Commercial Bank of Dubai PSC


Report of the Auditors
to the Shareholders of Commercial Bank of Dubai PSC
We have audited the accompanying consolidated balance sheet of Commercial Bank of Dubai PSC (“the Bank”) and its subsidiary CBD Financial Services LLC (together referred to as “the Group”)as of 31 December 2005 and the related consolidated statements of income, cash flows and changes in equity for the year then ended. 

Respective responsibilities of the Group’s Management, Directors and the Auditors
These consolidated financial statements are the responsibility of the Group’s Management and Directors.  Our responsibility is to express an opinion on these consolidated financial statements based on our audit.

Basis of opinion

We conducted our audit in accordance with International Standards on Auditing.  Those Standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material mis-statement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.  An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation.  We believe that our audit provides a reasonable basis for our opinion.

Opinion
In our opinion, the consolidated financial statements present fairly, in all material respects, the financial position of the Group as of 31 December 2005 and the results of its operations and its cash flows for the year then ended in accordance with International Financial Reporting Standards and comply, where appropriate, with the Articles of Association and the UAE Federal Law No. 8 of 1984 (as amended).

Other matters

As required by the UAE Federal Law No. 8 of 1984 (as amended), we further confirm that we have obtained all information and explanations necessary for our audit, that proper financial records have been kept by the Group and the contents of the Directors’ report which relate to these consolidated financial statements are in agreement with the Group’s financial records. We are not aware of any violation of the above-mentioned law and Articles of Association having occurred during the year ended 31 December 2005, which may have had a material adverse effect on the business of the Group or its financial position.

Consolidated balance sheet

As at 31 December 2005



Note
2005
2004




AED'000
AED'000

(Restated)
ASSETS
Cash and balances with Central Bank 
3
1,832,133
1,238,640
Due from banks

2,024,779
821,242
Loans and advances
4
9,342,851
7,516,131
Investment securities
5
1,137,960
604,192
Property and equipment
6
345,600
331,386
Other assets
7
600,699
386,758



-------------
--------------
Total assets

15,284,022
10,898,349



========
========
LIABILITIES AND EQUITY
LIABILITIES

Due to banks

1,154,272
888,880
Customers’ deposits

10,635,879
7,477,864
Other liabilities
8
672,533
460,674



-------------
-------------
Total liabilities

12,462,684
8,827,418



-------------
-------------
EQUITY
Share capital
9
627,487
545,641
Legal reserve
9
313,744
272,821
Capital reserve
9
38,638
38,638
General reserve
9
770,000
670,000
Cumulative changes in fair values
9
642,535
276,875
Reserve for proposed bonus issue
9
188,246
81,846
Proposed cash dividend
9
188,246
163,692
Proposed directors’ remuneration
9
4,000
2,400

Retained earnings

48,442
19,018



-------------
------------

Total equity

2,821,338
2,070,931



-------------
--------------

Total liabilities and equity

15,284,022
10,898,349



========
========

	H.E. Ahmed Humaid Al Tayer

Chairman
	
	H.E. Saeed Ahmed Ghobash

Deputy Chairman
	
	Mr.Yaqoob Yousuf Hassan

Deputy Chief Executive


The attached notes on pages 6 to 26 form part of these consolidated financial statements.

The report of the Auditors is set out on page 1.

Consolidated statements of income and retained earnings
For the year ended 31 December 2005



Note
2005
2004


AED'000
AED'000

STATEMENT OF INCOME

Interest income
10
632,653
398,555
Interest expense
11
179,918
57,544




----------
----------

Net interest income


452,735
341,011
Net fees and commission income

12
147,207
104,953
Net gains from dealing in foreign currencies


26,244
28,676

Net income from investments at fair value through 

income statement

13
64,629
24,396
Net gain from sale of available-for-sale investments    

85,223
35,505
Dividend income
14
5,231
4,836
Other income


5,354
4,444




----------
----------





786,623
543,821
Net impairment losses


(9,923)
(6,177)




----------
----------
Net interest and other income 


776,700
537,644




----------
----------
General and administrative expenses
15
199,881
161,751
Depreciation 
 6
25,980
24,782




----------
----------

Total expenses


225,861
186,533




----------
----------

Profit for the year




550,839
351,111




=======
======

Earnings per share (2004: restated)
16
             AED 0.88    
AED 0.56



  
========
=======

CONSOLIDATED STATEMENT OF RETAINED EARNINGS

Retained earnings at 1 January 


19,018
15,647
Profit for the year


550,839
351,111




----------
----------

Profit available for appropriation


569,857
366,758




----------
----------

Proposed appropriation:

Transfer to legal reserve
9
40,923
24,802

Transfer to general reserve
9

100,000
75,000

Transfer to reserve for proposed bonus issue
9

188,246
81,846

Proposed cash dividend
9

188,246
163,692

Proposed directors’ remuneration
9

4,000
2,400





----------
----------





521,415
347,740





----------
----------

Retained earnings at 31 December


48,442
19,018




=======
======

The attached notes on pages 6 to 26 form part of these consolidated financial statements.

The report of the Auditors is set out on page 1.

Consolidated statement of cash flows

For the year ended 31 December 2005
Note
2005
2004


AED'000
AED'000

OPERATING ACTIVITIES


(Restated)
Profit for the year
550,839
351,111
Adjustments for:

Depreciation
25,980
24,782
Gain on disposal of property and equipment
(21)
(206)
Investment income
(109,276)
(43,840)
Net unrealised gains on investments at fair value through
(45,807)
(20,897)
income statement 
Realised gains on sales of available for sale investments
(29,490)
(8,834)
Directors’ remuneration paid 
(2,400)
(2,400)


----------
----------

Operating profit before working capital changes
389,825
299,716
Increase in statutory reserve with the Central Bank
(116,838)
(147,756)

Increase in loans and advances
(1,826,720)
(1,754,024)
Increase in other assets
(213,941)
(357,570)
Increased in due from banks maturing after three months
(31,110)
-
Increase in customers’ deposits
3,158,015
1,338,529
Increase in other liabilities
211,859
374,112


------------
----------

Net cash flow from / (used in) operating activities
1,571,090
(246,993)



------------
----------

INVESTING ACTIVITIES

Purchase of investments
(217,451)
(75,017)
Purchase of property and equipment
(40,228)
(25,787)
Investments income
109,276
43,840
Proceeds from sale of investments
124,640
62,995

Proceeds from sale of property and equipment
55
236


---------
-----------

Net cash (used in) / flow from investing activities
(23,708)
6,267


---------
-----------

FINANCING ACTIVITIES


Dividend paid 
(163,692)
(148,811)


-----------
-----------

Net cash flow used in financing activities
(163,692) 
(148,811)


-----------
-----------

Net increase / (decrease) in cash and cash equivalents 
1,383,690
(389,537)
Cash and cash equivalents at 1 January
596,848
986,385



------------
-----------

Cash and cash equivalents at 31 December                       17
1,980,538
596,848


=======
======
The attached notes on pages 6 to 26 form part of these consolidated financial statements. 

The report of the Auditors is set out on page 1.

Consolidated statement of changes in equity

For the year ended 31 December 2005

Share
Legal
Capital
General
Cumulative
Retained
Proposed
Total




capital
reserve
reserve
reserve
changes
earnings
distributions







in fair values






AED'000
AED'000
AED'000
AED'000
AED’000
AED'000
AED’000
AED ‘000

At 1 January 2004
496,037
248,019
38,638
595,000
66,102
15,647
200,815
1,660,258

Bonus issue
49,604
-
-
-
-
-
(49,604)
-


Cash dividend paid
-
-
-
-
-
-
(148,811) 
(148,811)

Directors’ remuneration paid
-
-
-
-
-
-
(2,400)
(2,400)

Realised gain on sales of available for
 -
-
-
-
(8,834)
-
-
(8,834)

sale investments









Revaluation of available for sale 
-
-

-
-
219,607
-
-
219,607

investments

Profit for the year
-
-
-
-
-
351,111
-
351,111

Transferred to legal reserve
-
24,802
-
-
-
(24,802)
-
-

Transfer to general reserve
-
-
-
75,000
-
(75,000)
-
-

Proposed bonus issue (15%)
-
-
-
-
-
(81,846)
81,846
-

Proposed cash dividend (30%)
-
-
-
-
-
(163,692)
163,692
-

Proposed directors’ remuneration
-
-
-
-
-
(2,400)
2,400
-


----------
----------
--------
----------
--------
----------
---------
------------

At 31 December 2004
545,641
272,821
38,638
670,000
276,875
19,018
247,938
2,070,931

Bonus issue
81,846
-
-
-
-
-
(81,846)
-

Cash dividend paid
-
-
-
-
-
-
(163,692)
(163,692)

Directors’ remuneration paid
-
-
-
-
-
-
(2,400)
(2,400)

Realised gain on sales of available for
 -
-
-
-
(29,490)
-
-
(29,490)

sale investments










Revaluation of available for sale 
-
-
-
-
395,150
-
-
395,150

investments

Profit for the year
-
-
-
-
-
550,839
-
550,839

Transferred to legal reserve
-
40,923
-
-
-
(40,923)
-
-

Transfer to general reserve
-
-
-
100,000
-
(100,000)
-
-

Proposed bonus issue (30 %)
-
-
-
-
-
(188,246)
188,246
-

Proposed cash dividend (30 %)
-
-
-
-
-
(188,246)
188,246
-

Proposed directors’ remuneration
-
-
-
-
-
(4,000)
4,000
-


----------
----------
--------
----------
----------
----------
---------
------------

At 31 December 2005
627,487
313,744
38,638
770,000
642,535
48,442
380,492
2,821,338


======
======
=====
======
======
======
======
=======

The attached notes on pages 6 to 26 form part of these consolidated financial statements.

The report of the Auditors is set out on page 1.

Notes to the consolidated financial statements

For the year ended 31 December 2005
1. LEGAL STATUS AND ACTIVITIES


Commercial Bank of Dubai PSC (“the Bank”) was incorporated in Dubai, United Arab Emirates in 1969 and is registered as a Public Shareholding Company (PSC) in accordance with Federal Law No. 8 of 1984 (as amended). The Bank is listed in Dubai Financial Market. 


The consolidated financial statements of the Bank for the year ended 31 December 2005 comprise the Bank and its subsidiary “CBD Financial Services LLC” (together referred to as “the Group”). The subsidiary which was incorporated on 9 March 2005 in Dubai, United Arab Emirates is registered as a limited liability company in accordance with Federal Law No. 8 of 1984 (as amended). Consequently, the comparative financial information for 2004 is for the Bank only. The Bank holds 100% interest in its subsidiary. The Bank’s principal activity is commercial banking while that of its subsidiary is to act as a broker for local shares and bonds. 


The registered address of the Group is Al Ittihad Street, P.O. Box 2668, Dubai, United Arab Emirates.  

2. 
SIGNIFICANT ACCOUNTING POLICIES

a)
Statement of compliance

i. The consolidated financial statements have been prepared in accordance with International Financial Reporting Standards (“IFRS”) and interpretations adopted by the Standing Interpretations Committee of the International Accounting Standards Board (“IASB”).

ii. Adoption of revised standards

In 2005, the Group adopted mandatory revised versions of IAS 32 - Financial Instruments: Disclosure and Presentation and IAS 39 - Financial Instruments: Recognition and Measurements and other revised international accounting standards. The principal effects of the adoption of the revised IAS 32 and IAS 39 were as follows:

Investment securities

Certain investment securities previously classified as held for trading have been redesignated as “investments at fair value through income statement”. Investments of AED 66 million in a debt security where the bank provided funds directly to the issuer were previously classified as “originated debt security” and stated at amortised cost, have been reclassified to available for sale investments with effect from 1 January 2004 in accordance with the requirements of revised IAS 39 where securities quoted in an active market are not allowed to be classified as originated debt securities. The impact of this was not considered material. 

The Group now classifies investment securities upon initial recognition into one of the following categories:

· Investments at fair value through income statement

· Held to maturity

· Available-for-sale


Acceptances
Under IAS 39 (revised) acceptances are disclosed on the balance sheet under other assets with corresponding liability disclosed under other liabilities. Therefore, there is no off balance sheet commitment for acceptances.
Notes to the consolidated financial statements (continued)
For the year ended 31 December 2005
2. 
SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
b)
 Basis of preparation

The consolidated financial statements are prepared on a fair value basis for investments at fair value through income statement, forward foreign exchange contracts held for trading and investments available-for-sale, except those for which a reliable measure of fair value is not available, which are accounted for at cost.  Other financial assets and liabilities and non financial assets and liabilities are stated at amortized cost or historical cost, except for donated land which is valued at the market value on the date of donation. 

The Bank has consistently applied the accounting policies used in the previous year, with the exception of the adoption of the revised versions of IAS 32 and IAS 39 as discussed above.

The financial statements are presented in United Arab Emirates Dirhams (“AED”), which is the “functional currency”, rounded to the nearest thousand.

c) Basis of consolidation


Subsidiary
The subsidiary is an entity that is controlled by the Bank. Control exists when the Bank has power, directly or indirectly, to govern the financial and operating policies of an entity so as to obtain benefits from its activities. The financial statements of the subsidiary are included in the consolidated financial statements from the date the control commences until the date that control ceases.

Transactions eliminated on consolidation

Intra-group balances and transactions and any unrealised gains arising from intra-group transactions, are eliminated in preparing the consolidated financial statements. Unrealised losses are eliminated in the same way as unrealised gains, but only to the extent that there is no evidence of impairment.

d)
Financial instruments
A financial instrument is any contract that gives rise to both a financial asset for the Group and a financial liability or equity instrument of another party.  The Group classifies its financial assets at initial recognition in the following categories. 

Classification

· Financial assets at fair value through income statement: This category includes those financial assets which are designated by the management as being those at fair value through income statement at inception. 

· Loans and advances: Loans and advances are non-derivative financial assets with fixed and determinable payments that are not quoted in an active market. They arise when the Group provides money directly to the borrower with no intention of trading the receivable.
· Held-to-maturity: Investments classified as held-to-maturity are non-derivative financial assets with fixed or determinable payments and fixed maturities that the Group’s management has the intention of and the ability to hold to maturity. 
Notes to the consolidated financial statements (continued)

For the year ended 31 December 2005
2. SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

d)
Financial instruments (continued)
· Available for sale: Available for sale investments are those intended to be held for an indefinite period of time, which may be sold in response to needs for liquidity or changes in interest rates, exchange rates or equity prices.
Derivative financial instruments 

Derivatives are initially recognized at fair value on the date on which the derivative contract is entered into and are subsequently remeasured at their fair value. Fair values are obtained from quoted market prices from active markets. All derivatives are carried as assets when fair value is positive and as liabilities when fair value is negative.

Initial recognition

Purchases and sales of investment securities are recognised on trade-date which is the date on which the Group commits to purchase or sell the securities. Loans and advances are recognised when cash is advanced to the borrowers. Financial assets are initially recognised at fair value plus transaction costs for all financial assets not carried at fair value through income statement.
De-recognition

Financial assets are derecognized when the rights to receive cash flows from the financial assets have expired or where the Group has transferred substantially all the risks and rewards of ownership. A financial liability is derecognized when it is extinguished. 

Subsequent measurement
Financial assets available-for-sale and investments at fair value through income statement are subsequently carried at fair value. 

Loans and advances and held-to-maturity investments are carried at amortised cost using the effective interest method. 

Gains and losses arising from changes in the fair value of the investments at fair value through income statement category are included in the income statement in the period in which they arise. 

Gains and losses arising from changes in the fair value of available-for-sale investments are recognised directly in equity, until the financial asset is derecognised or impaired at which time the cumulative gain or loss previously recognised in equity should be recognised in income statement. 

Fair value measurement principles
The fair value of financial instruments is based on their quoted market price at the balance sheet date without any deduction for transaction costs. If a quoted market price is not available, the fair value of the instrument is estimated using pricing models or discounted cash flow techniques. 

Notes to the consolidated financial statements (continued)

For the year ended 31 December 2005
2.
SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

d) Financial instruments (continued)

Impairment
Financial assets are reviewed at each balance sheet date to determine whether there is objective evidence of impairment. If any such indication exists, the asset’s recoverable amount is estimated. 

Loans and advances are presented net of provisions for impairment. The recoverable amount of individually significant loans and advances is calculated as the present value of the expected future cash flows, discounted at the instrument’s original effective interest rate. Short-term balances are not discounted. Specific provisions are made against the carrying amount of loans and advances that are identified as being impaired; based on regular reviews of outstanding balances, to reduce these loans and advances to their recoverable amounts. Collective provisions are maintained to reduce the carrying amount of group of similar loans and advances to their estimated recoverable amounts at the balance sheet date. The expected cash flows for group of similar assets are estimated based on previous experience and considering the credit rating of the underlying customers and late payments of interest or penalties. Increases in the provision account are recognised in the income statement. When a loan is known to be uncollectible, all the necessary legal procedures have been completed, and the final loss has been determined, the loan is written off.

In the case of equity investments classified as available-for-sale, a significant or prolonged decline in the fair value of the security below its cost is considered in determining whether the assets are impaired. If any such evidence exists for available-for-sale investments, the cumulative loss – measured as the difference between the acquisition cost and the current fair value, less any impairment loss on that investment previously recognised in income statement is removed from equity and recognised in the income statement. Impairment losses recognised in the income statement on equity instruments are reversed through the cumulative changes in fair values under equity. 
If in a subsequent period, the fair value of a debt instrument increases which can be linked objectively to an event occurring after the write down, the write-down or provision is reversed through the income statement.

e) 
Offsetting


Financial assets and liabilities are offset and the net amount is reported on the balance sheet only when the bank has a legally enforceable right to set off the recognized amounts and the transactions are intended to be settled on a net basis.

f)
Property and equipment
Property and equipment are stated at cost less accumulated depreciation and impairment losses except for donated land, which is stated at the market value at the date of donation (refer note no.6). The cost of all property and equipment other than freehold land and capital work in progress is depreciated using the straight-line method over their estimated useful lives as follows:

        
Buildings                                                    
20 to 30 years


Leasehold improvements

5 years


Furniture, equipment and vehicles  

3 to 5 years

Notes to the consolidated financial statements (continued)

For the year ended 31 December 2005
2.
SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

g)
Employees’ terminal benefits

Provision is made for amounts payable under the UAE Labour Law applicable to non UAE nationals’ accumulated periods of service at the balance sheet date. The Bank pays its contributions in respect of UAE nationals under the UAE Pension and Social Security Law.

h)
Revenue recognition
Interest income is recognized in the income statement for loans and advances using the effective interest method. Interest on impaired loans and advances is calculated at its original effective interest rate applied to the carrying amount of the loan and not recognized as interest income. 

Interest expense is recognized in the income statement on an accrual basis.

Fee and commission income are recognized when the related services are provided. 

Commission income on those transactions in which the Group acts as an agent is recognized on an accrual basis.

Net income from investments at fair value through income statement which arises from gains and losses resulting from disposal and from the fair valuation of such investments are recognized when they occur.

Dividends are recognized in the income statement when the Group’s right to receive the payment is established. 
i)
Foreign currencies

Foreign currency transactions are recorded at rates of exchange ruling at the value dates of the transactions.  

Monetary assets and liabilities denominated in foreign currencies, which are stated at historical cost, are translated at the foreign exchange rate ruling at that date. Foreign exchange differences arising on translation are recognized in the income statement. 

Non-monetary assets and liabilities denominated in foreign currencies, which are stated at historical cost, are translated at the foreign exchange rate ruling at the date of the transaction. Non-monetary assets and liabilities denominated in foreign currencies that are stated at fair value are translated to AED at the foreign exchange rates ruling at the dates that the fair values were determined.

Forward foreign exchange contracts are translated into AED at mid market rates of exchange ruling at the balance sheet date.  Any resultant gains and losses are taken to income.  

j)
Cash and cash equivalents

For the purposes of the consolidated cash flow statement, cash and cash equivalents consist of cash on hand and balances with the Central Bank (excluding statutory reserve), due from and due to banks maturing within three months of the balance sheet date (refer note 17)
Notes to the consolidated financial statements (continued)

For the year ended 31 December 2005
2.
SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

k) 
Critical accounting estimates and judgments of the management in applying accounting policies 

The preparation of the consolidated financial statements requires management to make estimates and assumptions that affect the reported amounts of financial assets and liabilities and the resultant provisions and fair values. Such estimates are necessarily based on assumptions about several factors involving varying degrees of judgement and uncertainty and actual results may therefore differ resulting in future changes in provisions. In particular, considerable judgement by management is required in the following:

Impairment losses on loans and advances

The Group reviews its loan portfolios to assess impairment on a quarterly basis. In determining whether an impairment loss should be recorded in the income statement, the Group makes judgements as to whether there is any observable data indicating that there is a measurable decrease in the estimated future cash flows from a portfolio of loans before the decrease can be identified with an individual loan in that portfolio. This evidence may include observable data indicating that there has been an adverse change in the payment status of borrowers in a group, or national or local economic conditions that correlate with defaults on assets in the group. Management uses estimates based on historical loss experience for assets with credit risk characteristics and objective evidence of impairment similar to those in the portfolio when scheduling its future cash flows. The methodology and assumptions used for estimating both the amount and timing of future cash flows are reviewed regularly to reduce any differences between loss estimates and actual loss experience. 

Held-to-maturity investments

The Group follows the guidance of IAS 39 on classifying non-derivative financial assets with fixed or determinable payments and fixed maturity as held-to-maturity. This classification requires significant judgement. In making this judgement, the Group evaluates its intention and ability to hold such investments to maturity. If the Group fails to keep these investments to maturity other than for the specific circumstances – for example, selling an insignificant amount close to maturity – it will be required to reclassify the entire class as available-for-sale. The investments would therefore be measured at fair value. 
Impairment of available-for sale investments

The Group determines that available-for-sale equity investments are impaired when there has been a significant or prolonged decline in the fair value below its cost. This determination of what is significant or prolonged requires judgement. In making this judgement, the Group evaluates among other factors, the normal volatility in share price. In addition, impairment may be appropriate when there is evidence of deterioration in the financial health of the investee, industry and sector performance, changes in technology, and operational and financing cash flows.
Notes to the consolidated financial statements (continued)

For the year ended 31 December 2005

3. 
CASH AND BALANCES WITH CENTRAL BANK





2005
2004





AED'000
AED'000


Cash on hand

285,874
253,417

Balances with the Central Bank

205,267
411,069

Statutory reserves with the Central Bank

690,992
574,154


Negotiable certificates of deposit with the Central Bank
650,000
-





                        ------------
          ------------




1,832,133
1,238,640



                        =======
=======

4. 
LOANS AND ADVANCES


The composition of the loans and advances portfolio is as follows:


Analysis by type




2005
2004





AED'000
AED'000


Overdrafts

4,290,956
3,181,055

Loans

4,282,161
3,703,200

Advances against letters of credit and trust receipts

451,581
427,101
 
Bills discounted

553,115
422,770




-------------
-------------

Gross loans and advances

9,577,813
7,734,126


Less: Provisions for impairment losses

(234,962)
(217,995)



------------
------------


Net loans and advances

9,342,851
7,516,131



=======
=======

Analysis by Sector

	

	2005


	2004

	
	
	

	
	Domestic

AED'000
	InternationalAED'000
	
Domestic


AED'000
	
International

 
AED'000

	Commercial and business
	4,922,759
	164,931
	4,237,290
	162,760

	Banks and financial Institutions
	261,035
	-
	84,252
	-

	Government and

Public sector entities
	49,329
	15,821
	63,085
	17,554

	Personal 
	604,777
	-
	597,773
	-

	Individuals
	3,485,425
	-
	2,542,401
	

	Others
	73,736
	-
	29,011
	-

	
	------------
	----------
	-------------
	----------

	
	9,397,061

=======
	180,752

======
	7,553,812

=======
	180,314

======


Notes to the consolidated financial statements (continued)

For the year ended 31 December 2005
4. 
LOANS AND ADVANCES (CONTINUED)


The movement on provisions for impairment losses is as follows:




2005

2004



AED'000
AED'000

Balance at 1 January
217,995
221,614
Amounts written off
(13,937)
(27,704)
Charge
39,593
22,587
Interest not recognised 
20,981
17,908

Recoveries
(29,670)
(16,410)



----------
----------


Balance at 31 December 
234,962
217,995


======
======


Interest not recognised as income is calculated on the face value of the impaired loans which amounted to AED 304.9 million (2004: AED 245.8 million).
5.
INVESTMENT SECURITIES






2005
2004



AED'000
AED'000




(Restated)
Investments at fair value through income statement
175,376
64,627


Held-to-maturity

Government securities
83,695
100,688


Available-for-sale 



Quoted securities

854,218
439,254

     Unquoted securities

25,048
-




                                                                                                                  ----------
             ----------



1,138,337
604,569

Less: Provision for impairment losses

(377)
(377)



------------
----------



1,137,960
604,192



                        =======
======

Notes to the consolidated financial statements (continued)

For the year ended 31 December 2005
6.
PROPERTY AND EQUIPMENT



Freehold
Leasehold
Furniture,
Capital



land and
improve-
equipment
work in



buildings
ments
& vehicles
progress
Total



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

Cost

At 1 January 2005
343,876
16,319
90,324
8,630
459,149


Additions during the year 
13,263
328
9,879
16,758
40,228

Transfer from capital WIP
171
-
-
(171)
-

Disposals
(469)
-
(6,150)
-
(6,619)


----------
--------
---------
--------
----------

At 31 December 2005
356,841
16,647
94,053
25,217
492,758


----------
--------
---------
--------
 ----------


Depreciation

At 1 January 2005
63,079
11,026
53,658
   - 
127,763

Charge for the year
11,053
1,917
13,010
   - 
25,980


On disposals
(455)
  -  
(6,130)
   - 
(6,585)


--------
--------
--------
------
----------

At 31 December 2005
73,677
12,943
60,538
   - 
147,158



--------
--------
--------
------
----------

Net book values




At 31 December 2005
283,164
3,704
33,515
25,217
345,600


======
=====
======
=====
======

At 31 December 2004
280,797
5,293
36,666
8,630
331,386


======
=====
======
=====
======


Freehold land and buildings include the market value of a plot of land donated to the Group by the Government of Dubai in 1998. The market value amounted to AED 38,638,000 was determined by independent appraisers at that time and has been credited to capital reserve.

7.
OTHER ASSETS

2005
2004



AED'000
AED'000




(Restated)

Interest receivable
66,279
46,709

Accounts receivable and prepayments
25,567
11,583

Customers’ indebtedness for acceptances (refer note 2.a.ii)
471,752
328,466

Accounts receivable from brokerage customers
37,101
-

----------
----------


600,699
386,758

======
======

8.
OTHER LIABILITIES
 
2005
2004



AED'000
AED'000



(Restated)
Interest payable 
36,440
10,475
Employees’ terminal benefits
31,834
28,362
Accounts payable and unearned income
99,645
93,371

Liabilities under acceptances (refer note 2.a.ii)
471,752
328,466
Accounts payable to brokerage customers
32,862
-

---------
----------


672,533
460,674

======
======
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9.
EQUITY


Share capital

The shareholders in their Extra-ordinary General meeting held in 21 September 2005, approved to split the shares of the Group in the ratio of 1:10. Revised value of each share after the split is AED 1 and the comparative number of shares has been adjusted accordingly for the calculation of earnings per share. 

The issued and fully paid up ordinary share capital as at 31 December 2005 comprised 627,486,900 ordinary shares of AED 1 each (2004: 545,640,790 shares of AED 1 each (restated)).

The proposed 15% bonus issue to the shareholders for the year ended 31 December 2004 was approved in the Extraordinary General Meeting of the shareholders held on 9 February 2005 and transferred to share capital in 2005 after the completion of all legal formalities.

Legal reserve

Federal Law No. 8 of 1984 (as amended), Union Law No. 10 of 1980 and the Bank’s Articles of Association requires that a minimum of 10% of the annual net profit be transferred to a legal reserve, until such time as this reserve equals 50% of share capital. Accordingly, the Board of Directors have previously recommended to discontinue further transfer when this reserve equals 50% of the share capital, as permitted by law. However, as a result of increase in share capital during the year, a transfer of AED 40,923,055 has been proposed to make this reserve equal to 50% of the revised share capital.   The legal reserve is not available for distribution except under the circumstances stipulated by the law.


Capital reserve

This reserve represents the market value of the donated land at the date of donation as fully explained in note 6 and is not available for distribution to the shareholders.


General reserve


The general reserve is available for distribution.


Cumulative changes in fair value

This represents net change in the fair values of available-for-sale investments held by the Group and is not available for distribution to the shareholders. When the available-for-sale investments are derecognized or impaired, the cumulative gain or loss is recognized in the income statement.

Proposed distributions

The Board of Directors proposes the following distributions for approval by the Annual and Extraordinary General Meetings of the shareholders to be held on 15 February 2006.

i) 
Proposed bonus issue

A bonus issue of 30% in the ratio of 3 bonus shares for every 10 shares held (2004: 15%) is proposed. This amount will be transferred to share capital on completion of all legal formalities.

ii)
Proposed cash dividend

A cash dividend of 30 % of the share capital amounting to AED 188,246,000 (2004: AED 163,692,000) is proposed representing a dividend of AED 0.30 per share (2004 (restated): AED 0.30 per share).


iii)
Proposed directors’ remuneration

In accordance with Article 118 of Federal Law No.8 of 1984, Directors’ remuneration amounting to AED 4,000,000 (2004: AED 2,400,000) has been treated as an appropriation from equity.
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10.
INTEREST INCOME

2005
2004



AED'000
AED'000

Loans and advances 
587,771
374,345
Negotiable certificates of deposit with the Central Bank
7,709
7,506
Due from banks
26,920
7,898
Held-to-maturity investments
7,477
7,254
Available-for-sale investments
2,776
1,552

----------
----------


632,653
398,555

======
======

11.
INTEREST EXPENSE
2005
2004



AED'000
AED'000

Due to banks 
15,221
2,187
Customers’ deposits
164,697
55,357

---------
---------


179,918
57,544


=====
=====

12.
NET FEES AND COMMISSION INCOME
2005
2004



AED'000
AED'000

Branch services
40,737
30,311

Lending activities 
30,314
14,306

Trade finance activities
61,222
49,118

Other services
11,894
11,218
Subsidiary brokerage commission
3,040
-
----------
----------


147,207
104,953

======
  ======

13.
NET INCOME FROM INVESTMENTS AT FAIR VALUE THROUGH INCOME STATEMENT



2005
2004



AED'000
AED'000

Net realised gains on sale of investments at fair value


through income statement
18,822
3,499
Net unrealised gains on investments at fair value  


through income statement
45,807
20,897

--------
---------


64,629
24,396

=====
  =====

14.
DIVIDEND INCOME
2005
2004



AED'000
AED'000

Investments at fair value through income statement
1,050
1,456

Available for sale investments
4,181
3,380


------
-------

5,231
4,836

====
  ====
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15.  
GENERAL AND ADMINISTRATIVE EXPENSES
General and administrative expenses include staff related expenses of AED 150.264 million (2004: AED 121.894 million). 

16.
EARNINGS PER SHARE


The earnings per share is based on the Group profit for the year attributable to the shareholders amounting to AED 550.839 million (2004: AED 351.111 million), and on the weighted average number of shares in issue totaling 627,486,900 (2004(restated): 627,486,900).  The weighted average number of shares for 2004 and accordingly earnings per share for 2004 has been restated to reflect the bonus issue made during 2005 and the share split made during 2005. 

17.
CASH AND CASH EQUIVALENTS



2005
2004



AED'000
AED'000

Cash on hand
285,874
253,417

Balances with the Central Bank
205,267
411,069

Negotiable certificate of deposit with the Central Bank
650,000
-
Due from banks maturing within three months
1,993,669
821,242




-------------
------------




3,134,810
1,485,728

Due to banks
(1,154,272)
(888,880)




------------
------------




1,980,538
596,848



=======
======

18.  
CONTINGENT LIABILITIES AND COMMITMENTS

Contingent liabilities represent credit-related commitments to extend letters of credit and guarantees and forward foreign exchange contracts which are designed to meet the requirements of the Group’s customers toward third parties.  Commitments represent the Group’s commitments towards approved undrawn credit facilities.  The amounts reflected below represent the maximum accounting loss that would be recognized at the balance sheet date if counter-parties failed completely to perform as contracted.

2005
2004


AED'000
AED'000



(Restated)

Contingent liabilities:

Letters of credit
1,155,426
966,215
Guarantees (refer note 2.a.ii for acceptances)
3,452,987
2,337,474
Forward foreign exchange contracts
199,406
8,799

-------------
--------------


4,807,819
3,312,488

-------------
--------------

Commitments:

Undrawn loans and advances commitments
4,835,372
3,770,487

--------------
--------------

Total contingent liabilities and commitments
9,643,191
7,082,975

========
========
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18.  
CONTINGENT LIABILITIES AND COMMITMENTS (CONTINUED)


The Group had significant net exposures in the following foreign currencies:


2005
2004

AED'000
AED'000

US Dollar
119,612
17,048
Great Britain Pound
5,529
1,500
Japanese Yen
7,186
591
Euro
3,554
2,806
Others
(12,957)
13,873

----------
---------
Net exposure long
122,924
35,818

=====
====
The Group’s management sets up policies and limits for foreign exchange dealing and regularly reviews the foreign currency exposures.
19.
MATURITIES OF ASSETS AND LIABILITIES

The maturity profile of assets and liabilities at 31 December 2005 was as follows:

	
	Total

AED'000
	Less than 3 months 

AED'000
	        From

3 to 6

months

AED'000
	         From

6 months

to 1 year

AED'000
	Over

1 year

AED'000

	Assets
	
	
	
	
	

	Cash and balances with Central Bank 
	1,832,133
	1,832,133
	-
	-
	-

	Due from banks
	2,024,779
	1,993,669
	-
	-
	31,110

	Loans and advances
	9,342,851
	5,177,871
	401,199
	224,749
	3,539,032

	Investment securities
	1,137,960
	175,376
	66,264
	-
	896,320

	Property and equipment
	345,600
	13,852
	489
	710
	330,549

	Other assets
	600,699
	600,699
	-
	-
	-

	
	-------------
	-----------
	----------
	-----------
	-----------

	Total assets
	15,284,022
	9,793,600
	467,952
	225,459
	4,797,011

	
	========
	=======
	======
	======
	=======


Liabilities and equity

	Due to banks
	1,154,272
	1,154,272
	-
	-
	-

	Customers’ deposits
	10,635,879
	9,541,566
	448,470
	600,617
	45,226

	Other liabilities 
	672,533
	672,533
	-
	-
	-

	Equity
	2,821,338
	192,246
	-
	-
	2,629,092

	
	-------------
	-------------
	----------
	---------
	------------

	Total liabilities and

Equity
	15,284,022
	11,560,617
	448,470
	600,617
	2,674,318

	
	========
	========
	======
	
======
	
=======
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19. 
MATURITIES OF ASSETS AND LIABILITIES (CONTINUED)

The maturity profile of assets and liabilities at 31 December 2004 (restated) was as follows:

	
	Total

AED'000
	Less than 3 months

AED'000
	From

3 to 6

months

AED'000
	From

6 months

to 1 year

AED'000
	Over

1 year

AED'000

	Assets
	
	
	
	
	

	Cash and balances with Central Bank 
	1,238,640
	1,238,640
	-
	-
	-

	Due from banks
	821,242
	821,242
	-
	-
	-

	Loans and advances
	7,516,131
	3,944,200
	231,421
	381,593
	2,958,917

	Investment securities
	604,192
	64,627
	3,673
	-
	535,892

	Property and equipment
	331,386
	11,772
	299
	301
	319,014

	Other assets
	386,758
	386,758
	-
	-
	-

	
	--------------
	------------
	----------
	----------
	------------

	Total assets
	10,898,349
	6,467,239
	235,393
	381,894
	3,813,823

	
	========
	=======
	======
	======
	=======



Liabilities and equity

	Due to banks
	888,880
	888,880
	-
	-
	-

	Customers’ deposits
	7,477,864
	6,823,941
	322,569
	304,603
	26,751

	Other liabilities 
	460,674
	460,674
	-
	-
	-

	Equity
	2,070,931
	166,092
	-
	-
	1,904,839

	
	--------------
	-------------
	----------
	
------------
	
-------------

	Total liabilities and

equity
	10,898,349
	8,339,587
	322,569
	304,603
	1,931,590

	
	========
	=======
	=======
	
=======
	
========


The above reflects the contractual maturities of assets and liabilities, which have been determined on the basis of the remaining period at the balance sheet date to the contractual maturity date.  In the case of assets and liabilities that do not have a contractual maturity date, the period in which these are assumed to mature is taken as the expected date of maturity.  The maturity profile is monitored by the Group’s management to ensure maintenance of adequate liquidity.
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20.
CONCENTRATION OF ASSETS, LIABILITIES AND CONTINGENT LIABILITIES

	
	2005

_____________________________
	2004 (Restated)
______________________________

	
	
Assets


AED’000
	Liabilities

AED’000
	Contingent

Liabilities

AED’000
	Assets

AED’000
	Liabilities

AED’000
	Contingent

Liabilities

AED’000

	Geographic region
	

	

	
	
	
	

	Domestic
	14,061,197
	12,034,159
	4,656,468
	10,506,456
	8,516,446
	3,048,547

	International
	1,222,825
	428,525
	151,351
	391,893
	310,972
	263,941

	
	---------------
	--------------
	-------------
	
--------------
	
--------------
	-------------

	Total
	  15,284,022
	12,462,684
	4,807,819
	
10,898,349
	8,827,418
	
3,312,488

	
	=========
	========
	========
	
========
	========
	=======

	Customer groups
	
	
	
	

	

	


	Commercial and

Business
	5,607,435
	4,811,936
	4,030,584
	4,668,847
	3,408,855
	2,755,395

	Banks and

financial institutions
	4,584,076
	1,229,623
	581,737
	2,207,401
	927,645
	367,239

	Government and

public sector entities
	215,109
	1,351,757
	53,285
	247,327
	780,461
	14,174

	Individuals
	4,043,256
	4,694,804
	139,098
	3,102,668
	3,450,253
	169,969

	Others
	834,146
	374,564
	3,115
	672,106
	260,204
	5,711

	
	-------------
	-------------
	-------------
	-------------
	------------
	------------

	Total
	15,284,022
	12,462,684
	4,807,819
	
10,898,349
	8,827,418
	
3,312,488

	
	========
	=======
	=======
	========
	======
	=======


Domestic represents all balances with United Arab Emirates residents regardless of the currency and international represents balances with overseas residents.

21.
SEGMENTAL ANALYSIS


The Group operates in one geographic area, the United Arab Emirates, and its results arise largely from commercial and retail banking activities.

22.
RELATED PARTY TRANSACTIONS


These represent transactions with certain related parties (major non-Government shareholders of the Group, Directors and key management personnel of the Group and companies of which they are principal owners) who were customers of the Group during the year.  The terms of these transactions are approved by the Group’s board on agreed terms. 

	
	Directors and key management personnel

	
	2005
	2004

	
	AED’000 
	AED’000

	Loans 
	
	

	Outstanding at 1 January
	172,153
	147,003

	Loans issued
	11,079
	39,897

	Repayments
	(53,123)
	(14,747)

	
	----------
	----------

	Outstanding at 31 December
	130,109
	172,153

	
	======
	======

	Interest income
	8,890
	7,321

	
	====
	====
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22.
RELATED PARTY TRANSACTIONS (CONTINUED)

	
	Directors and key management personnel

	
	2005
	2004

	
	AED’000 
	AED’000

	Deposits
	
	

	Deposits at 1 January
	102,116
	92,553

	Received
	195,424
	18,529

	Repaid
	(14,825)
	(8,966)

	
	----------
	----------

	Deposits at 31 December
	282,715
	102,116

	
	======
	======

	Interest expense 
	2,672
	1,196

	
	====
	====


Key management personnel are those persons having authority and responsibility for planning, directing and controlling the activities of the Group, directly or indirectly, including any director (whether executive or otherwise) of the Group.   

Balance of contingent liabilities and commitments as at the end of the year is AED 322.9 million (2004: AED 147.6 million).
No provisions for impairment have been recognized in respect of loans given to related parties (2004: AED NIL) 

The loans issued to directors during the year amounted to AED 11.1 million (2004: 39.9 AED    million) are repayable monthly over 5 years (2004:5 years) and carry interest rates comparable to third party loans. These loans are unsecured (2004: Unsecured). 

	Key management compensation
	2005

AED’000
	2004

AED’000

	Salaries and other short-term benefits
	6,151
	4,551

	Post retirement benefits
	606
	350

	
	====
	====


Notes to the consolidated financial statements (continued)

For the year ended 31 December 2005

23. 
INTEREST RATE RISK MANAGEMENT

The following is the Group’s interest rate sensitivity position, as at 31 December 2005, based on the contractual repricing or maturity dates, whichever dates are earlier:




From
From

Non-


Effective
Less than
3 to 6
6 months
Over
interest


Interest
3 months 
months
to 1 year
1 year
bearing
Total


rate %
AED'000
AED'000
AED'000
AED'000
AED'000
AED'000

Assets
Cash and balances                 


with Central Bank           
3.6  
650,000
-
-
-
1,182,133
1,832,133
Due from banks                  
3.2
1,793,565
-
-
31,110
200,104
2,024,779
Loans and advances            
6.5
4,409,046
719,743
319,678
3,894,384
-
9,342,851
Investment securities             
6.5
-
-
-
151,766
986,194
1,137,960
Property and equipment

-
-
-
-
345,600
345,600
Other assets

-
-
-
-
600,699
600,699

------------
----------
---------
-----------
------------
-------------
Total assets

6,852,611
719,743
319,678
4,077,260
3,314,730
15,284,022


------------
----------
---------
-----------
------------
-------------
Liabilities and equity

Due to banks                     
2.9
1,080,883
10,303
-
-
63,086
1,154,272
Customers’ deposits          
1.8
4,462,118
913,201
290,972
1,139,835
3,829,753
10,635,879
Other liabilities

-
-
-
-
672,533
672,533
Equity

-
-
-
-
2,821,338
2,821,338

-----------
-----------
-----------
-----------
------------
------------
Total liabilities and


equity
5,543,001
923,504
290,972
1,139,835
7,386,710
15,284,022

------------
----------
----------
----------
------------
------------
Total interest rate


sensitivity gap    
1,309,610
(203,761)
28,706
2,937,425
(4,071,980)
-

------------
----------
----------
----------
------------
------
Cumulative interest rate

sensitivity gap
1,309,610
1,105,849
1,134,555
4,071,980
-
-

=======
=======
=======
=======
====
====
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23. 
INTEREST RATE RISK MANAGEMENT (CONTINUED)
The following is the Group’s interest rate sensitivity position, as at 31 December 2004 (restated), based on the contractual repricing or maturity dates, whichever dates are earlier:




From
From

Non-


Effective
Less than
3 to 6
6 months
Over
interest


Interest
3 months 
months
to 1 year
1 year
bearing
Total


rate %
AED'000
AED'000
AED'000
AED'000
AED'000
AED'000

Assets
Cash and balances

with Central Bank             
  -
-
-
-
-
1,238,640
1,238,640
Due from banks                  
1.3
744,734
-
-
-
76,508
821,242
Loans and advances            
5.5
3,756,337
306,471
264,632
3,188,691
-
7,516,131
Investment securities             
5.5
-
-
-
166,688
437,504
604,192
Property and equipment
-
-
-
-
-
331,386
331,386
Other assets
-
-
-
-
-
386,758
386,758

------------
-----------
---------
------------
------------
-------------

Total assets

4,501,071
306,471
264,632
3,355,379
2,470,796
10,898,349

------------
-----------
---------
------------
------------
-------------

Liabilities and equity

Due to banks                     
1.1
812,441
14,160
-
-
62,279
888,880
Customers’ deposits          
0.8
2,400,475
855,116
305,961
617,209
3,299,103
7,477,864
Other liabilities
-
-
-
-
-
460,674
460,674
Equity
-
-
-
-
-
2,070,931
2,070,931

-----------
-----------
-----------
-----------
------------
------------

Total liabilities and

equity
3,212,916
869,276
305,961
617,209
5,892,987
10,898,349

------------
----------
----------
----------
------------
------------

Total interest rate

sensitivity gap    
1,288,155
(562,805)
(41,329)  
2,738,170  
(3,422,191)
-

------------
----------
----------
----------
------------
-----------

Cumulative interest rate

sensitivity gap
1,288,155
725,350
684,021
   3,422,191
-
-

=======
=======
=======
=======
=======
======


The effective interest rate of a monetary financial instrument is the rate that, when used in a present value calculation, results in the carrying amount of the instrument.  The rate is a historical rate for a fixed rate instrument carried at amortized cost and a current market rate for a floating rate instrument or an instrument carried at fair value.


The Group manages its interest rate sensitivity position, based on anticipated and actual interest rate movements, in order to maximize net interest income.
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24.
FINANCIAL RISK MANAGEMENT 

This note provides details of the Group’s exposure to risk and describes the methods used by management to manage risk.  The most important types of financial risks to which the Group is exposed are credit risk, liquidity risk, interest rate risk and foreign exchange risk. 


Credit risk

The Group takes on exposure to credit risk, which is a risk that the counterparty will be unable to pay amounts in full when due. Credit risk, both on and off-balance sheet, is managed and monitored in accordance with defined credit policies and procedures. The creditworthiness of each counterparty is evaluated and appropriate credit limits are established.  To reduce individual counterparty credit risk the Group ensures, whenever necessary, that all loans are secured by acceptable forms of collateral. Credit limits are also established for industries, countries and products to ensure the broad diversification of credit risk and to avoid undue concentration.  Established limits and actual levels of exposure are regularly reviewed and updated by management.  Credit review procedures are designed to identify at an early stage exposures which require more detailed monitoring and review.


For details of the composition of the loans and advances portfolio refer to note 4. For a geographical distribution of assets, liabilities and contingent liabilities refer to note 20.


Liquidity risk

Liquidity risk arises in the general funding activities of the Group and the management of positions.  It includes the risk of being unable to fund assets at appropriate maturities and rates and the risk of being unable to liquidate an asset at a reasonable price and in an appropriate time frame. The Group has access to a diverse funding base.  Funds are raised using a broad range of instruments including customer deposits, money market acceptances and capital.  The maturity profile is monitored by management to ensure adequate liquidity is maintained. Note 19 analyses the contractual maturities of assets and liabilities. These have been determined on the basis of the remaining period to maturity as at the balance sheet date but do not take account of the effective maturities as indicated by the Group’s deposit retention history and the availability of liquid funds.

Interest rate risk

The Group’s operations are subject to the risk of interest rate fluctuations to the extent that interest earning assets (including investments) and interest-bearing liabilities mature or re-price at different times or in differing amounts.  In the case of floating rate assets and liabilities the Group is also exposed to basis risk, which is the difference in repricing characteristics of the various floating rate indices, such as the savings rate and six months DIBOR and different types of interest.  The Group proactively manages its interest rate sensitivity position, based on anticipated and actual interest rate movements, in order to maximize net interest income. Note 23 analyses the Group’s interest rate sensitivity position, based on the contractual repricing or maturity dates, whichever dates are earlier.

Foreign exchange risk

Foreign exchange risks are controlled through limits pre-established by the Board of Directors on counter-party and currency position exposures. Assets are typically funded in the same currency as that of the business being transacted to eliminate exchange exposures. Appropriate segregation of duties exists between the front office and back office functions while compliance with position limits is being monitored on an ongoing basis. The foreign currency positions are monitored continuously by the Group. 
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25.
FAIR VALUE OF FINANCIAL INSTRUMENTS

The following table summarizes the carrying amounts and the fair values of those financial assets and liabilities or comparatives thereof which are not presented on the Group’s balance sheet at their fair values:



Carrying value
Fair value


2005
2004
2005
2004


AED’000
AED’000
AED’000
AED’000

Financial assets


Due from banks
2,024,779
821,242
2,024,779
821,242

Loans and advances
9,342,851
7,516,131
9,324,601
7,500,667


Investment securities – held-to maturity
83,695
100,688
83,695
100,688



=====
======
=======
======

Financial liabilities


Due to banks
1,154,272
888,880
1,154,272
888,880

Customers’ deposits
10,635,879
7,477,864
10,563,197
7,426,715


========
======
========
======

a) Due from banks


Due from other banks includes inter-bank placements and items in the course of collection. The fair value of floating rate placements and overnight deposits is their carrying amount. The estimated fair value of fixed interest bearing deposits is based on discounted cash flows using prevailing money-market interest rates for debts with similar credit risk and remaining maturity. As most of the money market placements of the Group are for a short to very short period, there is no change in the fair values and carrying values of these instruments.
b) Loans and advances

Loans and advances are net of provisions for impairment. The estimated fair value of loans and advances represents the discounted amount of estimated future cash flows expected to be received. Expected cash flows are discounted at current market rates to determine fair value.

c) Investment securities


Investment securities include only interest-bearing assets held to maturity, as assets available-for-sale are measured at fair value. Fair value for held to maturity assets is based on market prices or broker/dealer price quotations. Where this information is not available, fair value has been estimated using quoted market prices for securities with similar credit, maturity and yield characteristics.

d) Due to banks

Due to banks includes short-term borrowings with an original maturity, generally, of less than three months and non-interest bearing deposits. The short-term borrowings are repayable on maturity. The non-interest bearing deposits are repayable on demand. For borrowings maturing after three months of the balance sheet date, the fair value has been arrived at by applying the prevailing market interest rates to these deposits.
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25.
FAIR VALUE OF FINANCIAL INSTRUMENTS (CONTINUED)

e) Customers’ deposits

Customer deposits comprise of a significant amount of time deposits with an original maturity, generally, of one to three months. A significant portion of these deposits has been maintained for a number of years on a roll over basis. For customer deposits maturing after three months of the year end date, a fair value has been arrived at by applying appropriate interest rates prevailing at the year end to these balances.



The balance of the customer deposits primarily comprises interest bearing saving and time deposit accounts and non-interest bearing demand accounts, is repayable on demand.

26.
COMPARATIVE FIGURES

Certain comparative figures have been reclassified to conform to the presentation adopted in these financial statements.
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