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Emirates Islamic Bank (PJSC)     


CONSOLIDATED INCOME STATEMENT
For year ended December 31, 2006 

	
	
	   
	Restated  

	
	
	2006
	2005

	
	Note
	AED’000
	AED’000

	INCOME
	
	
	

	Income from financing activities and investments
	4
	403,482
	99,971

	Income from short term Murabaha, with Group  Holding Company
	
	42,521
	34,990

	Property related income
	
	19,921
	28,716

	Commissions, fees and other income, net
	5
	87,953
	35,661

	
	
	────────
	────────

	TOTAL INCOME
	
	553,877
	199,338

	
	
	────────
	────────

	EXPENSES
	
	
	

	
	
	
	

	General and administrative expenses
	6
	161,695
	105,088

	Provision for depreciation of investment properties
	
	2,508
	3,200

	Impairment allowances net of (Recoveries)
	7
	33,903    
	(6,575) 

	
	
	────────
	────────

	TOTAL EXPENSES
	
	198,106
	101,713

	
	
	────────
	────────

	NET OPERATING INCOME
	
	355,771
	97,625

	
	
	
	

	Depositors’ share of profit
	8
	(238,311)
	(46,872)

	
	
	─────────
	────────

	SHAREHOLDERS’ PROFIT (NET INCOME)
	
	117,460
	50,753

	
	
	((((═══((
	((((═══((

	Earnings per share (Dirham)
	9
	0.18
	0.08

	
	
	(((((══((
	((((═══((


The attached notes 1 to 33 form part of these financial statements.

The auditors’ report is set out on page 1.

Emirates Islamic Bank (PJSC)

CONSOLIDATED BALANCE SHEET

At December 31, 2006

	
	
	
	Restated

	
	
	2006
	2005

	
	Note
	AED'000
	AED'000

	ASSETS 
	
	
	

	Cash, and balances with U.A.E Central  Bank
	10
	453,337
	238,858

	Due from banks and other financial institutions
	
	38,465
	95,088

	Due from Group Holding Company 
	11
	1,182,074
	1,354,613

	Financing receivables 
	12
	6,558,309
	2,110,553

	Loans and receivables 
	13
	42,472
	44,774

	Investment securities  
	14
	1,617,299
	660,258

	Investment properties 
	15
	270,048
	128,729

	Prepayments and other assets
	16
	247,280
	143,965


	Fixed Assets
	17
	64,466
	     21,955

	
	
	───────────
	──────────

	TOTAL ASSETS 
	
	10,473,750
	4,798,793

	
	
	══(((════((
	══(((═══((

	LIABILITIES 
	
	
	

	Customers’ accounts 
	18
	9,046,095
	3,599,556

	Due to banks and other financial institutions 
	19
	55,983
	17,932

	Other Liabilities 
	20
	395,187
	315,495

	Zakat Payable 
	21
	10,613
	    ​​​​5,969​​​

	
	
	──────────
	──────────

	TOTAL LIABILITIES 
	
	9,507,878
	3,938,952

	
	
	──────────
	──────────

	SHAREHOLDERS’ EQUITY 
	
	
	

	Share capital 
	22
	650,000
	650,000

	Statutory reserve 
	23
	123,746
	112,000

	General reserve 
	
	65,000
	55,075

	Retained earning
	
	127,126
	42,766

	
	
	──────────
	──────────

	TOTAL SHAREHOLDERS’ EQUITY 
	
	965,872
	859,841

	
	
	──────────
	  ──────────

	TOTAL LIABILITES AND SHAREHOLDERS’ EQUITY 
	
	10,473,750
	4,798,793

	
	
	═══════════
	══════════

	COMMITMENTS AND CONTINGENT LIABILIITES 
	25
	1,639,660
	938,132

	
	
	(((((════((
	(((((═══((


These financial statements were authorized for issue in accordance with a resolution of the Board of Directors on, 23 January 2007 

Chairman                                                       Director                           Chief Executive Officer                                                             

The attached notes 1 to 33 form part of these financial statements.

The auditors’ report is set out on page 1.
Emirates Islamic Bank (PJSC)

CONSOLIDATED STATEMENT OF CASH FLOWS

For year ended 31 December 2006
	
	
	
	Restated

	
	
	2006
	2005

	OPERATING ACTIVITIES
	Note
	AED'000
	AED’000

	
	
	
	

	Profit for the year
	
	117,460
	50,753

	Adjustments:
	
	
	

	Impairment allowance on loans and advances 
	
	-
	2,932

	Impairment allowances on financing receivables
	
	47,122
	5,335

	Gain on sale of investments 
	
	(4,697)
	-

	Gain on sale of investment properties
	
	(12,822)
	(19,730)

	Gain on revaluation of investment securities
	
	(66,033)
	(6,587)

	Gain on redemption of investment securities 
	
	(661)
	(361)

	Depreciation on investment properties
	
	2,508
	3,200

	Depreciation on fixed assets
	
	7,670
	3,738

	Zakat paid
	
	(5,704)
	(2,080)

	
	
	((─(((((
	(((─((((

	Operating profit before changes in assets and liabilities
	
	84,843
	37,200

	(Increase) in reserve with U.A.E. Central Bank
	
	(197,852)
	(82,716)

	(Increase) in due from Group Holding Company 
	
	(750,473)
	(158,935)

	(Increase) in financing receivables 
	
	(4,494,878)
	(1,652,295)

	Decrease/(Increase) in loans and receivables
	
	2,302
	(7,948)

	(Increase) in prepayments and other assets
	
	(103,315)
	 (71,476)

	Increase in customers’ accounts
	
	5,446,539
	2,367,615

	Increase in other liabilities
	
	78,528
	241,377

	
	
	(((─(((((
	(((─(((((

	Net cash from operating activities
	
	65,694
	672,822

	
	
	(((─(((((
	(((─(((((

	INVESTING ACTIVITIES
	
	
	

	Purchase of investment properties
	
	(241,353)
	(310,969)

	Proceeds from sale of investments properties
	
	110,314
	61,289

	Purchase of investment securities 
	
	(916,653)
	(377,937)

	Proceeds from sale of investment securities 
	
	31,086
	25,743

	Additions to property and equipments
	
	(50,178)
	(15,473)

	Proceed from sale of fixed assets
	
	31
	110

	
	
	(((─(((((((
	(((─(((((

	Net cash used in investing activities
	
	(1,066,753)
	(617,237)

	
	
	(((──((((((
	(─(((((((

	Increase/(Decrease) in cash and cash equivalents
	
	(1,001,059)
	55,585

	Cash and Cash equivalent at the beginning of the year
	
	1,319,668
	1,264,083

	Cash and cash equivalents at the end of the period
	26
	═((((((((
318,609
	═((((((((
1,319,668

	
	
	═((((((((
	((((═((((

	
	
	
	


The attached notes 1 to 33 form part of these financial statements.
Emirates Islamic Bank (PJSC)
CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY

For the year ended December 31, 2006 



Share
Statutory
General
Retained




Capital
reserve
reserve
earnings
Total



AED’000
AED’000
AED’000
AED’000
AED’000

As of January 1, 2005
                           500,000
      106,925      64,857     
144,539       816,321 
Net income for the year

-
-

-
        43,080        43,080
Change in accounting policy

-
-

-
           7,673    
     7,673

                                                         ((((((((   ((((((((    ((((((((
     ((((((((
    ((((((((
Restated net income for the year 

-
-

-

50,753
50,753

Transfer to/from reserve (note 23)

-
5,075
(9,782)

4,707
-
Issue of bonus shares

150,000
-
-
     (150,000)
-

Zakat Payable

-
-    
-
        (5,833)
      (5,833)

Directors’ remuneration

-
-
-
        (1,400)
      (1,400)



((((((((
(((((((( 
((((((((
((((((((
    ((((((((
Restated balances 

as of 31 December 2005

650,000
112,000
55,075
42,766
     859,841


════════
════════
════════
════════
   ════════

Opening balances 

As of January 1, 2006
                               650,000     112,000    55,075         42,766      859,841
Net income for the year
          

-               -              -        
117,460
     117,460
Transfer to/from reserve (Note 23)

-
11,746
    9,925
 (21,671)
     -
Zakat Payable

-
-    
-
         (9,329)
      (9,329)
Directors’ remuneration

-
-
-
   
(2,100)      (2,100)


((((((((
(((((((( 
((((((((
      ((((((((
     ((((((((
As of 31 December 2006
   
650,000    123,746    65,000
 
127,126
      965,872


((((((((
((((((((
((((((((
       ((((((((
      ((((((((
In accordance with the Ministry of Economy & Commerce interpretation of Article (118) of Commercial   Companies Law No: (8) of 1984, Directors’ remuneration has been treated as an appropriation from equity.

The attached notes 1 to 33 form part of these financial statements.

Emirates Islamic Bank (PJSC)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

As of 31 December 2006

1. ACTIVITIES

Emirates Islamic Bank formerly Middle East Bank (the “Bank”) was incorporated by a decree of His Highness the Ruler of Dubai as a conventional Bank with limited liability in the Emirate of Dubai in 3rd of October 1975. The Bank was reregistered as a Public Joint Stock Company in July 1995. 

At an extraordinary general meeting held on 10th, March 2004 a resolution was passed to transform the Bank’s activities to be in full compliance with the Islamic Sharia. The entire process was completed on October 9th, 2004 (the “Transformation Date”) when the Bank obtained UAE Central Bank and other UAE authorities’ approvals. 

The Bank is a subsidiary of Emirates Bank International PJSC, Dubai (the “Group Holding Company”).

In addition to its head office in Dubai, the Bank operates through 18 branches in the UAE. The accompanying consolidated financial statements combine the activities of the Bank’s head office and its branches and its subsidiaries. During the year ended December 31, 2006 the Bank' setup a brokerage company 'Emirates Islamic Financial Brokerage'(the “Subsidiary”) a wholly owned subsidiary. The subsidiary has not commenced its commercial activities pending the necessary approval from Regulatory Authorities.

The Bank provides full banking services, and a variety of products through Islamic financing and investing instruments.

As of 31 December 2006 the Bank employed 801 employees (2005: 510 employees).

The Bank’s registered office address is P.O. Box 6564, Dubai, United Arab Emirates.

2. SIGNIFICANT ACCOUNTING POLICIES

Accounting convention

The consolidated financial statements have been prepared under the historical cost convention as modified for the re-measurement of financial assets carried at fair value through income statement and available for sale investments.
Basis of preparation

The consolidated financial statements have been prepared in accordance with International Financial Reporting Standards, Sharia rules and principles as approved by the Bank’s Fatwa and Sharia Supervisory Board, and applicable requirements of the U.A.E Laws.

The financial statements have been presented in UAE Dirham, rounded to the nearest thousand. 

Basis of consolidation

A subsidiary is an entity over which the Bank exercises control, directly or indirectly over the financial and operating policies so as to obtain benefits from its activities. A subsidiary is fully consolidated from the date on which the Bank exercises control. It is de-consolidated from the date that control ceases. These consolidated financial statements include the operations of the subsidiary over which the Bank has control.

Emirates Islamic Bank (PJSC)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

As of 31 December 2006

2. SIGNIFICANT ACCOUNTING POLICIES (continued)
     Basis of consolidation (continued)
Inter-company transactions, balances and unrealized gain on transactions between the Bank and the subsidiary are eliminated. Unrealized losses are also eliminated unless the transaction provides evidence of impairment of the asset transferred.

Due from banks and other financial institutions 

Represents the Bank’s balances with correspondent banks, and are stated at cost less allowance for impairment, if any. 

Financial instruments 

(i)
Classification

The Bank’s classification of financial assets include the following categories: financing receivables, leased assets (“Ijarah”), loans and advances, held-to-maturity, financial assets at fair value through profit or loss and available for sale financial assets. Management determines the classification of its investment at initial recognition.

Financing receivables 

· Murabaha: An agreement whereby the Bank sells to a customer a commodity or a property which the Bank has purchased and acquired based on a promise received from the customer to buy the item purchased according to specific terms and conditions. The selling price comprises of the cost of the commodity and an agreed profit margin.

· Financing Ijarah: An agreement whereby the Bank (lessor) leases an asset to a customer (lessee), for a specific period against certain rent installments. Ijarah could end in transferring the ownership of the asset to the lessee at the end of the agreement. Also, the Bank transfers substantially all the risks and returns related to the ownership of the leased asset to the lessee.  

· Mudaraba: An agreement between two parties; one of them provides the funds and is called Rub-Ul-Mal and the other provides efforts and expertise and is called Mudarib and he is responsible for investing such funds in a specific enterprise or activity in return for  a pre-agreed percentage of Mudaraba fee.  In case of normal loss; Rab-Ul-Mal would bear the loss of his funds while Mudarib would bear the loss of his efforts.  However, in case of default, negligence or violation of any of the terms and conditions of the Mudaraba agreement, the Mudarib would bear the losses.  The Bank may acts as Mudarib when accepting funds from depositors and as Rub-Ul-Mal when operating such funds on Mudaraba basis.

· Istisnaa: An agreement between the Bank and a customer whereby the Bank develops and sells a property to the customer according to agreed upon specifications. The Bank may develop the property on its own or through a subcontractor, and then hand it over to the customer on a pre agreed date and against fixed price.

· Wakala: An agreement whereby the Bank provides a certain sum of money to an agent, who invests it according to specific conditions in return for a certain fee (a lump sum of money or a percentage of the amount invested). The agent is obliged to guarantee the invested amount in case of default, negligence or violation of any of the terms and conditions of the Wakala.
Emirates Islamic Bank (PJSC)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

As of 31 December 2006
Financial instruments (continued)

Loans and receivables: are non derivative financial assets not quoted in active market granted by the Bank providing money to a debtor other than those granted for the intention of short term profit taking.  Loans and receivables were originated by the Bank before the transformation date of the Bank’s activities to be in full compliance with the Islamic Sharia. These are reported net of impairment allowance to reflect the estimated recoverable amounts. These products have been discontinued since the Bank transformed to an Islamic Bank.

Financial assets at fair value through income statement: Financial assets are classified under this category if acquired principally for the purpose of short term profit taking or derivative instrument or so designated by management.

Held-to-maturity investments

Held-to maturity investments are non derivative financial assets with fixed or determinable payment and fixed maturities that the Bank’s management has the positive intent and ability to hold to maturity. Were the Bank to sell other than an insignificant amount of held to maturity assets, the entire category would be reclassified as available for sale  

Available-for-sale investments

Available-for-sale investments are non derivative investments that are not designated as another category of financial assets. Unquoted equity securities whose fair value can not be reliably measured are carried at cost. All other available for sale investments are carried at fair value 

(ii)
Recognition

Financing receivables are recognized on the day the risk on underlying asset is transferred to the counter party or in accordance with the contractual terms.

The Bank recognizes the assets at fair value through income statement on the date it commits to purchase the asset.  From this date any change in gains and losses arising from the change in the fair value of the asset is recognized. These are derecognized and corresponding receivable from the buyers are recognized as of the date the Bank commits to sell the asset.

The financial liabilities are recognized on the date the Bank becomes a party to contractual provisions of the instruments.

The financial assets are derecognized when the Bank loses control over the contractual rights that comprise that asset. This occurs when the rights are realized, expire or are surrendered. A financial liability is derecognized when it is extinguished. 

(iii) Measurement

All financial instruments are recognized initially at cost including transactions cost except   investment at fair value through profit and loss which is recognized at cost excluding transaction cost.

All Financial receivables and loans and receivables are measured at amortized cost less impairment losses if any.  Amortized cost is calculated on the effective profit / interest rate method. Transaction cost is included in the carrying amount of the instruments and is amortized based on the effective profit / interest rate of the instrument.

Emirates Islamic Bank (PJSC)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

As of 31 December 2006
2. SIGNIFICANT ACCOUNTING POLICIES (continued)

(iv)  Fair value measurement principles 

Subsequent to initial measurement all assets at fair value through income statements are measured at fair value, except for instruments that do not have quoted market price in an active market and whose fair value can not be measured which are stated at cost, including transaction cost, less any impairment losses.  

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.

Where discounted cash flow techniques are used, estimated future cash flows are based on management’s best estimate and the discount rate is a market related profit rate at the balance sheet date for an instrument with similar terms and conditions.  Where pricing models are used, inputs are based on market related measures at the balance sheet date.  

(v) Gains and losses on subsequent measurement

Gains and losses arising from a change in the fair value of the assets at fair value through income statement are recognized in the income statement. Gain and loss on available for sale investments are recognized through owners equity.  
Key accounting estimates and judgments in applying accounting policies

The Bank makes estimates and assumptions that affect the reported amounts of assets and liabilities within the next financial year and the resultant provisions and fair value. Estimates and judgments are continually evaluated and are based on historical experience and other factors, including expectations of future events that are believed to be reasonable under the circumstances. 

Impairment  

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

The recoverable amount of Islamic financial instruments and loans and receivables are measured at the present value of the expected future cash flows, discounted at the instrument’s original effective profit/interest rate.  Short term balances are not discounted.  

Financing receivables and loans and receivables are presented net of allowances for impairment.  Specific allowance are made against the carrying amount of financing receivables and loans and receivables that are identified as being impaired based on regular reviews of outstanding balances to reduce these financing receivables and loans and receivables to their estimated recoverable amounts at the balance sheet date. The expected cash flows for portfolio of similar assets are estimated based on previous experience and considering the credit rating of the underlying customers and late payments or penalties.  When a receivable or loan is known to be uncollectible, all the necessary legal procedures have been complete, and the final loss has been determined, the receivable is written off directly.  

If in a subsequent period the amount of impairment loss decreases and the decrease can be linked objectively to an event occurring after the write down, the write-down or allowance is reversed through the income statement.  

Emirates Islamic Bank (PJSC)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

As of 31 December 2006
2. SIGNIFICANT ACCOUNTING POLICIES (continued)

Investment properties

Properties acquired by the Bank for development or to be leased out, are classified as investment properties. Investment properties are recognized at cost less accumulated depreciation and impairment allowance, if any.

Property and equipment

Fixed Assets are recorded at cost, less impairment allowance, if any. Depreciation is provided on a straight-line basis over estimated useful lives of all property and equipment, other than freehold land which is not depreciated. 

The rates of depreciation are based upon the following estimated useful lives:

· Leasehold improvement
4 years

· Other assets
4 years

Revenue recognition

Murabaha

The profit is quantifiable and contractually determined at the commencement of the contract; profit is recognized as it accrues over the life of the contract on effective profit rate method on the balance outstanding. 
Ijarah
Income from Ijarah is recognized on an accrual basis over the period of the contract.

Wakala

Estimated income from Wakala is recognized on an accrual basis over the period, adjusted by actual income when received. Losses are accounted for on the date of declaration by the agent.

Dividend income is recognized when the right to receive it is declared.
Commissions and fees
Commission and fee income is recognized when the related services are rendered. 

Forfeited income

Forfeited income is resulting from transactions deemed to be incompliant with Islamic Sharia, as per the Fatwa and Sharia Supervisory Board.  The Bank’s management has to set aside such income, separate it from the Bank’s income and disclose it in the financial statements. This income is directed towards local social activities.

Provisions

Provisions are recognized when the Bank has an obligation (legal or constructive) arising from a past event, and the costs to settle the obligation are both probable and can be reliably measured.

Employees’ end of service benefits

The Bank provides end of service benefits to its expatriate employees in accordance with the U.A.E. labor law. The entitlement of these benefits is based upon the employees’ basic salary and length of service, subject to a completion of a minimum service period. Costs of these benefits are accrued over the period of employment. Provision for employees’ end of service benefits at the balance sheet date is included under “Other Liabilities”.

With respect to its national employees, the Bank makes contributions to a pension fund established by the General Pension and Social Security Authority as a percentage of the employees’ salaries. The Bank’s obligations are limited to these contributions, which are recognized in the statement of income.

Emirates Islamic Bank (PJSC)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

As of 31 December 2006
2. SIGNIFICANT ACCOUNTING POLICIES (continued)
New standards and interpretation not yet adopted

A number of new standards, amendments to standards and interpretations are not yet effective for the year ended 31 December 2006, and have not been applied in preparing these financial statements:

IAS 1 Presentation of Financial Statements – Capital disclosures require an entity to disclose information that enables users of its financial statements to evaluate the entity’s objectives, policies and processes for managing capital. 

IFRS 7 Financial Instruments – Disclosures require various qualitative and quantitative information about exposure to risks arising from financial instruments including specified minimum disclosures about credit risk, liquidity risk and market risk.
IFRIC 10 Interim Financial Reporting and Impairment prohibits the reversal of an impairment loss recognized in a previous interim period in respect of goodwill, and investment in an equity instrument or a financial asset carried at cost. 

IAS 1, IFR 10 and IFRS 7 (superseding IAS 30 and 32) which will becomes mandatory for the  2007 financial statements, are not expected to have any impact on the consolidated financial statements of the Group except for the disclosure as required under the respective IAS and IFRS.

Zakat

Zakat is computed as per the Bank’s Articles of Association and is approved by the Bank’s Fatwa and Sharia Supervisory Board on the following basis:

· Zakat on the general provision for financing and investing activities, if any, is deducted from Mudaraba common pool income for the year.

· Zakat on shareholders’ equity (except paid up capital) is paid from the net profit of the year.

· Zakat is disbursed to Sharia channels through a committee formed by management. 

· Shareholders themselves are responsible to pay Zakat on their paid up capital.

Distribution of profit between holders of unrestricted investment deposits and the shareholders according to the instructions of Fatwa and Sharia supervisory board:
Net gains on all items of income and expenses at the end of each month, is the net profit distributable between the shareholders and the holders with unrestricted investment deposits.

The share of the holders of unrestricted investment deposits is calculated out from the net profit on daily basis after deducting the Bank’s agreed upon and declared Mudarib fee percentage.

Due to amalgamation of unrestricted investment funds with the Bank’s funds for the purpose of investment, no priority has been given to either party in the appropriation of profit. 

Cash and cash equivalents 

For the purpose of preparation of the statement of cash flows, cash equivalents are considered to be cash at bank, current account with the U.A.E. Central Bank, due from banks and Group Holding Company (including short-term Murabaha) less due to banks and Group Holding Company. Cash equivalents are short-term liquid investments that are readily convertible to known amounts of cash with residual maturities up to three months from the balance sheet date.

Foreign currencies

The accounting records of the Bank and its subsidiary are maintained in UAE Dirham. Transactions in foreign currencies are translated to UAE Dirham at the foreign exchange rate ruling at the date of the transaction. Monetary assets and liabilities denominated in 
Emirates Islamic Bank (PJSC)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

As of 31 December 2006
2. SIGNIFICANT ACCOUNTING POLICIES (continued)
Foreign currencies (continued)

foreign currencies at the balance sheet date are translated to UAE Dirham at the foreign exchange ruling at that date. Non-monetary assets and liabilities denominated in foreign currencies that are stated at historical cost, are translated to UAE Dirham at the foreign exchange rate ruling at the date of the transaction. Foreign exchange gains and losses resulting from the settlement of such transactions and from the translations at year-end exchange rates of monetary assets and liabilities denominated in foreign currencies are recognized in the income statement. Foreign currency gains and losses arising on translation are recognized in profit or loss, except for differences arising on the retranslation of available-for-sale equity instruments, which are recognized directly in equity.

Contingent liabilities

Contingent liabilities are not recognized in the financial statements. These are disclosed unless the possibility of an outflow of resources embodying economic benefits is remote.

3. CHANGE IN ACCOUNTING POLICY
The Bank has changed its accounting policy related to amortization of deferred income on financing receivables. Previously the Bank used to amortize its deferred income on straight line basis (equally over the period of the contract). During 2006, the Bank adopted the effective rate of return method in accordance with IFRS 39. 
The impact of the change in accounting policy on income statement is as follows:

Current year financing income increased by AED 39,818,000 (2005: AED 10,316,000); depositors’ share of profit increased by AED 21,004,000 (2005: AED 2,643,000) and net profit increased by AED 18,814,000 (2005: AED 7,673,000).

The impact on the balance sheet is as follows:         
The financing receivables increased by AED 39,818,000 (2005: AED 10,316,000) and shareholders’ equity increased by AED 18,332,000 after provision of Zakat of AED 482,000 (2005: AED 7,476,000 on shareholders’ equity and Zakat AED 197,000).  
Emirates Islamic Bank (PJSC)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

As of 31 December 2006

4. INCOME FROM FINANCING ACTIVITIES AND INVESTMENTS

	
	2006
	Restated
2005

	
	AED'000
	AED’000

	Financing activities
	
	

	Commodities Murabaha
	53,374
	10,293

	Vehicles Murabaha
	90,531
	21,207

	Real Estate Murabaha
	10,365
	3,576

	Syndication Murabaha
	39,095
	17,560

	Ijarah
	80,426
	22,546

	Istisnaa
	7,263
	-

	
	((((((((
	(((((((

	
	281,054
	75,182

	Investments
	((((─((
	(((─((

	Sukuk & Funds
	31,949
	8,296

	Dividend income
	19,088
	9,545

	Gain on investments
	71,391
	6,948

	
	(((─((((
	(((((((

	
	122,428
	24,789

	
	((((((((
	(((((((

	Total income from financing activities and investments
	403,482
	99,971

	
	((((((((
	(((((((


5. COMMISSIONS, FEES AND OTHER INCOME, NET

	



	2006
	2005

	
	AED'000
	AED’000

	
	
	

	Commissions and fees, net
	30,320
	13,863

	Foreign exchange gains, net
	11,739
	4,955

	Other income
	6,552
	15,162

	Credit card 
	14,881
	1,681

	IPO Processing fees 
	10,331
	-

	Fund Management fees
	14,130
	-

	
	(((((((
	(((((((

	
	87,953
	35,661

	
	(((((((
	(((((((


6. GENERAL AND ADMINISTRATIVE EXPENSES

	
	2006
	2005

	
	AED'000
	AED’000

	
	
	

	Staff related expenses
	116,358
	66,066

	Operating expenses
	26,256
	22,145

	Administrative expenses
	11,411
	13,139

	Depreciation of property and equipment
	7,670
	3,738

	
	((((((((
	(((((((

	
	161,695
	105,088

	
	((((((((
	(((((((


Emirates Islamic Bank (PJSC)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

As of 31 December 2006

7. IMPAIRMENT ALLOWANCES NET OF RECOVERIES
	
	2006
	2005

	
	AED'000
	AED’000

	
	
	

	Impairment allowance for loans and receivables
	-
	2,932

	Impairment allowance for financing receivables 
	47,123
	5,335

	Recoveries
	(13,220)
	(14,842)

	
	((((((((
	(((((((

	
	33,903
	(6,575)

	
	((((((((
	(((((((


8. DEPOSITORS’ SHARE OF PROFIT

The distribution of profit between depositors and shareholders is made, quarterly, in accordance with the method approved by the Bank’s Fatwa and Sharia Supervisory Board. 

	
	2006
	Restated

2005

	
	AED'000
	AED’000

	
	
	

	Paid for the previous quarters 
	133,611
	22,738

	Payable for the last quarter
	79,748
	18,847

	Transferred to profit equalization reserve during the year 
	24,952
	5,287

	
	((((((((
	(((((((

	
	238,311
	46,872

	
	((((((((
	(((((((


9. EARNINGS PER SHARE

The calculation of earnings per share is based on earnings of AED 117,460,000 (2005: AED 50,753,000), for the year divided by the weighted average of the number of shares outstanding during the year (2006: 650,000,000 shares /2005: 650,000,000 Shares). 

10. CASH AND BALANCES WITH U.A.E. CENTRAL BANK

	
	2006
	2005

	
	AED'000
	AED’000

	
	
	

	Cash in hand 
	57,624
	44,500

	Balances with UAE Central Bank:
	
	

	Current accounts 
	5,837
	2,334

	Reserve requirement 
	389,876
	192,024

	
	((((((((
	((((((((

	
	453,337
	238,858

	
	((((((((
	((((((((


11. DUE FROM GROUP HOLDING COMPANY

	
	2006
	2005

	
	AED'000
	AED’000

	Due from Group Holding Company comprise: 
	
	

	Murabaha, short term 
	1,347,976
	664,977

	Deposit exchange (profit free), net 
	47,711
	381,414

	Other balances 
	(213,613)
	308,222

	
	((((((((((
	((((((((((

	
	1,182,074
	1,354,613

	
	((((((((((
	((((((((((


Emirates Islamic Bank (PJSC)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

As of 31 December 2006

12. FINANCING RECIEVABLES
	
	2006
AED'000
	Restated

2005
AED’000

	Financing comprise:
	
	

	Commodities  Murabaha
	989,023
	364,786

	Vehicles Murabaha
	1, 938,264
	812,137

	Syndication Murabaha
	389,407
	328,746

	Real Estate Murabaha
	126,717
	110,916

	
	(──((((((
	(──((((((

	Total Murabaha 
	3,443,411
	1,616,585

	
	
	

	Istisnaa
	259,278
	15,821

	Ijarah
	1,753,197
	603,582

	Credit card receivables
	185,192
	37,468

	Others
	881,438
	47,968

	
	((((((──(
	((((((──(

	
	6,522,516
	2,321,424

	
	
	

	Less: Deferred income
	(375,964)
	(182,246)

	Less: Impairment Allowance 
	(94,113)
	(46,990)

	
	((((──(((
	((((──(((

	
	6,052,439
	2,092,188

	
	
	

	Wakala
	505,870
	18,365

	
	((──(((((
	((──(((((

	Total financing receivables 
	6,558,309
	2,110,553

	
	((──(((((
	((──(((((

	Analysis by Economic Activity
	
	

	Agriculture and related activities
	23,514
	26,660

	Manufacturing
	166,721
	130,244

	Construction
	1,593,222
	617,273

	Trade
	1,429,042
	604,668

	Transportation and communication
	13,059
	3,905

	Services and personal
	3,544,095
	936,265

	Others
	258,733
	20,774

	
	──────────
	──────────

	
	7,028,386
	2,339,789

	
	
	

	Less: Deferred income
	(375,964)
	(182,246)

	Less: Allowance for impairment
	(94,113)
	(46,990)

	
	──────────
	──────────

	
	6,558,309

══════════
	2,110,553
══════════

	
	
	


Emirates Islamic Bank (PJSC)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

As of 31 December 2006

12. FINANCING ِRECEIVABLES (continued)
	
	
	Restated

	
	2006
AED'000
	2005
AED’000

	Movement in allowances for impairment:
	
	

	Balances at the beginning of the year
	46,990
	41,655

	Impairment allowances made during the year
	47,123
	5,335

	
	───────
	───────

	
	94,113
	46,990

	
	(((((═((
	(((((═((

	
	
	

	
	
	

	Net impairment of loans and receivables
	
	

	
	
	

	impairment allowances of financing receivables 
	47,123
	5,335

	Recoveries
	(13,220)
	(11,910)

	
	────────
	──────

	Impairment allowances net of (recoveries)  
	33,903
	(6,575)

	
	((((((═((
	(((═══


Emirates Islamic Bank (PJSC)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

As of 31 December 2006

13. LOANS AND RECEIVABLES

                       
	
	2006
	2005

	
	AED'000
	AED’000

	
	
	

	Overdraft
	23,678
	25,136

	Time loans
	71,977
	84,191

	Loans against trust receipts
	10,209
	10,508

	Bills discounted
	2,442
	4,091

	Others
	1,295
	1,197

	
	(((((((
	(((((((

	Gross loans and receivables
	109,601
	125,123

	Less: Impairment Allowances
	(67,129)
	(80,349)

	
	((((((((
	((((((((

	
	42,472
	44,774

	
	((((((((
	((((((((

	Analysis by Economic Activity
	
	

	Agriculture and related activities
	2,276
	2,081

	Manufacturing
	15,351
	14,831

	Construction
	8,974
	5,772

	Trade
	13,327
	11,915

	Transportation and communication
	41,822
	47,689

	Services and Personal 
	27,851
	42,835

	
	(((((((
	(((((((

	Gross Loans and receivables 
	109,601
	125,123

	Less: Impairment Allowances
	(67,129)
	(80,349)

	
	((((((((
	((((((((

	
	42,472
	44,774

	
	((((((((
	((((((((

	
	
	

	Movement in specific and general 
	
	

	allowance for impairment loans
	
	

	
	
	

	Balance at the beginning of the period
	80,349
	93,922

	Charge made during the year
	-
	2,932

	Recoveries
	(13,220)
	(12,852)

	Amount written off
	-
	(3,653)

	
	(((((((
	(((((((

	At the end of the year
	67,129
	80,349

	
	(((((((
	(((((((

	
	
	


During 2004, the Bank transferred some of its corporate and retail loans at book value with associated allowance for impairment to the Holding Company.

Included in the “Others” above are delinquent loans and receivables that were identified at the time of acquisition of Middle East Bank PJSC by the Holding Company. These are managed in a workout situation. The loan balances on these accounts amounted to AED 233,713,000 (2005: AED 241,180,000) against which provision for impairment of AED 233,713,000 (2005: AED 241,180,000) are applied. Net recoveries of the AED 909,000 (2005: AED 2,645,000) have been credited to the income statement.

Emirates Islamic Bank (PJSC)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 

As of 31 December 2006

14. INVESTMENT SECURITIES 

	
	2006
	2005

	
	AED'000
	AED’000

	At fair value through Profit and Loss
	994,914
	318,002

	Held to Maturity - Sukuk
	501,212
	305,187

	Available for Sale
	121,173
	37,069

	
	((((─(((((
	(((─((((

	
	1,617,299
	660,258

	
	((((══((((
	((((═(((

	
	
	

	
	
	

	
	
	

	Investment securities comprise:
	
	

	Quoted  
	741,065
	368,165

	Unquoted
	876,234
	292,093

	
	(((((─((((
	(─((((((

	Total investments
	1,617,299
	660,258

	
	((((═(((((
	(((((═((


Income from investment recognized in the Income Statement is made up as follows:

	
	
	

	Revaluation gains- Investments at fair  value
	66,033 
	6,587

	Profit on sale of investments & others
	5,358
	361

	Dividend
	19,088
	9,545

	Sukuk Income 
	31,949
	8296

	                                                                    
	((((((((
	(((((((

	
	122,428
	24,789

	
	((((((((
	(((((((


Emirates Islamic Bank (PJSC)
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As of 31 December 2006

15. INVESTMENT PROPERTIES

	
	2006
	2005

	
	AED'000
	AED’000

	
	
	

	Balance at the beginning of the period
	128,729
	172,455

	Property purchased
	241,353
	310,969

	Property sold
	(98,549)
	(354,695)

	Less: Accumulated depreciation 
	(1,485)
	-

	
	((((((((
	((((((((

	
	270,048
	128,729

	
	((((((((
	((((((((

	
	
	

	Investment properties comprise:
	
	

	Land 
	142,263
	91,829

	Buildings, net
	127,785
	36,900

	
	((((((((
	((((((((

	
	270,048
	128,729

	
	((((((((
	((((((((


The fair value of investment properties as of December 31, 2006 is AED 296,652,000 (2005: AED 151,310,000), as per valuation conducted by independent valuers. 

16. PREPAYMENTS AND OTHER ASSETS

	
	2006
	2005

	
	AED'000
	AED’000

	
	
	

	Dividend receivables 
	9,111
	9,545

	Overdraft account (profit free) 
	42,418
	18,308

	Bills under LC s
	29,122
	13,155

	Prepaid expenses
	10,975
	6,645

	Deferred sales commissions
	19,263
	7,492

	Contingent customer acceptances
	108,397
	66,187

	Goods available for sale
	13,087
	18,605

	Share Application- Private placement
	14,525
	-

	Others
	5,087
	8,733

	
	((((((((
	((((((((

	
	251,985
	148,670

	
	
	

	Less: Allowance for impairment
	(4,705)
	(4,705)

	
	((((((((
	((((((((

	
	247,280
	143,965

	
	((((((((
	((((((((


Share application-private placements represent share application to ESCAN private placements on the behalf of customers. 
Emirates Islamic Bank (PJSC)
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17. PROPERTY & EQUIPMENT

	
	Capital work in progress & Leasehold Improvement 
	Other Assets 
	Total 

	
	
	
	

	
	AED'000
	AED’000
	AED’000

	Cost 
	
	
	

	As of 1 January 2006 
	15,361
	21,803
	37,164

	Additions 
	37,860
	12,319
	50,179

	Disposals
	-
	(31)
	(31)

	
	(((((((
	(((((((
	(((((((

	As of 31 December 2006
	53,221
	34,091
	87,312

	
	(((((((
	(((((((
	(((((((

	Accumulated Depreciation
	
	
	

	As of 1 January 2006
	7,372
	7,835
	15,207

	Charges for the year 
	3,977
	3,693
	7,670

	Disposals 
	-
	(31)
	(31)

	
	(((((((
	(((((((
	(((((((

	As of 31 December 2006
	11,349
	11,497
	22,846

	
	(((((((
	(((((((
	(((((((

	Net Book Value 
	
	
	

	31 December 2006
	41,872
	22,594
	64,466

	
	(((((((
	(((((((
	(((((((

	31 December 2005
	13,613
	8,342
	21,955

	
	(((((((
	(((((((
	(((((((

	
	
	
	


Capital work in progress includes civil construction work undertaken amounted to 
AED 21,772,000.  
Included in capital work in progress and leasehold improvements a land received as a gift from the Government of Dubai. This land is valued at a nominal value of AED1. 
18. CUSTOMERS’ ACCOUNTS         
	
	2006
	Restated

2005

	
	AED'000
	AED’000

	
	
	

	Current accounts
	1,923,983
	1,423,280

	Saving accounts
	955,417
	402,168

	Investment accounts
	6,079,546
	1,720,591

	Margins
	46,069
	48,366

	Profit Equalization Reserve 
	41,080
	5,151

	
	 ((((((((((
	(((─((((((

	
	9,046,095
	3,599,556

	
	(((((═((((
	(((((═((((

	Movement in profit equalization reserve: 
	
	

	Balance at the beginning of the year 
	5,151
	-

	Transfer from depositors’ share of profit
	37,016
	5,287

	Zakat payable 
	(1,087)
	(136)

	
	(((─((((
	(((─((((

	Balance at end of the year 
	41,080
	5,151

	
	(((((═((
	(((((═((


Emirates Islamic Bank (PJSC)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
As of 31 December 2006
18. CUSTOMERS’ ACCOUNTS (continued)         
Profit equalization reserve has been made in the year 2005 upon the approval of the Board of Directors and Fatwa and Sharia Supervisory Board.  Zakat on this reserve is included under Zakat payable (note 21).

19. DUE TO BANKS AND OTHER FINANCIAL INSTITUTIONS

	
	 2006
	2005

	
	AED'000
	AED’000

	
	
	

	Current Accounts 
	357
	3,732

	Clearing accounts with U.A.E Central Bank
	-
	14,200

	Overdraft with correspondents
	55,626
	-

	
	((((((((
	(((((((

	
	55,983
	17,932

	
	((((((((
	(((((((


20. OTHER LIABILITIES

	
	      
	      Restated

	
	2006
	2005

	
	AED'000
	AED’000

	
	
	

	Depositors’ share of profit
	79,748
	18,847

	Provision for employee benefits
	31,884
	22,901

	Manager Cheques
	51,149
	138,081

	Trade payables
	40,616
	22,446

	Contingent customer acceptances
	108,397
	66,187

	Board of Directors’ remuneration
	2,100
	1,400

	Contracts’ Retentions 
	22,056
	2,872

	Forfeited income
	214
	15

	Share application margin - private placements 
	8,489
	-

	Tax liability – Egypt, Cairo branch
	20,000
	20,000

	Others
	30,534
	22,746

	
	((──((((
	((──((((

	 
	395,187
	315,495

	
	(═((((((
	(═((((((


Share application margins represents margin collected from customer for share application   of ESCAN private placements.
Tax liability of AED 20,000,000 represents a provision for a closed Bank branch in Cairo. The branch was closed during the 1990’s before the transformation of the Bank’s activities into Islamic Banking. The tax liability is subject to legal jurisdiction. 
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21. ZAKAT PAYABLE 

	
	2006
	Restated

2005

	
	AED'000
	AED’000

	
	
	

	Zakat on shareholders’ equity (except for share capital)
	9,329
	5,636

	Zakat liability due to restatement 
	197
	197

	Zakat on profit equalization reserve (Note 18)
	1,087
	136

	
	((((((((
	(((((((

	
	10,613
	5,969

	
	((((((((
	(((((((


The amount of AED 197,000 under 2006, represents the balance of Zakat payable for 2005 as a result of the change in accounting policy (note 3).
22. SHARE CAPITAL

At the Extraordinary General Meeting of the shareholders of the Bank held on 21 December 2005, the shareholders resolved to split the share to ten shares of AED 1 each, and to increase the authorized and paid-up capital to AED 650,000,000 by the issuing of bonus shares of AED 150,000,000 at par transferred from the retained earnings at the above mentioned date. Accordingly and after obtaining the necessary approval from Regulatory Authorities, the authorized and paid-up capital as ate 31 December 2006 comprises of 650,000,000 shares of AED 1 each (2005: 650,000,000 of AED 1 each). 

23. STATUTORY AND GENERAL RESERVES

In accordance with the Bank’s Articles of Association, Article (82) of Union Law no. 10 of 1980 and Federal Commercial Companies Law, the Bank transfers 10% of shareholders’ annual net income, if any, to the statutory reserve until such reserve equals 50% of the paid-up share capital.  This reserve is not available for distribution.

A further 10% of shareholders’ annual net income, if any, is transferred to a general reserve. Transfer to general reserve is suspended by an ordinary General Meeting, based on Board of Directors’ recommendation, or if it reaches 10% of the Bank’s paid-up capital. The Board of Directors proposes the use of the general reserve at its discretion.

During 2005, the general reserve was in excess of the stated limit, the excess of AED 14,857,000 has been transferred to retained earnings. According to the resolution of the Extraordinary General Meeting mentioned above, the Bank resumed the transfer to the general reserve.   
24. DONATED LAND 
The Government of Dubai has donated non-monetary asset in the form of land, which has been recognized at a nominal value of AED1. 
Such land is included under fixed assets (note 17).
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25. COMMITMENTS AND CONTINGENT LIABILITIES

The Bank provides letters of guarantees and letters of credit to meet the requirements of its customers. These commitments have fixed limits and expirations, and are not concentrated in any period, and are arising in the normal course of business, as follows:

	
	2006
	2005

	
	AED'000
	AED’000

	
	
	

	Letters of guarantee 
	1,113,720
	518,580

	Letters of credit
	440,164
	368,335

	Other contingent liabilities
	85,776
	51,217

	
	((((((((((
	(((((((((

	
	1,639,660
	938,132

	
	((((((((((
	(((((((((


The Bank has capital commitment of AED 7,455,000 for the purchase of Fixed Assets(2005: AED 4,491,000)
26. CASH AND CASH EQUIVALENTS
	
	2006
	2005

	
	AED'000
	AED’000

	
	
	

	Cash  
	57,624
	44,500

	Current account with UAE Central Bank
	5,837
	2,334

	Due from Group Holding Company maturing within 3 months
	272,666
	1,195,678

	Due from banks
	38,465
	95,088

	Due to banks
	(55,983)
	(17,932)

	
	(((((((((
	(((((((((

	
	318,609
	1,319,668

	
	(((((((((
	(((((((((


27. RELATED PARTY TRANSACTIONS

The Bank has transactions carried out in the normal course of business with the Emirates Bank International Group and with certain staff, shareholders, directors and entities in which the Bank, its shareholders and directors have significant interests. Related party transactions are as follows:

	
	2006
	2005

	
	AED'000
	AED’000

	Balance sheet
	
	

	Due from Group holding company
	1,182,074
	1,354,613

	Investment in EREF 
	281,708
	339,470

	Financing assets- Directors  
	96,350
	34,375

	Financing assets- Key management personnel 
	36,903
	-

	Current/investment accounts- Directors 
	4,091
	6,137

	
	
	

	Income Statement
	
	

	Sale of investment properties EREF 
	100,482
	293,399

	Redemption of units in EREF 
	34,080
	18,365

	Profit from Murabaha group holding company
	42,521
	34,990

	Key management personal compensations
	6,538
	4,894

	Key management personal compensations- Retirements benefits 
	200
	178


Emirates Islamic Bank (PJSC)
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28. SEGMENT REPORTING

The Bank’s activities comprise the following main business segments: 

Corporate and Investment
Within this business segment the Bank provides to corporate customers a range of products and services and accepts their deposits. This segment invests in investment securities, Sukuk, Funds and Real Estate.
Retail

The retail segment provides a wide range of products and services to individuals and accepts their deposits.

Treasury

This segment mainly includes Murabaha deals with Emirates Bank International (PJSC).    

Subsidiary

The wholly owned subsidiary 'Emirates Islamic Financial Brokerage' (“the subsidiary), a brokerage company engaged in offering brokerage services for trading in Islamic Sharia compliant shares. The consolidated financial statements included the following relating to the subsidiary; assets, liabilities and net losses for the year fro AED 27,603,000, AED 1,215,000 and AED 3,612,000 respectively.
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28. SEGMENT REPORTING (continued)

	
	Corporate & Investment
	
	Retail
	
	Treasury
	
	Total

	
	2006
	
	Restated 2005
	
	2006
	
	Restated 2005
	
	2006
	
	Restated 2005
	
	2006
	
	Restated    2005

	
	────────
	
	───────
	
	───────
	
	───────
	
	──────
	
	───────
	
	───────
	
	──────

	Income Statement
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Segment income
	382,403
	
	130,835
	
	128,953
	
	33,267
	
	42,521
	
	35,236
	
	553,877
	
	199,338

	Inter segment wakala income
	(104,060)
	
	(13,513)
	
	104,060
	
	24,379
	
	-
	
	(10,866)
	
	-
	
	                -   

	
	────────
	
	───────
	
	───────
	
	───────
	
	──────
	
	───────
	
	───────
	
	──────

	Total income
	278,343
	
	117,322
	
	233,013
	
	57,646
	
	42,521
	
	24,370
	
	553,877
	
	199,338

	
	────────
	
	───────
	
	───────
	
	───────
	
	──────
	
	───────
	
	───────
	
	──────

	  General and administrative expenses
	(40,600)
	
	(27,806)
	
	(121,095)
	
	(77,282)
	
	             -   
	
	             -   
	
	(161,695)
	
	(105,088)

	Depreciation of investment properties 
	(2,508)
	
	(3,200)
	
	               -   
	
	             -   
	
	             -   
	
	             -   
	
	(2,508)
	
	(3,200)

	
	────────
	
	───────
	
	───────
	
	───────
	
	──────
	
	───────
	
	───────
	
	──────

	Total expenses
	(43,108)
	
	(31,006)
	
	(121,095)
	
	(77,282)
	
	             -   
	
	             -   
	
	(164,203)
	
	(108,288)

	
	────────
	
	───────
	
	───────
	
	───────
	
	──────
	
	───────
	
	───────
	
	──────

	Net operating income
	235,235
	
	86,316
	
	111,918
	
	(19,636)
	
	42,521
	
	24,370
	
	389,674
	
	91,050

	Impairment allowance net of recoveries 
	2,757
	
	5,214
	
	(36,660)
	
	1,361
	
	             -   
	
	             -   
	
	(33,903)
	
	6,575

	
	────────
	
	───────
	
	───────
	
	───────
	
	──────
	
	───────
	
	───────
	
	──────

	
	237,992
	
	91,530
	
	75,258
	
	(18,275)
	
	42,521
	
	24,370
	
	355,771
	
	97,625

	Depositors' share of profit for the period
	(92,493)
	
	(21,361)
	
	(145,818)
	
	(25,511)
	
	        -   
	
	           -   
	
	(238,311)
	
	(46,872)

	
	────────
	
	───────
	
	───────
	
	───────
	
	──────
	
	───────
	
	───────
	
	──────

	Shareholders' profit
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	    (Net profit for the period)
	145,499
	
	70,169
	
	(70,560)
	
	(43,786)
	
	42,521
	
	24,370
	
	117,460
	
	50,753

	
	══════
	
	═══════
	
	═══════
	
	═══════
	
	══════
	
	═══════
	
	═══════
	
	══════

	Balance Sheet
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Assets
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Segment assets
	6,470,164
	
	2,451,010
	
	2,,017,964
	
	784,684
	
	1,182,074
	
	1,046,391
	
	9,670,202
	
	4,282,085

	Unallocated assets
	             -   
	
	             -   
	
	               -   
	
	             -   
	
	             -   
	
	             -   
	
	803,548
	
	516,708

	
	────────
	
	───────
	
	───────
	
	───────
	
	──────
	
	───────
	
	───────
	
	──────

	Total assets
	6,470,164
	
	2,451,010
	
	2,017,964
	
	784,684
	
	1,182,074
	
	1,046,391
	
	10,473,750
	
	4,798,793

	
	═══════
	
	═══════
	
	═══════
	
	═══════
	
	══════
	
	═══════
	
	════════
	
	══════

	Liabilities
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Segment liabilities
	3,747,172
	
	1,719,776
	
	5,298,923
	
	1,918,756
	
	965,872
	
	859,841
	
	10,011,967
	
	4,498,373

	Unallocated liabilities
	   
	
	             -   
	
	               -   
	
	             -   
	
	             -   
	
	             -   
	
	461,783
	
	300,420

	
	────────
	
	───────
	
	───────
	
	───────
	
	──────
	
	───────
	
	───────
	
	──────

	Total liabilities and Equity
	3,747,172
	
	1,719,776
	
	5,298,923
	
	1,918,756
	
	965,872
	
	859,841   
	
	10,473,750
	
	4,798,793

	
	════════
	
	═══════
	
	═══════
	
	═══════
	
	══════
	
	══════
	
	════════
	
	══════
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29. Risk MAnagement

a) Credit risk and concentration of risk 

Credit risk is the risk that one party to a financial instrument will fail to discharge an obligation and cause the other party to incur a financial loss. The Bank attempts to control credit risk by monitoring credit exposure, limiting transactions with specific counterparties, and continually assessing the creditworthiness of the counterparties. 

Concentrations of credit risk arise when a number of counterparties are engaged in similar business activities, or activities in the same geographical region, or have similar economic features that would cause their ability to meet contractual obligations to be similarly affected by changes in economic, political or other conditions. Concentrations of credit risk indicate the relative sensitivity of the Bank’s performance to develop affecting a particular industry or geographical location.

The Bank seeks to manage its credit risk exposure through diversification of financing and investing to avoid undue concentrations of risks with individuals or groups of customers in specific locations or businesses. The Bank also obtains security when appropriate. For the composition of financing receivables and loans and receivables, refer to note 12 and 13 respectively.

Details of the geographic distribution of risk assets and liabilities are set out in note 32.

b) Market risk

The Bank is not exposed to market risk in terms of profit margins as all deposit contracts are on the basis of Mudaraba. The Bank, who is the Mudarib, has no commitment to the depositors in terms of profit.  In case of normal loss the depositor, who is Rab-Al Mal, bears the loss and the Mudarib loses his efforts. (Refer to definitions- note 2). 

c) Currency risk 

Currency risk is the risk that the value of a financial instrument will fluctuate due to changes in foreign exchange rates. The Bank is not exposed to currency risks resulting from foreign currencies transactions undertaken by the Bank for its customers. Customers bear all currency risks as per the contractual terms. The Bank does not have any material assets / liabilities in foreign currencies other than US Dollar.

The Bank neither deals in derivatives such as forward foreign exchange contracts and foreign currency swaps nor undertakes any hedging transactions as this is considered to be incompliant with Islamic Sharia.

d) Liquidity risk 

Liquidity risk is the risk that an institution will be unable to meet its net funding requirements. Liquidity risk can be caused by market disruptions or credit downgrades which may cause certain source of funding to dry up immediately. To guard against this risk, management has diversified funding sources and assets are managed with liquidity in mind, maintaining a healthy balance of cash and cash equivalents. 

The contractual maturities of assets and liabilities have been determined on the basis of the remaining period at the balance sheet date to the contractual maturity date and do not take into account the effective maturities as indicated by the Bank’s deposit retention history and the availability of funds.
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29. Risk MAnagement (continued)

d) Liquidity risk  (continued)
The maturity profile is monitored by management to ensure adequate liquidity is maintained. 

Details of maturity profile of the assets and liabilities of the Bank are set out in note 33.

30. FAIR VALUE

· Fair value represents the amount at which an asset can be exchanged, or a liability settled, between knowledgeable, willing parties in an arm’s length transaction. Difference can therefore arise between book value under the historical cost method and fair value estimates. 

· The fair value of the Bank’s financial instruments approximate to the amount at which an asset could be exchanged, or a liability settled, between knowledgeable, willing parties in an arm’s length transaction. The fair value of the Bank’s assets and liabilities is not materially different from the carrying value at 31 December 2006 for the reasons set out below:

b) Due from banks

Due from banks includes current accounts with these banks.

c) Due from Group Holding Company
Due from Group Holding Company comprises the Bank’s Murabaha, deposit exchange and other balances.  Such Murabaha contracts are short term and priced with reference to the market rates at the contractual date. The Murabaha is expected to be realized on maturity.

d) Financing receivables
· Financing receivables are net of deferred income and impairment allowances.

· Ijarah facilities are given at a variable rate determined, generally, with reference to the market rates besides the usual parameters of tenor and risk evaluation.

· The average profit rate on financing receivables at the year end is in line with the rate charged for such financing in the local banking market.

e) Loans and receivables
· Loans and receivables are net of impairment allowances.

· Loans and receivables were given, prior to Transformation Date, at variable interest rates. Such rates were in line with the local banking market at the granting dates, and based on the usual parameters of tenor and risk evaluation.

f) Investments securities
Investments securities comprise foreign quoted and local unquoted equity securities. The quoted equity securities are valued at fair value through profit and loss, and the unquoted securities are stated at cost less any provision for impairment. The assessment of the fair value of unquoted investments cannot be determined in an accurate measurement.

g) Investment properties
Investment properties are stated at cost. The building was acquired in late December 2005. The fair value of investment properties is disclosed in not 15.

Emirates Islamic Bank (PJSC)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

As of 31 December 2006
30. FAIR VALUE (continued)
h) Customers’ accounts
A significant portion of customers’ accounts comprise investment accounts with an original maturity up to two years. A significant portion of these deposits has been maintained with the Bank for a number of years on a roll over basis.

Customers’ accounts primarily comprising profit bearing saving and investment accounts, paid on quarterly basis, and non-profit bearing current accounts, repayable on demand.
i) Due to banks

Due to banks includes non-profit bearing current accounts payable on demand.

j) Other assets and liabilities
Other assets and liabilities primarily comprise assets and liabilities which are primarily short term in nature.

31. COMPARATIVE FIGURES

Certain prior year balances have been reclassified to conform to the current year presentation.
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32. GEOGRAPHICAL DISTRIBUTION OF ASSETS AND LIABILITIES









Other

North


GCC
Middle East
Europe
America
Asia
Far East
Others
Total


AED’000 
AED’000
AED’000
AED’000
AED’000
AED’000
AED’000
AED’000
2006

ASSETS:
Cash, and deposits with UAE Central Bank
453,337
-
-
-
-
-
-
453,337
Due from banks and other financial institutions
  29,089
361
5,889
2,081
308
440
297
38,465
Due from Group Holding Company
1,182,074
-
-
-
-
-
-
1,182,074

Financing receivables and investments
6,344,592
195,069
-
-
18,648
-
-
6,558,309
Loans and receivables
42,472
-
-
-
-
-
-
42,472

Investment securities
1,592,469
-
24,830
-
-
-
-
1,617,299
Investments properties
270,048
-
-
-
-
-
-
270,048
Prepayment and other assets
247,280
-
-
-
-
-
-
247,280
Fixed assets
64,466
-
-
-
-
-
-
64,466

──────────
────────
───────
───────
───────
───────
────────
───────────
TOTAL ASSETS
10,225,827
195,430
30,719
2,081
18,956
440
297
10,473,750

((((((((((
((((((((
(((((((
(((((((
(((((((
(((((((
((((((((
((((((((((
LIABILITIES:
Customers’ accounts
9,045,373
-
722
-
-
-
-
9,046,095
Due to banks and other financial institutions
3,753
-
-
52,227
-
3
-
55,983

Other liabilities
395,187
-
-
-
-
-
-
395,187
Zakat payable
10,613
-
-
-
-
-
-
10,613
Shareholders’ Equity
965,872
-
-
-
-
-
-
965,872

──────────
────────
───────
───────
───────
───────
────────
───────────
TOTAL LIABILITIES AND 

    SHAREHOLDERS’ EQUITY
10,420,798
-
722
52,227
-
3
-
10,473,750

((((((((((
((((((((
(((((((
(((((((
(((((((
(((((((
((((((((
((((((((((
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32. GEOGRAPHICAL DISTRIBUTION OF ASSETS AND LIABILITIES (continued)



                




Other

North


GCC
Middle East
Europe
America
Asia
Far East
Others
Total

Restated
AED’000 
AED’000
AED’000
AED’000
AED’000
AED’000
AED’000
AED’000
2005

ASSETS:
Cash, and deposits with UAE Central Bank
238,858
-
-
-
-
-
-
238,858

Due from banks and other financial institutions
2,057
302
5,153
86,395
456
488
237
95,088

Due from Group Holding Company
1,353,059
-
1,532
-
22
-
-
1,354,613

Financing receivables
2,027,005
45,983
-
-
16,814
-
20,751
2,110,553
Loans and receivables
44,774
-
-
-
-
-
-
44,774

Investment securities
660,258
-
-
-
-
-
-
660,258
Investments properties
128,729
-
-
-
-
-
-
128,729
Prepayment and other assets
141,747
-
279
1,939
-
-
-
143,965

Fixed assets
21,955
-
-
-
-
-
-
21,955


──────────
────────
───────
───────
───────
───────
────────
───────────
TOTAL ASSETS
4,618,442
46,285
6,964
88,334
17,292
488
20,988
4,798,793

((((((((((
((((((((
(((((((
(((((((
(((((((
(((((((
((((((((
(((((((((
LIABILITIES:
Customers’ accounts
3,598,867
-
689
-
-
-
-
3,599,556
Due to banks and other financial institutions
17,805
-
-
3
-
124
-
17,932

Other liabilities
315,495
-
-
-
-
-
-
315,495
Zakat payable
5,969
-
-
-
-
-
-
5,969
Shareholders’ Equity
859,841
-
-
-
-
-
-
859,841

──────────
────────
───────
───────
───────
───────
────────
───────────
TOTAL LIABILITIES AND 

    SHAREHOLDERS’ EQUITY
4,797,977
-
689
3
-
124
-
4,798,793

((((((((((
((((((((
(((((((
(((((((
(((((((
(((((((
((((((((
((((((((((
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Over
Over
Over


Within
3 months
1 year
3 years
Over


3 months
to 1 year
to 3 years
to 5 years
5 years
Total

2006
AED’000
AED’000
AED’000
AED’000
AED’000
AED’000

ASSETS:
Cash, and deposits with UAE Central Bank
453,337
-
-
-
-
453,337
Due from banks and other financial institutions
38,465

-
-
-
38,465
Due from Group Holding Company
273,026
909,048
-
-
-
1,182,074

Financing receivables
1,634,566
1,049,513
1,936,443
746,378
1,191,409
6,558,309
Loans and receivables
42,472
-
-
-
-
42,472

Investment securities

486,266
822,359
308,674
-
1,617,299
Investment properties
-
270,048
-
-
-
270,048
Prepayment and other assets
247,280
-
-
-
-
247,280


Fixed assets
-
-
-
-
64,466
64,466

──────────
──────────
──────────
──────────
──────────
──────────




TOTAL ASSETS
2,689,146
2,714,875
2,758,802
1,055,052
1,255,875
10,473,750

((((((((((
((((((((((
((((((((((
((((((((((
((((((((((
(((((((((((
LIABILITIES:

Customers’ accounts
2,859,382
3,842,879
2,343,834
-
-
9,046,095
Due to banks and other financial institutions
55,983
-
-
-
-
55,983

Other liabilities
395,187
-
-
-
-
395,187
Zakat payable
10,613
-
-
-
-
10,613
Shareholders’ Equity
-
-
-
-
965,872
965,872

──────────
──────────
──────────
──────────
──────────
──────────


TOTAL LIABILITIES AND

SHAREHOLDERS’ EQUITY
3,321,165
3,842,879
2,343,834
-
965,872
10,473,750

((((((((((
((((((((((
((((((((((
((((((((
((((((((
(((((((((((
Liquidity gap
(632,019)
(1,128,004)
414,968
1,055,052
290,003
Cumulative Liquidity gap
(632,019)
(1,760,023)
(1,345,055)
(290,003)
-
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Over
Over
Over


Within
3 months
1 year
3 years
Over

Restated
3 months
to 1 year
to 3 years
to 5 years
5 years
Total

2005
AED’000
AED’000
AED’000
AED’000
AED’000
AED’000

ASSETS:
Cash, and deposits with UAE Central Bank
238,858
-
-
-
-
238,858

Due from banks and other financial institutions
95,088
-
-
-
-
95,088

Due from Group Holding Company
1,195,678
158,935
-
-
-
1,354,613

Financing receivables
314,006
442,662
814,142
421,136
118,607
2,110,553
Loans and receivables
32,240
-
-
-
12,534
44,774

Investment securities
-
-
299,636
360,283
339
660,258
Investment properties
-
128,729
-
-
-
128,729
Prepayment and other assets
143,965
-
-
-
-
143,965

Fixed assets
-
-
-
-
21,955
21,955


──────────
──────────
──────────
──────────
──────────
──────────
TOTAL ASSETS
2,019,835
730,326
1,113,778
781,419
153,435
4,798,793

(((((((((
((((((((
(((((((((
((((((((
((((((((
((((((((((
LIABILITIES:

Customers’ accounts
1,030,987
1,330,426
1,238,143
-
-
3,599,556
Due to banks and other financial institutions
17,932
-
-
-
-
17,932

Other liabilities
315,495
-
-
-
-
315,495
Zakat payable
5,969
-
-
-
-
5,969
Shareholders’ Equity
-
-
-
-
859,841
859,841

──────────
──────────
──────────
──────────
──────────
──────────
TOTAL LIABILITIES AND

SHAREHOLDERS’ EQUITY
1,370,383
1,330,426
1,238,143
-
859,841
4,798,793

((((((((((
((((((((((
((((((((((
((((((((
((((((((
((((((((((
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