasury shares at 3t December 2009 included the shares acquired from a third party on settlement of
certan transactions.

31 Reserves

Donated Exchange

Statutory tand (reneral transiztion
reserve reserve reserve reserve Total
AEDTODO AED'000 AEDH0 AED000 AED000
As of 1 January 2009 2,731,870 276,139 2.350.000 {39.680) S 108338
Exchange and other adjusiments - “ - (18.161) (14,161)
Tranxter from relained earmings - - 100,000 - 100,000
As of | Tanuary 2010 2,731 879 276.139 2.350.000 (77.841) 5,280,177
Exchange and other adjusumenis - - - (13.700) (13,700)
As of 31 December 2010 2,73(.879 276,139 2,350,000 (91,541) 5,266,477

Stertu I()I‘y reserve

Article 192 of the U.ALL. Commercial Companies Law No, (8) of 1984 (as amended) and the Articles of
Association of the Bank, require that 10% of the prolit auributable to the sharcholders is transferred to a
non-distribatable statutory reserve uniil this rescrve equals 30% of the paid up share capital. This reserve is
nol available tor distribution other than in circumstances stipulated by law,

The Board of Directors has resolved to discontinue (he annual transfer 1o statutory reserve as the reserve
exceeeds $0% of the paid up capital.
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31 Reserves (continucd)
Donated land reserve

The Govermmenl of Dubai has donated certain land which has been atlocated for the sole benefit of the
sharchotders of the Bank. Such land is included in investment properties (note 14). The donated land
reserve represents Lhe fair value of the land, net of disposals, at the time of the donation.

General reserve

Transfer to gencral reserve is made based on the discretion of the Board of Dircctors and is subjcct to the
approval of the Shareholders at the annual general mecting.

Exchunge translation reserve

Exchange translation reserve relating to the translation of the results and net assets of the Bank's foreign
opcrations from their functional currencies to the Bank's presentation currency (i.e. AED) are recoghised
directly in other comprehensive tncome and accumulated in the exchange translation reserve.

32 Cumulative changes in fair valuc

2010 2009

AED’000 AED"000

At 1 January (723.713) (888.714)
Net unrealised gain on available lor sale investiments 606,140 165310
Reclassification of realised gain on disposat of avaitable for sale
investments to profit or loss (125,593) (309)
At 31 December (243,166) (723,713)
33 Dividends paid and proposed

2010 2009

AED*000 AED'0060

Dividend proposed

Cash dividend;

(2010: AED 0.10 per share) 379,705 -
Dividend proposed and paid

Cash dividend:

(2009: AED 0.15 per share) - 538,648

Scrip dividend

(2009: AED 0.05 per share) - {79,549

34 Hedging reserve

During 2009 the Bank discontinued its cash flow hedge of a forecast transaction which resulted in
amortization of cash flow hedging reserve during 2010 of AED 39.9 million (2009: AED 45.2 million).

Reler 1o note 42,
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35 Employce stock Ownership plan (ESOP)

The Bank commenced Employee Stock Ownership Plans (ESOP) to recognise and retain key cmployees in
2004. The plans give employees the right to own the Bank's shares at the issue price.

The (ollowing share based payment arrangements were in existence in current and previous years.

Issue Noof  Grant dute Fxpiry date Fxercise Fair value oo
year shares price wrant date
| 2006 4.113.000  January 2006 February 2010 2 20.7
2 2010 1.560,000  April 2010 March 20112 - 2.0

The shares were granted under nominee arrangements, (o various categories of employees on condition
that the employees continue in the scrvice of the Bank for an agreed minimum period ranging between bvo
to four years Irom the grant date. Should the employee leave before the completion of the full vesting
period. a proportion ot the shares would revert back to the Bank. Generally, the management considers it
unlikely that a significant amount of shares would revert back to the Bank on account of employees
lcaving before completing their vesting period. In 2008, some of staffs have Icft the Bank, and 1,576,836
sharcs have been taken back. As a result the yearly charges on account of ESOP have been changed
prospectively as follows:

The fair value of existing ESOP in current and previous ycars on grant date and adjusted charge over
vesting period is as fotlows.

Charge (o
Current charge 1o consolidated income

consolidated income stutement ar gront

Year statement dute
AED 7000 ALD 000

2006 30312 30,312
2007 36846 36.846
2008 18.049 25,083
2000 5.444 6.856
2010 1,580 3,594
201 8 1.633 1.653
20102 551 351
Total 94,435 104, 897

36 Nen-controlling interest

Non-controlling interest represents the minority sharcholders® proportionate share in the aggregate value of
the net assets of the subsidiaries and the results of the subsidiaries operations.
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37 Contingent liabilities and commitments

Financing-related finuncial instruments
Financing-related financial instruments include commitments to extend financing, standby letters of credit
and guarantces which are designed to meet the requirements ol the Bank's customers.

Commitments to cxtend financing represent contractua!l commitments to provide lslamic financing.
Commitments generally have fixed expiration dates, or other termination clauses and normally require the
payment of a fee. Since commitments may expire withont being drawn upon. the {otal contract amounts do
not necessarily represent future cash requirements. Standby letters of credit und guarantees commit the
Bank o make payments on behalf of customers contingent upon the failure of the custonwr to perform
under the terms of the contract.

The Bank has outstanding commitments and contingent liabilities under lctters of credit and guarantees
ansing in the normal course of business, as follows:

2010 2009
AED'000 AED’ 000

Contingent liabilines:
Letters ol puarantee 8,774,047 10,484,586
Letters of credit 2,535,666 3.519.943
11,309,713 14,004,529

Commitments:

Capital expenditure commitments 388,932 416,257
Irrevocable undrawn facilitics commitments 12,567,539 11,217,244
12,956,471 11,633,501
Total contingent liabilities and commitments 24,266,184 25,638,030

38 Islamic derivatives

The table below shows (he positive and negative fair values of derivative financial instruments, which arc
equivalent (0 the market values, togcether with the notional amounts analysed by the term to maturity. The
notional amount is the amount ol a derivative’s underlying asser, refercnce rate or index and is the basis
upon which changes in the value of derivatives are measured. The notional amounts indicate the volume
of transactions outstanding at ycar end and are neither indicative of the market risk nor credit risk.

31 December W10: Nofional amonnis by term fo muurity

Positise Vegative Noflonal Uver 3 Over 1 Over
Juir Suir amount Within 3 months fo year v Jto 5 Over
value value totul months 1 pear 3 years years $ years

AEDOO0  AED'GO0  AED'0N)  AED0OH  AED'OM  AED'GD8  AED'000  AED'000
Islamic Derivatives
held for trading:
I'nilateral promise 15,127 14,029 5,308,254 2,552,713 2,748,360 7,181 - -
o buy/sell
currencies
Ishuuic profit rate 234,074 197,000 9,995,651 - - 9,324,10¢ - 671,550
Swaps (refer note
15}

273,201 211,029 15303,9935 2,552,713 2,748364 9,331,282 - 671,550
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38 Islamic derivatives (continued)

31 December 2009 Nuttonal amoumis by term o maturity

Positive Negutive Notional Over 3 Over ! (ver
SJair fenir aro el Within 3 months 10 Yewr o 35 (ver
value vetlue total monthy [ vear 3 years vears S years

AED 000 AED OO0 AED 000 AEDIN0 ALED 000 AED 000 ALD D00 AED 000

{5t Derncarves

held for rradmg-
Uailateral promise

10 buy/scli

CUITCNCR'S 13,793 16157 8.428.213 3,807 118 1332980 2,904,929 383,206
Islamic profit rowe

Swaps (refer note

15} 275518 188,976 12,609.741 - - - 12217130 392,601

289 541 205433 21,037973 3807118 1332980 2904929 12,600,340 392,601

The Bank has positions in the tollowing types of derivative.
Unilateral Promise to buy/sell currencies

Unilateral promises (0 buy/sell currencics are promises to either buy or scil a specified currency at a
specitic price and date in the future. The actual transactions are exccuted on the valuc dates, by exchanging
the purchase/sale offers and acceptances between the relevant parties.

Istamic Swapy

Islamic Swaps are based on a Waa’d (promise) structure between {wo parties o buy a specified Sharia‘a
compliant commodity at an agreed price on the relevant date in future. It is a conditional promise to
purchase a commodily through a unilateral purchasc undertaking. Islamic swap structure comprises profit
ratc swap and currency swap. For [slamic profit rate swaps, counterparties generally exchange fixed and
floating rate profit payments by cxecuting the purchase/sale of commodily under “Murabaha Sale
Agreement” in a single currency. For lsfamic currency swaps, fixed or floating profit paymenls as well as
cost of underlying commodity are exchanged in different currencies, by exccuting the purchase/sale of
commodily under “Murabaha Sale Agreement™.

Derivatives held or issued for trading purposes

Most ol the Bank's derivalive trading activities relate to sales and strategic hedging (see below). Sales
activilies involve offering products to customers at competitive prices in order to enable them to transfer,
modify or reduce current and expected risks.

Derivatives Ield or issued for hedging purposes

As part of its asset and liability management, the Bank uscs derivatives lor hedging purposes in order to
reduce its ¢xposure to currency and profit rate risks. This is achieved by hedging specific financial
instruments and forccasted transactions as well as strategic hedging against overall financial position
CXPOSUTES.

FFor profit rate risk, stralegic hedging is carried out by monitoring the repricing of financial assets and
Habilitics and entering inlo profit rate swaps. As strategic hedging does not qualify for special hedge
accounting, related derivatives are accounted for as trading instruments.
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39 Income from Islamic financing and investing assets

Financing assets
Commodities murabahat
Iricrational murabahat
Vehicles murabahat
Real estate murabahat

Total murabahat income

Istisna'a

Home finance ijara
lara

Salam finance

Income from financing assets
[nvesting assets

Musharakat

Mudarabat

Wakalat

Others

Income from investing asscts

Total income from Islamic financing and investing assets

64

2010 2609
AED'000 AED000
416,517 454,259
10,023 18,046
486,552 486,549
258,304 352,726
1,171,396 1,311,571
458,702 408,560
188.907 135.650
432,505 416,952
52349 -
2,303,859 2292733
397,013 625,053
270.604 354.791
37.584 42,945
12,638 7.335
917,836 1.030.124
3,221,695 3.5322.857

Income from investing and financing assets is presented nct of forfeited income of AED 6.17 million

{2009: AED 8.97 million).

10 [ncome from International murabahats and wakala, short term

Income {rom International murabahats from Banks and financial institutions
Income from Investment and wakala deposits
Income lrom International murabahats with Centrat Bank

41 Grain/(loss) from other investments

Realised pain on disposal of available for sale investmenis

Loss on disposal of investments carried at fair value through profit or loss
[.oss on revaluation of investments carried at fair value through profit or loss
Dividend on investinents carricd at fair value through profit or loss
Dividend on available for sale equity investments

Dividend from available for sale investment lunds

2010 2009
AED’000 AED’000
13,328 20.087
21,199 31391
1,786 -
36,313 51.478
2010 2009
AED*000 AEN000
125,593 -
(1,941) {6.841)
(13,182) (33.562)
281 16,310
24,022 23336
1,390 1.822
(18,935)

136,163

Dividend on availabic for sale investment is presented net of forfeited income of AED 2.65 miilion (2009:

AED 3.05 milhon),
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42 Commissions, fees and foreign exchange income
2010 2009
AED’000 AED'000
Trade related comnmission and fees 170,933 237930
Other commissions and fees 371,430 369,071
Gains on unilateral promise to buy/scll currencics 102,836 99 842
Amortization of cumulative gains on hedging reserve (note 34) 39.944 45219
Fair value of {slamic derivatives 1,887 107
687,030 752,169

Other commission and fees is presented net of forfeited income of AED 0.22 miltion (2009: AED 1.20

miltion).
43 Income from investment properties
2010 2009
AED*000 AED 000
Nel renlal income 72,165 75,609
Gain on sale of investment propertics 18,001 2.69%
90,166 78.300
44 Income from sale of properties held for sale
2010 2009
AED’000 AED 000
Sales procecds 31,067 13461
Cost of sale (note 13) (16,569) (12,464)
14,498 997
45 Other income
2010 2009
AED’000 AED'000
Services income, net 85,059 32,446
Loss on disposal of interest in associates {(note 11.6) - (+4.703)
Other 54,947 158,710
140,006 186,453
46 Persannel expenses
2010 2009
AED’000 AED™000
Salaries and wages 779,673 712.859
Staft terminal benefits 27,130 22.200
Share based payments 1.581 5444
Other 9,425 72,699
813,202

817,819
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47 General and administrative expenses

Administrative cxpenscs

Depreciation of property, plant and equipment (refer note t6)
Rental charges under operating lcases

Communication costs

Premises and equipment maintenance costs

Printing and stationery

Miscellaneous write offs

Other

48 Impairment loss on financial assets, net

Net provision for Islamic financing asscts

Net provision for Islamic investing assets

Net provision for reccivables and other assets

Impairment loss on available for sale investments

Reversal in provision for avaifable tor sale investment funds

49 Impairment loss on non-financial assets, net

impairment loss on investment in associates
frapairment of investment propertics
Impairment of propertics held for sale
{mpairment of Goodwill

2010
AED’000

107,538
122,855
77.194
67,110
45,516
13,284

109,446

542,943

2010
AED’000

617,287
36,149
11,328

136.291

2010
AED'000

12,237
13,329
20,000
{7,258

62.824

66

2009
AED000

110,029
t16.008
67.082
53,507
42,869
11,713
23,997
99.555
524,760

2009
AED000

671,284
45,406
15,737
92.660

(15,743)

809,344

2009
ALED’000

8.565

8.565
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50 Depositors® share of profits
2010 2009
AED'000 AED000
Sharg [or the year 1,435,631 1,739,197
Less: Pertaining to depositors’ profit cqualisation provision (note 33) (511) (11,636)
Transfer from depositors’ profit equalisation provision (note 53) 42,000 195,500
1477,120 £,923,061
L.ess: Paid during the year (1,147,192) {1.558.921)
Depositors’ share ol profit payable (note 25) 329,928 364,140
Share of profits accrued 10 customers and financial institutions are as
Investment and savings deposits [rom customers 996,491 1.176.329
Wakala and other investment deposits from banks and customers 409,884 529,138
Profit accrued on sukuk financing instrument 29,256 33.750
1,435.631

31 Basic and diluted earnings per share

i,739.197

Basic and diluted carnings per share are calculated by dividing the profit for the year attributable to equity
holders of the Bank by the weighted average number of shares outstanding during the year as follows:

2010 2009
Profit for the year net of directors™ remuneration of AED 4,800,000
{2006: AED 4.800.000) 801,723,000 1.202.691.000
Weighted average number of shares of AED 1 each outstanding during
the vear 3,776.269,000 3.272.112.000
Basic and ditated earnings per share in AED 0.21 0.32

‘The camings per share of AED 0.32 as reported for 2009 has been adjusted for the cffect of the shares
issued in 2019 as a result of the bonus shares.

The figares for basic and diluled earaings per share is the same as the Bank has not issucd any instruments

which would have an impact on carnings per share when exercised.

52 Cash and cash equivalents

2010 2009
AED'000 ALED’000
Cash and balances with Ceniral Banks 112472125 11611570
Due from banks and {inancial institutions 2,356,531 2.557.258
13,603,756 14.168.828

[.css: Balances and deposits with banks and financial institutions with
original maturity over 3 months (3,120,675) (88.836)
10,483,68 14,079,992
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53 Profit equalisation provision
2010 2009
AED’000 AED'000
Balance, beginning of the year - as reported 41.886 226,858
Sharc of profit for the year (note 50) S1t 11,636
Zakat for the year (note 28) (10) (1.108)
Additional translcr to depositors’ share of profit during the vear (note 50) (42,000) (195,500)
Ralance, end of the year (note 21) 387 4(.886

Profit equalisation provision represents a portion of the depositors’ share of profits set aside as a provision.
This provision is payable to the depositors upon the approval of the Board of Dircctors and the Bank’s
Fatwa and Sharia’a Supervisory Board. Zakat on profit cqualisation provision is inctuded under accrued
Zakat.

54 Related party transactions

The Bank enters into arms fength transactions with Sharehoiders, directors, kecy management personne!
and their related concemns in the ordinary course of bustness at commerctal profit and commission rates.
All facilities to related parties are performing facilities and are {ree of any provision for possible
impatrment.

Balances and transactions between the Bank and its subsidiaries, which arc rclated parties of the Bank,
have been eliminated on consolidation and are not disclosed in this note.

The significant balances outstanding at 31 December in respect of rclated parties included in the
consolidated financial statemcats arc as follows:

Directors

and key

Major management
Sharcholders personnel Associates Total
AED'000 AED000 AED'000 AED'000

2010

Islamic financing and investing assets [,836,500 183,701 463,475 2,483,676
Customers® deposils 2.847,087 43,772 172,052 J. 062,911
Income from Islamic financing and investing assets 56,914 10,662 4321 71,897
Depasitors” share of prolits 107,538 663 171 108,372
Contingent liabilites - 303 700 1,003

Directors and

Major key

Sharcholders management
personnei Associales Total
AED 000 ALD000 ALD000 AED000

2009

fslamic (inancing and invesling assels 31.812.757 182.362 513.774 4.508.873
Customers™ deposits 3,065,054 55.652 287.281 5.407.987
tncome trom Islamic financing and Investing assets 73.252 12,194 14.562 100.008
Depusitors™ share of protits 38.443 988 1,910 41,341

Contingent ligbilitics 2.038.091] 890 700 2,039,684
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54 Related party transactions (continued)

The compensation paid to key management personnel ol the Bank is as follows:

2010 2009
AED’000 AED 000

Salaries and other benefits 28,915 45,164
Employce lerminal benelits 1,948 1,612

55 Segmental information

I'RS 8 requires operating segments to be identified on the basis of internal reports about components of
the Bank that arc regularly reviewed by the chief operating decision maker in order to allocate resources to
the segment and to assess its performance. In contrast, the predecessor Standard (IAS 14: Segment
Reporting) required an entity to identify two segments (business and geographical), using a risks and
rewards approach, with the entity’s system of internal financial reporting to key management personnel
serving only as the starting point for the identification of such segments. This has nat resulted in any
signilicant change to the reportable scgments presented by the Bank as the segments reported by the Bank
was consistent with the internal reports provided to the chicl operating decision maker.

For operating purposes the Bank is arganised into {four major business segments as follows:

i} Retail and business banking: Principally handling small and medium busincsses and individual
customers’  deposits, providing consumer and commercial
murabahats, ijarah, islamic card and funds transfer {acilities and
rade hnance facilitics.

it) Wholesale banking and Principally handting financing and other credirt facilities and deposit
investments: and current accounts for corporate and institutional customers and
investment banking services.

it} Real estate: Property development and other real estate investiments.

1v) Treasury: Principally responsible for managing the Bank’s overall liquidity
and market risk and it provides treasury scrvices to customers.
Treasury also run its own [slamic sukuk portfolio and specialise
financial instrements book to manage the associated risk.

iv) Others: Functions other then above core lines of businesses.
These segments are the basis on which the Bank reports its primary segment information.  Transactions

between segments are conducted at estimated prolit rates which approximate market rates on an arm’s
length basis.
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55 Segmental information (continued)

Secondary segment information — geographical segments

Although the management of the Bank is based primarily on business segments, the Bank operates in (wo
geographic markets: U.ALE. which is designated as domestic and outside the U.A E. which is designated
as international. The following table shows the distribution of the Bank's operating income, tota) assets,
total Habilities and capital expenditure by geographical segment:

Domesfic International Total
2010 2009 2010 2009 2010 2009
AED'000 ALDT000 AED 00D AED ()00 AED00) AED QU0
(iross income 3,415,024 4,694,063 447,004 418,852 3,862,028 3.032,915

Total assets 84,110,228 76.872.208 6,027,543 7432,003 90,137,771 84,304,271

Total liabilities and cquity 84,757,343 79,429,952 5,380,428 4.87431Y 50,137,771 84.304.27)

Capita) expenditure 78,869 {35,959 14,434 {1333 93,303 147.292



Dubai [slamic Bank P.J.S.C.

Nates to the consolidated financial statements

for the year ended 31 December 2010 (continued)

56 Maturity analysis of assets and liabilities

73

The table below summarises the maturity profife of the Bank’s assets and liabilities analysed according to
when they are expected to be recovered or settled.

At 3] Decembher 2010

Assets:

Caxh and balances with
Central banks

Due from banks and
Ninancial institulions

Islamic hnancing and
tnvesting assets

Investment in Islamic sukuk

Other investments

Invesiments in associates

Propecties under
construction

Properties held tor sale

Investment propertics

Rueccivables and other assets

Property, plant and
cquipment

Goodwill

Tutal assets

Liabilities:

Customers” deposits

Duc 1o banks and lnancial
institulions

Sukuk Hnancing instruments
Medium term wakala
tinance

Payables and other liabilitics

Accrued zakat

Fyuity

Total liabilities and equity

Net maturities gap

L.ess than
one month
AED'000

4,135,310
395530

5,746,037
14

60,512

9,887

10,347,290

9,098,359

183,309

1,434,465

10,716,133

(368.843)

1-3 3 months to
months I year

AED'000 AED’ 000

4,310,176 2,801,739

1,638,868 322,133

2,985,310 6,903,828

- 240,339

- 706,995

- (35,368

80,944 2,093,236

19,227 85,100

9,034,525 13,288,738

6.596,396 27,085,844

435,594 1,747,226

266,427 1,531,586

- 146,336

- 379,708

7,298,417 30,890,697

(17,601,959)

1to§
years
AED'000

21,459,918
6,630,716
1,065,951

524,165
409,591
1,922,911
56,338

199,462

20,643,365

2,043,298
4,176,015

447,445

(243.166)

27,066,957

5.202,09%

Over 5
years Total

AED'000 AED(100
- 11,247,228

- 2,356,531
20,075,974 57,171,067
1,329,407 8,200,476
- 1,772,946
3,430,274 3,430,274
- 524,165
- 544,959

- 1,922,911
S.843 2,296,873
339,410 653,086
17,258 17,258
25,198,166 90,137,771
23,106 63,437,070
- 4,409,427
- 4,176,015
3,752,543 3,752,543
- 3,679.923
- 146,336
10,389,918 10,526,457
14,165,567 90,137,771

11,032,599
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56 Maturity analysis of assets and liabilities (continued)

AL 21 December 2009

l.ess than one 1 3 Imonthsto 1105 years Over §
month months I year ycars Total
AED000 AED 000 AED*000 AED 000 ALD ()0 AED000

Assuts:

Cash and balances with

Central banks 7868136 3,743,534 - - - 11,611,570
Duc from banks and

linancial imstitutions 1.871.280 685978 - - - 2.537.258%
Islamic financing and

investing assets 5.483.363 3.725.723 1442826 24.778.197 11494830 49924 941t
Investment in Islamic sukuk - 2,550 1,074,732 5,741.513 2.372,002 9.290.797
Other investments - - 1.022,954 902,996 - 1.925.950
Investments in associates - - - - 4295168 4,295,168
Propertics under

construction - - - 388.648 - 188.648
Propertics held tor sale - - t57.269 - - 157.269
Invesiment propertics - - - 1.996.288 - 1.996.288
Rueccivables and other assets 87,719 56,572 1,319.780 - - 1,464,071
Property, plant and

equipment 7.818 15.636 70,361 523.279 30,701 657.795
Goodwill - - - - 34516 34516
Total asscis 15.318,218 8,229,993 8.187.92 34330921 18.237.217 84304271
I.iahilitics:
Customers™ deposits 12263474 7.429.426 24824200  19.678,703 - 64195503
Due to banks and financial
institations 151,351 48,831 1,248,669 - - 1.449.051
Sukuk (inancing struments - - - 2415034 - 2.415.034
Medium term wakala

linance - - - - 3,752,543 3,752,543
Payable and other labilitics 849,740 177,140 1,924,237 419.647 - 3.370.804
Accrued sakat - - 140,536 - - 140.536
Fyuity - - 763,759 (723,713 8,938,754 $.980.800
Total Habilitics and equity 13.264 463 7.6535.437 28,903,401  21,789671 12,091,297  84.304.271
Net maturitics gap 2.053.733 374556 (20.715479)  12,541.250 5.545.920 -

57 Fair vales of financial instruments

Fair valve represents the amount af which an asset can be exchanged. or a liability settled, between
knowledgeable, willing parties in an armn’s length (ransaction. Differences cun therefore arise between
book valve under the historical cost method and fair value estimates.

The fair value of unilateral promise to buy/scl currencics and Islamic swaps is set out in note 38. The fair
value of the Bank’s other financial assets and liabilitics, ¢xcept unquoted securitics which are stated at cost,
are pot materially differcnt from their carrying values as at 31 December 20 10.



Dubai Islamic Bank P.J.S.C. 75

Notes to the consolidated financial statements
for the year ended 31 December 2010 (continued)

57 Fair values of financial instruments (continued)

For financial assets and financial lizbilities that are liquid or having a short term maturity (less than three
months) the carrying amounts approximate to their fair value. This applies to demand deposits, savings
accounts without a specific maturity and variable rate financial instruments,

Valuation of all financial instruments recorded at fair value, is based on quoted market prices.

The tair values of financial asscts and [inancial liabilities are determined as fotlows:

. the tair value of financial asscts and financiat liabilities with standard terms ang conditions and traded
on active tiquid markets is determined with reference to quoted market prices;

e the fair value of other financial assets and financial liabilities is determined in accordance with
generaily accepted pricing models based on discounted cash flow analysis using prices from
observable current macket transactions and dealer quotes for stmilar instruments.

* IFRS 7 specifics a hierarchy of valuation technigues based on whether the inputs to those valuation
techniques are observable or unobservable. Observable inputs reflect market data obtained from
independent sources: unobservable inpuls reflect the Bank's market assumplions. These two types of
inputs have created the following fair value hierarchy:

Level 1 - Quoted prices {unadjusied) in active markets for identical financial assets or liabilitics. This
level includes listed cquity securities and investments in Islamic sukuk.

Level 2 Inputs other than quoted prices wcluded within Level | that are obscrvable for the asset or
liability, cither directly (1hat is, as prices) or indirectly (that is, derived from prices). This level
includes the majority of the O'[C Islamic derivative contracts. The sources of input parameters like
variable yield curve or counterparly credit risk are obtained from Bloomberg and Reuters.

Level 3 - inputs for the assct or liability that are not based on observable market data (unobservable
inputs), This fevel includes equity investments and Istamic financing instruments with significant
unobservable components.

This hierarchy requires the usc of observable marketr data when available. The Bank considers
relevant and observable markel prices in its valuations where possible.

The table below summarises the fair value of linancial imstruments of the Bank’s financial
instruments according to fair value hicrarchy.

AC31 December 201G

Level 1 level2 Level 3 Total
AED'000 AED'000 AED'000 AED'000
Financial assets of FVTPL
Other invesiments 108,406 - - 108,406
Islamic derivative financial assets held for trading - 61,074 - 61,074
Available-for-sale financial aysets
Quoted cquities 601,348 - - 601,348
Investment in Eslamic sukuk 1,195,151 - - 1,195,151
Total 1,904,905 61,07 - 1,965,979

[
I
I
I
I
I
|
|
i
I

There were no transters between Level | and 2 in the year
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At 31 December 2009
Level | Level 2 Level 3 Total
AED 000 ALD000 ALD000 AED 000
Financial axsets af FVTPL
Other investmenls 128,561 - - 128.561
Istamic derivative financial assets held for trading - 86.572 - 86.572
Available-for-sale financial assets
Quoted equities 739.814 - - 739.814
Investment in Islamic sukuk 969,683 - - 969,683
Tutal 1.838.058 86,572 - 1,924.630
58 Financial assets and liabilities
At 31 December 20(0
Financings Fair vatue
and Availzble through profit Amortised Carrying
receivahles for sale and loss cost amount
AED 000 AED000 AED'000 AED000 AED'000
Financial assets
Balances with cenlral hanks - - 9472471 Y872,471
Due from banks and financial imstitunions - - - 2,356,531 1,356,531
Islanuc finanemg and investing
asscels 57171067 - - - 57,171,067
[nvestment in Islamic sukuk - 1,195,151 - 7,005,325 8,200,476
Other invesiments - 1,664,540 108,406 - 1,772,946
Reccivables and other assets 2,021,583 - - - 2,021,583
59,192,650 2.859,691 108,406 19.234,327 R1.395,074
Financiol liukilities
Custorner deposits - - - 63.447,070 63.447,070
Due 10 banky and Hinsnnial mstitutions - - . 4409427 4,409,427
Sukuk (inancing instrumients - - - 4,176,015 4,176,015
Medium term wakala finance - - 3,752,543 3,752,543
Payables and other labilities - - - 3,679.923 3.679,923
- - 79,464978 79,464,978
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58 Financial asscts and liabilitics (continued)

At 3t December 2009

77

Frnuncings Farr value
and Avatlable through prolit Amortsed Catrying
receivables for sale and loss cost amount
ALDO0 ALD™ 000 AFDOVO ALEDOU0 ALD'000
Fmanciad usvets
Balances with central banks - - - 10,120,397 10.120,397
Dae from banks and firancial institutjons - - - 2557254 2,557,258
Iskamie Ninancing and 1nvesting
ASseLS 19,924 94) - - - 49,924 941
fovestment in Eslarme sukuk - 969 6813 - 8321114 9,290,797
Other (pvesumeats - 1.797.386 128.561 - 1.925.950
Receivables and other assets 1,354,661 - - 1,554 601
51,279,602 2767072 128.561 20,998 769 75,174 004
Fowmewd habdities
Costonier deposits - - - 64,195,503 61,195,303
Due 1o banks and financal instititons - - _ 1449 051 1,449 031
Sukuk fipincing 1nstruments - - - 2415034 2,415,033
Medium term wakala linance - - - 375253 3,752,543
Payables and other liabihities - - - 3,370,804 3.370.801
- - - 75,182,935 75,182,935

59 Risk management

59.1 Introduction

Risk is inhereat in the Bank's activities but it is managed through a process of ongoing identification,
measurement and moniloring, subject to risk limils and other controls. This process of risk management is
critical to the Bank's continuing profitability and each individual within the Bank is accountable for the
risk cxposures relating to his responsibifities.

The Bank is exposed to a number of risk including credit risk, liquidity risk and market risk. the fatter
being subdivided into trading and non-trading risks. It is also subject to operating risks.

The independent risk controt process does nol include business risks such as changes ir the environment,
technology and industry. They are monitored through the Bank’s strategic planning process.

59.1.1 Risk management structure

The Bouard of Directors ts ultimately responsible for identifying and controlling risks; howevcr, there are
scparate independent bodies responsible for managing and monitoring risks.

Bourd of Directors

‘The Board ot Dircctors is respansible for the overall risk management approach and for approving the risk
strategies and principles,
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59 Risk management (continued)
59.1 Introduction (continued)
Risk Management Committee

The Risk Management Conmunittee has the overall responsibility for the development of the risk strategy
and implementing principles, frameworks, policies and limits. [t is responsible for the fundamental risk
issues and manages and monitors relevant risk decisions.

Risk Munagement Department

The Risk Management Department is responsible for implementing and maiataining risk related procedures
o ensure an independent control process. The department is responsible for credit approval, credit
administration, porttolio management, credit risk. market risk. aperational risk and overall risk control.

Asvef and Liability Munagement Committce

Assel and Liability Management Commitiee is responsible for managing the Bank's asscts and liabilities
and the overall financial structure. It is also primarily responsible for the funding and liquidity risks of the
Bank.

Imternal Audit

Risk management processes throughout the Bank arc audited periodically by the internal audit which
examines both the adequacy of the procedurcs and the Bank’s compliance with the procedures. Internal
Audit comments the results of their assessments with management. and reports its findings and
recommendations to the Audit Committee.

5§9.1.2 Risk measurement and reporting systems

The Bank measures risks vsing conventional qualitative methods for credit, market and operational risks.
Further. the Bank also uscs quantitative analysis and methods o support revisions in business and risk
strategics as and when required. These analysis and methods reflect both the expected loss likely to arise in
normal course of business or unexpected losses in an unforeseen event bascd on simple statistical
techniques and probabilities derived from historical experience. ‘Lhe Bank also runs stress scenarios that
would arise in the event that extreme events which are untikety to oceur do, in fact, occur.

Monitoring and controfling risks is primarily performed based on limits established by (he Bank. These
limits retlect the business strategy and market environment of the Bank as well as the tevel of risk that the
Bank is willing to accept, with additional emphasis on selected industries.

Intormation compiled from all the businesses is examined and processed in order 1o analyse, control and
tdentify carly risks. This information is presented and cxplained to the Board of Direclors. the Risk
Comimintee, and the head of each business division. The report includes aggregate credit exposure, ftmit
exceptions, liquidity and other risk profile changes. On a monthly basis detailed reporting of industry.
customer and geographic risks tukes place. Senior management assesses the appropriateness of the
provision for impairment losses on a quarterly basis.
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59 Risk management (continued)

59.1  Introduction (continucd)
59.1.3 Risk mitigation

As part of its overall risk management, the Bank uses various methods to manage cxposures resulting from
changes in credit risks, profit rate risk, foreign currencies. equity risks. and opcrational risks.

The Bank seeks to manage its credit risk exposures through diversification of financing and investment
activities to avoid undlue concentration of risk with individuals and groups of customers in specific
locations or businesses. The Bank actively uses coltateral to reduce its credit risks.,

The market risk is managed on the basis of predetermined asset allocation across various assct categories
and continuous appraisal of market conditions for movement and cxpectation of foreign currencies rate,
bench mark protfit rates and equity houses.

[n order to guard against liquidity risk, management has diversified funding sources and assets arc managed
with overall Bank liquidity in consideration maintaining a healthy balance of cash and cash equivalents.

To manage all other risks, the Bank has developed a detailed risk munagement framewaork to identify and
apply resources to mitigate the risks.

59.1.4 Risk concentration

Concentrations arise when a number of counterparties are engaged in similar business activilics, or
activities in the same geographic region, or have similar economic features that would cause their ability to
meet contractual obligations to be simjlarly aflccted by changes in cconomic, political or other conditions.
Concentrations indicate the relative sensilivity of the Bank’s performance to developments affecting a
particular industry or geographical location.

In order to avoid excessive concentrations of risk, the Bank's policics and procedures include specific
guidelines to focus on maintaining a diversified portfolio. [dentified concentrations of credit risks are
controlled and managed accordingly.

59.2  Credit risk

Credit risk is the risk that one party to a financial instrument will fail to discharge an obligation and cause
the other party to incur a tinancial loss. The Bank attempts to control credit risk by monitoring credit
exposures, limiting transactions with specific counterparties and continuvally assessing the creditworthiness
of counterpartics. In addition to monitoring credit limits, the Bank manages the credit exposure relating to
its trading acuivities by entering collateral arrangements with counterparties in appropriate circuinstances
and limiting the duration of exposure. In certain cases, the Bank may also close out transactions or assign
them to other counterpartics to mitigate ceedit risk.

Concentrations of credit risk arise when a namber of counterpartics are engaped in similar business
activities, or activitics in the same geographic region, or have similar cconomic features that would cause
their ability to meet contractual obligations to be similfarly affected by changes in economic, political or
other conditions. Concentrations of credit risk indicate the relative sensitivity of the Bank's performance to
developments affecting a particular industry or geographic location.
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59 Risk management (continued)

59.2  Credit Risk (continued)

Management of credit risk

‘The Bank’s credit risk management framework includes:

= Establishment of authorisation structure and limits tor the approval and renewal of credit facilities;

* Revicwing and assessing credit exposures in accordance with aothorisation structure and limits. prior to
facilities being sanctioned to customers. Renewals and reviews ot facifitics are subject to (he same
review process;

= Diversification of Islamic financing and investment activities;

= Limiting concentrations of exposure to industry sectors, geographic locations and counterparties: and

= Reviewing compliance, on an ongoing basis, with agreed exposure limits relating to counterpartics,
industries and countries and reviewing limits in accordance with the risk management strategy and
market trends.

The Bank has established a credit guality review process to provide carly identification of possible changes
in the creditworthiness of counterpartics. Counterparty limits are established by the use of a credit risk
classilication system, which assigns each counterparty a risk rating. Risk ratings are subject to regular
revision. The credit quakity review process allows the Bank to assess the potential loss as a result of the
risks to which it is exposed.

Credit risk measurement

The Bank assesses the probability of default of individual counterparties using internal rating tools tailored
to the various categories of counterpartics. Whilst some of the modets for assessment of Real Estate
projects arc internally developed, others for the Corporate, Contracting and SME businesses have been
acquired from Moady's and are housed with the Moody's Risk Analyst rating tool, which has been
implemented during 2009,

The rating tools are kept under review and upgraded as necessary. The Bank regularly validates the
performance of the rating and their predictive power with regard to default events.

Collateral

The Bank employs a range of policics and practices to mitigate credit risk. The most traditional of (hese is
the taking of securitics lor amount advance, which is a common practice. The Bank implements guidelines
on the acceptability of specitic classes of colfateral or credit risk mitigation. The principal collateral types
for Islamic nancing and investing assets are:

* Mortgages over residential and commercial propertlies:

* Corporate and financial guarantees;

* Charges over business assets such as premises, machinery, inventory and accounts receivable; and
« Charges over hinancial insiruments such as financing securities and equities.

Istapiic derivative financial instruments

Credit risk arising from derivative financial instruments is, ut any time, limited to those with positive fair
values. as recorded in the consolidated statement of financial position.
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59.2  Credit risk (continued)
Credit-related commitments risks

The Bank makes available 1o its customers guarantees and letters ol credit which require that the Bank
makes payments in thc cvent that the customer fails to fulfill certain obligations to other parties. This
exposes the Bank 1o a similar risk to financing and investing assets and these are mitigated by the same
control processes and policies.

59.2.1 Maximum exposure to credit risk without taking account of any collateral and other credit
enhancements

The table betow shows the maximum exposure to credit risk for the components of the consolidated
statement of financial position. including derivatives. The maximum exposure is shown gross, before the
cffcet of mitigation through Lthe use of master netting and collateral agreements.

Gross Graoss

maximum maximum

exposure exposure

2010 2009

AED’000 AED’000

Balances with central banks 9,872,471 10,120,397
Due from banks and financial institutions 2,356,531 2,557,258
Islamic Bnancing and investing asscts 60,128,141 51,873,243
Investment in Islamic sukuk 8,200,476 9,290,797
Other investments 1,772,946 1.925.950
Reccivables and other assets 2,076,134 1,456,394
84,406,699 77.224,039

Contingent liabilities 11,309,713 14,004,529
Commitments 12,956,471 11,633,501

Total 108,672,883
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59 Risk management (continued)

59.2  Credit risk (continued)
59.2.2 Risk concentrations of the maximum exposure to credit risk

Concentration of risk is managed by client/counterparty, by geographical region and by industry scctor.
The Bank's financial assets, before taking into account any collatcral held or other credit enhancements can
be analyscd by the following geographical regions:

At 31 December 2010

Retail and
business Wholesale
banking banking Total
AED000 AED'000 AED'000
LLALLE. 25,902,054 76,508,874 102,410,928
GCC - 3,276,653 3,276,653
South Asia 394,739 1,768,559 2,163,298
Lurope - 436,667 436,667
Alfrica - 183,662 183,662
Others - 201,675 201,675
Total 26,296,793 82,376,099 108,672.883
AL3L December 2009
Retuil and
busincss Wholesale
banking banking Towat
A.D000 ALED000H ALDTOG0O
U.AL. 11,244,248 81.736.633 93.000.853
OCC - 3,108,941 3. 108.94)
South Asia 472,148 1.793.872 2.268.020
turope - 1,723,087 1,723.087
Africa - 314,591 314,591
Others - 446,577 446,577

Tutal 14.716.366 91.145703 102,862,069
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59.2  Credit risk (continued)
§9.2.2 Risk concentrations of the maximum exposure to credit risk (continued)

An industry sector analysis of the Bank’s financial assets. before and after taking into account collateral
held or other credit enhancements, is as follows:

Gross maximum

Exposure

2010 2009

AED’000 AED000

Financial Institutions 18,517,858  20.392,723
Governmenl 11,170,038 9,585,125
Manufuacturing and scrvices 14,186,895 16,012,319
Real Estate 30,515910 34994946
Home financing 14,519,700 3,022,692
Consumer financing 11,393,439 8917311
Trade 8,369,043 8.936,953

Total 108,672,883  102.862.069

59.2.3 Collateral and other credit enhancements

The amount and type of collateral required depends on an assessment of the credit risk of the counterparty.
Guidelines are implemented regarding the acceptability of types of coliateral and valuation parameters,
The main types of collateral obtained are as foilows:

¢ For commercial financing and investing facilitics, charges over real estate properties, inventory and
trade receivables,
e Tor retail financing and investing tacilitics, charge over assets and mortgages over properties.

The Bank wlso obtains guarantees from parent companies for financings to their subsidiartes, but the
benefits are not included in the above table.
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59.2  Credit risk (continued)

59.2.4 Credit quality per class of financial asscts

‘The credit quality of financiaf assets is managed by the Bunk using internal credit ratings. 'he table below
shows the credit quality by class of asset for investing and financing rclated consolidated statement of
linancial position lincs, bascd on the Bank’s credit rating system.

At December 2010

Non-impaired exposures

l.ow and fair Individually
risk Past due impaired ‘Fotal
AED'G00 AED0B0 AED*000 AED'000
Balunces with Central bunks 9872471 - - 9872471
Due from banks and financial sstituions 2,356,531 - - 2356331
Istamie financing aad wnvesting assets 50,348,908 4,767,011 5,012,222 60,128,141
[nvestment in [slamic sukuks 8,200,476 - - £.200,476
Oniber mvestmens 1,772,946 - - 1.772,946
Recervibles and other assets 1,970,634 39,817 65,683 2,076,134
74,521,966 4,806,828 50177905 84,406,699
Contingent iabihiies 11,309,713 - - 11,309,713
Commitiments 12,956,471 - - 12,956,471
24,266,184 - - 24,266,184
Total 98,788,150 4,806,818 5,077,908 (08,672,883
At Deeemiber 2009
Non-impatred exposures
[.ow and fair Individually
t1sk Past duv unpatred Toual
AED 00D ALD 000 AED 000 AEDOOU
Batances with Ceagral banks 10,120,397 - - 10,120,397
Dug from banks and financial institutions 2557258 - - 2.557.258
Islamic inancing and investing asscts 15132195 3,634,043 3,107,008 51.873.243
Investment in Islamic sukuks 9.2901,797 - - 9.290.797
Other investments 1,925950 - - 19259350
Receivables and other assels 1,383,180 37963 43 251 1456394
70404777 3,662,000 3,150.256 77,224 )39
Contingent tiabiluwes 14,004,529 - - F1.004,529
Commitments 11,633,501 - - 11,633,501
25638030 - - 25,638,030

Total 06.049 807 3.662 00 3.150.156 102,862,069
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59.2  Credit risk (continued)
59.2.4 Credit quality per class of financial assets (continued)

Pusl due financing and Investing asscts include those that are only past due by a few days. An analysis of
past due investing and financing asscls, by age, is provided. The majority of the past due investing and
financing assets are not considered to be impaired.

Credit risk exposure of the Bank’s finuncial usseis for each internul risk rating

Moody's Total Tatal
equivalent 2010 2009
grades AED'000 AED'000
Low risk
Risk rating class | Aaa 12,249,828 13,812,166
Risk rating classes 2 and 3 Aal-A3 12,640,826 29.601.113
Fair nisk
Risk rating cluss 4 Baal-Baa3 19,237,170 24,631,065
Risk rating classes S and 6 Bal-B3 40,972,960 26424077
Risk rating class 7 Caai-Caas 13,688,058 1.581,386
Watchlist
Risk ruting cluss 8 4,806,136 3.662,0006
Impaired
Risk rating clusses 9, 10 and 11 5,077,905 3,150,256

108,672,883 {02,862.069

it is the Bank's policy to maintain accurate and consistent risk ratings across the credit portfolio. This
facilitates focused management of the applicable risks and the comparison of financing exposures across
4l lines of business, geographic regions and products. The rating system is supported by a variety of
financial analytics. combined with processed market information to provide thc main inputs f{or the
measurement of counterparty risk. All internal risk ratings arc tailored to the various categories and are
derived in accordance with the Bank’s rating policy. The attributablc risk ratings are assessed and updaled
regutarly. The Moody's cquivalent grades are relevant only for certain of the exposures in each risk rating
class.
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59 Risk management (continued)

59.2  Credit risk (continued)

59.2.5 Agcing analysis of past due but not impaired investing and financing assets per class of
financial assets

As at Decemnber 2010

Less than 31 to 60 61 to 90 More than
30 days days days 90 days Total
AED000 AED’000 AED’000 AED000 AED'000
Islamic {inancing and
investing assets 1,127,951 843,421 461,031 2,334,608 4,767,011
As at December 2009
[.ess than 3 to 60 61 to 90 More (han
30 days days days 90 days Total
AED'000 AED’000 AED'000 AED000 ALD 000
Islamic financing and
investing assets 1.330.921 725,390 180,007 1.377,725 3.634.043

Sce note 48 for more detailed information with respect 1o the alfowance for itmpairment losses on investing
and financing assets.

59.2.6 Carrying amount per class of financial assets whose terms have been rencgotiated

The table below shows the carrying amount for renegotiated financial assets, by class.
2010 2009

AED’0060 AED000

[slamic financing and investing assets 6,078,619 1.034,439
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59.2.7 Impairment assessment

The main considerations for the impairment assessment include whether any payments of principal or
profit are overdue by more than 90 days or there are any known difficulties in the cash tlows of
counterparties, credit rating downgprades, or infringement of the original terms ol the contract. The Bank
addresses impairment assessment in two areas: individually assessed allowances and collectively assessed
allowances.

Indviduadly assessed allowances

‘The Bank determines the allowances appropriate lor ¢ach individually significant Islamic financing or
investing asset on an individual basis. lems considered when determining allowance amounts include the
sustainability of the counterparty’s business plan, its ability to improve performance once a financial
difficulty has arisen, projected reecipts and the ¢xpected dividend payout should bankruptey easue. the
availability of other financial support and the realisable value of collateral, and the timing of the expected
cash flows. The impairment losses are evaluated at each reporting date. unless unforeseen circumstances
require more carcful attention,

Collectively ussessed ullowvances

Allowances arc assessed collectively for losses on Islamic financing and investing assets that are not
individually significant (including Islamic credit cards, auto murabahat. and unsecured retail Nnancing
assets) where there s not yet objective evidence of individual impairment. Allowances are ¢valuated on
each reporting date with cach portfolio receiving a separaic review.

The collective ussessment takes account of impairment that is likely to be present in the portfolio even
though there is not yct objective evidence of the impairment in an individual asscssment. Impairment
losses are cstimated by taking into consideration the following informatios: historical losses on the
portfolio, current economic conditions, the approximate delay betwecn the time a loss is likely to have
heen incurred and the time il will be identified as requiring an individuatly assessed impairment allowance,
and expected receipts and recoveries once impaired.  The impairment aliowance is reviewed by credit
management Lo ensure alignment with the Bank’s overall policy.

Acceptances, letiers of credit and guarantces are assessed and provision made in a similar manner as for
[slamic financing and investing assets.

59.3  Liquidity risk and funding management

Liquidity risk is the risk that the Bank will be unable to ineet its payment obligations when they fall due
under normal and stress circumstances. To limit this risk, managcment has arranged diversitied funding
sources in addition to its core deposit base, manages assets with liquidity in mind. and monitors future cash
flows and liquidity on a duaily basis. This incorporates an assessment of expected cash flows and the
availability of high grade collateral which could be used 1o sccure additional funding il required.
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59 Risk management (continued)
59.3  Liquidity risk and funding management (continued)

The Bank maintains a portlolio of highly marketable and diverse assets that can be casily liguidated in the
event of an unforeseen interruption of cash flow. The Bank also has committed lines of credit that it can
access to meet liquidity needs. In addition, the Bank maintains statutory deposits with Central Banks. The
liquidity position is assessed and managed vader a vartety of scenarios, giving due consideration 10 stress
factors relating to both the market in general and specilically to the Bank.

During 2007, the Bank issued a five year sukuk AED 2,822.25 miliion (USD 750 million) sukuk to
diversify sources of funding to support business growth going forward.

During 2009, the Bank has also opted to re-categorise wakala finance from UAE Ministry of Finance to
Tier 2 capital for seven yeurs.

‘The high quality of the asset portfolio ensures its liquidity and coupled with the Bank's own funds and
“evergreen” customer deposits help form a stable funding source. Even under adverse conditions, the
Bank has access to the funds necessary fo cover customer needs and meet its funding requirements.

The primary tool for monitoring liquidity is the maturity mismatch analysis, which is monitored over
successive time bands and across lunctional currencies. Guidelines are established for the cumulative
negative cash {low aver successive time bands.

§9.3.1 Liquidity risk management process

The Bank’s liquidity risk management process, as carried out within the Bank and monitored by a separate
team in Bank’s Treasury department, includes:

= Day-to-day funding, managed by moniloring tuture cash flows to cnsure that requirements can be met.
This includes replenishment of funds as they mature or are financed by customers;

»  Maintaining a porifolio of highly marketable assets that can easily be liquidated as protection against
any unforeseen interruption to cash flow;

«  Monitoring consolidated statement of financial position liquidity ratios against internal and regulatory
requirements; and

*  Managing the concentration and profile of investing and {inancing exposures maturities.

Based on the internal guidelines. the liquidity ratios at the end of cach quarter during the year was as
follows:

March June September December

2010 17% 19% 16% 8%

2009 24% 19% 12% 18%
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59.3

59.3.2 Funding approach

Liquidity risk and funding management {continucd)

89

Sources of liguidity are regularly reviewed by management to maintain a wide diversification by currency,
geagraphy, provider, product and term.

59.3.3 Non-derivative cash flows

The table below presents the cash flows payable by the Bank under non-derivative financial assets and
liabilitics by remaining contractual maturities at the consolidated statement of financial position date. The
amounts disclosed in the table are the contractual undiscounted cash flows, whercas the Bank manages the
inherent liquidity risk based on expected undiscounted cash mflows.

As at 31 December 2010

Balances with Cenlral
backs

Duc from banks and
financial institutions

Islamic financing and
invesling assets

tnvestment in [sjamic
sukuk

Other investments

Reccivables and other
assets

‘Fotal assets

Customers™ deposils

Duc 1o banks and

tinancial institutions

Sukuk financing
instruiments

Medium term wakala
{inance

Payable and other lixbiities

Accraed zakat

‘Total lizbilities

On demand
AED'000

4,039,601
337,077
8,948,557

14

60,512

13,385,761

21,252,483

183,309

1,434,465

22,870,257

Less than 3 months
3 months to | year
AED’000 AED'000
4,406,053 2,813,137
1,521,681 507,552
6,989,739 13,.358.379
- 247,550
- 706,995
80,944 2,093,236
12,998,417 19,726,849
22,396,508 8,414,400
439,950 1,799,643
30,797 152,391
266,427 1,531,586
- 146.336
23,153,682

1to§
years
AED000

25,667,204

7,691,630
1,065,951

56,338

34,481,123

12,001,973
2,370,226

4,785,580

447,445

19,605,224

Over 5
years
AED'000

17,125,545

1,701,642

5,844

18,833,031

1,267,146

4,803,255

6,070,401

Total
AED'000

11,258,791
2,366,310
72,089,424

9,640,836
1,772,946

2,296,874

99,425,181

65,332,510
4,793,128
4,988,768

4,803,255
3,679,923
146,336

83,743,920
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59 Risk management (cuntinued)
59.3  Liguidity risk and funding management (continued)
59.3.3 Non-derivative cash flows (continued)
As at 31 December 2009
Lessthan 3 3 monthsto | {10 3 years Over 3 years
On demand months year Tolal
AED 000 AEDTG00 AED'00D AED 000 AED 000 ALD000
Balances with
Central banks 6.376.863 3,743,534 - - - 10,120.397
Pue from banks
and financial
institlutions 1.875.297 692.838 - - - 2,568,135
tslamic {inancing
and invesling asscts 7.189,630 6,299.258 11.563.259 25,695,370 11,513,388 62,263,122
[nvestmem in
Islamic sukuk - 2.582 1.218.784 6.889.816 3.202.203 11.313.385
Other investments - - 864.988 t,060.962 - 1,925,950
Reccivables and
other assets - - {464,071 - - 1.464.071
Total assets 15,441.810 10.738.209 (5,113.102 33,646,348 14.715.591 89.655.060
Customers’
deposils 24,590,701 21.606.229 7.894.737 11.553.315 142,442 635.787.424
Due to banks and
finuncial instiiutions 53.890 147,957 1,286,129 - - 1.487.976
Sukuk financing
instruments - 30,188 90.564 2.777.28Y - 2.898.041
Medium term
wuakala fimance - - - - 4.803.255 4,803,255
Pavable and other
liabilities 843,424 177.180 1,924,237 422,103 - 3,366.944
Accerued zakat - 142.807 - - - 142,807
Towal liabilities 25,488.(H5 11,195,667 14,752.707 4,943,697 78.486.447

22,104,301

Asscts available to meet all of the liabtlities and o cover outstanding commitments include cash. cenrral
bank balances, ilems in the course of collection, short term international murabahat with banks. investing
and financing asscts and other tnvestments.

The Bank's [slamic derivatives wilf be settled on the following basis:

= Unilateral promise to buy/sell currencies: This mainly comprise promises to either buy or sell a
specilicd currency at a specific price and date in the future.

= [slamic derivatives: comprise Istamic profit rate swaps.

The table below analyses the Bank's derivative financial liabilitics that will be settled on a net basis info
relevant maturity groupings based on the remaining period at the consolidated staternent of financial
position to the contractual marturity date. The amounts disclosed in the table are the contractual
undiscounted cash flows.
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59 Risk management (continued)

59.3

59.3.4 Derivative cash flows

As 2t 31 December 2010

Liquidity risk and funding management (continued)

91

On demand Less than 3 3 manths to 1toSs Over 5
months 1 year years years Total
AED000 AED'000 AED'900 AED 000 AED'080  AED000
Unilateral promise Lo
buy/sell currencies - 2,552,713 2,748,360 7.181 - 5308254
tslamic profit rate
Swaps - - - 9,324,101 671,550 9,995,651
- 2,552,713 2,748,360 9,331,282 671,550 15,303,905
As al 31 December 2009
On demand Lessthan 3 3 months Lo 1wS5 Over 5
months | year yedrs years Total
ALD000 ALDGOO ALD 008 A¥D000 AED 000 AED000
Unilateral promise 1o
buy/sel] currencies - 3,807,118 1.332.980 3.288.135 - 8428233
Istamic prolit rule
Swaps - - - 12,217.140 392,601 12,600.741
- 3.807,118 1.332,9R0 392,601 21.037.974

15.505.275
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59 Risk management (continued)

59.3  Liquidity risk and funding management (continued)
59.3.5 Off balance sheet items

The table below shows the contractual expiry by malurity of the Bank's contingent liabilities and
commitments

As at 31 December 2010

On Less than J months [to§ Over 5
demand J months to [ year years years Total
AED'000 AED 000 AED'000 AED'000 AED'000 AED0DD
Commiments
on behall of
customers:;
- Letters of
guaraniee - 5,969,424 2,676,783 133,805 35 8,774,047
- Letters of
credil - 1,442,063 1,093,603 - - 2,535,666
- 7,411,487 3,764,386 133,805 35 11,309,713
Capitat
commitments - 87.021 44,988 256,923 - 388,932
Total - 7,498,508 3,809,374 390,728 35 11,698,645
As al 3] December 2009
On l.ess than 3 months lio3 Over 3
Demand 3 months o | vear years years [otal
AED 000 AED 000 AED 000 AED 000 ALEDT000 AED™ 000
Commitmenis
on behalt ot
CUSLOMETS:
- Letters of
guarantee - 7.157.079 3.120,670 206,837 - 10.4R4.586
- teters ol
credil - 1.599.509 (,838.109 82325 - 3.516.943
- 8.756.588 4938779 289,162 - 14.004.329
Capital
commitments - 72.840 123,346 220.071 - 416,257

Total - 8.829.428 5.082.125 509.233 - 14,420,786
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59 Risk mapagement (continued)
594  Market risk

Market risk arises from changes in market rates such as profit rates, foreign cxchange rates and equity
prices, as well as tn their correlation and tmplied volatilitics, Market risk management is designed to
limit the amount of potential losses on open positions which may arise due to unforeseen changes in profit
rates, forcign exchange rales or equitv prices. The Bank is exposed to diverse financial instrunients
including securities, foreign currencies, equities and commodities.

The Bank pays considerable attention to market risk. The Bank uses appropriatec models, as per standard
marker practice. for the valvation of its positions and receives regular market information in order to
regulate marcket risk,

The trading market risk framework comprises the following clements:

* Limits to cnsure that risk-takers do not exceed aggregate risk and concentration parameters set by
senior management.

*  Independent mark-to-market valuanon, reconcitiation of positions and tracking of stop-losses for
trading positions on a timely basis.

The policies and procedures and the trading limits are set to ensure the implementation of the Bank’s
market risk policy in day-to-day operations, These are reviewed periodically to ensure they remain in line
with the Bank's general market risk policy. The Chict Risk Officer of the Bank e¢nsures that the market
risk management process is always adequatcly and appropriately staffed. ln addition to its internal
procedures and sysiecms, the Bank is required to comply with the guidelines and regulations of the Central
Bank of the U.A.L,

59.4.1 Profit margin risk

The Bank is not significantly exposed to risk in terms of repricing of its customer deposits since, in
accordance wilh Istamic Sharia’a, the Bank does not provide contractual rates of return to its depositors or
investment account holders. The return payable to depositors and invesiment account holders is based on
the principie of the Mudaraba by which the depositors and investment account holders agree to share the
prolit or loss made by the Bank’s Mudaraba asset pool over a given period.
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59 Risk management (continued)
59.4  Market risk

39.4.2 Profit rate risk

Profit rate risk arises from the possibility that changes in profit rates will affect future profitability or the
fair values of financial tinstruments. The Bank is exposed to prohit rute risk us a result of mismatches or
gaps in the amounts of assets and liabilities and off- batance sheet instruments that mature or re-price in a
given period. The Bank manages this risk through risk management strategics.

The ctfective profit rate (effective yield) of a monetary financial instrument is the rate that, when used in
a present value calculation, resulis in the carrying amount of the instrument. The rate is a historical rate
for a fixed rate instrument carried at amortised cost and a current rate for a floating ratc instrument or an
instrument carried at fair value.

The following table demonstrates the sensitivity to a rcasonable possible change in profit rates, with all
other vartables held constant, of the Bank's consolidated income statement.

The sensitivity of the consolidated income statement is the effect of the assumed changes in profit rates
on the net income for one year, based on the variable profit rate non-trading financial asscts and linancial
liabilitics held at 31 December.

Sensitivity of profit Sensitivity of profil
on Istamic on Islamic
Increase in financing and Increase in financing and
Currency basis points investing assets basis points investing asscls
2010 AED’000 2009 AED'000
AED 50 51,252 50 53.917

UsH 50 8,651 50 9,564
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59 Risk management (continued)

59.4  Market risk (continued)

59.4.3 Foreign exchange risk (continued)

Sensitivity analysis — impact of fluciuation of various currencies on net income and equity

The tables below indicate the extent ta which (he Bank was exposed 1o currency risk at 31 December on
its non-trading monetary assets and liabilities, and forecast cash flows. The anafysis is performed for a
reasonable possible movement of the currency rate against the AED with ali other variables held
counstant, including the effect of hedging instruments, on the consolidated income statement (duc to the
changes in the fair values of currency sensitive non-trading monetary assets and liabilities) and equity
(due 10 the change in fair value of foreign currency denominated available-for-sale equity instruments).
A negative amount in the able retlects a potential net reduction in consolidated income statement and
equity. while a positive amount reflects a net potential increase. The sensitivity analysis does not take
account of actions by the Bank that might be taken to mitigate the ¢lfect of such changes.,

Increase in Effect on Increase in Lffect on
currency profit before currency rate  profit before
rate in % tax in % tax

Currency 2010 2010 2009 2009
AED'000 AED ~000
UsD +2 38,686 +2 30,290
GBP +2 (E)) 2 N
EURO +2 575 +2 1.017

Decrease isnt Effect on Deccrcase in Effeet on
currency profit before cwrrency rate  profit before
rate in % tax in % lax

Currency 2010 2010 2009 2009
AED'000 ALD 000
UsD -2 (38,686) -2 (30.290)
GBP -2 4 -2 1
EURO -2 (8§75) -2 (L017)

59.4.4 Foreign investment

The Bank has significant income recorded in its overseas subsidiaries and is theretore exposed to
movements in Lhe torcign currency rates used to convert income into the Bank's presentation currency,
the U.AE. Dirham,

The 1able below indicates the change in recorded profit before tax and equity had the result for the ycar
ended 31 December been translated at exchange rates against the AED adjusted. with all other variables
held constant, by the assumed changes below. The sensitivity analyses do not take account of actions by
the Bank that might be taken to mitigate the effect of such changes.

Increase in Effect on [ncrease in FiTect on
currency profit before Effect on currency rate  prolit betore LEffecton
rate in % tax equity tn % tax equity
Currency 2010 2010 2010 2009 2009 2009
AED000 AED'000 ALED 000 ABED 000
Pak Rupees +5 - 13,629 t3 615 31,703
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59 Risk management (continued)
59.4  Murket risk (continued)

59.4.4 Foreign investment (continued)

Decrease in Effect on Decrease in VItect on
currency profit before Effect on awmrency rale  prolit belore Liffect on
rate in % tax Equity in% Lax Liquity
Currency 2010 2010 2010 2009 2009 2009
AED'000 AED'000 AED’800 ALED’000
Pak Rupees -5 (N (12.335) -5 551 (3.684)

59.4.5 Equity price risk

Equity price risk is the risk that the fair values of equitics decrease as the result of changes in the levels of
equity indices and the value of individual stocks. The non-trading equity price risk exposure arises from
the Bank’s investment portfolio.

The effect on cquity (as a result of a change in the fair value of equity instruments held as available-for-
sale at 31 December 2010) due to a reasonably possible change in equity indices, with all other variables
held constant, is as follows:

Effect on Fftect on
consolidated consolidated
% Change income Effect on income Effect on
in Market statement equity statement equily
Market indices indices 2010 2010 2009 2009
AED’'000 AED'000 AED 000 ALD 000
NASDAQ Dubai + 5% - 4,583 - 15,142
Abu Dhabi Stock Market + 5% - 3,035 - 2,530
Dubai Intl Financial Exchange +5% - 9,351 - 8.631
Rahrain Stock Exchange T 5% 894 - 2.642 -
Saudi Stock Lxchange +5% - 3,192 - 3321
Doha Stock Txchange + 5% - 1,293 - 1.230
Others +5% 1,005 1,530 1.668 LO12

59.5  Operational risk

Operational risk is the potential exposure to financial or other damage arising from inadequate or faifed
intermal processes, people or systems.

The Bank has developed a detailed operational risk framework. The frameywork clearly defines roles and
responsibilities of individuals/units across difterent functions of the Bank that are involved in performing
various operational risk management tasks. Opcrational Risk Management Framework will ensure that
operational risks within the Bank are properly identified. monitored, managed and reported. Key elements
of the framework include process mapping, sctting vp loss data base, setting up of KRIs. risk analysis and
risk management reporting,

‘The Bank 1s currently using operational risk tracking system. 1.e. ORMIS 1o track operational risk events
across the bank. The system houses three years of operational loss data. The subject system is currently
enhanced to automate KRI, RCSA.
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59 Risk management (continued)

59.5  Operational Risk (continued)

Lach new product introduced is subject to a risk review and signoff process where all relevant risks are
identificd and assessed by departments independent of the risk-taking unit proposing the product.
Variations of cxisting products are also subject 10 a similar process. Business and support units are
responsible for managing operations risk in their respective functional areas. They operate within the
Bank's operational risk manapement framework and ensure that risk is being managed within their
respective business units. The day-to-day management of operations risk is through the maintenance of a
comprehensive system of internal controls, supported by robust systems und procedure to monitor
transaction positions and docwmentation, as well as maintenance of key backup procedures and business
contingency planning.

59.6 Capital management

59.6.1 Regulatory capital

The Bank’s tead regulator the Central Bank of U.A.E. sets and monitors capital requirements for the Bank
as a whole. 'The parent company and individual banking operations within the Bank are directly
supervised by their respective focal regulators.

The Buank’'s regulatory capital is analysed into two tiers:

= Tier | capital. which includes ordinary share capital, share premium, retained carnings, translation
reserve and minority interests after deductions for goodwill and intangible assets, and other regulatory
adjustments relating to items that are included in equity but are treated differentty for capital adequacy
purposes.

= Tier 2 capital, which includes qualifying subordinated liabilities, coltective impatrment allowances and
the clement of the fair value reserve relating to unrealised gains on equity instruments classified as
available for sale.

Capital management

The Bank's objectives when managing capital, which is a broader concept than the ‘equity’ on the tace ol
consalidated statement of (inancial position, are:

*«  To comply with the capital requirements set by the Central Bank of United Arab Emirates;

v To safcguard the Bank's ability to continue as a going concern and increase the returns for the
shareholders; and

= [0 maintain a strong capital base to support the development ol its business.

Capital adequacy and the use of regulatory capilal are monitored on a rcgular basis by the Bank's
management, employing techniques based on the guidelines developed by the Basel Committee and the
Central Bank of United Arab Emirates. The required information is fited with the regufators on a monthly /
yuarterly basis.

The U.ALL Central Baok vide its circular No. 27/2009 dated 17 November 2009 informed all the Banks
operating in the U.AE. to implement Standardised approach of Bascl 11 lrom the date of the circular. For
credit and market risk, the Central Bank has previously issued draft guideline for implementation of
Standardised approach and Banks are cxpected to comply and report under pillar 2 — Internal Capital
Adequacy Assessment Process (ICAAP) requirements by March 2010. For operational risk, the Central
Bank has given Banks the option to use the Basic Indicators approach or the Standardised approach and
the Bank has chosen 1o use the Standardised approach. Banks in the U.ALE. are currently on a paralfel run
on Basel | and Basel I1.

Further, tfrom June 2010, all Banks opcrating in the U.A.E. arc required to maintain a capital adequacy
ratio at 12%.
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59

59.6

59.6.1

The ratios calculated in accordance with Basel I and Basel [f are as loBows:

Risk management (continued)
Capital management (continued)

Regulatory capital (continued)

Tier { Cupital

Share capital

Statutory reserves
Donated land reserve
General reserves
Retained carnings
Non-cantrolting interest

L.ess:

Goodwill and intangibles
Curnulative deferred exchange losses
Treasury shares

Tier 2 Cupital

Hcedging reserves

Assets revaluation reserve
Collective impairment
Medium term wakala finance
Deductions lor associates

Total capital base

Risk weighted assets

On statement of hnancial position
OIT statcment of balance sheet
Credit risk

Market risk

Operational risk

Tuta] risk weighted ussets

Cuapital Rutios

Total regulatory capital expressed as a
peecentage of tolal risk weighted assets

Tier | capital to totad risk weighted assets
atter deductions for associates

60

Approval of the consclidated financial statements

Basel [

2010 2009
AED'000 ALED’000
3,797,054 3.617.505
2,731,879 2.731.879
2,350,000 2,350.000
368,723 104,025
947,008 1910
10,194,664 £.808.319
(17,258) (34,516)
- (70.901)
10,177,406 %.702.902
4,795 22.770
(243,166) -
764,689 352.814
3,752,543 3.752.543
(551.053) (325.300)
3,727,808 3,602.827
13.905.214 12.305.729
66,066,432 61.005.391
6,764,718 7.772.421
72,831,150 68,777.812

19.1% 17.9%

13.6% 12.3%

100

Basel 11
2000 2009
AED'000  AED 000
3,797,054 3.617.505
2,731,879 2.731.879
176,139 276,139
2,350,000 2.350.000
368,723 104,025
942,434 -
10,466,229 9.079.548
(17,258) (34.516)
(79,279) (74.321)
. (70.901)
10,369,692 $.899.810
4,795 22,770
(243,166) ;
764,689 352.814
3,752,543 3.752.543
(596,950) (525.300)
3,681,911 3.602.827
14,051,603 12.502.637
73,395,388 64,478,003
1,986,235 2.026.564
3,772,256 5051.584
79,153,879 71356151
17.8% 17.5%
12.7% 12.1%

The consolidated financial staiements were approved by the Board of Directors and authorised for issue on
§ March 20101.



