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Report of the Directors

The Directors are pleased to submit their 43rd Annual Report for the year ended 31st December 2006. 

Overview

Benefiting from the continued growth in the UAE, the strategic initiatives commenced in 2005 continued in 2006.  These initiatives have resulted in balance sheet growth of 34% with assets reaching AED 69 billion while the record profit in 2005 was again surpassed in 2006, exceeding AED 1.1 billion, representing an earnings per share of AED 0.85 and demonstrating the sustainable nature of the Bank’s earnings, even during a period of high investment in strategic initiatives. 

In view of the satisfactory performance of the Bank, the directors are pleased to recommend a cash dividend of 40% and a scrip dividend (bonus shares) of 20% for the year 2006.

Commercial Banking

Corporate Banking

Corporate banking continues to be the Bank’s most significant profit generator.  In addition to continuing to work with the Bank’s existing customers via improved services including on-line banking and cash management services, new initiatives were introduced to focus on financial institutions and small & medium enterprises (SME).  The result has been a 57% growth in Corporate Banking assets. The Bank continues to apply its strict credit approval criteria as has been demonstrated by the low Non performing Loan percentage of 1.1% at year end.

Retail Banking

Retail Banking business continued on a strong growth path, with revenues growing by 78% as a result of a number of new business initiatives.

Growth in liability accounts was strong and a new product variant, NBD Value Account, was launched successfully. The range of Bancassurance and retail Investment products was expanded, with a number of third-party products introduced. New products launched included the Universal Investor Plan, NBD Lifeline, NBD Protection Plus and a series of structured notes.  

The Retail loan book more than doubled during the year, with the growth coming from home loans, personal loans and auto loans.  The Bank is today one of the leading mortgage providers in the country. The year saw strong growth in credit cards, including the NBD-Dnata Credit Card, launched in partnership with Dnata, was the first such partnership in the region between a bank and a travel company.   

Moves towards diversification of the Bank’s retail business brought about the setting up of a SME business segment, enhancement of the Suhail priority banking proposition with new privileges and two new centres and the launch of NBD-HDFC Bank NRI Services, in collaboration with HDFC Bank targeting Indian customers.  Distribution was strengthened with 4 pay offices converted to branches and 34 new ATMs were added to the network.  Additionally, a Customer Relationship Management (CRM) initiative was successfully rolled-out.  

The Private Office

2006 was a year of growth and development for The Private Office.  The department enhanced its market coverage through increasing its regional reach and marketing resources.  Four new Russell funds as well two Ivy Asset Management hedge funds were launched. Through the London branch, The Private Office also enhanced its real estate advisory capabilities through the acquisition of additional resources and developing co-investment deals in UK and Continental Europe. The Private Office was awarded the No. 1 Private Bank in the UAE by Euromoney magazine in 2006.  

Islamic Banking

One of key initiatives of the Bank this year was its entry into Islamic banking. The Bank received an in-principal approval from the UAE Central Bank in February 2006 to establish an Islamic Finance Company, “Al Watani Al-Islami” and an Islamic window. Al Watani Al-Islami is expected to be operational during 2007 and will enable the Bank to offer Islamic products through a separate brand identity. The Bank aims to offer a variety of Islamic products to both retail and corporate customers.

Treasury and others

The key focus of treasury in 2006 was diversifying the funding base of the Bank. In accordance with Bank’s strategy, the Euro Medium Term Note Programme (EMTN) put in place last year, was raised from US$1 Bln to US$ 3 Bln and also a Euro Commercial Paper Program (ECP) of US$ 1 Bln was set up. Under the ECP Programme, the Bank raised AED 1.8 billion while under the EMTN Programme AED 1.8 billion of subordinated debt, which qualifies for treatment as tier 2 capital, was raised successfully.

The debt financing will be complemented by a capital increase via a 1:1 rights issue at a premium of AED 2 per share which was approved at the Extraordinary General Meeting of shareholders on 14 June 2006. This rights issue is set to be launched in the second quarter of 2007.

Investment Banking

In July 2006, the Bank launched NBD Investment Bank, a wholly owned subsidiary licensed by the Dubai Financial Services Authority. A team of experienced international bankers has joined NBD Investment Bank, which will operate out of the Dubai International Financial Centre (DIFC).  The DIFC will provide the entity global and regional visibility and the opportunity to create a premier, regional investment bank.  NBD Investment Bank aims to provide a full range of advisory, structuring, leading and arranging services, including public and private placement of both debt and equity. The platform is built around four key businesses: corporate finance and private equity, structured finance, capital markets and asset management. A brokerage license has also been obtained from DIFX.  Furthermore, to complement Al Watani Al-Islami’s retail and corporate Islamic products, NBD-Investment Bank will also target Shariah compliant Islamic transactions.

Regional Diversification 

With the growing importance of this region and NBD’s prominent position in the UAE, regional diversification has become key to the Bank’s strategic plan. To this effect, the Bank received a branch license in late 2006 from the Qatar Financial Center, and the branch will become operational from April 2007. The branch will enhance the Bank’s profile in Qatar and enable it to service the growing banking needs in this fast growing Gulf State through an extensive product range, including project finance advisory and wealth management. The Bank is also in the process of establishing branch/ representative offices in Saudi Arabia and Singapore respectively.

Risk Management

The Bank has traditionally placed great importance on a robust approach to Risk Management and regulatory compliance.  The centralized risk management function was further strengthened during the year with implementation of supporting technology.  

IT & Operations

The treasury IT system was replaced with a new system to support the growth initiatives, a customer on-line trading platform was launched and the Bank obtained ISO 27001 (Information Security) certification for NBD On-line. 

Quality and Control Department has successfully obtained the ISO 9001:2000 Certification for all its Divisions (Business Process Management, Quality Management, Business Systems Support, Central Accounts Processing and Reconciliation). The final Audit was conducted by the external agency, Det Norske Veritas (DNV) Certification on 26th December 2006.

Basel II

With the new Basel II capital accord set to become mandatory in 2008, the Bank has continued to build and test its readiness.  The milestones in the implementation plan are being met and the Bank expects to be ready in advance of the deadlines set by the Central Bank. The Capital Adequacy Ratio as at 31 December 2006, inclusive of Tier II capital, was 16.78%.

Staff

Underpinning the success of the Bank in 2006 is the quality and hard work of the staff and management of the Bank.  The Directors would like to thank the staff and management for all their hard work in making 2006 another successful year for the Bank.
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