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Independent Auditor's Report

The Sharebolders
Masbreqbank psc
Dubai

United Arab Emirates

Report ou the Consolidated Financiel Statemcots

We have audiled the accompanymg consolidated financia) atatements of Mashreqbaok pac (“the Bank®) and
Svbsidiaries (collectively “the Group™) (a Public Sharcholding Compsny), which comprise tho consolidated
balance sheel s of December 31, 2007, and the coneolidated income statement, consolidated statement of
changer in cquity and consolidated cagh flow statemont for the year then ended, end a summary of sipnificant
accounting palicies and other explanatery notes,

Management's Respansibility for the Consolidatsd Financial Statements

Management is respansible Jor the preparation end fair presentation of these coneolidated financia! statemeants
in actordange with Intermational Financial Reporting Standards. This responsibility includea: designing.
implementing and maintaining intcmal tontrol relovant ta the preparation end fair presentation of consolidated
financial statements that are Frec from materdal misstatement, whether due o fraud or eror; sclecting end
applying oppropriate aceounting policies; and meking uecounting cstimates that sre reasomeble in the
cirumnstances.

Auditar 's Responsibility

Qur responsibility s to exprass an opinion on these consolideted financinl statemenis based on gur audiv. Wa
conducted our eudil in sccordance with Intemational Standards on Auditing. Those standards require that we
somply with ethical requirements and plan and peeform the audit to obtain roesonrble assurance whether the
financia) statements are free from meterial migstatement. An sudil involves perforoiing praccdures to abtsin audil
evidence about the amounts and disclotures in the financia) statements, The proceduree sclected depend on the
auditor's judgment, including the asscssment of the risks of material misstatement of the financial statements,
whether due to fraud of error. In making those risk asecssments, the auditor comsiders interns! control relevant to
the cntity's preparation and fait presentation of the financial statgments in order to design audit procedures that
sre appropriate in the circumstances, but not for the purpoae of exprossing an opinion on the sffoctivencas of the
entity’s internz! control. An audit lso includes evalusting the appropriatencss of accounting policics used and the
reasonableness of accownting estimates made by management, as well aa eveluating the overall presentation of the
financial statements.

We believe thal the audit evidance we have obtained ia sufficicnt and appropriate to provide a basis for our audit
opinion,

Cont'd...

. . . . be
Audit.Tax. Consulting . Financial Advisory . Blotts Touthe Tohmatau



Deloitte
Independent_Auditor’s Report to the Shareholders_of Mazhreqhank psc, Dubsl Usited Arah
Emirstes - continued (page 2 of 2)

Opinion

In our opinion, the cansolidated financial statements present fairty. in el1 matetial respects, the finencial position
of the Geoup as of December 31, 2007, and its Bnancial performance and ita cash (ows for the year then ended
in accordance with International Financial Reporting Standards and the Central Bank of the United Arsb Emirstes
requircments.

Report on Other Legal and Reguiatory Requirements

Also, in our opinjon, the Group has maimtained preper books of aceounts, We obtained all the information and
explanations which we considered nccessary for our audit. According to the information available to L, there
were No contraventions during the year of the U.A.E. Federal Commercial Companice Law No. 8 of 1984,

88 amended, or the Bank's Asticles of Association which might have materially affected the financial position of
the Benk or its (inancial performance,

Dcloitte & Touche
DI~
Anis Sadek (Reg. No, 521)

Dubal
January 22, 2008



Mashregbank pse Group
Consolidated Balance Sheet as of

Ducember 31, 2007 Deogmber 31, 2006
Notg AED'000 USS000 AEDD00  Us$oon

Equivatent Equivaicnt

Assets .
Cash and balances with ¢entral banks 5 106,200,323 5,499,625 2,405,688 (54,965
Deposits and belances due from banks 4 7,959,847 2,167,124 8.556,512 2,329,679
Trading investmenty 7 10.023,141 2,718,870 10,094,456 2,748,286
Loans and advances (net) 8 35994974  9.799,885  28.572,233  7.778.99]
Islamic financing and investment producis 9 2,345,269 638,516 §29,004 225,705
Non-trading investments 7 4,749,019 1,292,953 2,840,993 773,480
Interest receivable and other asscts 10 5472924 1,490,042 2,781,805 757,366
Investment property 1 498,440 135,704 361,739 98,486
Property and equipment 12 383,661 104.459 302,278 82,296
Total assets 87,627,397 13,357,173 56,745,118 15,445,254
Lisbilitics
Deposits and balances due to banks 13 13,397,024 3,647434 §,702,538 1,552,556
Repurchase agreements with banks 14 3,834,313 1,043,919 1,285,612 35007
Customners' deposits 15 46,133,514 12,560,173 313,908,235 9,231,753
Islamic customers’ deposits 2,153,198 586,223 747,890 203,618
Insurance snd Jife assurance funds 16 516,895 140,728 373,940 101.807
[nterest paysble and other liabilities 17 5,857,323 1,594,696 3,356,287 913,931
Medium-term flosting rste notes 18 5,234,025 1,425.000 3,397.525 925,000
Long-term loans 19 16707 ___454% ___ 2354] ____ 6409
Total abilities 72141999 21002733 48796152 11.2R5.09)
Equity
Capital and reserves
Shere capits) 20(0) 1,126,054 206,576 BGA,195 235,828
Swtutery and lege! reserves 20(b) 599,009 163,085 469,453 127812
Gereral reserve 20(c) 312,008 84,944 312,000 84,944
Cumulative ranslation sdjustment (2.155) (587 {11,449 (3.117)
Tnvestments revaluation reserve 510,578 139,009 184,220 50,155
Retained eamings 068366 1924432  _5557.049 1512973
Equity attributabile to equity holders of the

parent 9,613,852 2,617,439 7317568  2.008.595
Minority Inferest 21 B70546  __237.012 5N 153,560
Total equity 10,484,398 2. 451 7948061 _2.164,161
Total Habllitics and equity £7,627,397 23857173 56,745,115 15.449.254

The aceompanying notes form an integral part of these consolidated finencial statements,
The financia} stalements on pages 3 1o 72 were approved by the Board of Dircators and signed on its behalf by

D .- L T AryisrvTrery

AbdSTTR Alimed Al Ghuralr Abdul Aziz Abdulla Al Ghurair
Chalrman Chicl Executive Officer



Mashregbank psc Group

Consolidated Income Statement
for the year ended

Interest income
Income from Iglamic financing and
investment products

Total intercst income and income frory

Nete

23
24

Islamic financing and investment products

Intercst expense

25

Distributions to depositors - Islamic produsts 26

Net interest income and income from

Istamic products net of distributions to

depositors

Fee and comrmission income
Fee¢ and commission expensc

Net fee and commission income

Net investment income
Other income
Operating jacome

General and adminisirative expenscs
Allowanecs for loans and advances and
other financial aggets

Inceme before taxes
Oversoas income tax cxpense
Net income for the yesr

Afltributed to!

Equity holders of the parent
Minority interest

Eargings per share

27
27

28
29

30
3

21

32

_ December 31,2007

_Jlsccmber 31, 2006

AED'000 USS'000 AED'000 US$'000
Equivalent Equivalent

3,949,981 1,075,410 2,642,552 719,454
81,508 22,191 32.052 8,726
4,031,489 1,097,601 2,674,605 728,180
(2,788,349)  (759,148) (1,763,923)  (480,240)
(42,682) {11,620} {28,508) (7.761)
1,200,458 326,833 882,177 240,179
2,804,829 763,634 1,625,457 443 542
{1,713.625) _(466.546) (918.034) _ (245.941)
1.091,204 297,088 107,423 192,601
873,759 237,887 768,407 209,204
685,065 186,515 469431 127,806
3,850,486 1,048,323 2,827,438 769,750
(1,409,787)  (383,824) (1,031,470) (280,825)
308.385) _(83.060) _(146.604) __(30914)
2,132,014 580,539 1,649,364 449,051
{6.319) {1,720) (6.622) {1.803)
2,125,595 578,818 1,642,742 447,248
1,900,632 517,461 1,570,640 427,618
226363 __61388 __ 72102 _J9.630
2,125,995 578,519 1,642,742 447 248
AED 16.89 US$4.60 AED 1395 US§3.80

The accompanying notcs form an integra) part of theee consolidated financial statements,



Mashregbank psc Gronp

Consolidated Statement of Changes in Equity
for the year ended December 31, 2007

Atlributable
Stahutory Cumedative lavestments to equity
Share amdlegal  Geoeral translaon cevaluzifom Retsined  dolders of Minority
—capitsl  reseyves  geserve gdfmstmeo! _reterve  eyaipgs  _(heparen{  _inferest Total
ARDH0  AED'OOIC  AED’GDD AEDO00 AEDYWO0  ARD'DDD AED000 AED'E0¢ AEDON0

At December 31, 2005 B&6,195 4510 311,000 (265,045) 1461347 4,160,352 T.258.732 B35, 097 A 154,819
Chagges in Exic value of investmanes

during the yeay - - - - (L2t (1283,12)) 585 (1,635.5H)
Oversens emities” tranafation 2djustrent - - SRR ¥} = — 4586 | 4557
Tolal income{etpenses) recngnised

directly in equity - - - 4536 (1283,121) - (L278365) (328 (1,631413)
Net ncome for the year - - - - - 1.$70,640 1,570,640 32,102 L4642 742
Total income Far the year - - - 4,556 {L.283,521) 1,570,540 2,078 (280,746) 11329
Transfer to stenitary and legad ceserves - 614 - - - (614) - - -
Dividend paid ) . - - B3 (1 73.239) {35440} (208.620)
Share of minority in neody formed

subsidizsies - - <. - - 1,500 L3500
Reducten io mimarities® share capitl - - - : - = - 18005 [10.p6s)
A Derewnber 11, 7004 BG6, 193 489453 311400 {1 AR 12400 535,149 2,377,564 571,395 7548963
Chengps in Gir value af investoents

Suning the year - - . - 326,358 - 126358 149,521 875,879
Overseas entitics™ ranslation adjustment z = 9294 : : 5.1 n 9,335
Total incowe recognised diractly io equity - - 9,254 26358 - 135,652 t4%.552 435 204
Net imeome for the year - - - CRN P 2 1,900,632 23363 2125095
Total tacorne for the year - - - 2.2 126,358 1,900,632 2,216,284 A4S 411,159
Transles to stuvary i fegal ceserves - 129,556 {129.555) N -
Oividerd paid n - - - - - - oy (3L.BI1)
Bonus shares isgued 259 359 - - - - {259.859} -
Reduction i minesities” share capital - = - = - - - 44,753 134750
At December 31, 2007 L6054 ™o RIFA (2558} 0518 TO6RIGE 9511852 112 1 10,434,398

The accompanying wotes form an in/egral part of these consalidated finaccial sestements.




Mashreqgbank psc Group

Conselidated Casb Flow Stateynent
for the year ended December 31

Cash flows from operating nctivitles

Nat incomc for (he year

Adjustmenta to recomeilc not income to net cash
provided by operating activities:
Depreciation of property and equipment
Fair value adjustment = trading investrnents
Tranelation adjustment for ths year
Allowance for impairment of loans and advances
Fair value adjugtment — property investment
Loss/(gnin) o sale of property end equipment

Chenges in operaling assets and Hahititias:

Deeember 31, 2007

AED'000

2,125,995

67,400
(126)
9,294
193,536
(152.732)
67

Increase in deposits with eentral banks for regulatory pumposes  (417,507)

Increase in bank deposits rnaturing aller three months
Increase in curtomers® loana and advances

Increase in Jslamic financing and investing products
Increase in intcrest recaivablc and other assclz
Decrease/(increase) in trading {nvastments - net
Intreace in repurchase sgrecments with banks
Incressc in oustomers' deposits

Increase in Isfamic customer deposits

Increase in medium-term floating rate notes
Dacrease in long-term loans

Increase in doposits and balances dus to banks
Tnerease in ingurance and )ife eszurance funds
[netease in interest payable and other lisbilities

Net cash provided by/(used In) opernting activitle
Cash Mows from investing nctivities
Purchase of property and aquipment

Proceeds from eale of property and equipmeni
Purchase of non-trading investmenis, nec

Net cath used in Investing activitles
Cath Nows Mrpm financing sctivities
Dividend paid to shareholders
Dividend paid to minorily

Net capital withérawn by minonity
Nat cash used in financing activites

Increase/(decrease) i cash and cagh equivalents (Note 34)

{1,830,958)
(7,616,217)
(1,516,255)
(2,691,119)
71,451
2,548,703
12,225,279
1,405,308
1,33&500
{6,834)
7,694,486
142,955
2,500 452

16,589,606

(149,880)
1,027
(1,416.115)
1,564.9

(31,0 l—)
4

Q5233
14,948,905

USs'000
Equivalent

578,819

19,350
37)
2,530
52,691
{41,583)
13

(193,659)
(499,491)
(2.07,585)
{412,811)
(731,676)
19453
653,901
3,328,418
382,605
500,000
(1,861)
094,879

38,920
580,765
4516,633

{¢0,306)
279
385,347

(426079

(B.443)
(1217
_30619)

4,069,942

mber 31, 2006
AEDQ00 US$000
Equivaient

1642742 447245

53,949 14,687
(63,283)  (17,229)
4,556 1,240
83,124 22,631
(64,957 (17.467)

Q27 (89}

Q17,136 (5817
(623,716)  (169.811)
(6,385,928} (1,738,614)
(829,014)  (225,705)
(720,622)  (198.916)
(3.163929)  (861,402)
918312 250,017
3903443 1,062,740
747890 203,618
1,101,900 300,000
.124)  (1,939)
2569607 699,593
113492 30,899

_703243 191452
L9872 __(66.28)

(162,807) (44,325}
mwm 0

{327.556) _ (§9.079)
f488.626) _{133.303)

(173239)  (47,166)
(35.441) {9.649)
{8.504) {2315

L{217.084) _(33J3D)
(949.682)  (258,557T)

The accompanying notes form an integral pert of these consolidated financia! statemonts.
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Masbregbank psc Group

Notes to Consolidated Finauncial Statements
for the year ended December 31, 2007

General information

Mashreqhank pee (the “Bank") wag incorporated in the Entirate of Dubai in 1967 under a decree
1ssu|ed by The Ruler of Dubai. The Bank operates through its branches in the United Arab
E;mrates, Bahrsin, Beypt, Hong Kong, India, Qater, the United Kingdom and the United States
of America,

At December 31, 2007, Mashregbank pse Group (the “Group™) comprises the Bank and its
subsidiaries a5 follows:
Place of
incorparatian  Eroportion of Proportionof
(or registration)  ownership voting power

Nome of subsldlary sud aperation Interest held Principal activity
% Y

Ozool - o Finance Company (PJSC)  United Arah Emiratos 98 98  Pinance campeny,

Cman Insuranea Company (PSC) Unilted Axab Emirates 61,65 6165  Insurance company.

Mindscape Information Techootogy  United Arab Emirstes 99 99 Software/Application

LL.C. provider,

Mashreq Securities LLC United Arab Emirates  99.98 9998  Brokerage

Injaz Serviees FZ LIC United Arab Bralratag 100 100 Service pruvider.

Al-Badr Islwnic Finsnee (PISC) United Amnb Embmtes 99,70 99.70  Ialemic Finance
company,

Maushreq Capital (DIFC) Limited United Arab Emiratcs 100 100 DBrokerage, asset
menagemenl & fund
managemeni,

Al Yomama Services FZ LLC United Arab Brmdratas 100 100 Serviee provider,

MMakased Funds Company BSC Kingdom of Bahrain ~ 99.50 99.90  Managing funds,

Makaseb Funds Company BECII  Kingdom of Behrain §9.90 99.90  Manaping funds.

Makasch Funds Company BSC Il Kingdom of Bahroin 99.90 9990  Memging funds,

Roya Exctutive Ltd. Britigh Vir gin Islands * 100 General eotivitica.

Bracebridge Limited British Vir gin slands * 100 Genenal activitics.

Orriston Limited British Virgin Islands ¢ 100 General ectivitics,

* Hank participstion in ¢apital 1§ nominal, however the abave subsidiaries ate considered to be aubsidiarica by
virae of 100% control.



Mashregbank ps¢ Group

Adoption of new and revised International Financial Reporting Standards

In the current year, the Group has adopted IFRS 7 Finansial Instruments: Distlogure which is
effective for annual reporting periods beginning on or after Jamuary 1, 2007, and the
consequential amendmonts to TAS |; Prasemation of Finoncial Statemenis.

The impact of adoption of IFRS 7 and the changes 1o IAS 1 hay been to expand the disclogurcs
provided in these financial statements regarding the Group's financial instuments and
management of capital (Note 40). Four Interpretations issued by the Intemnational Financial
Reporting Interpretations Committee (IFRIC) arc effective for the curcent year, Those are!
IFRIC 7: Applying the Restatement Approach wnder [AS 29, Financial Reporting in
Hyperinflationary Economies; IFFRIC 8: Scope of JFRS 2: IFRIC 9: Reassessment of
Embeddsd Derivatives; and IFRIC }10: Interim Financial Reporting and Fmpeirment. The
adoption of these Intorpretations has oot led to any changes in tho Group's accounting policies,

At the date of authorization of thegc financial statcments, the following Standards and
Interpretutions were in issue but not yet affective:

IAS 23 1AS 23 (Reviged) Borrowing Costs (effective for accounting periods begintiing
on or after Januvary !, 2009)

[FRS 8 Operating Segments (effective January 1, 2009)

IFRS 8 replaces 1AS 14 Segment Reporting, T ¢xtends the scope of ssgment
reporting to include entities that hold assets in & fiduciary capacity for a broad
group of outsiders as well as entities whose equity or debt securities arc
publicly traded and entitics that are in the.process of issuing equity or debt
securities in public securities markets.

IFRIC 11 IFRS-2: Group Ireasury Shares Transactions (effective for periods beginning

March 1, 2007).
IFRIC 12 Service Concession Arrangements (effoctive for periods beginning Januvary 1,
2008).

JFRIC 13 Customer Loyalty Programmes (effcetive for periods beginning July 1, 2008)

JFRIC 14 JAS 19 - The Limit on a Defined Berefit Asset, Minimum Funding
Reguirements and their Ircteraction (effective for petiods beginning January 1,
2008)
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Mashregbank psc Group

Significant accounting policies

(a)
i

(i)

Statement of compliance

The consolidated financial statements of Mashreqbank psc Group are prepared under the
historical cost conveéntion, except for certain finangia) instruments and investment
property which are ¢arricd at fair value, in accordange with International Finansial
Reporting Standards ([FRS) and Central Bank of the U.A.E. requirements as celates to
the measurement and classification of properties acquired in scttlement of debts and
impaimment of loans and advances.

Basls of consolidation

The consolidated Ffnancial statements incorporate the Fnancial statements of
Mashregbank pse and entitios controlled by the bank (its subsidiaries). Control is
achicved where the Bank has the power to govern the financial and operating policics of
an entity so as to obtain benefits from its activities, The financial statements of
subsidiarics are prepared for the same roporting period as that of the Bank, using
congigtent accounting policies,

All significant intra-group transactions, balances, income and expenses ave climinated,

Minority interests in the nct assots of consolidated subsidiaries are identified separstely
from the Group’s equity therein. Minority interests ¢onsist of the amount of thoso
intercats at the date of the original business combination and the minority’s share of
changes in equity since the date of the combination. Losses applisable to the minority in
excess of the minority’s interost in the subsidiary’s equity aro allocsted apainat the
interests of the Group except o the cxtent that the minority has a binding oblipation and
is able to make an additional investment to cover the fosses.
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Mashregbank psc Group

Derivative financial Isstroments and bedge accounting

The Group uscs derivative financial instruments, ineluding forward forcign exchange
contracts, interest rate futures, forward rate agreements, currency and intercst rate swaps,
currency and interest rate options (both written and purchased) to hedge the rolated
associated risk,

Derivative financial instruments are initially measured at cost, being the fair value at
contract datc, and arc subsequently re-measured at fair value. All derivatives are earried
at their fair values as assets where the fair vatues are positive and as lighilities where the
fair values are negative,

Fair values are gencrally obtained by reference to quoted markst prices, discourted cagh
How models and recognized pricing models as appropriate,

Changes in the fair value of derivative financial instruments that do not qualify for
hedge aceounting are recognized in the income statement as thcy arise.

For the purposc of hedge accounting, hedges arc classificd into two categories; (a) fair
valve hedges which hedge the exposure to changes in tho fair valuz of 8 recognized assel
or lisbility, end (b) cash flow hedges which hedge exposure to variability in cash flows
that are eithor attributable to a particular risk associated with a recognized asset of
liability, or a forecasted transaction that will affect future rcported net income.

In order to qualify for hedge accounting, it is requirad that the hedge should be expected
lo be highly effective, ic. the changes in fair valuc or cash flows of the hedging
ingtrument should cffectively offset conesponding changes in the hedged item and
should be reliably moasurable. At inecption of the hedge, the rigk management gbjective
and strategy is documented including the identification of the hedging instrument, the
related hedged item, the nature of rigk being hedged, and how the Bank will asscss the
effectiveness of hedging relationship, Subsequantly, the hedge is requircd 1o be assessed
and determinied to be an effective hedge on an ongoing basis.

Fair value hedge

Qains and losses from re-measuring derivatives, which meet the criteria for fair value
hedge accounting, to their fair value aro recognized in the consolidated income
slaformnent,

Hedge accounting is discontinued when the Group revokes the hedging relationship, the
hedging instrument expires or is sold, terminatcd, or caercised, or no longer qualifies for
hedge accounting. The adjustment to the carrying emount of the hedged jlem arising
Trom the hedged risk i amortised to profit or loss from that datc.



Mashreqbank psc Group

3. Significant accounting policies (continued)

)

G

Derivative financial instroments and hedge accounting (continued)
Cash flow hedge

In relation to cash flow hedges which mieet the criteria for hedge accounting, the portion
of the gain or toss on the hedging instrument that iz determined to be an effestive hedge
is recognized initially in other reserves under sharcholders' equity and the ineffective
portion, if any, is recognized in the incomo statement. For cash flow hedges affecting
future transactions, the gains or losses recogrized in other reserves, are transferred to the
income statement in the same period in which the hedged transaction affects the income
statenent, Wherc the hedged forecasted transaction results in the recognition of an assct
or a liability, then, at the time the asset or liability is recognized, the associated gaing or
losses that had previously bren recognized in other reserves are included in the initial
measurcent of the sequirition cost or other carrying amount of the zaset or Hability.

Hedge accounting is discontinued when the hedging ingtrument expires or is seld,
terminated or exercised, or no longer qualifies for hedge accounting. At that point of
tme, any cumulative gain or loss on the cash flow hedging instrument that was
recopnized in other reserves is retained in sharsholders' equity until the foresasted
trangaction occurs. Whers the hedged forecasted transastion iz no longer expected 1o
occur, the net cumulative gain or Joss recognized in equity is transferred to the income
statemnent for the year,

Embedded derivatives

Derivatives embedded in other financial instruments or other host contracts arc rcated
as separate derivatives when their risks and characteristics are not ¢losely related to
those of the host contract and the host contract is not carried at fair value with unrealized
gains or loascs toported in the jneome statcrent,

Reveoue recognition

Interest income and expense are recognized on a time proportion basis, teking account of
the principal cutstanding and the rate applicable. Intevest income and expense include
the amortization of discount or premium using the effective interest rate method. When
there ig doubt in the collection of the principal or the interest, the recognition of income
ceascs, Commission and foc income are generally accounted for on the date the
tansaction arises, Recoveries in respect of 1oang fully provided are actounted foron e
cash receipt basis,

Dividend revenuc from investments is recognized when the Group's tight to receive
payment has been cstablished.
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Mashregbank psc Group

Signilicant accounting policies (centinved)

(9)

@

Revenue recognition  (continued)

Promiums on general insurance policies are accounted for on the date of writng of
policies except premium income on marine carge policics which is accounted for on the
expested date of voyage. Premiums arc adjusted for uncamed premivm,

Preroiumn on life assurance policies are accounted for on the date of writing of policies
and on subsequent due dateg,

Commissions and other costs directly related to the acquisition and renswal of insurance
contracts are charged to the income statement when incurred.

Foreign currency trapsactions

The individual financial statcments of each group entity are presented in the currency of
the primary economic environment in which the éntity operates (its finctional currency),
For the purpose of the consolidated financial stalements, the roéwlts and financial
position of each entity ave expreased in U.AE Dirham (AED), which is the functiona
currency of the Bank, and the presentation currency for the consolidated fnancial
statements.

The reporting currency of the Group is the UA.E. Ditham (AEDR). However, for
presentation purposcs only, additional ¢olumns for US Dollar equivalent amounts have
been presented in the consolidated Balancc Sheet, Incomp Statement and Statoment of
Cash Flow and certain notes to the financial statemenls using & convemsion ratc of
US$ 1.00 = AED 3.673, -

Transactions denominated in foreign ewrencies are recorded in their respective local
currencies at the rateg of exchange prevailing at the time of the transactions. Monetary
asgets and liabilities denominated in foreign cwmencies at the balance sheet datc arc
translated at the exchange rates prevailing at that date. Gaing and losses arc reflected
in net income for the yeaar.

Assets and liabilities of foreign branches are translated into U.A.E. Dirham at the ratce
of exchange ruling at yoar cnd. Income and expenses ere translated at average rates of
exchange during the year. The rosulting differences are included under shareholders'
cquity &5 cumulative translation adjustment and are written off lo the income slatement
on ¢losure or disposal of the related branch,
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Significant accounting policies (coninued)

(e)

®

Impairment of tengible and intangible asscts

At each balance sheet datc, the Group reviews the carrying amounts of its tangible and
intangible asscts to determine whether there is any indication that those asscts have
suffered an impairment logs. If any such indication &xists, the recoverable amount of the
assels is cstimated in order to determine the exient of the impairment loss (if any).
Where il is not possible to estimate the recoverable amount of an individual agset, the
Group estimates the recoverable amount of tho cash-generating unit to which the asset
belongs.

Recoverable amount is the higher of fair value less costs to sell end valug in use. In
agsessing value in use, the estimated future cash flows arc discounted 1o their present
value using a pre-tsx discount rate that reflcets current market assessments of the time
value of money and the risks specific to the assct.

If the recoverable amount of an asset (o cash-generating unit) is cstimated to bo loss
than its cerrying amount, the camying amount of the aspet (cash-generating umit) is
teduced to fts recoversblo amount. An impairment Joss s recognized in the income
statement, unless the relevant asset i¢ carried al a revalued amount, in which case the
impairment 1oss is treated as a revaluation decrzase,

Where an impairment loss subsequently revarses, the catrying amount of the asset (cash-
generating unit) is inereased to the revised estimate of its recoverable amount, such that
the increased carrying amount does not exceed the carrying amount that would hove
been determined had 10 impairment loss becn recognized for the asset (cash-generating
unit) in prior ycars. A reversal of an impnirment loss i8 rccognized in the incoms
Statcnent, unless the relevant asset is carried at revalued smount, in which case the
reversal of the impairment Joss is treated g3 & rovaluation increase,

Iovestment property

Investment property comprises irvestment in buildings and freshold land held for capital
appreciation and to cam rentals, These are initially stated at cost comprising purchase
price snd any direotly sttributsble cxpenditure, For subsequent measurement purposes,
the Group has chosen the fair value modc] as permitted by JAS 40, “Investment
property”, under which the investment property is carried at fair value with any
revaluation gains or losses recognized in the income statement,
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Significant sccounting policles (continucd)

®

)

Property and equipment

Property and equipment arc stated at cost less sceumulated depreciation and any
accwnulated impairment losses.

Dcpreciation is charged so a5 to write of{ the cost of agsets, other than Jand and
properties under construction, using the straight-line method, over the catimated
ugefu) lives of the respective agsets, as follows:

Years
Group buildings 20-25
Office equipment (including computers) and vehicles 3-3
Fumiture, fixtures and computer mainframe hardware G- 7
5-10

Improvements to frechold properties and others

The estimated uscful lives, residual values and depreciation method are reviewed at
each year ond, with the effect of any changes in estimate accounted for on a

prospective basis.

The gain or Joss arising on the disposal or retircment of an item of property and
equipment is determined as the differcnce betwecn the sales proceeds and the
carrying amount of the assct and is recognised in profit or Joss.

One year after property and equipment are fully depreciated, they arc maintained at z net
book valuc of onc currency unit by setting off accumulated depregiation against ¢ost.

Properties in the course of comstruction arc carricd at cost, Jess any recognized
impairment loss. Cost includes professional fees and, for qualifying assets, borrowing
cosis capitalised in accordence with the Group's accounting policy. Depreciation of
these assets commences when the asaets arc ready for their intcnded use.

Financial assets

Investments ore recognised and derecognised on the settlement date where the
purchase or sale of an investment is under a contract whose terms require delivery of
the investment within the timeframe established by the market concerned, and arc
initially measured at fair value, net of transaction costs, except for thosc financial
assets clasaificd as at fair value through profit or loss, which are initialty measured at
fair value, '

Financial asscts are classified into the following specified categories: Bnancial assets
as ‘at fair valuc through profit or less' (FVTFL), ‘held-lo-maturity investmenta’,
'availabie-for-sale’ (AFS) finoncial assscts and ‘loans and edvences’. Theo
classification depends on the mature snd purpose of the financial asgets and is
determined at the time of initial recognition.
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Significant accounting pollcies (continued)

)

Financial assets (continued)

Effective interest method

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

Income is recognised on an cffective interest rate bacic for debt instruments other than
those financial assets designated as at FVTPL.

Financial astats at FYTPL

Financial assets are classified as at FVTPL where the financial asget is cither held for
trading or it is designated as et FVTPL.

A financial asset is classified as held for trading if!

* it has been asquired principally for the purpose of selling in the near future; or

v it is a part of an identified portfolio of financial instruments that the Group
manages together and has a recent actval pattern of short-term profit-taking; or

= itis & derivalive that is not designated and effoctive as a hedging instrument.

A financial asaet othier than a financial assct held for trading may be desipnated as at

FVTPL upon initial recognition (£

* such desighation eliminates or significantly reduces a measurement or recoghition
inconsistency that would otherwise erise; of

* the Anancial asset forms part of a group of financiel agsets or financial lisbilities
or both, which is managed and its petformance is evaluated on a fair valuc basis,
in accordance with the Group's docomented risk management or investment
strategy, and information about the grouping is provided intemnally on that basis;
or

* it forms part of & conlruct containing onc or more embedded derivatives, and 1AS
39 permits the entire combincd contract (asset or liability) to be designated as ot
FVTPL.

Pinancial agsets at FVTPL are stated at fair value, with any rcsultant gain or loss
recognised in profit or loss. The met gain or loss incorporates any dividend or interest
eamed on the financia] asset. Fair value {s detcrmined in the manner described in
Note 40.
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Significant accounting policles (continucd)

(h)

Financial acsets (sontinued)

Held-to-maturity invesiments

Bills of exchange and debentures with fixed or dotermingble payments and fixcd
maturity dates that the Group has the pesitive intent and abi lity to hold to maturity are
classificd as held-to-maturity investments, Held-to-maturity investments are recorded
at smortised cost using the effactive intercst method less impaitment, with revenue
resognised on an effective yield basis,

AFS financial gssets

Listed shares snd listed redccmable notes held by the Group that are traded in an
active market gre classified as being AFS and arc stated at fair value, Fair value is
determined in the manner described in Note 40. Gains end losses ariging from
changes in fiir value are recognised direstly in cquity in the investments rovaluation
reserve with the exception of impairment losses, interest caleulated vsing the cffective
intcrest rate mcthod and foreign exchange gains and losses on maonetary agscts, which
arc recogniged directly in profit or loss, Where the investmient is disposed of or is
determined to be impaired, tho cumulative gajn or loss previously recognised in the
investments revaluation reserve is included in profit or loss for the period.

Dividends on AFS equity instruments are vecognised in profit or loss when the
Group's right to receive payments is established,

The fair value of AFS monetary asscis denominated in a forcign corrency is
determincd in that forcign currency and translated at the spot rate at the balance sheet
date. The change in fair value attiibutable to translation differenccs that result from a
change in amortised cost of the asset is recognised in profit o loss, and other changes
are recognised in equity,

Loanys and advances

Loans and advances are non-derivative financial assets originated or asquired by the
Group with fixcd or determinable payments,

All loans and advances are initially measured at cost, being the fair value of the
consideration given,

Following thc initial recognition, subsequent teansfers between the various classes of
loans and advences js not ordinarily permissible. The subsequent period-end reporting
values for various ¢lasses of Joans and edvances are determined on the basis as set out in
the following paragraphs:
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Significant accounting policies (continued)

(h)

Financial assets (centinued)

i) Loanms and advances held at emortised cost

Loans and advances originated or acquired by the Group that arc not quoted in an active
market and for which fair vajue has not been hedged, and those that are (o be held (o
maturity, are slated al amortsed cost less any amount written off and provigions for
impairment,

For loans and advances which are hedged, the related portion of the hedged fair value is
adjusted against the catrying amount.

Allowance for impairment §s made againg! loans and advances when their full recovery
as per contracted teyms is in doubt taking inte consideration IFRS requitements for fair
velue mcasurement and Central Bank of the U, A E, guidelines,

(i) Held as FVIS

Loans and advances in this category are classified 2s either held for trading or those
designated ap FVIS (Fair Value through Income Statement), Loans and advances
classified as trading are acquired principally for tho purpose of selling or repurchasing in
short term, Loans and advances may be designated as FVIS by the management if it
gatisfies the criteria lnid down by 1AS 39, Afer injtial recognition, such loans and
advances are measurcd at fair velue and any change in the fair valuc is recognized in the
congolidated statement of income for the period in which it arises.

iy  Available for sole

Loans and advanccs classified a9 available for sale ere subscquently measurcd at fair
value. Any changes in fair value, other than thoss rclating to hedged risks, are
rocognized directlly in “ofher roserves” under “sharsholders' equity” until these are
derecognized or impaited, at which time the cumulative gain or loss previously
recognized in shareholders' equity is included in the consolidated statement of income
for the period.

For presentation purposcs, provision for credit losses in deducted from loans and
advances,



Mashregbank psc Group

3. Significant accounting policies (continucd)

h)

Financial assets (continued)

Impairment of financial assets

Financial assets, other than those at FVTPL, are assessed for indicators of impaitment at
each balance sheet date. Financial acsets are impatred where there i3 objective evidence
that, as a resvlt of one or more events that eccurred after the initia) recognition of the
finantial asset, the estimated future cash flows of the investment have been impacted,
For financial assets carried ar amortised con, the emount of the impainnent is the
difference betwean the asset's carrying amount and the present valuc of estimated future
eash flows, discounted at the original effective intercs! rate,

The carrying amount of the financial assct is reduced by the impairment loss dircotly for
all financial assets with the cxception of Joans and advances where the carrying amount
is reduced through the use of an allowance account. When advance rcecivable is
uncollectible, it is written off against the allowance account. Subseguent recoveries of
amounts previously written off are credited against the allowance sccount. Changes in
the camrying amount of the allowarice account are recognized in profit or loss.

With the exception of AFS equity instrumenty, if, in A subscquent period, the amount of
the impairment Jogs decreases and the decrease can be refated objectively to an event
occurring after the fropairment was recognized, the previously recognized impairment
loss is reversed through profil or Joss to the extent that the camrying amount of the
investmenit at the date the impairsnent is reversed does not exceed what tho amortised
cost would have been had the impairment not been recognized.

In respect of AFS equity seouritics, any ineresse in faiv valuo subsequent to an
{mpairment loss is recognized directly in equity.

Impairment of loans end advances
Impairment of loans and advances are assessed as follows:

{9 Individuelly assessed loans

Represent mainly, corporate loans which are asgegsed individually by Credit Risk Unit
in order to determine whether there exigts any objective cvidence that a loan is impaired.

Impsired loans are measured based on the present value of sxpected future cash flows
discounted at the loan's effective interest ratc or at the Joan’s observable markoet price, if
available, or at the fair value of the collateral if the recovery js entircly collateral
dependent.

Impairment 10ss is celculated as the difference between the 1oan's carrying value and its
present value caleulated as above,
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Significant accountiug pelicies (continued)

@

@

Impairment of Ipans and advances (continued)

(i) Collectively assessed loans
Impairmen losses of collectively assessed Joans include the allowances on:

a)  Performing loans
b)  Retail loans with common foatures which are ratcd on a porifolio basis and where
sndividual loan amounts arc not significant.

(7) Performing loans

Whete individually asscesed loans arc cvaluated and no evidence of loss 5 present or
has been identificd, there may be losses based upon risk rating and expected migrations,
product or industry charecteristics.

Impairment covers losses which may arise from individua! performing loans that are
imnpaired at the balance sheet date but were not specifically identificd as such until some
time in the future,

The cstimated impairment is caloulated by the Benk's management for cach identified
portfolio as per the requirements of the Central Bank of the U.A.E. and based on
histotical experience, credit rating and expected migrations in addition \o the asscssed
inherent losses which are reflected by the economice and eredit conditions,

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

Impairment of retail loans s calculated by applying formulaic approach and loans are
written off between 150-180 daya past their due date basad on products features,

Customers’ deposits ané medium terro Moating rate notes

Customers’ deposits and medium-term floating rate notes are initially measured at fair
vahlue which is normally consideration received net of directly atiributable transaction
0518 incwrcd, and subsequently measured at their amortised cost using the effective
inletest method,

Repurchase travsactions

Securitics sold under agreements to repurchase (repo’) continuc to be recognized in the
balange shect and are measured §n ascordange with the sccounting policies for FVTPL
or for non-trading inveshments. “The counter party liability for amounts received under
these ngreementa is included in due to banks,

The difference betwsen salc and repurchase price is treated sg intercst expense and
cxpensed over the life of cach agresment.
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3. Significant accounting policies (continued)

(k)

Finaocial lisbilitics instruments fssucd by the Group

Cilassification as debt or equity

Debt and equity instruments are classificd as cither financial liabilities or es equity in
accordance with the substance of the contractual arrangement,

Financial liabjlities

Financial liabilities are ¢lassified as either financial liabilities ‘at FVTPL' or ‘otherr
financial Kiabilitics'.

Financial liabilities at FVTPL

Financial liabilitics arc classified as at FVTPL where the financial liability is cither held
for trading or it is designated as at FYTPL,

A financial Hiabllity is classified a5 held for trading if:

« it has been incurred principally for the purpose of repurchaging in the near Riturc; or

» itis e part of an identified portfolio of financial instruments that the Group roanages
together and has a recent actual pattem of short-term profit-taking; or

* il is a derivative that is not designated and effective as hedging instrument,

A financia) biability other than a financial liability held for trading may be designated as
a FVTPL upon initia] recognition if:

= such designation eliminates or significantly reduces a measurement or recognition
ineonsistency that would otherwise ariac; or

¢ e financial ligbility forma part of a group of finangia) essets or financial liabilities
or both, which is managed and its performnance is evaluated on & fair valuc basis, in
aceordance with the Group's documcnted risk management or invastment stratepy,
and information sbout the grouping is provided intetally on that basjs; or

s it forms part of a contract containing one or mors embedded derivatives, and 1AS 39
Financial Instruments: Recognition and Measurement pormits the entire combined
eomniract {asset or liability) to be designated as at FVTPL,

Financial liabilitics at FVTPL are stated at fair value, with any resultant gain or loss
recognised in profit or lozs. The net gain or loss recognised in profit or 1085 incorporates
any intcrest paid on the financial liability, Fair value ig determined in the manner
described in Note 40,
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3. Significant accounting policies (continucd)

®)

O

(m)

(o)

(0)

Financial liabilities instruments issued by the Group (continued)

ther financial Habiliit

Other financial Habilitics, including borrowings, are initially measured at fair value, net
of transaction costs,

Other financial labilides are subscquently measured at amortised cost using the
effestive interost method, with intercst oxpense recognised on an effective yield basis,

The effective intcrost method is a method of calculating the amortised cost of a financia)
liabitity and of sllocating interest expensc over the relevant period. The effective
Interest rate is the ratc that exactly discounts estimated future cagh payments through the
expected lift of the financial ligbility, or, where appropriate, a sherter period,

Employees® end-of-service indemmity

Provision is made for cstimated amounts requircd to cover employees' ond-of-serviee
indemnity at the balancc sheet date as per U.A.E. Labour Law. In the opinion of
management, the provision would not have been materially differcnt had it been
calculated on an actuarial bagis,

Penzion and pational insurance

Pension and national insurance sontributions for U.A.B. citizens sre medo by the Group
in accordance with Federal Law No.7 of 1995,

Taxes on income

Where applicable, provision is made for current and deferred taxes ariging fiom the
operating resulls o overseas branches that are operating in taxable jurisdictions,

Offsetting of finaucial asscts amd liabilities

Financial assets and liahilities arc offsct and reported net in tho balance sheet only when
there is a Jegally enforceable right to set off the recognized amounts or when the Group
intends to soitle an a net basis, or to realize the esset and settle the liability
simultaneoualy.
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Significant accounting policies (continucd)
(n

(q)

n)

Cash and cash equivalents

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

De-recognition of finsneial instruments

A financial asset (or a part of a financial asset, or a part of a Group of similar financial
assets) is derccognized, when the contractual rights to the cash flows from the financial
asset expires.

In instances where the Group is assessed to have transferred a financia) assel, the asset is
derecognized if the Group has transferrcd substantially all the risks and rewards of
ownetship. Where the Group has neither transferred nor retained substantially all ihe
risks and rewards of ownership, the financial asset is derceognized only if the Group has
not retained control of the financial asset. The Group recognizes scparately es asscts or
linbilitics any rights and obligatiens created or retained in the Process,

A financia) lisbility (or a part of a financial liability) can only be derecognized when it is
extinguished, that is when the obligation specified in the contract ig either discharged,
cancclied or expires.

Islamic financing und Investment products

In addition to the conventional banking, the Bank offers its custorners certaln non-
interest based banking products, which are approved by its Shariah Board.

All non-interest based banking products arc accounted for in conformity with the
accounting policics described in these consolidated finanelal statements.

The following terms arc used in Islamic financing:

Murabaha

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

Istisspa’s

An agreement between the Bank and o customer whersby the Bank would sel! to the
customer a doveloped pruperty according 16 agreed upon specifications. The Bank
would develop the property either on its own or through a subeontractor and then hand it
over to the cugtomer on fixed date at an agreed price.
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Significant accoanting policies (continucd)

(r)

Islamic financing and investment produets (continued)

Jjara

An agreement whercby the Bank acting as a Tessor, purchases or construets an asset for
lease according 10 the customer's request (Jesgec), based on hig promise to Icase the asget
for an agreed rent and a epesific period that ¢ould end by transferring the ownerghip of
the leaged asset to the Jessee,

Musharaka

An agreement between the Bank and a custormer 1o contribute to @ certain invegtment
onterprisc or the ownership of a certain property ending up with the acquisition by the
customer of the full ownership. The profit or loss is shared as per the terms of the
agreement.

Mudagraba

An agreement between the Bank and a customer whereby tho Bank would provide a
certain amount of funds, which the customer would then invest in a speeiffc enterprise or
activity against a speeific share in tho profit. The customer would bear the loss i case
of default, negligence or violation of any of the terms and conditions of the Mudaraba.

Wakala

An agreement whereby the Bank provides 8 cortain sum of money to an agent who
invests it according to specifi¢ conditions in rotum for a certain fec (a lump sum of
money or a pefacntage of the amount invested). The agent is obliged to return the
invested amoum in case of default, negligence or viclation of any of the terms and
conditions of the Wakala,
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3.  Significant accounting policies (continucd)

()

(s)

®©

(ii)

Istamic finanelog and investment produets (continued)

Revenue recognition

Revenue is recognized on the above Telamic products as follows:

Murabaha

Where the income is quantifable and contractually determined at the commencement of
the contract, incomc is recognized on g time proportion bagiz over the periad of the
contract based on the principal amounts outstanding,

Istissna’q

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

liara

ljara incomg is recagnized on a time proportion basis over the lease term.

Musharaka

Incame ig sccounted for on the basis of the reducing balance on a time proportion basis
that reflects the effective yield on the asset,

Mudaraba

Income on mudaraba finaneing is recognized on distribution by the mudarib, whereas
the losses arc charged to income on their declaration by the mudarib,

Wokala

Estimated income from Wakala is recognized on an acerual basis over the period,
adjusted by actual income whon received, Losses aro accounted for on the date of
declaration by the agent,

Provisions

Provisions are recognised when a reliable estimate can be made by the Group for a
present Jegal ar constructive obligation as a regult of past events ang it is more likely
then not that an outflow of resources will be requircd to settlc the obligation.

Operating leases

Payments made under opcrating | cases arg recognised in profit or Joss on o siraight-
line basis over the term of the lensc. Leage incentives received are recognised as an
integral part of the total lease cxpense, over tho term of the Jaase,
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Critical accounting judgements angd key sources of estimation uncertainty

The preparation of financial statements in conformity with IFRS requircs the use of certain
critieal accounting cstimates and assumptions that affect the reported amounts of assets and
liabilitics. It also requires management (¢ cxercisc its judgement in the process of applying the
Group's aceounting polices, which are deseribed in Note 3. Such estimates, assumptions and
judgements are continually cvaluated and are bascd on historical expericnce and other factors,
including obtaining professional advices and expectations of future events that are believed to
be reagonablc under the circumstances, Significam areas where management has used
catimates, assumptions ot exercised judgements are as follows:

Impairment of loans

The Group’s eccounting policy for allowances in rolation to impaired loans snd advanees is
described in Noto 3(h). Impaimment is caleulated on the basis of discounted cstimated future
cash flows or by applying a cettin percontage on the performing unclassified Joan book based on
market trend and historeial pattemn of defaults,

The allowance for loan losses is estsblished through charges to income in the form of an
allowance for loan loss, Inersases and decrcases in the allowance due to changes in the
meagurement of the impaired 8ans arc included in the allowanee for loan losscs and affect the
income statemnent accordingly.

Tndividually assessed loans

Impairment losscs for individually assesecd loans are determined by an evaluation of txposure
on a case-by-case basis. This procedure is applicd to all classifed corporate loans and advanscs
which arc individually significant accounts or arc not subject to, the portfolio-based approach,

The following factors are considered when determining impeirment losses on individually
assesecd accounts;

I. The customer’s aggregale borrowings,

2. The customer's risk rating, i.c. ability to perform profitable business and generate
sufficient cash to repay the berrowed amount,

3. The value of the coilaters] and the probability of successful repossession,

4. The cost involved to recover the debts,

The Banlk's policy requires regular review of the level of impairment allowances on {ndividual
facilitics.

Impaired loans continue 1o be classified as impaired unless they are brought flly current and
the collection of scheduled interest and principal ig considered probablc,
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Critical accounting judgements and key sources of estimation unecertainty
(continued)

Coltectively assessed loans

Collectively assessed nllowances arc made in respect of losses incurred in porifolios of retail
loans with common featurcs and where individual loan amounts aré not gignificamt and
incorporate accounts, as follows:

The portfolic approach ig applicd to accounts in the following portfolios:

1. Personal loans,
2. Credit cards,

3. Auto loans, and
4, Mortgage loans

The management of the Bank asscss, based on historical experience and the prcveiling
economical and credit conditions, the magnitude of loane which may be impaired but not
identified as of the balance sheet date,

These portfolio allowances arc reassessed on @ periodical basis and allowances are adjustcd
accordingly.

Property and cquipment

The cost of property and equipment i¢ depreciated over the estimated useful Yifc, which is based
on expestod vsage of the asset, expected physical wear and tear, which depends on oporational
factors. The managemcnt has not congidered any residual value as it is deemed immaterial,

(1}) Fair valuc of unquoted finandcial jostraments

The fair values of firancial instraments tat are not quoted in active markets are determined
by ueing valuation techniques. Where valuation teehnigues (for example, models) are used
to determine fair values, they are validated and pericdically reviewed by qualified porsonnel
indepcndent of the arca that croated them. AN models are certified before they are uscd, and
models are calibrated to ensure that outputs reflect actval data end comparative market
priccs, To the extent practical, models usc only obscrvable data, however areas such as
credit Tisk (both own and counter party), volatilities and correlations require management 1o
make cstimates. Changes in essumptions aboul these factors could affect reported fair value
of financigl instruments,
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4.  Critical accounting judgements and key sources of cstimation uncertainty
{continued)

(iv) Tmpairment of available-for-sale equity ipvestments

The Group exercises judgement to consider impairment on the gvailable-for-sale equity
investments. This includes determination of & significant or prolonged decline in the fair
value below its cost. In making this judgement, the Group evaluates among other factors, the
novmal volatility in share price. In addition, the Group considers impairment to be
appropriate when there is evidence of deterioration in the financial health of the investes,
industty and seetor performance, changes in tachnology, and operations) and finaneing cash
flows.

{v) Derivative financial instruments

Subsequent to initial recognition, the fair valucs of derivative financial instruments measured
at fair value are generally obtained by refercnee to quoted market prices, discounted cagh
fiow models and recognized pricing models as appropriste. When independent prices are not
available, fair values arz delermined by using valuation techmiques which refer to observable
market data, These include comparison with similar instruments where markol observable
prices exist, discounted cash flow analysis, option pricing models and ofher valuation
tcchniques commonly used by market participants. The main factors which management
considers when applylng & model arc:

() The likelihood and expected timing of futurs cash flows on the instrument, Theae cash
Rows arg wsually govemed by the lerms of the instrument, although management
judgment may be rcyuired in situations where the ability of the counterparly to service
the instrument in accordance with the contractual terms is in doubt; and

(b) An appropriate discount rate of the instrument. Management determines this rats, based
on its asscssment of the appropriate spread of the rate for the inatrument over the risk-free
rate. When valuing instcuments by reference ta comparablc ingtruments, management
takes into account the maturity, structurc and rating of the instrument with which the
position held is being compared. When valuing instruments on a mode) basis vsing the
fair value of underlying components, management considers, in addition, the need for
adjustmenls to take account of a aumber of factors such as bid-offer spread, credit profile,
servicing costs of portfolios and model uncettainty.
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Cash and balances with central banks

(L]

December 31,

07
AED 000
Cash on hand 231,137
Balances with central banks:
Current accounts and other balences 1,574,196
Statutory cash ratio requirements 1,597,378

Certificates of deposit/placements with the Central Banks 16,797,412

20,200,123

e —————

2006
AED '000

274,35}

521,460
1,179,871
430,000

2,405,688

T —

The Bank is required to maintain statutory deposits with various central barks on demand, time

and other dcposits as per the statutory requirements.

Deposits and balances due from baunks

December 31,

2007

AED "000

Demand 1,417,089

Overnight 1,452,975

Time 5,089,783
7,959,847

The above represent balances due from:

Banks abroad 7,192,177

Banks inthe UAE. 767,670

7,959,847

2006
AED ‘000

792,598
453,548
7,310,465

8,556,912

——

8,190,249
366,663

8,556,912

T —T
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Investments

Trading iuvestments

Held for trading

Debt securities

Equities

Digeretionary managed fund
Other investments

Noo trading investments
() Available-for-sale
Debt securities
Equitics
Others

{ii) Held-to-maturity
Dcbt sccurities

Mashreqbank psc Group

Less; Frovision for impairment

Total investments

28

__ December3l,

The analysis of investments by industry scetor {5 as follows:

Government and Public Secteor

Commercial and Business
Finaneial Institutions
Qther

Total

2007 ___2006
AED '000 AED '000
7323222 7,065,331
323,136 201,945
1,301,249 1,852,963
1,075,534 974,217
10,023,041 10,094,456
1,687,851 425,201
2,709,398 2,313,092
156,700 82,751
4,553,949 2,821,044
196,959 34,235
4,750,908 2,255,279
(1,890) (14,286)
4,749,018 2,840,593
14,772,159 12,935,449
it gl T
December 3,
2007 2006
AED '000 AED '000
3,243,075 3,444,876
1,569,456 909,769
71,170,354 5,554,766
2,789,274 3,026,038
14,772,159 12,935,449
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Investments (continued)

The mavements in the peavision for the impairment of investment in securitics during the year
were as followas:

December 31,
2007 2006
AED '000 AED ‘000
Balance at the beginning of the yesr 14,286 14,286
Write-back during the year {12,396) -
Balance at the end of the year 1,800 14,286

“Held-for-trading”™ and *“Availabl-for-zalc” invegtments at December 31, 2007 included
AED 219.69 million held in the names of "velated perties” nominees for the account and for the
benefit of the Bank (2006: AED 189,27 million},

The fair value of investments classified under held-to-maturity amounted o AED 193.572
miilion as of December 31, 2007 (2006: AED 34.790 million).

The above investments include debt securities aggregating to AED 4,531.404 million (2006:
AED 1,332.540 wmillion) [held-for-rading at fair value of AED 3,960,904 million (2006:
AED 1,134.132 million) and available-for-sale at fair value of AED 570.500 million (2006:
AED 158.408 million) sold under repurchase agresmenid ("repo™) and which are fully
substitutable (Note 14).

Loans and advances (net)

Dece 31
2007

AED '000 AED '000
Qverdrafls 5,164,711 4,481,428
Loans 30,374,216 23,780,624
Credit Cards 1,367,155 1,050,454
Others 179,447 143,561

37,085,529 29,496,087
Lesg: Allowance for impaimment (1,090,555) (923,854)

35994974 28,572,233

e —— O o
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Loans and advances (net) - continved

Anaslysis by industry sector

Manufacturing

Construction

Trade

Transpart and communication
Services

Banks and finaneial insttutions
Personal

Government/public sector
Qthers

Less: AHowance for impairment

Ll

December 31,
007 2008
AED '000 AED 000
3,405,263 3,251,605
2,403,216 1,513,268
7,658,308 5,923,022
1,702,952 1,119,054
3,910,876 2,307,072
3,744,117 3,795,477
5,091,102 B,405,769
5,151,787 2,881.550
17,871 299270
37,085,529 29,496,087
(1,090,555) (923,854)
35,994,974 28,572,233

The performing leans and edvances include AED 377 millian {2006: AED 294 million) of toens and

advances that are past duc but not impaired.

In certain cascs, the Bank continues to carry classificd doubtful debls and declinguent
accounts on its books even after making 100% aliowance for impaimment, Interest is accrved
on most of those accounts for litigation purposes only and sccordingly not taken to income.
Accounts arc written off only when all legal and other avenues for recovery or settlement ate
exhausted, The value of loans and edvances, including fully provided accounts on which
intercst is not taken to income amounted to AED 383 million at December 31, 2007 (2006:

AED 379 million).

The movemenis in the allowance for impairment of loans and advances during the year were

as follows:

Balance at the begloniog of the year
Impairment allowance for the year
Amount written off during the year
Rocoverics during the year

Balance at the end of the year

2007
AED '000

923,854
231,066
(15,627
(48,738)

1,090,555

o Decomber3dl, __

AED ‘000

827,353
123,241

(10,892)
(15,848)

923,854

The amount of impairment allowance for the year includcs AED 38 million (2006: AED 40
million) of interest accrued on impaired Joans and advances for litigation purposes which i3 not

taken to income.
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Islamic financing and investment products

Financing
Murabaha
fjara

Investing
Musharakah
Wakala

Sukuk and funds

Total

Less: Unearned income
Provision for impairment

Analysis by cconomic activities:

Construction

Trade

Transport and cormunumication
Services

Banks and financial institutions
Personal

Government/public scotor

Less: Uneamed income
Provision for impaimment

32

Decerber 31,

2006 2005
AED '000 AED ‘000
336,118 20,072
761,199 75,595
1,097317 95,667
614,190 128,969
192,892 606,391
343,189 .
1,250271 735,360
2,347,588 831,027
(1,825) (2,013)
(494) -
2,345,269 829,014
586,223 -
752 1,598
3,000 .
485,934 -
876,214 735,360
151,791 18,474
203,664 75,595
2,347,588 831,027
(1,825) (2,013)
(494) .
2,345,269 829,014
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Interest receivable and other asscts

Interest receivable

Prepaid intercst and cxpenses

Taxes paid in advance

Clearing suspense

Positive fair value of derivatives - Notc 39
Insurance related receivables

Credit Cards interchange receivables
Inter-group transaction

Customer acceptance

Others

Investment property

Tnterest in buildings and freehold land - January 1,
Additions during the year

Sold during the year

Write off during the year

Change in fair value during the year

3

Desember 31,
2607 200
AED '000 AED 000
317,208 134,454
66,302 48,775
33,300 26,922
9298 8,770
2,433,377 834,308
497,293 370,226
59,848 44,566
- 43,181
1,337,223 1,157,635
718,575 107,468
5,472,924 2,781,805
2007 2006
AED '000 AED '000
361,739 224,103
15,770 74,147
(31,801) "
. (668)
152,732 64,157
498,440 161,739

The fair value of investment property as of December 31, 2007 has been amrived at on the basig

of a valuation carried out on November 29, 2007 and on Octob

valuers.

er 31, 2007 by independent
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Property and equipment

Cost

Ar December 31, 2005
s

Disposalsiwrite-offs

At December 30, 2006
\ddiri
Disposalstwrire-affs

Al December 31, 2007

Accarmulated depreciation
At December 31, 2008
Cherge for the year
Disposalstwiit-offs

AL December 31, 2006
Charge for the yrar
Disposalsiwritz-oils

At December 31, 2087

Cartying 2amount
At December 35, 2007

At Dexcersber 31, 20606

At the halance sheet date, the fair value of properties acquired in scttiement of debits was AE!

milfion).

Mashregbank pse Group
Froperty Furnitere, Tmprovements
Property acquired in fixtures, to freehold Capital
for arm settlement equiproeal properfies work-in-
nse of debts & vebicles and otheys _DTOpIESS Totat
AED 000 AED 000 AED " AED 000 AED 300 AED ‘080
158,057 21,528 142369 76,920 - 393,871
4209 9 59984 56419 52,166 162,807
(202} )] (4.897) (12.055) - (12,157)
152,064 21,551 1972956 131284 32,165 544,521
3,033 176 44071 a1l 60377 149,360
- - (34,4356) {6.704) - (31,2600
165,097 21,77 WTHTL 166,503 92,543 653,241
73,213 3 _$1,637 34,191 - 205,044
6,036 - 24935 21928 53,549
(aon (%)} (4519 (12,023) - {86,747)
9052 118,103 45,00 - 242 M6
5768 - 11,506 0125 - 61400
- - (33.442) (6.624) - (40.066)
24,821 - 116,167 68,592 - 260580
80,276 11,327 90,904 98,211 92,543 383,661
83,012 21,551 19353 6,193 32,166 3M,275
D 285.24 million (2006: AED 28524
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Depaosits and balances due to banks

Dermand
Overnight
Time

The above represcnt borrowings from:

Banks in the UAE.
Banks abroad
Qwverseas contral banks

38

December 31,
2007 2006
AED 0 AED '000
1,550,649 1,218,496
1,330,848 658,106
10,515,527 3,825,936
13,397,024 5,702,538
4300,553 551,706
9,095490 5,148,957
981 1,875
13,397,024 5,702,538

Borrowings from banks abroad include sn amount of AED 1,836,5 million (U$$ 500 million)
[2006: AED 918.25 million (US$ 250 million)] being a 5 years loan obtained through a

syndicale of banks maturing in July 2012. The loan camies o floating

fixed by reference to 6 months LIBOR.

Repurchase agreemcnts with banks

Repo borrowing

Tenutre Due date [nterest rate

5 year October 2011 3 months USD Libor
1 yoar December 2007 12 months USD Jibor
G months June 2008 6 months USD Libor
6 rnonths June 2008 6 months USD Libor
3 rnonths March 2008 3 manths USD Libor
3 months June 2008 3 months USD Libor

rate af interest which is

Degember 31,

2007
AED ‘000

183,650

768,032
1,070,763
939,136
892,732

31,834,313

L —— = diinand

2008
AED 000

183,650 -
1,101,962

1,285,612

ECE—T—
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Customers' deposits

36

December 31,

2007 2006
AEY ‘000 AED '000
Current and other accoums 16,506,336 6,570,427
Saving accounts 659,141 437,126
Time deposits 34,968,037 26,900,682
46,133,514 33,908,235
Insurance and life assurance funds
Unearned Life _ Decemberdl, .
Outstanding  premium  Additionad  assnrance 2007 2006
m reserve reserve fund Fotal _Tatal
AED'0G0  AED'00  AED0DD AED'000 AED'000 AED'000
Jaruary 1, 103,156 180,600 32,747 57437 373,040 260,448
Inerease/(decreasc) 41,406 1,096 15,003 {14,550) 142,955 113,492
Decernber 31, 144,562 271,096 51,750 42,887 516,895 373,940

Uneamed premium reserve is caloulated a5 a percentage of annual premiums eamed, net of
reinsurance. Additional reserves are also made for the cstimated excess of potential claims and
claims incurred but not reported st the balance sheet date.

Life assurance fund is determined by indepamdent actuarial valuation of future policy benefits,
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17, TInterest payable and other liabilities
Deecember 31,

—2007 2006
AED '000 AED '000

Accrued interest payable 442,334 236,727
Income reccived in advance — diseounted bitls 205,985 133,829
Provision for end-of service indemnity 104,070 89,766
Provision for axation 32,704 26,899
Pay orders issued 157,691 120,451
Wegative fair value of derivatives — Note 39 2,482,251 790,409
Credit Cards interchange foo income 38,610 27,320
Insurance premium collected in advance 381,542 288,322
Accrucd expenses 376,186 228,179
Acceptances 1,337,223 1,187,635
Inter-proup transactions 60,122 -
Others 238,605 234,334

5,857,323 3,356,871

18. Medium-term floating rate notes

During 2004, the Bank established a Euro Medium Termm Note (EMTN) programme for
USS 750 million (AED 2,754.75 million) under fiscal agency agreement datcd February 4,
2004, The EMTN programme was incrcased to USS 2,000 million (AED 7,346 rillion) under
fiscal agency agreement dated March 21, 2006.

The maturitie of the bonds (FRN) issued under the programme ere as follows:

December 31,
27 2006

AED 006 AED '000
Due date Intereat rate
Fcbruary 27, 2009 3 months Libor + 0,55% 1,101,900 1,101,500
March 23, 2010 3 months Libot + 0.40% 1,193,725 1,193,725
Apnl §, 2011 3 months Libor + 0.38% 1,101,300 1,101,500
January 24, 2017 3 months Libor + 0.625% 1,836,500 -

5,234,025 3,397,525

The USS 500 Million (AED 1.836 Million) tranche issued during Jenuary 2007 is a
subordinated floating ratc note and qualifies for Tier 2 subordingted loan capital for first
5 years titl 2012 and therafier it will be anortized st the rate of 20% per annum for next five
years until 2017 for capital adequacy calculations. However, FRN is callable in 5 years [.¢. in
2012 if not redeemad on completion of 5 years, there is provision of step up in coupon rate for
0.5% for next § years, This subordinated FRIN has been approved by UAE Central Bank for
recoghition of Ticr 2 capital,
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Long-term loans

These represent long-term loans provided by the Rea) Estate Committee of the UAE. to
refinance real cstate loans madc by the Bank to various U.A.E. citizens, which are included

in loans and advanccs,

Capital and reserves
Share capital

During 2007, & proposed bonug share distribution, of 3 ghares for cach 10 shares was approved
by the Board of Directors and ratified by the sharsholders ot the Annual General Mecting,

As of December 31, 2007, 112,605,380 ordinary shares of AED 10 cach (2006: 86,619,520
ordinary shares of AED 10 cach) were issucd and are fully paid up,

Statutory and legal reserves

In accordance with Union Law 10/80 of UL.A.E., 10% of the net income for the ycar is to be
transforred to statutory reserve. Such tramsfors 10 resorves may cease when they reach the
lovels establighad by the respective regulatory authorities (in the U, A. B, this level is 50% of
the issued share capital). The lega) reserve relates to the Bank's {oreign operations. Neither the
statutory reserve nor the legal reserve is available for distribution.

Goneral reserve

The general reserve is computed pursuwant to the Benk's Articles of Asgociation and can he
used for the purposes determined by the Ordinary General Meeting.

Minority interest
December 31,
2007 __ 2006
AED '000 AED '000

Bolance, January 1, 571,395 £96,087
Dividends (31,001) (35,441)
Share in cumulative changeg in fair values 149,521 (352,849)
Share in translation edjustments n 1
Share of net income for the ycar 225,363 72,102
Share of minority in newly formed subsidiaries - 1,500
Reduction in minority’s capital (44,753) {10,005)

870,546 571,395

EEESSSCTRETI 000 TEOeYerere——
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Contra accounts and commitments
December 31,

2007 2006

AED ‘000 AED '000
Contra accounts (memoranda)
Guarantecs 30,920,961 19,600,484
Letters of credit 7,242,966 4,821,188
38,163,927 24,421,672
Derivative inancial instruments (Note 35) 213,069,614 153,833,802
Total contrs nccount and commitments (a + b) 251,233,541 178,255,474

The outstanding unutilised facilities as of December 31, 2007 amounted to AED 26.836 million,
commitied AED 9.097 and un-committed AED 17.739 million (2006: AED 23.937 million.
committed AED 6.354 and un-¢omumitted AED 17.543 million).

The outstanding wnused portion of commitments as at December 31, 2007, which ean be revoked
unilaterally at any time by the Bank, amounts to AED 17.739 million (2006: AED 17.543
milion}.

Contrs accounts = maturity profile

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

2007
Over Over Over
Within Jto6 61012 1t08 Over
3 months months monthy  _Yyears Total
AED'DO0  AED'000 AED'000 AED'000  AED'0CD AED'000
Guarantees 23,609,920 2216863 1983095 2,751,731 359,351 30,520,961
Letters of credit 4,289,203 849,599 691,823 1411375 966 7,242,966

Total 77,899,124 3066462  2,674918 4,163,106 360,317 138,163,927

=
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Contra accounts and commitments (continved)
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Contra accounts — maturity profile (continued)

40

2006
Qver Over Over
Within o6 Giol2 1to§ Over
Imonthy, _monthy  _mopths  _ygera  _3years, __Towl
AED'000  AED000 AED'000  AED'000  AED'000 AED'000
Guarantees 13,482,826 2,277,760 1,737,622 1,636,787 465,489 19,600,484
Letters of credit 1,472,539 688318 507,618 152713 - 4,821,188
Total 16,955,365 2,966,078 2,245,240 24,421,672

The analysis of commitments and contingencies by industry sector ig shown in Note 30.

Operating lease commitments

1,789,300 465,489

The future minimum Jease payments under non-cancellable operating leases where the Bank

is the lcssce are as follows:

Less than 1 year

110 5 years
Over 5 years

Total

December 31,
2007
AED '000 AED 000
41,274 40,467
32,668 31,676
102 675
74,044 72,822

e ———
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Interest incomne
Year gnded December 31,

2007 2006
AED '000 AED '00¢
Loans and advances 2,716,282 2,055,460
Central Banks 373,456 65,202
Banks 796,873 473,315
Non-trading Investments 63,365 48.576

3,945,981 2,642,553

Income from Istamic financing and Investment products

Ycar ended December 31,
2007 2006
AED '000 AED '000

Financing
Mumabaha 8,640 1,580
Tjara 22020  ___ 2208
30,660 3,785
Jnvesting
Musharakeh 26,733 4135
Wakale 14,298 27,852
Suleuk and Funds 9,817 -
50,848 — 28267
Total 81,508 32,052
Interest expense
Year endet December 31,
2007 2006
AED ‘000 AED '000
Customers’ deposits 1,827,052 1,174,598
Central Banks 3 270
Banks 656,320 411,064
Medium term loans 304,974 177,991

2,788,349 1,763,523




26.

27,

28.

(a)

a2
Mashreqbank psc Group

Distribution to depositors — Islamic products

This represents the sharc of income allocatcd due to depositors of the Bank, The allocation and
distribution to depositors is approved by $haria Board.

Net fee and commission income / expense

Yenr ended December 31,
2007 2006

ALED '000 AED '000

Fee and commission income

Commission ncome 1,686,713 877,356
Brokcrage and assel management 40,107 35,833
Re-insutancse commission 117,039 85,568
Fees and charges on banking services 455,556 242,767
Credit Card related fee 413,509 304,779
Cthers 91,905 79,154
Total fee and commission income 1,804,829 1,625,457

Fee and commission expenses

Commission cxpense 1,356,082 627,293
Brokcrage and asset managemnent 146,284 s
Credit Carg related expenses 189,853 14158
Others 21,436 =
Total fee and commission expenses 1,713,625 g

Net fee and commissinn income 1,091,204 7075

Net investment incomec F
Yeor ended Decembefid
2007

AED ‘000  AED'S

Trading investment income

Nei realized investment gain/(losg) 252,767

Fair value adjustments 136

Interest income 385,846 23
Dividends income 88 !

638,837 2464
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Net investment incorne (continued)

MNou trading tovestment incoms
Net realized invcstment gain
Dividends income

Total {a + b)

Other income

Fair valuc adjustments of investment property
ncome from investment property

Foreign exchange gains (net)

Insurance underwriting profit

(Loss)/gain on eale of property and couipment
Rental income from properties

Others

General and administrative expens es

$alaries and employee related expenees
Depreciation on property and equipment
Other gencral and adrninistration expenses

2007
AED '000

139,316
95,606

——tm

234,922

$73,759

152,732
405
161,425
315,249
{67
5,127
50,194

828,036
67,400
514,351

—

1,409,787

e

Compernsation of key management (included above under “salaries and employeo related

expenses™) comprise salaries, bonuses an
million (AED 94,94 million in 2006) - Note 35.

d other benefits amounting in tota) to AED 116.09
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Allowances for toans and advances and ether financial assets

20407
Cosporate
and

_Relail _others Non-xpecific _fotal

AED 000 AED'000 AED'000 AED"H0

Provisioo for impaired lnany and advances 10,640 81,696 L30,B00 193,536

Provisien for investments 20d others - 12,815 - 17815
Provision for ather debbors - @519 - #8513

Wrile-off of inpatred loaos to

{ncorme slatement 247 F01 11,596 - 59,197
Recovery of loans previously vritten off (97,657 (56043) - {153,650}

Total 160,634 41,751 109,000 08388

e

2005
Corpare
_Betail _others Tatal

AED'U0 AEDODD AED 00 AED 000

Pravision firs impaired loarns and sdvanices 11,013 9,134 62,727 83424
Pryvision fer investents and others - 2,336 . 2,336
Provision for other debters [G45) {345)
Wrine-ofT of ioywaired loaas to A
T statemenl 175,793 2,87 - 178,585
Racavery of loans previcesly weiiten off (69,963) (46,533) - {116,496
Total 6,248 (02 777 146 604
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Earnings per share
Eamnings per share are calculated by dividing the net profit for the year by the number of sharca

outstanding during the year as follows:
Yeay ended December 31,

2007 2006
Net incoms for the yeer (AEDY000)
{Atributed to equity holders of the parent) 1,900,632 1,570,640
Number of ordinaety shares gutstanding 112,605,380 112,605,380
Famings per share (AED) 16.88 13.95

The number of ordinary shascs outstanding as of Decembor 31, 2006 has baen adjusted to
reflect the bonus shares issued during 2007 [Note 20{a}].

Foreign restricted assets

Nt sssaty equivalent o AED 76.736 million as of December 31, 2007 (2006: AED 57.852
million) maintained by cerwin beanches of the Bank, apcreting cutside the United Arsb

Emirates, are subject to cxehange contol regulatons of the countries in which these branches
operate,

Cash and cash equivalents

Cosh and cash equivalents consist of cash on hand, centre! bak certificates of deposits,
balances with banks and money market placcments, a8 follows:

December 31,
2007 2006
AED '000 AED'000
Cash on band, currcat accounts
and deposits with central banks 20,200,123 2,405,688
Deposity and balances due from books 7,959,847 8,556,912
28,159,970 10,962,600
Less: Deposits with central bauks
for regulatory purposes {1,597,378) (1.179,871)
Less: Deposits maturing nfter 3 months (4,406,824) (2,573,866)

— ——

22,155,768 (a) 7,206,863 ()

Increase in cash and cash equivalents - 2007
[{a) - () 14,948,908

—r-e—T
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Cash and cash equivalents (continued)

Degomber 31,
2006 2005
AED 000 AED'000
Cash on hand, eutrent aceounts
and deposits with central hanks 2,405,688 4,004,935
Deposits sad balanses duc from banks _B536912 _7.066,495
10,962,600 11,071,430
Less: Depasits with central banks
for regulatory purposes ( 1,179,871) (962,735)
Less: Deposits maturing after 3 menths (_2,575.866 (1,952,150)
7,206,863 () 8,156,365 (0)
[ h———
Incroasc in cash and cash equivalents ~ 2006
[(2) - (&)} ( 949.682)
S gE———

Related party transactions

Certain “rclated parges” {such as, directors and major shareholders of the Bank and companies
of which they are principal ownerz) arc customers of the Bank and its subsidiaries in the
ordinary course of business, Tyansactione with such related parties are made on substantially
the same terms, including infercet rates and collateral, gs those prevailing at the same time for
comparablc tansactions with wrclated parties. Such related party transactions ar¢ disclosed
below. Other “related party transactions' ace disclosed in Notes 7 and 30 to theso financial
staterncnts.

Year-end related party balances included in the balance ghest are as follows
Decamber 31,

2007 2006
AED 000 AED '000
Advances to tustomers 854,140 646,675
Depoesits from customera 931,563 685,763
Lettets of oredit, guarentecs and acceptances 2,169,951 1,562,630

Net income for the year includcs teloted pasty transactions as follows!
Year ended December 31
2007 20068
AED '000 AED '000

Interest iIngome 65,008 52,250

Interast expense 29,097 18,052

Other incoms 52,434 49,524
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Coocentrations of assets, labilities and off balance sheet items

Geographic regioos

UAE
Other Middie East countries
O.ECD.

Others

Total

Todostry Sectoc

Govemment and Public Sector
Commercial & Business
Personal

Fimancial [nstitutions

Others )

Totzl

47

December 31, 2007 December 31, 2006
Lisbilities OQff Balaace Laabilities Off Balance
Assets gnd Equity  Sheet items Assels and Equily Sheet ilems
AED’080 AED'H0D AERD'000 AED'0O0 AED’000 AED'0{00
60,329,702 817,322 30,861,253 38,970,230 49,241,540 23322276
12,682,229 7,878,676 1,737,246 3,974,922 2,360,888 00,5210
5,897,036 6,895,237 3,379,336 8,553,102 3404040 364,198
B, 7118430 2,036,162 2,186,092 5,246,861 1,738,647 234,677
87,627,397 87,627,397 38,163,927 56,745,115 56,145,115 24,421,672
Treceraber 31, 2007 Decermber 31, 2006
Liabilities O Balance Liabilides Off Balance
__Assets  andEquily Sheelilems Assets _and Eguity  Sheet items
AED'000 AED 000 AED'000 AED 000 AED(HY) AED'00D
8,941,234 B,686,841 121,853 5,664,378 5,017,823 116,544
22,020,799 21,986,896 33,647,659 16,171,077 15,874 470 18,145,773
3\,972,3?6 13,774,971 21,180 8,054,463 11,280,441 4‘]{4,754
40,024,733 39,219,309 4,266,701 21116651 18,544,363 4 835349
7,668,555 4,059,130 106,534 5,738,541 Go28018 889,252
£7.,627,397 87,627,397 35,163,927 36,745,115 §6,745.115 24 421,672

—————
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37. Segmental informaticn
007
Treasory & Head Oflice
Fipaodal Islamle Capital end
Retail Carporate [nstituliony Banking Markets  [psurance _ Othecs TFatal
AED'00 AED 000 ARD'M0D AED'CI0 AED00Q AEDR0 AED'00D AED* 00D
Met interest omme anb earnings
freon [slamic prodocts 20R 450 652,903 92,725 38,825 {543,995} 17,971 133,519 1,260,458
Other income 421,674 S0 622 129,534 3,349 Th2 404 738,764 85.681 2650028
Tota] operating income 1,250,164 1,161,525 259 42,14 218409 56735 219,220 3,850,486
General any! administralive expenses (1,409,787)
Allowances for leans and advances
and ether Snancial assets (108,33%)
(ncame befare taxes and
minority inlerest 2132314
Taxation {6319)
Net iocorne [or the year 1,125,995
o
Attefbuted tos
Erity helders of the parent
Mipority inferest 1,900,632
225363
2,125,995
et
Segmeat Assets 8961672 L6936 82354399 2700200 363300 3,763,182 652958 §7627,397

Sepment Lizhilitles o472, 100 38604121 4,331,800 2159127 7,920400 1644512 12,780,139 72,142,859
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Sepmental informaticn (contioued)
Treasry & Head Osce
Financial Islamc Capieal and
Retajl Corparate Imtittions  _Bankipg  _Markets Insurarce; Cthers Teral
AED D AED'H00 AED 00 AED'OD0 AEDG00 AED000 AEDOD0 ANED'D
Net inteeest income and camings
om Islamic products 616,007 426,699 10,712 1546 (378699 5959 67,914 882,177
Othex income 316,701 332,517 10L,326 5 610,737 80,362 254039 1.245261
Totel operefiog Incoms: 032,738 24,218 182038 4,075 232,043 286321 166,007 1827438
General snd administrative expenses {1.031,470)
Allovances for loans ard advances
and atbey finzocial assets (145,604)
Inoowme before kaxes and
minerity inzevast 1,649,364
Taxatbion (6.622)
Net Income for the year 1,642,752
Atributed to: n
Equity boldery of the parent 1,576,640
Minority interest 72,102
1,642,742
3]

3645,

115 .
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38. Classification of financial asseis and liabilities

The table below seis out the Group's classification of each chass of Rnancisl essets and liabilities and ther carrying amounis as
at Deoerober 31, 2007:

At fair value Other
through Avsailable-  Loaas sod amortised Carrying
prafit or losy {or-sale advances cost ammount

AED'GI0 AED'0DQ AED QD AEDYO0D AED'000
Cash and balances with central banks - - - 20200123 20,200,123
Deposits and balances dee fom banks - - - 7,959,847 7,959,847
Truding imvestinent 10,023,141 - - - 10,623,141
Loans and advances - net - - 35,994,974 - 35,994,974
Istamic Financing and vesting Products - - 2,145,269 - 2,345,269
Non-trading investments - 4553949 - 195 069 4749018
Intesest receivable and other assets 2433317 - - 3,039,547 5,472,924
{nvestment property 493,440 - - - 493,440
Total 12,954,958 4,553,949 38,340,243 31,394,586 A7,243,736
Deposits and batances due to branks - - - 13,397,024 13,397,024
Repurchase agreements with banks . . - 38W33 3,834,313
Custemers' deposits . - B 46,133,514 46,133,514
[slamic customers” deposits - - - 2,153,198 2,153,193
insurance and lifc asswrance funds - - - 516,895 516,893
(nkevest payable and ather Tiabilitics 2492251 - - 3,342,368 3,824,619
Mediutn-term floating rate nofes - - - 5,234,025 5,234,025
Long-term loans - - - 16,707 16,707

Totad 2,482,251 - - 74528,044 77,110,295
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Classification of financial assets and Babilities (continued)
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The table below sets out the Group's classification of each class of financial assels and lzabilities and their camying

amownls as at December 31, 2006

Cash and balances with centval banks
Deposils and batances due from banks
Trading invesiment

Loans and advances - nel

Islamic Finapcing and Investing Products
Non-trading invesunents

Interest receivable and other assets
Investiuent property

Tot1al

Depasits and balances due to banks
Repurchase agreements with banks
Customers' deposits

[slamirc customers” deposits
insurance mnd life assurance funds
Interest payabie and other Kabilities
Medium-teon {lealing ale nales
Long-term loaos

Total

At Fair value Oiher

thromgh Aveilable- Loansand  amortised Carryiog

profit or loss for-sale silvances st amount
AED'D00 AED'000 AEDQ0D AED"000 AED000
- - - 2.405,6%8 2,405,683
- - - 8,556,912 8,556,912
10,094,456 - - 10.094.456
- - 28572233 - 28,572,233
- - 829,014 - 829,014
- 2,821.044 - 19,949 2,340,993
838 808 - - 1,942,997 2,781,805
161,739 - - - 361,739
11,295,003 2,821,844 19,401,247 12,915,546 56,441,840
- - - 5,702,538 5,702,538
- - - 1,285,612 1,285,612
- - - 33908235 13908235
- . 747,890 747,890
- - - 373,940 373,940
790,409 - - 2.536,563 3326972
- - - 3,397,525 1,397,525

23,541
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Derivatives

In the ordinary course of business, the Bark utilizes the following derivative financial
Instrumnents for both trading and hedging purpdses:

Swaps arc committnents to exchange ont cel of cash flows for another. For interest ratc EWRps,
counter-parties generally exchange fixed and flosting rate intcrest payments in a single curency
without exchanging principsl. For currency swaps, fixed intetest payments and principal ere
exchanged in differcnt eurrencies. For crofs-curtency rate swaps, principal, fixed and floating
intercst payments arc exchanged in different eurrencies,

Forwards and futurcs are contractual agreements 1o cither buy or sell a specified currency,
commodity or finandial instrwnent at A specified pricc end date in the future. Forwards are
customized contracts transacted in the over-tho-counter market, Foreign curréncy and intereat
ratc fatures are transacted in standardized amounts on regulated exchanges and changes in
futures contract values ave merked to marlket daily.

Forward ratc agreements arc similar 10 intcrast ratc futures, but are individually negotiated. They
call for o cash setilement for the differencc betwecn 8 contracted interest rate and the market rate
on a apecificd futurc date, on 8 notional principal for an agreed period of time,

Options arc contractual agreements under which the scller (writer) grants the purchaset (holder)
the tight, but not the obligation, {0 either buy or sell at fixed future date or at any time during a
specified period, & specified amount of a curreney, sommodity or financial ingtrument at a pre-
determined price.

Derivatives held for hedging purposes

The Bank deals in derivatives including forward exchange contracts, Swaps, options and futures
on behalf of its customers, Thesc dealings with and exposure to finaneial markets are matched
by equal and opposite dealings and exposuro to corporate customers.

The Bank uses forward foreign exchatige contracty and currency swaps o hcdge against
currency risks and intercst rate swaps to hedgs against the interest rate rick ariging From interest
tate exposures, In ail such cases, the hedging rclationship and objective, including details of the
hedged items and hedging insoument are formally documented,

The following table shows the positive and negative fair valucs of derivative financial
instruments, togcther with the notlona! amounts analyzed by the term to meturity.  The
notional amotnts, which provide an indication of (e volumes of the transactions outstanding at
the year cnd, do not neccesanily reflect the amounts of futwe cash flows involved. These
notional amounts, therefore, are neither indicativc of the Benk's oxposure L0 credit risk, which is
genarally limited to the positive fair valug of the dorivatives, nor market rigk,
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Derivalives (continued)

Statement of Derivatives as at December 31, 2007

53

Mol Frorelnh] 1erp of maturity
Poative Negative Notinnal Upla 3-¢ 6-12 I year Crver
Off-Balance Sheet Financlal Instraovents  fair value  Guir vzlue armount 3 mootls hs to S years S years
ARDRRD AECDPOI0  AED0NM AED'GOR  AED'OB0  AEDOCG AED000 AED 000

Held for Trading
Forward fereign exchange contract 243,859 260906 4B562465 408IS IS0 2200364 1009218 43 17,732 -
Forzign exchange eptions (hought) - LBS0006 76309969 14,870,003 26185950 27938340 7359438 356,238
Foreign exchange opticas (sold) 1,850,005 - 76909969 14870003 26385950 27938340 7355418 356,218
Interest rale swaps 293,647 348,206 9,690.241 19,274 3613 199,785  7.608476 1,859.033
Cap bought - 4 104,500 - - - 104,500 -
Capsold 4 - 134,500 - - 104,500 -
Credit defanlt swaps 935 1,547 144,782 - - - 122,727 22055
Equity dertvatives - 5655 15,570 - - - 15,570 -
Futtures oontsuets gurchased (Customer) - 1640 236,734 154,261 - 65,703 16,779 -
Futures contrects sold (Custamer) 3287 - 77075 71075 - - - -
Futures costracts sold (Bank) 1,640 - 236,734 154,261 - 65,703 16,770
Fuhures contracts purchased {Bank) - 3287 T1075 11075 - - -

2433377 2,482,151 213069614 71,050,102 54975937 ST21708% 27225972 .2,5%3,564
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Derivatives (contineed)

Staternent of derivatives as at December 31, 2006

Notional amoant by term of maturity
Postive Negative NMotional Upto 3-6 6-12 | year
ONBalagce Sheet Fipaocizl Instraments  fair value _foir value amonnt 3 months monihs monihs oS
AEDFO00 AFED™ D0 AED'060 AED'00G AED*Q00 AED'DED AED'00D
Held for Trading
Forward foveign exchange contract 126,169 7644 20,565,001 18,068 700 510,278 31055 774998
Foreign cxchange options (bought) - S108W 64,966,405 10,083,867 10,415,809 26847,896 17618833
Forcign exchange options (sold) 510,758 - 64966405  [D083,367 10.415,809 26341896 17 518833
Intercst rate swaps 199,518 201392 2934215 AL 86,631 91964 1,383,534
Cap bought - 36 146,300 . . - 146,300
Capsold 36 - 146,300 - - - 146,300
Futures comtracts parchased (Customer) 40 - 25,464 25,464 - - -
Futures contracts sald (Castamer) - 1.687 25,109 26,668 - 2441 -
Futizes cantracts sold (Bank) - a4 25,464 25,464 - -
Fuhgrs contracts purchased {Bank) 1,687 - 79,109 26,668 - 2441 -
§38,808 790,409 153,533,852 39,248,044 21,428,527 54103653 37,638,798

Over

Syears
AED’GOD
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Capital management

Regulatory capital

The Central Bank of the UAE scts and monitors capital requirements for the Group as &
whole. The parenl company and ovorseas punking operations are direotly supervised by their
local regulators.

The Central Bank of the UAE adopted Base] One capital regime in 1993, Mashreqbank
caleulates its Capital Adcquacy Ratio in linc with guidelines issued by the Centra) Bank of
thc UAE. The minimum capital ratio presc ibed by the Central Bank iz 10% of RWA
calculated a6 per the guidelines jgsued by them.

The Group's regulatory capital is analysed into two tiers:

o Tier 1 capital, which includes ordinary share capital, gharc premium, retained camings,
translation rescrve and minority interests after deductions for goodwill and intangible
agsets, il any.

o Tier 2 capital, which includss qualifying subordinated liabilitics and the element of the
faic valve rcscrve (43%) rolating to unrealised gains on investments clessificd os
available-for-sale.

Various limits ar¢ applicd to elcments of the capital base. The qualifying tier 2 capital cannot
exceed ticr 1 capital; and qualifying term subordinated loan capital may not excecd 50
percent of tier 1 capital. The Central Bank of the UAE docs not allew collective impainment
allowances to be ineluded as part of tier Z capital. Other deductions from capital includc the
carrying amounts of ipvestments in subgidiaries that are not included in the regulatery
consolidation, investments in the capital of banks and certain other regulatory items. The
Tier Onc Capital must be 6% of RWA and Ticr 2 Capital cannot bc more than 66.6% of Tier

One Capital,

The Group’s policy is to maintain a strong capital base so as to maintain market confidence
and 1o suslain future development of the busincss. The impact of the level of capital on
sharcholders' return i6 also recognised and the Group recogniges the necd 1© maintain g
balance between tho higher returns that might be possible with groater goaring and the
advantages and scourity afforded by a sound capital position. Historically Group has
followed conservative dividend policy to incteasc ¢apital from internal resources to meet the
future growth.

The Grovp and its individually vegulated operations have complied with all externally
imposed capital requirements throughout the pedod:

There have boen no material changes in the Group's management of capital duting the period.
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Capital management (continued)

The Group’s regulatory ¢apita) position at Deeember 31 was as foliows:

__ Decomberdl,
2007 2006

AED '000 AED '000

Tier 1 capital
Ordinary share capital 1,126,054 866,195
Statutory & Legal Reserve 599,009 469,453
General Reserve 312,000 312,000
Reclained camings . 7,068,366 5,557,149
Minornty intercsts 721,025 §31,729
Foreign currency translation reserve (2,155) (11,445)
Total 9,824,299 7,725,077
Tier 2 capltal
Asset revaluation reserve 297,045 100,749
Qualifying subordinated liabilitics 1,836,500 .
Total 2,133,545 100,749
Total capital base 11,957,844 7,825,826
Risk-weighted assets
On balanec sheet 47,693,537 33,158,257
Off balance gheet 19,661,810 11,519,476
Total risk-weighted assets 67,345,347 44,677,733
——— -t
Risk asset ratic 17.76% 17.52%

e

The Central Bank of the UAE has proposed to adopt Basel 2 for implementation effective
January 1 2008. For credit and market risk Central Bank hes issucd drafl guidelines for the
implcmentation of Standardised approach. Fot operational figk the Central Bank has given
option to use Basic Indicator approach or the standardised apptoach,
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Capital management (continued)

Capital sllocation

The allocation of capital betwcen specific operations and activities is, to a large cxtent,
driven by optimisation of the retum achicved on the capital allocated. The amount of capital
allocated to cach operation or activity is based on the inhercmt tisk it carries. The process of
allocating capital to specific operations and activitics is undertaken indcpendently of those
rcsponsible for the operation, by Finance and Risk Gtoups, angd is subject to rcview by
ALCOQ as appropriste.

Although maximizsation of the retum on visk-adjusted capital i the principa! basis used in
determining how capital is allocated within the Group to particular operationg or activities, it
i5 not the sole basis uscd for decision making. Account also is taken of synergies with other
operations and activitics, the availability of managoment and other resources, and the fit of
the activity with the Group's longer ierm strategic objectives, The Group's policies in regpect
of capita) management and allocation are roviewed regularly by the Board of Directors,

Risk managemeont

The Group has set up & strong risk management infragtructure supported by adoption of best
practices in the field of risk management 10 meanage and monitot the following major risks
arizing out of itz day to day opcrations:

- Credit Risk

- Liquidity Risk

- Market Risk

- Interest Rate Risk
- Operationa) Rizk

The board has overall responsibility for the oversight of the risk management frame work. It
hag established detailed policics and procedures in this regard along with high powered senior
management commitiees to cnsure adherence to the approved policies and close monitoring of
different risks within the Bank,

The Credit Policy Committee, Assets and Liabilitcs Commitice end Investment Committee
work under the mandate of the board to set up risk limits and manage the overall risk in the
Bank. These commitieas approve risk management policies of the bank developed by the Risk
Management Group.

The Risk Management function i8 independent of the business and led by o qualified Risk
Management Head. This growp is responsible for develpoing credit, market and operational risk
policies. Highly expericnced snd trained Risk Managers have delegated authority within the
risk management framework to mpprove credit risk trensactions and monitor market and
operational risk. The risk analytic unit within Risk Management Group is responsible to
develop and validatc financial risk modcls for risk rating and calculation of PD, LGD and EAD.
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Risk management (continued)

The Audit, Review and Compliance Group (ARCG) is an independent Group which is
responsible to review the rigk policics, sk cxposures and the risk managing and maonitoring
Framework, The Board Audit Committee is assisted by ARCG in this regard.

Credit Risk Management

Policies relating to credit are reviewed and approved by the Bank's Credit Policy Committee.
Al credit lines are approved centrally for UAE branches, and for oversoas branches by the
Bank's Credit Risk Management Division in accordance with the Bank’s credit policy sct out
in the Credit Policy Manual. Credit and Marketing functions are segregated. 1In addition.
whenever possible, loang are secured by acceptable forms of collatcral in order to mitigate
credit risk. The Bank further limits risk through divemification of its asscts by geography
and industry sectors.

All credit facilitics are administered and monitored by the Credit Administration Department.
Periodic reviews ate conducted by Credit Examination teams from the Avdit, Roview and
Cotnpliance Group and facilitics are risk graded based on critetion established in the Credit
Policy Manual.

Cross border exposure and financial institutions expegure limits for money market and
froasury activities arc approved as per guidclines established by the Bank’s Credit Policy
Committee and are mohitared by the Credit Risk Management Division.

The Credit Policy Committen i8 responsible for setting credit policy of the Bank. It also
establishes industry caps, approves policy exceptions and conduets periodic portfolio Toviews
to ascertain portfolio quality.

Different credit underwriting procedures arc foliowed for retail and comercial/ inatitutional
lending as described below.

Rerail lending

Each retail credit application is ecnsidered for approval according to a product program,
which is devisod in accordance with guidelines set out in the product policy approved by the
Bank’s Credit Policy Committcs (CPC).  All approval authorities arc delegated by the CPC
or by the Chief Bxecutive Officer acting on behalf of the CPC. Different authority levels are
epecified for approving product programs and exceptions thereto, and individual loans/eredits
under product programs. Each product program contains detailed credit criteria (such as
customer demogrphics and income eligibility) and regulatory, compliance and documentation
requirements, as well as other operating requirements. Credit authority levels range from
Level 1 (approval of a credit application mecting all the criteria of an already approved
product program) to Leve! 5 (the highest levcl where CPC spprovel of tho specific cradit
application 15 necessary).
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Risk management (continued)

Credit Risk Maoagement (continued)

Commercial/Institutional lending

All credit epplications for commercial and institutiona) lending are subjeet to the Bank'e
credit policies, underwriting standards and industry ceps (if any) and to regulatory
requirements, as applicable from time to time. The Bank does not Jond to companies
operating in industrics that are congidored by the Bank inherently risky and where specialized
industry knowledge js required. In addition, Mashteqbank eets credit limits for all customers
based on an cvaluation of their ereditworthiness,

All credit lines or facilities extended by the Bank arc made subject to prior approval pursuant
to 2 set of dolegated credit authority limits as recommended by the Risk Management Head
and approved by the Bank's Chief Exscutive Officer, At least two signatures are requited to
approve any commereial o international credit epplication. However, depending on factors
such as the sizc of the applicant, its risk rating, the client type or a speeific policy issuc, &
third concurring signature may sometimes be required.

The Bank has csteblished country limits for crass border fisk. Individual country limits arc
defincd based on 2 detailed eredit policy defining acceptable country credit risk exposute and
evaluating and controlling ¢ross bordee risk. These limits arc regularly reviewsd by the
Bank's credit risk management and periodically by the CPC.

Credit review procedures and loan classification

The Bank's Credit Review Division (the CRD) which is part of Audit, Reviow and
Compliancc Group, subjects the Bank's risk assets to an indepcndent quality evaluation on a
regular basis in conformity with the guidelincs of the Central Bank of the 1.A.E. and Bank's
internal policies in order tn assist in the carly identification of accrual snd potential
performanco problems. The CRD validates the misk ratings of all commercial clients,
provides an assessment of portfolio risk by produet and segment for retail customers and
monitors observance of all approvod credit policies, guidelines and operating procedurcs
across the Bank,

All commersial/institutional loan fasilities of Bank arc assigned one of twenty five risk
ratings of the performing grades where grades 23, 24 and 25 are for OAEM, with more
severoly classified exposures graded 60, 70 and 80, Meshreq's internal rating systom, which
has been developed using historical loss data and customer behavioral scores, is also
continuslly updated snd strengthoned in order fo provide a statistically validated
underpinning to customer ratings consistent with Basel I IRB guidelines,
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Risk management (continued}
Credit review procedures and loan classification (continned)

if a credit is overduc for 90 days or more, intercst is suspended and is not credited to income.
Specific allowance for impairment of classificd asscts is made based on recoverabilily of
outstanding and risk ratings of the asseta.

The Bank wries off retail advances oncé they are between 150 to 180 days past their due
date based on the underlying product.

The Bank also cemplics with 1AS 39, in accordance with which it asscsses the need for any
impairment losses on ila loan portfolio by celeulating the vet present value of the cxpecied
future cagh flows for cach loan or its recooverability baged either on collateral value or the
market value of the asset where such price is available. As required by Central Bank of the
U.A.E. guidelines, thc Bank takes the highet of the loan loss provisions required undet 1AS
39 and Central Bank rcgulations,

tmpatred loans and sccoritics

fmpaired Joans and sceurities are loans and gecurities for which the Group detormines that it
is probable that it will be unable to collect all principal and interest due accotding to the
contractual terms of the Joan / securitics agreement(e). These joans are graded 60, 70 or 80
in the Group'é interns) credit rigk grading system.

Past doe but not impalred loans

Loans and sccuritica where contractual inlercst of principal payments arc past duc but 1he
Group believes that impairment is not appropriate on tha bagie of the level of socurity /
collateral available and / or tho slage of collcction of amounts owed to the Group.

Allowances for impailrment

The Group csteblishes an allowance for impairment losses that sepresents its estimate of
incurred losses in its loan portfolio. The main coropenents of this allowance are a specific
loss component that relates lo {ndividually significant exposures, and & collcetive laan loss
allowance cstablished for groups of homopgencovs aseets in respect of lesses that have been
incurred but have mot been identified on loans subject to individua! asscgsment for
jmpairment.

Write-ofi policy

The Group writcs off a loan of security {and eny rclated allowances for impairment losses)
when Group Credit determines that the Joans / securities are uncellectible in whole or in part.
Thia determination is rcached after considering information such a¢ the oceurrence of
significant changes in the barrower / issuer’s financia} position such that the borrower / issuer
can no Jonger pay its obligation in full, ox that proceeds from collatcte] will not be sufficient
to pay back the entirc exposurs. For smal ler balance standardised loans, charge off decisions
generally sro bascd on a product specific past due status.
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Risk management (continued)
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Set out below is an analysis of the gross and net (of allowances for impatrment) amounts of impaired

assets by risk grade.

fmpaired
Substandard
Doubthul
Loss

Gross amonel

Interest suspended
Specific altowanee for
topaicwent

Past dae bul not impaired

Commercial Joans by less
than 90 days

FPost due retail loans beyond
30 days over

Nelther past due nor impaired

Grass amoumnt
Coltective allowance for
ympaireeent

Carrying amonmnt

Dye from banks % adyances Nog {rading invesfmeats
M7 2006 2007 2066 007 2006

AED'090 AED'000 AZD'000 AED'000 AED'DOQ AEDTHD
- - 10,688 94,536 - -
- - 59,443 45,322 - -
- - 313,001 259,708 - -
- - 383,137 399,566 - -
- - 07,779) (100,003} -
- - {313,753} (268,504) -
- - {53,395) 11,053 - -
- - 61,770 66209 - -
- - 315,567 228,145 - -
- - 317,937 294354 - -

7,959,847 8,556,312 36,325,055 28,902,167 4,750,503 2,855,219
- - (654,023) (555347) {1,8909 {14,286)

7.959,847 8556912 35,671,032 28.246,820 4,749,018 2,840,993

7,959,847

8456512 135904974 2857123 3

4749018 2,840,993
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Risk maoagement {contimied)

The Group holds collateral against loans and advances to customers in the form of morigage
interests over property, other 1egislered securities over assets, and guarantees, Estimates of
fair value are based on the value of collateral assessed at (he time of bommowing, asd
generally are not updated except when a loan is individually assessed as impaired. Collateral
generally is not held over loans and advances to banks, excepl when securities are held as
part of revesse repurchase and sccurities bosrowing activity. Collateral usually is not hetd
against investnent securities, and no such collateral was held at December 31, 2007 or 2006.

At December 31, 2007 the fair value of collaterals held were as [ollows:

Loans and advances Loans and advances
to customers to banks
2007 2006 2007 2006

AED000 AED'0Q0 AED000  AEDQO0
Against individually impaired

advanees:
Property 57,180 169,371 - -
Debt secunhies - - - -
Equities - 4011 - -
Cash 45,876 1,960 - -
Qthers 38,862 101,798 - -
Against collectively lmpaired

advances:
Property 8,564,999 1,626,762 - -
Debt securities 45,472 - - -
Equities 2,781,675 2,658,004 - -
Cash 2,646,642 3,385,236 1,314,523 360,745
Others 1815409 2426715 - -

Total 16,996,115 10377857 1,314,523 360,745
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Risk management (cootinued)

The distributions by geographical concentration of impaired loans snd advances and impairment aflowance for
credit lasses are as follows:

Middte East Other
2007 UAE conntries 0.ECD conntries Total
AEDR00 AED'DOD AED0G AED'00T AED 000
Non performing loans 291,354 69,629 - 21,928 82,911
Impairment allowance
for credil losses 285,441 34,024 - 19,188 338,753
Middle East Other
2005 UAE counniries O.E.C.D conniries Total
AED*000 AED'HH AED'(300 AED'O00 AED' D
Non performing loans 28747 50,121 - 41,500 375,097
Inpaument allowance
for credit losses 214,194 28,494 - 25,816 268,504
Liquidity Risk

Liquidity risk is the risk that the Group will encounter difficulty in meeting obligations fom s finamcial
hiabilities at a poinl of ime.

Management of liquidity risk
The Group’s approach to managmg liquidity is to eosure, as far as possible, that it wilt always bave sufficient

liquidity to meet its [iabilities when due, under both normal and stressed conditions, without incurring
unacceptable losses or risking damage to the Group’s reputation.
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Risk management (continved)
Management of Mquidity risk (continued)

Central Treasury réceives information from other business units regarding the liguidity
profile of their financial asscis and liabilities and details of ather projected cagh flows arising
from projected future business. Central Treasury then maintains a portfolio of short-term
liquid assets, largely made up of short-term liguid inveetment securities, loans and advances
1o banks and other inter-bank facilities, to ensure that sufficicnt liguidity is maintained within
the Group as a whole. The liquidity tequitements of businass units and subsidiarics are met
through shori-term loans from Central Tremsury to cover any shori-term fluctuations and
jonger term funding to addreas any structural liquidity requircments,

When an operating subsidiary or branch 18 subject to a liquidity limit imposed by its local
ragulator, the subsidiary or branch is responsiblc for managing {ts overall liquidity within the
rogulatory limit in co-crdination with Central’ Trcasury. Central Treasury monitors
comnpliance of all operating eubsidiaries and forcign branches with loca) regulatory limits on
4 daily basia.

The daily Yquidity position is monitored and regular liquidity etroes testing 1% conducted
under a variety of scenarios covering both normal and more severe market conditions. All
liquidity policics and procedures are subjeet to review and approval by ALCO, Daily reports
cover the liquidity position of both the Group and operating subsidiorics and foreign
pranches. A summary report, including any exceptions and remedial action taken, is
submitted regularly 10 ALCO.

ALCO has 2 broad range of authority delegated by the Board of Directors 10 manage the
Bank’s assct and liability strueture and funding strategy. ALCO mecis on a monthly besis or
more often a3 circumstances dictate to review liquidity ratios, asset and liability structure,
interest rate and foreign exchange cxposures, intornal and stetutory talio requircments,
funding gaps and general domestic end international cconomic and financial market
conditions. ALCO formulates liquidity risk management puidclines for the Bank’e operation
on the hasis of such review.

The members of ALCO are the Chief Exceutive Officer, the Head of Corporate & Investment
Banking Group, the Head of Retail Benking, tho Bead of Treasury & Capital Markets, the
Head of Risk Management Group and the Chief Financia) Officer of the Bank.

The key measure used by the Group for managing liquidity rigk is the ratio of pet liguid
agsets to deposits from customers, For this purpose net liguid asscts are considercd as
including cash and cash equivalents snd investment grade debt securities for which thete is
an active and liguid market less any depogits from banks, debt scourities issued, other
borrowings and commitments maturing within the next month, A similar, but not identical,
calculation is used to measure the Group's compliance with the liquidity limit established by
the Group's Icad regulator. The other indicators closely monjtored on regular basis are
Advances to Deposit Ratio, Ullisation of funds to stable resources and strese testing of liquid
funds vs uncapected withdrawal of liabilitics, For all the measures, benchmarks arc set and
came are reviewed by ALCO on regular basis,



