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REFORT OF THE BOARD OF DIRECTORS
For ihe year ended 31 December 2007

The directors have pleasure in placing before the sharcholders the Anrmual Report for the year ended 31 December
2007,

The bank earned o profit of AED 26,466,602 a5 compared to AED 35,958 943 for the previous year, Funds under
munagement for customers decreased during the wear by 1% to AED 129322432 Deposits from customers
increased during the year by 21 % to AED 229,026,965,

The profit for the year s proposed io be approprinied as under:

AED
- Trunsfer 1o legal reserve in sccordance with the requiremenis of aricle 58 (1) of
the articles of association of the bank 2646, 660
s Transfer to special reserve m accordance with the requirements of article 58 (2)
of the articles of association of the bank 2,646,660
— Proposed cash dividend (&) 209 B, 987,520
= Diircctors” foes 1 50,000

Auditors

Ernst & Young, the auditors of the bank, being eligible, have offered themselves for re-appodntment.

O behalf of the board,

il

Crmnar Abdulla Al Futiaim
Chairman

13 February 2008
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Ell ErNST & YOUNG » PO, Box 9267 ¥ Phone: 3324000

2Bl Floor e 132400
Al Attar Business Tower duka vas@ae. oy oom
Sheilkh Zayed Road WWW, B, onmme

Diubai, United Araby Ernirates

INDEPENDENT AUDITORS' REPORT TO THE SHAREHOLDERS OF
ARAB EMIRATES INVESTMENT BANK PUBLIC JOINT STOCK COMPANY

Report on the Financial Statements

We have audited the accompanying financial statements of Arab Emirates Investment Bank
P.J5.C. ("the Bank"), which comprise the balance sheet as at 31 December 2007 and the income
statement, statement of changes in equity and cash flow staterment for the year then ended, and a
summary of significant accounting policies and other explanatory notes.

Management s Responsibility for the Financial Statementy

Management is responsible for the preparation and fair presentation of these financial statements
in accordance with International Financial Reporting Standards and applicable provisions of the
articles of association of the Bank, the UAE Commercial Companies Law of 1984 (as amended)
and Federal Law No. 10 of 1980, This responsibility includes: designing, implementing and
maintaining internal control relevant to the preparation and fair presentation of financial
statements that are free from material misstatement, whether due to fraud or error; selecting and
applying appropriate accounting policies; and making accounting estimates that are reasonable
in the circumstances.

Auditors’ Responsibility

Owr responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with International Standards on Auditing. Those standards
require that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures sclected depend on the auditors®
judgement, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or crror. In making those nsk assessments, the auditor
considers intcrmal control relevant to the centity’s preparation and fair presentation of the
financial statements in order to design awdit procedures that are appropriate for the
circumstances, but not for the purpose of expressing an opinion on the effectivencss of the
entity’s internal control. An audit also includes evaluating the appropriateness of accounting
policies used and the reasonablencss of accounting estimates made by management, as well as
evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.

Opinion

In our opinion, the hnancial statements present [airly, in all material respects, the financial
position of the Bank as of 31 December 2007, and its financial performance and its cash flows for
the yvear then ended in accordance with International Financial Reporting Standards.

A Member of Ermst & Young Global
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Zll ErnsT & YOUNG

Report on Other Legal and Regulatory Requirements

We also confirm that, in our opinion, the financial statements include, in all material respects, the
applicable requirements of the UAE Commercial Companies Law of 1984 (as amended), Federal
Law No.10 of 1980 and the articles of association of the Bank; proper books of account have been
kept by the Bank and the contents of the Directors’ report relating to these financial statements are
consisient with the books of account. We have obtained all the information and explanations
which we required for the purpose of our audit and, to the best of our knowledge and belief, no
violations of the UAE Commercial Companies Law of 1984 (as amended), Federal Law No. 10 of
1980 or of the articles of association of the Bank have occurred during the year which would have
had a material effect on the business of the Bank or on its financial position.

S &

Signed by:

Edward B Quinlan
Partner
Registration Mo, 93
13 February 2008

Dubai, United Arab Emirates
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NCOME STATEMENT
Year ended 31 December 2007

Nodex
Interest iIncome
Income from investments 4

Interest expenses

NET INTEREST INCOME ANDY
NCOME FROM INVESTMENTS

Ciher income 5

OPERATING INCOME

General and admimistrative expenses

Impairment loss on ivestments

Criher expenses

OPERATING EXPENSES

PROFIT FOR THE YEAR i]

BASIC AND MLUTED EARNINGS PER SHARE 7

The atisched nodes | 1o 25 form part of thess financial stalements.

2067
AED

4,025,220
41,911,370

45,936,590
(15318,371)

30,618,219
1,169,138

31,787,557

(5,041,514)
(279,441)

(5, 321,955)
16,466,602

SR.56

2
AED

3437923
48,572,701

52,360,624
(13,182,591)
39,178,033

2,740 425
41 918,458
(5.204,385)

(431,000
(324,130)

{5,959,515)
35,958,943

T9.69
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BALANCE SHEET
At 31 December 2007

2007 2006

MNoves AED AED
ASEETS
Cash and balances with UAE Central Bank B 4,930, 244 1,864,087
Daue from banks 2 49 450 008 44,840,626
Loans and advances 10 15,450,733 40,303,780
Inveatments 11 512,632,852 13 056,418
Property and equipment 12 153,911 312227
(Crher asseds 13 12,699,521 7,952,160
TOTAL ASSETS 605,335,269 408,320 208
LIABILITIES AND EQUITY
LIABILITIES
Drue to banks J2, (WM}, 000 79,710,000
Customer deposits 119,026,965 188,535,322
Other linbilities 14 3485531 3,191,084
TOTAL LIABILITIES 264,512 496 271,436,406
EQUITY
Share capital 15 44,937,600 44,935,100
Legnl reserve 15 20,500, 585 17,853,925
Special reserve 15 12,803,434 10,156,774
Curnulative changes in fair valoes 1% 191,540 409 07, 198 365
Retzined camings B2,044,225 50,008,463
Proposed cash dividend 14 B. 987,520 6, 740, 265
TOTAL EQUITY 340,822,773 2268492 892
TOTAL LIABILITIES AND EQUITY GO5335,269 498 329,298

The financial statements were approved by the Board of Directors on 13 February 2008 and signed on its behalf by;

e
EIETE R

Omar Abdulla Al Futigim Buti (haid Al Mulla
{ Chairman ) {Dnrector)

The attached notes 1 to 25 form part of these financial statements.

- 13- ARAR EMIRATEY INVESTHENT BAYK (PO Asswal Feposr 2607




STATEMENT OF CASH FLOWS
Year ended 11 December 2007

OPERATING ACTIVITIES
Profit for the year
Adjustments for:
Deprecintion
Profit on sale of property and equipment
Impairment loss on investments
Change i loans and sdvances
Change in other assels
Change in investments {net)
Change in customers’ deposits
Change in othar liabilities

Net cash from {used in) operating activities
INVESTING ACTIVITIES

Purchase of property and equipment
Procesds from sale of property and equipment
Met cash firoan (used in) investing activities
FINANCING ACTIVITIES

Dividends paid

Directors” fees

Met cash used in financing activitics

INCHREASE (DECREASE] IN CASH AND CASH EQUIVALENTS

Cash and cash equivalents at | Jonuary

CASH AND CASH EQUIVALENTS AT 31 DECEMBER

iCash and cash equivalenis comprise the following balance sheet amounts
with original maturitics of three months or less:

Cish and balances with Central Bank
e from banks
Dinee 1o banks

Oiperational cash fAows from interest and dividend

Inferest paid
Interest received (inchuding from investments)
Dividend received

The attached notes | o 25 form part of these financial statements,

Joa7 2006
AED AED

26,466,602 35,058,943
158,807 215397
(21,379) (E,031)

- 431,000
14,853,047  (30,051,805)
{4,747 ,361) (4,827 ,384)
(15,225390) (9,142,184)
40,491,643 {13,765,966)
296,947 {25,847
62,272916 (21,215,87T)
(22,511) {31,190)
43,400 33,265
20,888 {17,925)
{6,740,265) (6,127 8600
{150, 000) { 150,000
(6,890, 265) (6,277 860)
55,403,539 (27.511,662)
(33,005,287) (5,493,625)
12,398,252 (33,005,287)
4,939,244 1,864,087
49,450,008 44, B40,626
(32,000,080)  (79,710,000)
22,398,252 {33,005 ,287)
15,437,538 13,001,811
8,950,056 6,236,244
11,379,907 7,033,437
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NOTES TO THE FINANCIAL STATEMENTS
At 31 December 2007

1 INCORPORATION AND ACTIVITIES

Arab Emirates Investment Bank PTSC (the Bank) was incorporated on 17 February 1976 in Dubai by a decree of HH
The Ruber of Duban s Arab Emirafes Investmient Bank Limited. In 1995, the Bank was registered under the UAE
Commercial Compandes Law No. (8) of 1984 (as armendid) as a Public Joint Stock Company, The Bank is engaged
in devclopment banking business, investment banking and investment portfolio management. The address of the
Bank's registered office is P. 0. Box 5503, Dubai, United Arnb Emirates.

1 BASIS OF PREFARATION

H'IIWII:IHI:IS convention
The financial statements are prepared under the historical cost convention except for the measurement at fair value
of dervatives and available for sale mvestments.

The financial statements have been presented in UAE Dirharns which is the functional currency of the Bank,

Statement of compliance
The fnancial siptements of the Bank have been prepared in accordance with Infernational Financial Reporting
Standards {IFRS} and applicable requirements of the United Arab Emieates laws,

Changes In sccounting policies
The accounting policies adopied are consistent with those used in the previous year except for the following:

Az af 1 January 2007, the Bank adopted and spplied followmg new [ASE stendards and imterprefotions. These changes
have resubied in additional disclosures being included for the yeass ended 31 December 2007 and 31 December 26,

Amendments fo IAS | — Capital Disclosures

Amendments o TAS 1 Presentation of Financial Statements were issued by the IASB as Capital Disclosures in
August 2006, They were required to be applied for periods beginning on or after | Jameary 2007, As a result of
these amendments, disclosure of information enabling evaluation of the bank’s objectives, policics and processes
for managing capital hos been mods,

IFRE 7 Finanelal Tmstruments: Disclosures

[FRS 7 Financial Instruments: Disclosures was issued by the LIASB in August 2006, becoming effective for periods
begitning on or afler | January 2007, As a result of the adoption, additional disclosures of the significance of
financial instruments of the bank’s financial position and performance and information about cxposure o risks
arising from financial instruments hove been made.

TFRIC 9 Reassesiment of Ewmbadded Dertvatives

The Bank has adopted IFRIC Interpretation 9 a5 on | January 2007, which states that the date to zssess the existence
of an embedded denvative is the date that sn entity frst becomes party o the contract, with reassessment only if
there is a change to the contract that significantly modifies the cash fows,

[FRIC 10 Interim Financial Reporiing and fmpairment

The Bank has adopted IFRIC Interpretation 10 as of 1 Jenuary 2007, which requines that an entity mus? nol reverse
an impairment loss recognised in a previows interim period in respect of an investmient in cither an equity nstrument
or & financial asset carried at cost

Adoption of these interpretations did not kave a significant impact on the Bank"s financial statements for the current
ycar,
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NOTES TO THE FINANCIAL STATEMENTS
At 31 December 2007

1 BASIS OF PREPARATION = continued

IASE Standards and Interpretations issued but not adopted
The following [ASE Standards and Interpretations have been isswed but are not yet mandatory, and have not yel been

adopted by the Bank:

IFRS & Operating Segments
IFRS 8 Operating Segments was issued by the IASB in November 2007, becoming effective for periods
commencing on of afler 1 Janeary 2009, The new standard may require changes in the way the Bank discloses
information about its operating segments,

IAS 1 Presentation of Financial Statements

A revised [TAS | Presenfarion of Finaaciol Statesrents was jssusd on 6 Sepiember 2007 and becomes effective for
anmual periods commencing on or after 1 Januwary 2009, The application of the standard will result in amendments to
the presentution of financial stafements.

IAS 23 Borrowing Coxts

A revised TAS 23 Borrowing Costs was issued in March 2007, and becomes effective for financial vears beginning
on or after | January 2009. The standard hag been revised to require capitalisation of borrowing costs when such
costs relate to 8 gualifying asset. A qualifying assef is an asset that necessanly takes a substantial period of Gme to
gzt ready for is imtended use or sale. [n sccordance with the transitional requirements m the Standard, the Bank
will adopt this as a prospective change, Accordingly, bormowing cosis will be capitalised on qualifying assets with a
commencement date after | January 2009 Mo changes will be made for borrowing costs incurred to this date that
have been expensed,

IFRIC 12 Service Concession Arrangements

TFRIC Interpretation 12 was issued in Movember 2006 and becomes effective for annual periods beginnmg on or
after 1 January 2008, This Interpretation applies to service concession operators and explains how to asccount for
the obligations undertaken and rights received in service concession arrangements. This Interpretation is not
expected 1o have any impact on the Bank.

IFRIC 13 Customer Loyalty Programmes
IFRIC Interpretation 13 was issued in June 2007 and becomes effective for anmal periods beginning on or after |

July 2008, This mierpretation requires customer loyalty award credits to be accounted for as a sepami= component
of the sales trapsaction in which they are granied and therefore part of the fair value of the consideration received is
allocated to the award credits and deferred over the period that the award credits are fulfilled. The Bank expects
that this interpretation will have no significant impact on the Bank’s financial statements.

IFRIC 14 IAS 19- The Limit on a Definad Benefit Asset, Minimum Funding Reguirements and their Interaction
IFRIC Interpretation 14 was issued in July 2007 and becomes effective for annual periods beginming on or after 1
Jamunry 2008, This interpretation provides guidence on bow 1o assess the limil on the amount of surphus in s
defined henefit scheme that can be recognised as an asset under TAS 19 Employes Benefits, The Bank expects that
this Interpretation will kave no impect on the financial position or performance of the Bank.

Significant management judgements and estimates

Judgements

In the process of applyving the Bank's scoounting policies, management has made the following judgements, apart
from these involving estimations, which have the most significant offect on the amounts recegnised on the financial
SIATEMMETITS!

Classificarion of lnvestmerits.

Management decédes on acquisition of an investment whether it should be classified as held to mamrity, held for
trading or awailable for sale,
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NOTES TO THE FINANCIAL STATEMENTS
At 31 December 2007

1

BASIS OF PREFARATION - contimaed
Significant management judgements and estimates - contimcd

Judgements - continued
For those investments deemed o be hebd to maturity, management ensures that the requirements of TAS 39 are met
and, in particular that the Bank has the intention and ability 1o hold these (o maturity,

The Bank classifies invesiments as trading if they are scquired primarily for the purpose of making a short term
profit by the dealers.

All other investments are classified as available for sale.

Impairment of imvestments

The Bank treats available for sale investments as impaired when there has been a significant or profonged decline in
the fair valoe below i cost or where other objective evidence of impairment exists. The determination of what is
“significant™ or “prolonged™ requires considerable judgment. The Bank evaluates 8 number of factors, including the
amount of decline and the length of perod of the decline, the normal volatility in share price for quoded equities and
the future cash flows and the discount factors for unguoted equitics.

Estimation encertuinty

The key assumptions concesning the future and other key sources of estimation uncertainty at the balance sheet date,
that have a significant risk of cansing & material adjustment to the carrying amounts of assets and liabilities witlin
the next financinl year are discussed below:

Impalrment logses on loans and advarces

The Bank reviews its problem loans and advances on a regular basis to assess whether a provision for impairment
should be reconded in the invome statement. ko particular, judgement by monagement is requited in the estimation of
thie amount and timing of future cash fows when determining the level of provisions required, Soch estimates are
necessarily based on assumptions about the probability of default and probable losses in the event of default, the
value of the underlying security, and realisation costs,

Valwarion of unguoted equity imvesimanis

Yaluation of unquoted equity mvestments is normally based on one of the following:

: recent arm's length market transaction;

. current fair value of another investment that is substantially the same;

. the expected cash flows discounted af current rates applicable for tbems with similar terms and risk
chamclenstics; or

- other valuation modals

The determination of cash flows and discount factors for unquoded oquity imvestmenis roguires significant
estimations. The Bank calibrates the valuation techniques periodically ond tests them for validity using either
process from observable current market transsctions o the same myestment or from other availeble observable
market data,
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NOTES TO THE FINANCIAL STATEMENTS
At 31 December 2007

3 SIGNIFICANT ACCOUNTING POLICIES
The significant accounting policies adopted in the preparation of the financial statements are set out below:

Revenue recognition

For all financial instruments measured at amortised cost and inferest bearing financial instuments classified as
nvatlable-for-sale, interest moome or expense is recorded of the effective interest rate, which is the rate that exactly
discounts estimated future cash payments or receipls through the expected life of the Anancial instrement or &
ghorter period, where appropriate, to the net carrying amount of the financial asset or financial liability. The
calculation takes into account all contractual terms of the financial instroment and includes any fees or incremental
costs (hat are directly siiributable io the mstrument and are an integral par of the effective inferest mie, bul not
future credit losses. The carrying amount of the financial aseet or Minancial liahility is adjusted if the Bank revises jts
estimates of paymenis or receipts. The adjusted camying amount 15 calculated based on the onginal effective interest
rate and the change in cwrmying amount s recorded as interest incoms o expense,

Once the recorded value of a finaneial asset or & group of similsr financial assets has been redeced doe to an
impairment oss, inferest income continues 10 be recognised using the original effective interest mie applied o the
AEW CAMYInG amount,

Other fee income and expenses are recognised when eamned or mowmed. Dividend mcome is recognised when the
right to receive paymenl is esiablished,

Cash and cash equivalents
Cash and cosh equivalents comprise balances with moturities of three monoths or less from ihe dete of pequisiton
including cash and balances with Ceniral Bank, deposits with banks and other inancial instilutions,

Due from banks

Due from banks are stated ot amortised cost using the effective interest rate method less allowance for impaimment,
if any,

Loams and advances

Loans and advences are siated al amortised cost net of interest suspended, provisions for impairment and any
amounts written off. Amortised cost is caleulated by taking into account any discount or premium on acquisition
and fiees that are an integral part of the effective mterest rate. The amortisation is included in interest and similar
imcome in the income statement and the losses urising on mmpairment of such loans ond advances are recognised m
the income statement in the provision for eredit losses.

Mon — trading investments
These are classifed as “available for sabe”,

Al investments are initially recognised st cost, being the fair value of the consideration given including sequisition
charges asaociated with the investment,

After initial recognition, these are remeasured ar fadr value unless fair value cannot be reliably determined in which
cagse they are measured at cost less impairment, That portion of any fair value chanpges relating to an effective
hedging relationship is recognised directly in the income stafement. Fair value changes, which are not part of an
effective hedging relationship, are reporied as a separste component of equity unfil the security 18 derecognised or
the security is determined to be impaired, On derccognition or impairment, the curmulative gain or loss proviowsly
teported a5 “cumulative changes in fair value™ within equity 15 included in the income statement for the perod.
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NOTES TO THE FINANCIAL STATEMENTS
At 31 December 2007

3

SIGNIFICANT ACCOUNTING POLICIES — continued

Derecognition of financial assels and foancisl lebilities

Firnancial asgets

A financial ssset (or, where applicable a part of a financial asset or part of & group of samilar financial assets) is

derecognised where:

# the rights to receive cash flows from the asset have expired; or

» the Bank has transferred its rights to receive cash flows from the asset or has assumed an obligation to pay the
received cash fows in full without material delay to a third party under a *pass-through” arrangement; and

s gither {a) the Bank has transferred substantially all the risks and rewards of the asset, or (b) the Bank has neither
transfermred nor retained substantially all the rsks and rewands of the asset, but has transfersed condrel of the
el

Finamcial labilitiex

A financial habibity & derecognised when the obligation under the hability 15 discharged or cancelled or expires,
Where an existing financial lability is replaced by another from the same lender on substantially different derms, or
the terms of an existing liahility are substantially modified, such an exchange or modification is treated as a
derecogrition of the orgmal liability and the recognition of a new linbility, and the difference in the respective
CArTying amounts is recognised in profit or loss.

Fair values

For investments and derivatives quoted in an active market, fair value is determined by reference 1o quoted market
prices at the close of business on the balance sheet date. Bid prices are used for assets and offer prices are used for
linbilities.

The sstimated fair value of deposits with no stated maturity, which inclodes non-interest bearing deposits, is the
pmount pavible on demand,

For unquoted equity investments, fair value 13 determined by reference o the current market value of o similar
investment, recent arm's length market transactions, or is based on expected discounted cash flows,

The fair value of forward foreign exchange contracts is ealculated by reference o forward exchange rates [or
contracts with similar maturities,

Froperty and equipment
Property and eguipment are gtated at cost, excleding the costs of day to day servicing, less accumulated depreciation

and any impatmment in value,
Depreciation is calculated on a straight-line basis over the estmated wseful lives of sssets as follows:

Furniture and equipment 4 years
Motor vehicles 4 years
The camying valwes of property and equipment are reviewed for impaimment when events or changes in
cincumstances indicate the camying value may nol be recoverable, IT any such indication exists and where the

carrying walues excood the estimated recoverahle amount, the assets are written down to their recoverahle amount,
being the kigher of their fair value less costs to sell and their valee In use.

Deposits

Al money market and customer deposits arc carmied at cost less amouants repaid.

Employees' end of service benefits

With respect to its national employees, the Bank makes contributions to a pension fund established by the General
Pension and Social Secunty Authonity caleulated as a percentage of emplovess’ salanes. The Bank's obligations are
limited to these contributions, which &re expensed when duoe,

The Bank provides end of service benefits 1o 15 other expatriate emplovees. The entitlensent 1o these benefits is
uanally based upon the employess” length of service and the completion of 8 minimum service period, The expected
costs of these benefits are accrued over the period of employment and are not less than the lisbility arsing under the
UAE Labour Laws,
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NOTES TO THE FINANCIAL STATEMENTS
At 31 December 2007

3 SIGNIFICANT ACOOUNTING POLICIES - contimued

Provislons
Provisions are recopmised when the Bank has o present obligation (legal or constructive) as & resuli of a past event
arsd the cosis 1o seftle the obligation are bath probable and able 1o be relishly messured.

Financial guarantecs

In the ordinery course of business, the Bank gives financial guarantess, consistmg of letters of credit, guamntees and
acceptances. Financial guarantees are initially recognised in the financial statements at fair value, in “Other
linbilities", being the premium received. Subsegquent to initial recopnition, the Bank’s lisbility under each guarantes
is messured at the higher of the amortised premium and the best estimate of expenditure required to settle any
financial obligation arising a8 a result of the guaranies,

Any increase in the lability reloting to financial guarantees is taken to the income statement i *Provision for credit
losses’. The premivim received is recognised in the income siatement in “Other income’ on & siraight line basis over
the life of the guarantes.

Leases

Leases where the lessor retains substantially all the rigks and benefits of ownership of the asset are classified as
opcrating leases. Operating lease payments are recognised as an expense in the income statement on a straight-line
basis over the lease ferm.

Derlvatives

Drenvatives are stated at fair value. The fair valee of a derivative is the equivalent of the unrealised gain or loss from
marking to market the denvative using prevailing market mates, Denvatives with posative market values (unnealised
gains) are included in other assets and derivatives with megative market values (unrealised losses) are included in
other liahilities in the balance sheet.

Since the derivatives entered nio do not qualify for bedge accounting, any gains or losses arising from changes in
the fair valee of the hedging instrument are taken directly to the income statement for the year,

Impairment and uncollectibility of Anancinl asscis

An assesament is made ot each balance sheet date to determine whether there is objective evidence that a specific
financial asset or group of financial assets may be impamred. I such evidence exists, an impaimmend foss is
recognised m the income statement.

Evidence of impairment may inclede indications that the borrower or 8 growp of bosrowers i cupericncing
significant financinl difficulty, default or delinguency in interest or principal payments, the probability that they will
enter bankrupiey or other finencial recrgenisstion and where ohservable data indicale (hat there i3 & measurable
decrease in the estirated future cash flows, sach as changes in arrears of economic conditions that correlate with
defaulis.

Impairment is determined as folbows:

(a} for asscts carricd af amortscd cost, impairment i3 bazed on present valoe of estimated funire cash fows
discounied ot the onginal effectve mierest mie;

(b)  for assets carried at fair value, impairment is the difference between cost and fair value, and

(e} for asscts carrsed &t cost, impairment is based on the present value of estimated fumire cash flows discounted
gt the current market rate of return for o similar financinl asset.

For available for sale investments, reversals of impairment losses, il any, are recorded s increases in cumulative
changes in fair value through equity

Trade and seitlement date secounting

All "regular way” purchases and sales of financial asscts are recognised on the settlement date, ioc. the date that the
asset 15 delivered to the counter party. Regular way purchases or sales are purchases or sales of financial assets that
require delivery of assets within the tmeframe generally esiablished by regulation or convention in the markes
place.
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3 SIGNIFICANT ACCOUNTING POLICIES - contimeed

Fiduciary asseis
Assets held in tnest or in e Gdeciary capacity ere nof treated as assels of the Bank and accordingly are not incheded
in these financial statements.

Offsetting

Financial aasets and financial liabilities &re only offset and the net amount reported in the balance sheet when there
is a legally enforceabls right to set off the recognised amounts and the Bank infends {o either setile on 4 net basis, or
o realise the asset and seftle the lability simultanecusly, This 1= not peperally the case with master nesting
apreements, and the related assets and liabilities are presented gross in the balance sheet,

Forelgn carrencies

Foreign cumrency transactions are recorded af rafes of exchange mling st the value dates of the trunsactons,
Monetary assets and liabilittes in foreign currencies are translated into United Arsb Emirates Dirhams at middle
markest rates of exchanpe mling at the balance sheet date.  Any resnliant gaims and losses are taken o the income
snlement.

Segment reporting

A sepment i & distinguishable component of the Bank that is engaged either in providing products or services
(business segment), or in providing producis or services within 4 particular economic environment {geographical
seprment), which is subject to risks and rewards that are different from thase of other segrments.

4 INCOME FROM INVESTMENTS
a7 200
AED AED
Gain on sale of available for sale mvestments 15,579,476 36,338,465
Dividend income 11,379,907 8335337
Oriher income 4,951 987 4, 14K 899
41,911,370 48 52Z,701
5 OTHER INCOME
2007 i
AED AED
Fees and commission incomse 305,539 1,081,155
Portfolio management fae 024,740 1,215,190
Net foreigm exchange (loss) gain (64,941) 444, 080
L, 169338 2,740,425
(/] FROFIT FOR THE YEAR
2007 2006
AED AED
The profit for the year is stated afier charging:
Staff costs 3,373,896 3,356,638
Depreciation 158,807 21537
Rental costs — operating leases JE0TY 339 336

e
fadt
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T BASIC AND DILUTED EARNINGS PER SHLARE

Basic camings per share 15 calculated by dividing the profit for the vear, net of directors” fees, of AED 26,316,602
(2006 AED 35,R08,943) by the weighted average number of shares outstanding during the year of 449,376 of AED
100 each (2006; 449,351 shares of AED 100 each).

The figures for basic and diloted camings per share is the same as the bank has not issued any instruments which
would have an impact on eamings per share when exercized,

H CASH AND BALANCES WITH UAE CENTHAL BANK
2007 2
AED AED
Cash in hand 14,491 23,064
Balances with UAE Central Bank:
Current aceount 2965074 53,521
Reserve requirements 19459679 1,787 502
4,939,244 1,864 087

The reserve requirements ane kept with UAE Central Bank in AED and USD and cannot be withdrawn without is
approval. The level of reserve reguired changes overy month in accordance with the UAE Central Bank directivas.
9 DUE FROM BANKS

Included in due from banks is a term deposit of AED 23,930,553 (2006: 23,494 400} with a counter party in UAE,
This deposit has been lened to the extent of AED 19,833,685 (2006: AED 19,834 200) against facilities granted by

the counter party to the Bank.
{1] LOANS AND ADVANCES
2047 200G
AED AED
Commercial and business:
Loans |secured) 997,914 15,361,699
Crverdrafis (unsecured) 14,452,819 24,942 081

25,450,733 40,303,780

At 31 Decembser 2007, there were no loans individually determined to be impaired and accordingly, no provisions
were considered necessary in respect of any of the loans and advances provided by the Bank (2006: Nil). In
addition, 100%% of the Bank's loans and advances were 1o customers within the UAE (2006: 1003}
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i INVESTMENTS

Available for sale
el
Quoted

Equiry
Quoted
Unguoted

Total

2007 2006

AED AED
48,187,746 55,240,180
407,306,890 307,152,850
57,138,216 40,663,388
464,445,106 347216238
512,632,852 403,056,418

Quoted equities with & carrying value of AED 75304 396 &t 3] December 2007 (2006;: AED 44,797 042} were
registered in the name of certain shareholders” and third parties who have confirmed that they are holding thess

shares in trust on behalf of the bank.

12 FROPERTY AND EQUIPMENT

Ciorsts

AL 1 January 2007
Additions

Diisposals

At 31 December 2007

Depreciation:
At 1 Janunry
Charge for the vear

Relating to disposals
At 31 December 2007

Mt camrying values:
At 31 December 2007

At 31 December 2006

Furniture and Motor
el wekicles Tonal
AED AED AED
739,622 6}, 300 1,379,922
22,512 - 22,512
- (312,050} (312,050}
762,134 328,250 1,090,384
602,166 465,529 1,067,695
71,969 86,818 158,807
- (290,029} (290,029}
674,135 262,338 936,473
87,999 65,912 153,911
137,456 174,771 2.7
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11 PROPERTY AND EQUIPMENT - contimed

Cioat:
At 1 Jaoeary 2006
Additions

Disposals
At 31 December 2006

Depreciation:
At 1 Jaoary 2006

Charge for the year
Relating to disposals

At 31 December 2006

Met carryving vahies:
At 31 December 2006

At 31 December 2005

13 OTHER ASSETS

Intercst receivable
Other receivables and prepayvments
Paositive fuir vilue of derrvatives (note 18)

14 OTHER LIABILITIES

Interest payahle

Btaff related provisions

Megative fair value of derivatives {note 1E)
Other

Furninure and Maror
eepuipTent vishicles Total
AFED AED AFED
T40.317 795,550 1,535,867
-51 i 1 gﬂ - 5 I ¥ lm
(51,885) (1552500 (207,135]
T39,622 G0, 300 1,379,932
544,554 49641 1,034,199
4,259 131,138 215,397
(26,651) (1552500 (181,901
B2, 166 465,510 1,067,695
137,456 174,771 Izz2x7
195,760 305,908 501,668
2087 2006
AED AED
1,581 418 2221390
11,118,103 5,606,153
- 3617
12,699,521 7,952 160
20087 2006
AED AED
996,124 1,115,291
530,352 408 T48
- 114,554
1,959,025 1,551,451
3485531 3,191 084

In accordance with the UAE Labpur Law, the Bank provides for an end of service benefit for its expairiate
employess. Movements in the lability recognised in the balance sheet in respect of end of service benefits are as

follows:

Liability as at | January
Expense recognised in the income statcment

Liability as at 31 December

2007 2006
AED AED
409,748 300,015
120,634 108,733
530,382 409,748
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16

17

SHARE CAPITAL AND RESERVES

a) Share capital
The authorised share capital of the Bank comprises BO0000 ordinary ghares of AED 100 each (20048;
2,000 ordinary shares of AED 100 gach). The issued and folly paid share capital of the Bank comprises
449 376 ordmary shares of AED 100 each (2006: 449,351 ordinary shares of AED 100 each).

At an Extroordinary General Assembly held on 22 Apnil 2006, the Bank"s shareholders approved an increase
in the issued share capifal of the Bank to AED 44,937,600 by means of a scrip dividend of 40,852 shares of
AED 108 each. On allotrment, only 40,827 shares were issued in 2006 with the remaining 25 shares being
allotied during 2007,

b)  Legal reserve
In sccordance with the Commeercial Compamies Law Mumber B of 1984 (a5 amended) and the Bank's Articles of
Associntion, 10%% of the net profit for the year has been trunsferred 1o legal reserve. The Bank may resolve to
discontinue such anmal tranafers when the reserve equals 50% of the paid-up shase capital, This reserve is not
availahle for dismbuton

c} Special reserve
A required under Artiche 32 of Union Lew Mo, 10 of 1980 and the Bank’s Articles of Associntion, 10% of
the nel profit for the yeur has been trunsfermed o a specinl reserve, The Bank may resolve o discontinee such
annual transfiers when the reserve equals 30% of the paid-up share capital, This reserve is nol available for
distribution.

DIVIDEMDS FALD AND PROPOSED

Cash dividends of AED 15 per share (tefalling AED 6,740,265) relating to the vear 2006 were declared and paid in
the current year, During 2006, cash dividends of AED 15 per share (ialling AED 6,127,860) and a scrip dividend
of AED 10 per share (fotalling AED 4,085 240) relating to the year 2003 were declared and paid.

The Board of Dircctors has proposed a cash dividend amounting to AED 8 987 520 at AED 20 per share of AED
100 each for the year 2007. This is subject to the approval of the shareholders at the Annoal General Meeting to be
held during March 2008,

CUMULATIVE CHANGES IN FAIR VALUES

2007 2004

AED AEL)
Available for sale investments
At | Januasy 97198365 292,862 678
Net unrealised gains (losses) during the year 117,184304 (161,824 428)
Net realised gains reclassified to income statement on disposal (22,833260) (33,839,885
At 31 December 191,540,400 07,198,363
DERIVATIVES

In the ordinary course of business, the Bank enters into various types of trunsactions that involve derivative
linancial instruments, A derivative financial instrument i a lnancial contract between two parties where payments
are dependent upon movements in price i one or more underlying financial instruments, reference rate or index,
Deerivative financial instruments inclede forwards, fwtures, ssaps and options.  Durnng the year, the Bank entered
inio forwand foreign exchange confracts only.

The toble below shows the positive and pegative fair wvalues of derivative financial imstruments, which are
equivalent to the market values, together with the notional amounts analysed by the term 1w maturity, The notional
amount is the amount of a derivative's underlying asset, reference rate or index and is the basis upon which changes
in fthe value of derivatives are measured. The notional amounts mdicate the volume of ansactions outstanding at
the year end and are neither indicative of the market sk or credit nisk,
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19

DERTVATIVES - continued

31 December 2007
amounes by term to maturin MNotional amounis By fermm o mainrily
Positive Yegative Noftonal HWirhin 3-12 I-5
Jatrvalne  fair valoe amna il 3 monihs miginify pears
AED AED AED AED AED AER
Derivatives held for rrading:
Forward foreign exchange
confracts - - - - e -

31 December 2006

Pagirive Neguarive Nottenal Within 312 1-5
Jairvalwe  fair value amaonmni I months months year
AED AED AED AED AED AED
Derivatives held for troding:
Forward foreirn exchange
comiracls M.617 114,584 126250378 3418252 122832126

Derivative product types

Forward foreign exchange confraces are contractual agreements to either buy or sell a specified currency at &
specific price and date in the future. Forsards are customised contracts ransacted in the over-the-counier markes,
Derivative related credit risk

Credii risk in respect of derivative financial instrumenis arises from the potential for a counterparty 1o default on its
contractual obligations and is Limited to the positive fair value of instroments that are favowrable to the Bank, All of
the Bank's derivative contracts are enfered mto with other financial nstitotions.

Purpose of derivatives

In the mormal course of meeting the needs of the Bank's costomers, the Bank is party to forward forcign exchanpe
contracis. In addition, ns part of its asset and Lisbility manogement, the Bank uses forward foreign exchonge contracts
for hedging purposes in order to reduce il own exposure b0 currency risks. This is achieved by hedging specific
transactions as well as strategic hedging against overall balance sheet exposores, Since strategic hedging does not
qualify for special hedge accounting, such forward foreign exchange contracts are accounted for os trading
mnslrniments,

COMMITMENTS ANDV CONTINGENT LIABILITIES

Credif-related commilments
Credit-related commitments inchsde commitments to extend credit, letters of credit, goarantees and pcceptances
which are designed to meet the requirements of the Bank's customers,

Letters of credit, guarantess and acceptances commit the Bank to make payments on behalf of customers, contingent
upon the faikure of the customers W perform under the terms of the contrugt,

Commitments to extend credit represent contractus]l commitments to make loans and revolving credits.
Commitments generally have fixed expmation dates, or other fermination clauses, and normally require the payment
of a fee, Since commitments may expire without being drawn upon, the todal contract amounts do not necessarily
represent futune cash requirements.
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COMMITMENTS AND CONTINGENT LIABILITIES - continued

The Bank has the following credit related commitments:

o087 1]
AED AED
Confingent Habilites:
Letters of credit T4 442 6,369 2463
(Guarantess and accepiances 4,290,499 T,577.4654
£Aa35341 13,946 917
Comnmitmenis:
Irrevocable commitment to extend credin
Chriginal term to materity of more than one vear 51,174,830 42,101,942

In addition, the Bank has commitments todalling to AED 8,889,298 (2006; AED 13,251 805) on account of investments
made in securitics and limited partnership fonds, The Bank has to pay as and when calls are made by the funds®

MANAECTS/ INVESies COMmpArny.

RELATED PARTY TRANSACTIONS

The Bank enters into transsctions i the ordinary course of business with related parties, defined =28 major
sharcholders, directors, key management personnel and their related companies.  All loans and sdvances to related
parties are performing sdvances and are free of any provision for possible loan losses.

The significant balances outstanding at 31 December m respect of related parties included in the fimancial
staternents are us follows:

2807 2006
AED AED
Direciors, their related parties and key management personmel
Loans and advances 13,025 869 13,821 282
Customers' deposits 74,065,726 69,770,360
Commitments and contingenciss 39,700,105 S0,678.T1R

The income and expenses in respect of related parties included in the financial statements are as follows:

2007 2006

AED AED
Directors, their related parties and key management personmel;
Interest income SB4.501 436 597
Interest cxpenscs 4,227 154 3,403,712
Commission and fises 434 8509 434 B59
Compensation of key management personnel:

2087 2006

AED AED
Ralaries and other benefits 1,763,830 1,620,084
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RISK MAMAGEMEMNT

Iniroduction

Rigk is inherent in the Bank's activities but it is managed through a process of ongoing identification, measurement
and monitoring, subject to risk limits and other controls. This process of risk monagement is critical to the Bank’s
cantiming profitability and each individual within the Bank is sccouniable for the sk exposures reliting o his or
her responsibilities.

The Bank is exposed to Credit risk, Liquidity risk and Market risk, the latter being subdivided into trading and non-
trading risks. It is also subject to operating risks.

The independent risk contrel process does not include business risks such as changes in the cavirenment,
technology and industry. They are monitored through the Bank's sirategic planning process.

Rizk management siruciire
The Board of Directors are ultimately responsible for identifyving and controlling risks; however, there are separate
independent bodies responsible for managing and monitoring risks.

Board of Divectors

The Board of Directors has the responsibility to mondior the overall risk process within the Bank, They also have
the overall responsibility for the development of the risk strategy and implementing principles, framework, process
and limits. It is responsible for the frawd and risk issues and manages and monitors relevant risk decisions

Bank Treasury
Bank Treasury is responsible for memaging the Bank's assets and linbilities and the overall financial stracture, [Eis
also primarily responsible for the funding and Hquidity risks of the Bank.

Internal Audii

Risk management processes throughout the Bank are audited annually by an oulsourced inlernal audit function that
examincs both the adequacy of the procodures and the Bank’s compliance with the procedures. Internal Audit
discusses the results of all assessments with management, and reports its findings and recommendations to the
Cenernl Managrer.

Rizk measurement and reporting systems

Monitoring and controlling risks is primarily performed based on limits established by the Bank. These limits reflect
the bosiness strategy and market environment of the Bank as well ag the level of sk that the Bank is willing to
accept, with additional emphasis on selecied industries. In addition, the Bank monitors and measures the overall risk
bearing capacity in relation o the aggregate risk exposure across all risk types and activities,

Information compiled 15 examined and processed in order to apalyse, control and identify early msks. This
information is presented and explained 1o the Board of Direclors, The reporl inchsdes aggrepate credit exposure,
hold limit exceptions, liguidity ratios and risk profile changes. On a monthly basia, detailed reporting of induestey,
customer and pecgraphic risks takes place. Senior manapement assesses the approprinteness of the allowanes for
credit losses on a quarterly basis. The Board of Directors receives o comprehensive rsk report once a quarier which
is designed to provide all the necessary information 1o assess and conclude on the risks of the Bank.

A duily briefing is given to the Geneml Mansger and all other relevant members of the Bank on the wtlisation of
marked limits, proprietary investmenis and Hguidity, plus any other rsk developmenis.

Rizk mitigation

As part of is overall risk management, the Bank oses desivatives and other instrumenis 0 Mannge exposures
resulting from changes in interest rates, foreign currencies, equity risks, credit risks, and exposures arising from
forecast transactions.
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RISK MANAGEMENT - contimued

Concentrations arise when & number of counterparties are engaged in similar business activities, or activities in the
same peographic region, of have similar economic features that would cawpse their ability to mest contractual
obligations to be similarly affected by changes in economic, political or other conditions, Concentrations imdicate
the relative sensitivity of the Bank's performance (o developments affecting & particular industry or peographical
locatici,

In order to avoid excessive concentrations of risk, the Bank's policies and procedures include specific guidelines to
focus on maimtaiming a diversified portfolio. Identified concentrations of credit risks are controlled and managed
necordingly.

CREDIT RISK

Credit risk is the risk that a customer of eounterparty will fail to mest & commitment, resulting in financial loss to
the Bank, Such risk arises from lending, trade finance, treasury and other activities undertaken by the Bank. Credit
msk 15 actively monmtored in accordence with the credit policies which clearly define delegnied lendmg authorties,
policies and procedures. The management of credit fisk also mvolves the monitoring of fsk concentrations by
indusirial sector as well as by geographic location.

The Bank has an internal credit quality review process to provide carly identification of possible chanpes in the
creditworthiness of counterparties, ncludimg regular collateral revisions. Counterparty limits are established by the
ume of a credil fsk classification system, which assigns esch counterparty & risk rating, Risk ratings are subject o
regular revision. The credit guality review process allows the Bank to aszess the potential loss 25 a regult of the risks
to which it is exposed and take corrective action.

Maximum exposure to credit sk without taking account of any callateral and other eredit enbancements
The tahle below shows the maximuem exposune to credit risk for the components of the balasce sheet, including

contingent liabilities and commitments. The maximum exposure is shown gross, before the effect of migration
through the use of master netting and collateral agresments, i any.

Nores (rrosy (Frosx
FNEET L g T
EXPOSHIE EXPOSLYE

2007 2006

AFD AED

Cash and balances with ceniral bank

(exchuding cash on hand) ] 4,914,753 1,841 023
Diue from banks d A9 450 (08 A4, 840 626
Loans and advamces 10 25,450,733 40,303, T80
Invesimenis 11 512,632 852 403,056,418
Other ossets 13 12,699,521 7052, 160
Total G035, 156 867 487 954 (7
Letters of credit 19 744,443 6,369,263
Chusrantess and acceptances 19 4,290,599 7.577.654
Undrawn loans comimitmenls 9 51,174,830 42,101,992
Total 56,210,171 56,045 904
Total eredit risk expasure 661,367 108 554042916

-3 -
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RISK MANAGEMENT - continued

CREMT RISK - comtinued
Where finencial instraments are reconded at fair value the amounts shown above represent the current credit risk
cxposure but not the maximom risk exposure that could arise in the future a8 2 result of changes in values,

For more detail on the maxinmm exposure to credit risk for each class of financial instrument, references have been
made to the specific notes. The effect of collateral and other risk mitigation technigques is shown below.

Rizk concentrations of the macimum exposare to credif risk

Concentration of risk s managed by client'counterparty, by geographical region and by industry sector. The
maximum credit exposure to any client or counterparty as of 31 December 2007 was AED 23,930,553 (2006: AED
23,494.400) before tnking account of collaiernl or other credit enhancements and AED 23,930,553 (2006: AED
23,494 400} met of such protection.

The Bank's financial position, before laking into sccount any collateral held or other credit enhancements can be
analysad by the following geographical regions:

2e87 20046
Confingent Contingent
Linbilities liabilities Linhilivies liahilitioy
amd amd el and
Axsetx 2Nty Comnmimery Aszels agnity Commitmens
AER AED AED AR AEL AEI?
United Arab Emirates 436,654,012 m.asum 56,210,171 353,848,981 493310298  56,048909
Morth Americs 65,504,400 - 22,945,940 - -
Latin America H.ZTE 344 - - 16,458, THG - -
Europe 16,628 B85 - - 16,980,121 - -
Auia Pacific 24,810,058 - - 30,590,336 - -
FOC & other ME 53,459 565 - - 57,504,125 - -
605335269 605335260  S6210,0T1 498320208 495320200 56,048 909

An industry sector analysis of the Bank's financial assets (excluding cash on hand), before taking into acoount
collateral held or other credit enhancements, is as follows:

{rross (rrogy
LTI R TN
EXpNIrE ETPORLTE

2ea7 200

AED AEIN
Commerciol and business 326,203 660 280,770,385
Banks amd fnancial festitutions 30,280,161 243618434
CGovernment entities 11,361,952 21,725 01
Otthers 2,431,256 7,929,006
661,367,038 554042 916

Collateral and other credil enbancementy

The amount and type of collateral required depends on an assessment of the credit risk of the counterparty.
Guidelines arc implemented regarding the acceptability of types of collateral and valuation parameters. The main
types of collateral obtained are generally cash and securitics.

Manapement monitors the market value of collateral, requests additional coflateral i accordance with the
undberlying agreement, and momitors the market valoe of collateral obinined duning its review of the adeguacy of the
allowance for impairment losses.

i

Lad

it
i
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2 RISK MANAGEMENT- continued
CREDIT RISK - continued
Credit guality per class af financial assets

The credit quality of financial assets is managed by the Bank using internal credit ratings. The mble below shows
the credit quality by class of assets for certain key balance sheet lines, based on the Bank's internal credit rating

SYSIETL
Neitfrer past due nor impoired
Sub-
High Starrdirrd stamdierd
Erade Eriide Eriide Toval
2007 2007 2007 2007
AELD AELD AELD AELD
e from banks 49450 (08 - - 49,450 (08
Laoans and advances - 15,450,733 - 25,450,733
MNon-rading invesiments 402,771,680 BO3TE 199 20.482.973 511,630,852
452,230,688 105,828,932 29,482,973 587,542,593
S _—_—————=
Meither
Seilr-
High Srandard standard
grade grade grade Total
2005 2005 2005 20045
AED AED AED AED
Dnse feom banks 44 E4D 526 - - 44 B4 626
Loans and advances - 40,303,780 - 40,303,780
Mom-trading myvestments 295,813,073 67,543,059 39,700,286 403,056,418
340,653 599 107 5445 339 39,700 286 488,200,824
Az at the year end, the Bank has no amounts which are past due or individually impaired (2006: Wil
Crediy risk exposare of the Bank's financial assets for each Infernal risk ratlag
Moody's Hiztorical
aguivalert defanll Tafal Taral
Egrades FOiEs 2087 1]
% AED AED
High grade Auas-Asd - 117,133,519 79 286,844
A-AT - 356,039,311 263,207 8T8
Standard grude Hia-Huald - 158,711,235 171,847,908
Sub-standard grade Ba-H3 - 29483973 39,700 286
Impaired C - - -
661,367,038 554042 916

-
et

ARAR EMIRATEY INVESTHENT BAYK (PO Asswal Feposr 2607




NOTES TO THE FINANCIAL STATEMENTS
At 31 December 2007

|

RISK MANAGEMENT- contimeed
CREDIT RISK - comtinuod

Credit risk exposare of the Bank's financial assets for vach imternal risk rating - continued

It is the Bank policy to maintain accurate and consistent risk rtings across the credit and investment porifolio. This
facilitates focused management of the applicable risks and the comparison of credit exposures across lines of
business, geographic regions and products. The mting syslrmmsuppm‘hd by o variety of financial analytics,
combined with processed market information 1o provide the madn inputs for the measurement of counterparty tisk,
All intemal risk ratings are tailored fo the various categorics amd are derived in accordance with the Bank's policy.
The attributable risk ratings are assessed ond updated regularly. The Moody's equivalent grades are relevant only
for certain of the exposures in each risk rading class as a number of them pre based on the Benk's internal rating,

LIQUIDITY RISK

Liguidity risk is the risk that an institution will be unable to meet its net funding requirements.  Liguédity risk can be
coused by market dismuptions or credit downgrades which may cause certain sources of funding fo dry up
immediately. To guard against this risk, management has diversified funding sources and assets are managed with
liquidity in mind and by mamtaining & healithy balance of cash and cash equivalents.

The Bank maintaing & portfolio of highly marketable and divesse assets that can be easily liguidated in the event of
an unforeseen mterruption of cash flow, The Bank also has commitied lines of credit that it can sccess to mest
liguidily needs. In addition, (he Bank maintaing & statutory deposil with the Central Bank of UAE equal to 14% of
demand deposits and 1% of saving deposiis. The liquidity pesition is assessed and managed under a variety of
soenarios, @ving dwe consideration fo stress factors relating to both the market in general and specifically to the
Bank.
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NOTES TO THE FINANCIAL STATEMENTS

At 31 December 2007

| RISK MANAGEMENT- comtinued
LIQUIDITY RISK - continsed

Analysis of financial liahilities by remaining contractual maturities

The table below summarises the maturity profile of the Bank's financial liabilities at 31 December 2007 based on
contraciual undiscounied repayment obligations. Repayments which are subject to notice are ircated as iff notice
were 0 be given immediately. However, the Bank expects that many customers will not regquest repayment on the
earliest date the Bank could be required to pay and the table does not reflect the expected cash fows indicated by

the Bank's deposit retention history.

Financial linbilitics Om Less tham 3 o I Tl Cheer
demusrid wioths L Jeurs 5 pears Total
AED AED AERD AED AED AED
As et 31 December 2007
Due to banks - 32,081,276 - - - 32,081,276
Customer deposits 33648660 133,743,058 64,886,435 - - 231,278,153
Oither Habilities 3,485,531 - = - - 3,485,531
Toial undiscounied
financial liabilities 37,034,191 165824334 64,886,435 . - 267,844,960
A5 at 31 December 2006
Due to banks - 20,001,519 - = #0,091,519
Customer deposits 13,128 248 117,112,137 61,845,793 - - 192,086,178
ﬂﬂ'ﬂl’ Ii.lhll.‘i“n 3;] 91 lﬂs'q' Ll =) = = 3|Ig1pﬂg‘d‘
Todal undiscounied
financial liahilities 16,319,332 197,203,656 61,545,793 - - 275368781

The table below shows the contractual expiny by maturity of the Bank's contingent Liabilities and commaitments:

On Less than 3 Frol2 Tw§ Fver
dipuzrnd months murnify years 5 years Total
AED AED AED AED AED AED
00T
Contingent liabilitics 1,746,800  I.2ER.S41 - - - 5035341
Commitments 51,174,830 - - - 2 51,174,830
Total 53,921,630  I,IRRS541 - - & 36,210,171
2006
Contingent lisbilities 4,588,090  9,358827 - 13,946,917
Commitments 42 100,992 - - - - 42,100,992
Total 46,690,082 9358 827 - - - 56,048 909

The bank expects that not all of the contingent Habtlities or commitments will be drawn before expiry of the

pomimdtrmenis,
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NOTES TO THE FINANCIAL STATEMENTS
At 31 December 2007

11

RISK MANAGEMENT- contimeed
MARKET RISK

Mfarket risk anses from fluctuations In interest rates, foreign exchange rates and equity prices. The Board has sed
bmdts om the value of rsk that may be accepted. This 18 momitored on a regular basis by the Bank's Asset and
Liakility Commitbes (ALCO,

Interest rute risk

Interest rate nsk anses from the possibility that chanpes in interest rates will affect futore profitability or the fair
values of financial instruments. The Bank is exposed fo inferest rafe risk as o result of mismatches or gaps in the
amounts of assets and liabilities and off balance sheet instruments that mafure of feprice in a given period. The
Board has established limits on the interest rate gaps for stipulated periods. Positions are monitored on a daily basis
and hedging strategies are used to ensure positions wre maintained within the established Hmits.

The follewing table demonstrates the sensitivity to & reasonable possible change in mterest rates, with all other
variables held constant, of the Bank”s equity statement, There 15 no material impact on the Bank's income statement,

The sensitivity of equity is caleulated by revaluing fixed rate pvailable for sale financial assets ot 31 December 2007
for the effecis of the assumed changes in interest rates, The total sensitivity of equity is based on the assumpiion that
there are parallel shifts in the yield curee.

2007 200
Change Sensitivigy Change Sensitivity
im Imierest af equily in frlferest of equity
Currency Fifes AED Fales AED
S Dollars =1iH% 571,975 =1 144 589

The imierest rate sensitivity set owl above relates primarily 1o the US Doflar as the Bank does nod have any
significant net exposure for non-trading financial assets and financial liakilitics denominated in other cumrencics,

Currency risk

Currency risk is the risk that the valoe of & financial instrument will flucteate due to changes in foreign cxchange
rates. The bank has set limits on positions by currency. Positions are mondtored on 8 daily basis and hedging
strategies used (0 ensure positions are maintained within establshed limdts,

The tmbles below mdicate the currencies to which the Bank had significant exposure ot 31 December 2007 on its
non trading monetary assets and liabilities and its forecasi cash flows. The analysis calculstes the effect of a
reasonably possible movement of the currency rate agaimst the AED, with all other varables held constant on the
equity (due to the fuir value of currency sensitive non irading monetary assets which mainly relates to available for
gale investments). A negative amount in the table reflects a potential net reduction in equity, while a positive
amount reflects a net potential increase,

Change in Ejffect on Change in Effeci on

Currency equuity CHFFEHCY equity

raie in % 27 rale in 2N
Currency 27 AED 2 AN
IS Dollars +10 12,114 888 +10 10,997 675
Pakistan Rupees +10 132318 +10 T892
Euro +10 1,211,053 +10 1,364,933
Pound Sterling +10 48478 +10 (B7,814)
Danish Kroner +10 790,825 +10 4,329
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NOTES TO THE FINANCIAL STATEMENTS
At 31 December 2007

) | RISK MANAGEMENT- continwed

Equity price risk
Equity price risk ia the rigk that the fair valoes of equities decrease as the result of changes in the levels of cguity

imdices and the walue of individual stocks. The non-trading equity price risk exposure arises from the Bank's
imvestment portfolic.

The effect on equity (as o result of a change in the fair value of equity instruments held as availoble-for-sale at 31
December 2007} due to a reasonably possible change in equity indices, with all other variables held constant, i3 as

follows:
Change Change
fry equity Effect on i equity Effect on
price equity price equity
2087 2087 200 2006
% AED 2 AED
Mew York Stock Exchange +1i 509,783 +10 731,937
Abu Dihabi Securities Market +10 14,684,234 +1i 11,423,317
Dubai Financial Market +10 L&, 520,680 +1i 11,386,139
Others +10 8,215.992 +10 7062444
Unquoded +10 5713822 +10 4,066,338
DPERATIONAL RISK

Operational rigk ia the risk of loss arizing from systems failure, homan crror, fraud or external cvents, When
conirols fail to perform, operational risks can cause damaege to reputation, heve legal or regulatory implications, or
lead to financiil loss. The Bank cannot expect to eliminate all operational rsks, but through o control framework
and by monitoring and responding to potential risks, the Bank is able to manage the risks. Controls include effiective
segregation of doties, access, authorisation and reconciliation procedures, staff education and assessment processes,
including the use of indemal audit,

i1 SEGMENTAL ANALYSIS

For operafing purposes, the Bank is organised imto two major business sepments: Development Banking, which
principally provides loans and other crednt fecilitics and deposit and current accounts for corporate and mdividual
customers and Investment Ranking, which involves the management of the Bank's own mvestment portfolio and
treasury services and providing investment portfiolio management services. These scgments are the basis on which
the Bank reports its primary segment information.  Transactons between segments are conducted of rwtes
determined by management teking mmilo consideration the cost of funds and an equitable allocation of expenses.

Development Banking frvestmens Bambing Toral
o0 2o JoaT 2006 2007 g
AED AED AED AED AED AEDY
Interest ardl ather meome & TES AT 4.963,159 AL RAG6.111 50,137,890 47005928 55 000,049
Inter-segment ndjuesiment B, TaR611 8,552,761 (%, T48,611) {9,552, 761) - -

14018428 14555920  3LORTS00 40545029 47005928 55,100,049

Profit for the year (1,103,274) 332,688 I8, 560481 35606255 264066603 35 958,043
Ik\wmﬂmhng frvestment Bankmy Toral
207 2oa7 206 2007 26
AED AED AED AED AED AEDD
Sepment asssls 91,391,023 5 00,341 S13,044, 240 404 527 95T 05 335,269 458 529 308

Segment lisbilities and equity ~ 264,514.9% 271436406  MMOE202TI 226802807  GOSNI5260 498329208
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NOTES TO THE FINANCIAL STATEMENTS
At 31 December 2007

FAIR VALUE OF FINANCIAL INSTRUMENTS

Fair walue represents the amount st which an asset could be exchanped, or a liability settled, between
knowledgeable, willmg parties in an arm’s length transaction. Differences can therefore amise between book-valuz
under the histarical cost method and fair value estimates. The fair value of the Bank's on - halance sheet financial
mstruments is not materially different from the camrying walue at year end, since assefs and liabilities are either
short-term in noture, valued using quoted market prices or in the case of loans and advances and deposits, frequently

repriced.

Financial mstruments have been classified for the purpose of LAS 39 as follows:

31 December 20607

Financial assery

HBalances with Central Bank
[ from banks

Loans mtwd sdvances
Investments

Crihers

Financial liabilities
Due 1o banks
Customer deposits

31 December 20006

Financial assets

Balances with Central Bank

Dwe from banks

Loans and advances

Investments

(hers

Positive fulr valiee of
derivatives

Finaneial lNabilities

Drpe 0 banks

Customer deposits

Ohers

Negative fair value
of derivatives

Designated Awerilable Loang amed Amuoriined

ax frading for sale receivables cost Todal
AEL} AED AED AEL AED

- - - 4,914,753 4,914,753

" - - 4%, 459,008 49,459,008

A - 25,450,733 - 25,450,733

- 512,632,852 - - 512,632 852

- - - 12,699,521 12,699,521

- 312,632,852 25,450,733 67,073,282 605,156,867

- - - 32,000,000 32,000,000

. : - 220026965 229,026,965

- . . 3,485,531 3,485,531

- - - 264,512,496 264,512,496

Designated Aveilable Loy and Amerrtised

s franding Jar sale recelivables ot Toal
AED AED AED AED AER

- - - 1,841,023 L, 341,023

. - - 44,840,626 44,340,626

- 40,303,780 2 40,303,780

- 403,056,418 - - 403,056,418

- - - 7,917,543 7,917,543

34,617 - - - ELE. I

34,617 403,056,418 40,303,780 54,599,192 497,994,007

- - - Th 710,000 70,710,000

- - - |EE.535,322 | BE,535,322

- - - 3,076,450 3,076,450

114,594 - - - 114,594

114,594 - - 271321812 271,456,406

- -
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NOTES TO THE FINANCIAL STATEMENTS
At 31 December 2007

4

CAPITAL ADEQUACY

The Bank mainiaing an actively managed capital base o cover risks inherent in the business. The adequacy of the
Bank's capital is monitored using, among other measures, the miles and ratios established by the Basel Committes
on Banking Supervision ("B1S rulesmtos™) and adopted by the Cenfral Bank of UAE m supervising the Bank.

During the past year, the Bank had complied in finll with all ifs externally imposed capifal roquirements.

Capiial managemen

The primeary objectives of the Bank's capital management are to ensure that the Bank complies with externally
mnpossd capital requirements and that the Bank maintains strong credit ratings and heglthy capital ratios in order to
support it business and to maximise shareholders” value,

The Bank manapes its capital structure and makes adjestments bo it in the light of changes in cconomic conditions and
the nsk charnctenistics of its activities. In order to mamtsin or adjst the capital structure, the Bank may adpest the
amount of dividend payment to shareholders, return capital w sharebolders or issue capital securities. No changes were
made in the objectives, policies and processes from the provious years,

The risk asset ratio caloulations, m accondance with the copital adequacy guidelines established for the global banking
Emduatry, are a5 follows:

RISK WEIGHTED EXPOSURES
Balarce Rizk weighted equivalents
2007 20k 2007 2006
AEL AED AE AED

Assets
Cash and claims on, goamnteed by or

collateralised by securities of central

governments and central banks of

OECD countrizs 21,751,930 63,895 268 24 452,819 24 942 081
Claims on hanks and public sector companica

mcorporated in OECD countries and

short term clanms on banks incorporated

in non-OECD countries 540,729,908 426,172,044 501,162,702 350,299,543
Claims at 100% 12,853,431 B,261,986 12,853,431 B.261,986

Bl5,335,269 408 320, 208 53R 468,052 423,503,610

0N balance sheet items
Credit commitments and contingent
ttems (naote 19)
Letiers of credit and acceplinces 1,188, 541 9258827 457,708 1,851,765
Letiers of guaraniee 2,746,800 4,688,090 1,746,800 4,688,090
Dermvairves (noie 15) - 126,250,378 - [,262,504
Credit risk weiphted assets and

off balance sheet thems 541,673,460 431,305,968
Murket risk weighted assets and

off halance gheat iems -
Total risk weighted asseis 541,673,460 431,305,965
Risk assct ratio 41.81% IB.65%

-4l -
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NOTES TO THE FINANCIAL STATEMENTS
At 31 December 2007

24

CAPITAL ADEQUACY - continued

Regulatory capital consists of Tier | capital, which comprises share capital, share premim, retained carnings incloding
current year profit, foreign curmency tanslation less acorued dividends, Certnin adjustments are mude to [FRS-based
resulis and reserves, as prescribed by the Central Bank of UAE, The other component of regulatory capital is Tier 2
capitzl, which inchides cumulative changes m fair valees.

The bank has complied with all the requirements ag zet by the Central Bank of UAE.

FIDUCIARY ASSETS

2007 20
AED AED

Halanee ns ot 31 December 129,332,432 130,805,456

The Bank manages investments on behalf of its customers, These investments are held by the Bank in a fiduciary
capacity and are, accordingly, not included in these financial statements as asscts of the Bank.
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