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Independent auditor's report 1
To the Shareholders of Abu Dhabi Islamic Bank

We have audited the accompanying balance sheet of Abu Dhabi Islamic Bank — Public
Joint Stock Company as of December 31, 2003 and the related statements of income,

changes in equity and cash flows for the year then ended. These financial statements'
are the responsibility of the Bank’s management. Our 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 plan and perform our audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit
inciudes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audlt provides a reasonable basis
for our opinion.

In our opinion, the financial statements, referred to above, present fairly, in all material
respects, the financial position of Abu Dhabi Islamic Bank as of December 31, 2003
and the results of its operations and its cash flows for the year then ended in accordance
with International Financial Reporting Standards.

Also, in our opinion, proper books of account are maintained by the Bank, and the contents
of the accompanying Board of Directors’ report are in agreement with the books of account.
We have obtained all the information and explanations which we considered necessary
for the purpose of the audit and to the best of our knowledge and belief no violations of
the UAE Federal Commercial Companies Law of 1984 (as amended) or the Articles of
Association of the Bank have occurred during the year which would have had a material
effect on the financial position of the bank or on its resuits of operations.

The accompanying financial statements have been prepared for submission to the
United Arab Emirates Central Bank and are yet to be approved by the Central Bank. The
financial statements should not be published until such approval is obtained.

Abu Dhabi, United Arab Emirates for Deloitte & Touche
January 28, 2004

Ahmed Nimer
(Registration Number 380)

did At e bl ﬁﬁﬁ
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ABU DHABI ISLAMIC BANK 2

Public Joint Stock Company

Balance sheet
as at December 31, 2003

Notes 2003 2002
AED 000 AED 000
ASSETS
Balances with banks and financial institutions,

Central Bank and cash 3 485,081 353,162
Murabaha with financial institutions 1,991,994 3,855,930
Murabaha and other Islamic financing 4 3,470,497 2,380,099
ljara financing 5 2,570,081 734,588
Investments 6" 628,677 421,759
Other assets 7 39,626 29,248
Furniture, fixtures and equipment 8 34,757 28,758
Total assets 9,220,713 7,803,544
LIABILITIES
Due to banks and financial institutions 9 1,585,107 1,221,495
Depositors’ accounts 10 6,123,526 -5,200,716
Other liabilities 11 111,661 78,361
Total liabilities - 7,820,294 6,500,572
SHAREHOLDERS’ EQUITY
Share capital : 12 - 1,000,000 1,000,000
Legal reserve ' 13 43,870 33,814
General reserve 13 43,870 33,814 .
Accumulated profits o 172,101 162,553
Proposed dividends 14 - 70,000 50,000
Revaluation reserve 15 70,578 22,791
Total shareholders’ equity 1,400,419 1,302,972
Total liabilities and shareholders’ equity 9,220,713 7,803,544
Obaid Bin Saif Al Nasseri . Abdul Rahman Abdul Malik
Chairman of the Board : Chief Executive Officer

The accompanying notes are an integral part of these financial statements.
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ABU DHABI ISLAMIC BANK 3
Public Joint Stock Company . '

Income statement :
for the year ended December 31, 2003

Notes 2003 2002
AED 000 AED 000
OPERATING INCOME
Income from Murabaha and Mudaraba
with financial institutions, net 54,190 88,504
Income from Murabaha, ljara and other
Islamic financing, net _ 152,346 104,096
Investment income 16 23,935 31,486 -
Fees, commissions and foreign exchange
income, net 17 39,498 24,578
Other operating income 1,883 1,905
272,352 250,569
OPERATING EXPENSES
Staff costs B - 78,586 63,881
General and administrative expenses ‘ 32,187 26,773
Depreciation _ 8 10,044 11,224
Provision for impairment 4 3,438 9,825
Impairment of available for sale
investments 6 1,482 . -
125,737 111,703
Profit from operations, before
distribution to depositors - 146,615 138,866
Distribution to depositors (46,055) (63,238)
Net profit for the year 100,560 75,628
Basic earnings per share 18 AED 1.006 AED 0.756

The accompanying notes are an integral part of these financial statements.
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ABU DHABI ISLAMIC BANK | 4
Public Joint Stock Company : :
Statement of changes in equity
for the year ended December 31, 2003
Share Legal - General Accumulated Proposed Revaluation
Notes capital reserve reserve profits  dividends reserve Total
AED 000 AED 000 AED 000 AED 000  AED 000 - AED 000 AED 000
Balance at January 1, 2002 ' 1,000,000 26,251 26,251 152,951 50,000 25,3000 1,280,753
Increase in fair values of available for
sale investments 15 - - - - - 5,428 5,428
Released on sales / disposal of available .
for sale investments 15 ' (7,937) (7,937)
Net profit for the year - - - 75,628 - - 75,628
Transfer to reserves 13 - 7,563 7,563 (15,126) - - -
Directors’ remuneration - - - (900) - - (900)
Dividends paid : : (50,000) - (50,000)
Proposed dividends 14 , - - - (50,000) 50,000 - -
Balance at January 1, 2003 1,000,000 33,814 33,814 162,553 50,000 22,791 1,302,972
increase in fair values of available for : |
sale investments 15 - - - - - 51,469 51,469
Released on sales / disposal of available '
for sale investments 15 - - - - - 368
Net profit for the year - - - 100,560 - G 2.) 1(§8'gg(2))
‘Transfer to reserves 13 - 10,056 10,056 (20,112) - - T
Directors' remuneration . - - - (900) - - (900)
Dividends paid - - - - (50,000) - (50,000)
Proposed dividends 14 : - - - (70,000) 70,000 - -
Balance at December 31, 2003 1,000,000 43,870 43,870 172,101 70,000 70,578 1,400,419
The accompanying notes are an integral part of these financial statements.
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ABU DHABI ISLAMIC BANK
Public Joint Stock Company

Statement of cash flows
for the year ended December 31, 2003

Operating activities
Net profit for the year

Adjustments for:
Depreciation
Impairment of Murabahas and investments
Gain on sale of investments
Gain on disposal of furniture, fixtures and equipment

Operating profit before changes in operating assets
and liabilities

Decrease in Murabaha with financial institutions
Increase in Murabaha and other Islamic financing
Increase in ljara financing

Increase in other assets

Increase in due to banks and financial institutions
Increase in depositors’ accounts :
Increase in other liabilities

Cash from operations
Directors’ remuneration paid

Net cash from operating activities

Investing activities

Purchase of investments

Proceeds from sale of investments

Purchase of furniture, fixtures and equipment
Proceeds from sale of fumiture, fixtures and equipment

Net cash (used in) from investing activities

Financing activities
Dividends paid

Net cash used in financing activities

Net (decrease) increase in cash and cash
equivalents

Cash and cash equivalents at beginning of the year

Cash and cash equivalents at December 31 (Note 3)

2003
AED 000

100,560

10,044
4,920
(3,682)

(13)

111,829

1,249,373
(1,093,836)
(1,835,493)

(10,378)
93,418

922,810
33,300

(528,977)

(900)

(529,877)

(242,414)
85,483

(16,056)
26

(172,961)

(50,000)

(50,000)

(752,838)
660,791

(92,047)

The accompanying notes are an integral part of these financial statements.
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2002
AED 000

75,628

11,224
9,825
(7,932)

88,745

390,227
(746,922)
(238,911)
(10,086)
25,509
914,053
15,757

438,372
(900)

437,472

(95,862)

. 138,874

(11,333)
388

32,067

(50,000)

(50,000)

419,539
241,252

660,791
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Public Joint Stock Company

Notes to the financial stafements
for the year ended December 31, 2003

1 General

Abu Dhabi Islamic Bank —~ Public Joint Stock Company (the Bank) is incorporated in the
Emirate of Abu Dhabi - United Arab Emirates in accordance with the provision of UAE
Federal Commercial Companies Law No. (8) of 1984 (as amended) and the Amiri Decree
No. 9 of 1997.

The principal activities of the Bank consist of Islamic financing, investments, commercial
and other banking services activities in accordance with Islamic Shari'a as approved by the
Bank’s Fatwa and Shari’a Supervisory Board.

The Bank operates solely in the United Arab Emirates thrbugh 14 branches (2002 -
11 branches)

The financial statements are presented in UAE Dirhams (AED) since this is the currency in
which the majority of the Bank’s transactions are denominated.

Following are definitions of the main Islamic financing instruments of the Bank:
Murabaha

Murabaha is the sale of commodities at cost plus an agreed upon profit margin, whereby the
seller informs the buyer of the price at which the deal will be completed and also the amount of
profit to be recognised.

Istisna’a

Istisna'a is a sale contract between a contract owner and a contractor, whereby the contractor
based on an order from the contract owner undertakes to manufacture or otherwise acquire the
subject matter of the contract according to specifications, and sells it to the contract owner for
an agreed upon price and method of settlement whether that be in advance, by instaliments or
deferred to a specific future date.

Qard Hasan

Qard Hasan is a non-profit bearing financing intended to allow the borrower to use the loaned
funds for a period of time with the understanding that the same amount of the loaned funds
would be repaid at the end of the Qard period.
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Public Joint Stock Company

Notes to the financial statements
for the year ended December 31, 2003 (continued)

1 General (continued)

Mudaraba

Mudaraba is a contract between the Bank and a client, whereby the Bank extends a certain
amount of money to the client to be invested in a project or certain activity against a fixed

share of profits representing the total profit for the project less the client's share as a
Mudarib.

Wikkalah
Wikkalah is an Islamic transaction involving the Muwakkil (the principal) who wishes to

appoint the Wakkil (the agent) to be the agent of Muwakkil with respect-to the investment
of the Muwakkil’s funds in Islamically acceptable transactions.

2 Summary of significant accounting policies

The financial statements have been prepared in accordance with Intemational Financial
Reporting Standards (IFRS) and applicable requirements of the UAE Central Bank
regulations.

The financial statements have been prepared based on the historical cost basis, except
for the measurement at fair value of certain financial instruments. The principal
accounting policies adopted are set out below:

Murabaha with financial institutions and Mudaraba

Murabaha and Mudaraba are stated in the balance sheet at cost less any amounts
written off and provision for impairment, if any.

Murabaha and other Islamic financing

These are stated at amortised cost including provision for impairment.
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Public Joint Stock Company ‘

Notes to the financial statements
for the year ended December 31, 2003 (continued)

2  Summary of significant accounting policies (continued)
Provision for impairment of financial assets

A financial asset is impaired if its carrying amount exceeds its estimated recoverable
amount. The recoverable amount of an asset is the higher of an asset's net selling price
and value in use. Net selling price is the amount obtainable from the sale of an asset in
an arm’s length transaction. Value in use is the present value of estimated future cash
flows expected to arise from-the continuing use of an asset and from its disposal at the
end of its useful life. An assessment is made at each balance sheet date to determine
whether there is objective evidence that a specific asset, or a group. of similar assets,
may be impaired. If such evidence exists, the estimated recoverable amount of the asset
is determined and any impairment Ioss based on the net present value of future
anticipated cash flows, is recognised in the income statement.

ljara financing

ljara financing are finance lease receivables stated at amounts- equal to the net
investment outstanding in the leases including the i iIncome earned thereon.

Available for sale investments

Investments are recognised on a trade date basis. Investments classified as “available
for sale” are initially recognised at cost and are measured at fair value at subsequent
reporting dates. Increases or decreases in the fair value of these investments are taken
to revaluation reserve under shareholders’ equity, until the security is disposed of or is
determined to be impaired, at which time the cumulative gain or loss orewously
recognised in equity is included in the income statement for the period.

Investment in subsidiary companies

- A subsidiary is defined as an enterprise controlled by the parent. Control is presumed to
exist when the parent owns, directly or indirectly through subsidiaries, more than one-half
. of the voting power of an enterprise or where the parent has the power to govern the
financial and operating policies of the enterprise under a statute or an agreement.

Subsidiary companies formed or acquired with the intention of resale in the near future
are not consolidated as control is intended to be temporary. The unconsolidated
subsidiaries are accounted for in the same manner as available for sale investments.
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“ Public Joint:Stock Company

Notes to the financial statements ‘
for the year ended December 31, 2003 (continued)

2 Summary of significant accounting policies (continued)
Investments in associates |

An associate is an enterprise over which the Bank is in a position to exercise significant
influence, but not control, through participation in the financial and operating decisions of
the investee.

The results and assets and liabilities of associates are. incorporated in these financial
statements using the cost method of accounting. Investment in associates are carried in
the balance sheet at cost, less any impairment in the value of individual investments.

Furniture, fixture and equipment

Furniture, fixture and equipment are stated at cost less accumulated depreciation and
any recognised impairment losses, if any.

Depreciation is charged so as to write off the cost or valuation of assets, over their
estimated useful lives, using straight-line method at the following annual rates:

Furniture and leasehold improvements 7 years
Computer and office equipment 4 years
Motor Vehicles 4 years

Capital work in progress is stated at cost and not depreciated, when commissioned,
assets under construction are transferred to the appropriate furniture, fixture and
equipment asset category and depreciated in accordance with the Bank’s policies.

Non-investment accounts

Non-investment accounts represent, in accordance with Islamic Shar’a, Qard Hasan
from depositors to the Bank and take the form of current accounts. These accounts are
not entitled to profit nor do they bear any risk of loss, as the Bank guarantees to pay the
related balance on demand. Investing Qard Hasan is made at the discretion of the Board
of Directors of the Bank and the results of such investments are attributable to the

shareholders of the Bank.
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-2 Summary of significant accounting policies (continued)
Investment accounts

Investment accounts may take the form of investment deposits, which are valid for
specified periods of time ranging from one month to 12 months, and are automatically
renewable on maturity for the same period unless the concemed depositors give written
notice to the contrary, or take the form of investment saving accounts for unspecified
periods. In all cases, investment accounts receive a proportion of the profit and bear a
share of loss based on the results of the financial period determined by the Board of
Directors of the Bank. '

Reverse Murabaha

Reverse Murabaha is an Islamic transaction involving the Bank’s purchase of an asset
from a counterparty and settlement thereof at cost plus an agreed profit on a deferred
payment basis. The purchase price is payable to the counterparty on maturity. Reverse
Murabaha is included in the balance sheet under counterparty deposits and the accrued-
profit payable to the counter party is classified under other liabilities.

End of service benefits

A provision is made for amounfs payable to the employees for end of service benefits,
which is calculated in accordance with the provisions of the Federal Labour Law of the
United Arab Emirates.

Pension contributions in respect of UAE nationals are payable to the Finance
Department of the Abu Dhabi Government, and calculated in accordance with
Government regulations. ‘

Provisions

Provisions are recognised at the management’s best estimate, when the Bank has a
present obligation (legal or constructive) arising from a past event, and the costs to setile
the obligation are both probable and able to be reliably measured.




ABU DHABI ISLAMIC BANK DRA FT 11

Public Joint Stock Company

Notes to the financial statements
for the year ended December 31, 2003 (continued)

2 Summary of significant accounting policies (continued)
Revenue recognition

Income from Murabaha, ljara and other Islamic financing are recognlsed on a time -
apportionment basis.

Income from lIstisna’a is recognised on a pattern reﬂecting a constant periodic return on
the net investment outstanding.

Dividend income is recognised when the right to receive payment is established.

Fees and commission income is recognised at the time the related services are provided.
Cash and cash equivalents

Cash and cash equivalents consist of cash balances with the UAE Central Bank, current
accounts with other banks and financial institutions and short term international

Murabaha with and due to fi nancnal institutions that are maturing within 30 days of the
date of acquisition.

Foreign currencies

Transactions in currencies other than UAE Dirhams (AED) are initially recorded at the
rates of exchange prevailing on the dates of the transactions. Monetary assets and
liabiliies denominated in such currencies are retranslated at the rates prevailing on the
balance sheet date. Profits and losses arising on exchange are mcluded in the income
statement for the period.

Fiduciary assets

Assets held in trust or in a fiduciary capacity are not treated as assets of the Bank and
accordingly are not included in these financial statements.
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2 Summary of significant accounting policies (continued)
Trade and settlement date accouhting

All “regular way” purchases and sales of financial assets are recognised on the trade
date, i.e. the date that the entity commits to purchase the asset. Regular way purchases:
or sales are purchases or sales of financial assets that require delivery of assets within
the time frame generally established by regulation or convention in the market place.

Fair values

Fair value of unquoted equity investments is determined by reference to the current
market value of another instrument which is substantially the same or is based on
acceptable valuation techniques.

Fair value of quoted equity investments is determined by reference to the Stock
Exchange quoted market bid prices at the close of business on the balance sheet date.

Fair value of financing receivables (net of provisions) is determined based on expected
future cash flows discounted at estimated profit rates for financing recelvables with
similar terms and risk charactenstxcs

Fair value of international Murabaha balances with financial institutions is estimated
based on discounted cash flows using profit rates for items with similar remaining
maturity.

Investments with no reliable measure of their fair values and for which no fair value
information could be obtained are carried at their initiai cost less impairment in vaiue.

Offsetting -

Financial assets and financial liabilities are only offset and the net amount disclosed in
the balance sheet when there is a legally. enforceable right to set off the recognised
amounts and the Bank intends to either settle on a net basis, or to realise the asset and
settle the liability simultaneously.
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3 Cash and cash equivalents

2003 2002

AED 000 AED 000

Balances with UAE Central Bank 424,657 305,093
Balances with other banks and financial institutions 10,496 9,673
Cash 49,928 38,396

Balances with Central Bank and other banks,

financial institutions and cash 485,081 © 353,162
Short term Murabaha with financial institutions 523,562 1,138,125

Short term due to banks and financial institutions (1,100,690) (830,496)
Cash and cash equivalents (92,047) 660,791

In accordance with Islamic Shari'a, no interest is recelvable on balances with banks and
“financial institutions. :

-4 Murabaha and other Islamic financing

2003 2002
AED 000 AED 000
Murabaha 3,480,059 2,359,763
Istisna’a 72,433 57,933
Mudaraba 52,026 41,822
Other financing receivables 8,290 7,127
Gross performing Murabaha and other Islamic
financing 3,612,808 2,466,645
Gross non- performing Murabaha and other .
Islamic financing 17,385 13,798
Total Murabaha and other Islamic financing 3,630,193 2,480,443
Less: Deferred income 136,799 80,828
Less: Provision for impairment 22,897 19,516
3,470,497 2,380,099
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4  Murabaha and other Islamic financing (continUed)

The composition of the gross financing receivables portfolio is as follows:

Middle Other :
UAE East Countries 2003 2002
AED 000 AEDO000 AEDO000 AED 000 AED 000

Commercial and business 1,846,610 505,114 56,599 2,408,323 1,841,042
Private individuals 1,221,870 - 1,221_,870 639,401

December 31, 2003 3,068,480 505,114 56,599 3,630,193

December 31, 2002 2,070,033 410,107 303 2,480,443

The movement in provision for impairment during the year was as follows:

2003 2002

AED 000  AED 000
At January 1 a 19,516 9,691
Charge for the year 3,438 9,825

Written off during the year (57) -

At December 31 ' 22,897 19,516




ABU DHABI ISLAMIC BANK DRA FT 15

Public Joint Stock Company

Notes to the financial statements .
for the year ended December 31, 2003 (continued)

5 ljara financing

This represents net investments in assets leased for periods which either approximate or cover a-
major part of the estimated useful lives of such assets. The lease agreements stipulate that the
lessor undertakes to transfer the leased assets to the lessee upon receiving the final rental

payment.
Net value of minimum lease
payments
2003 2002
AED 000 AED 000
(' Amounts receivable under financing leases
Due within one year 184,481 189,396
Due in the second to fifth year 1,817,605 495,088
Due after five years . 865,829 124,731
2,867,915 809,215
Less: Unearned income ' 296,617 74,395
Deferred income 1,217 232
Net value of minimum lease payments receivable 2,570,081 734,588
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6 Investments

2003 2002
AED 000 AED 000 -
Available for sale investments ‘
Fair value at January 1 399,724 437,313
Additions to investments during the year 228,593 95,861
Payments received during the year (59,221) (38,222)
Sales / disposal during the year (26,262) (100,656)
Increase in fair value - 51,469 5,428
impairment of investments (1,482) -
Fair value at December 31 592,821 399,724

The fair value of the available for sales investments at December 31 are comprised of the
following: :

Investment in quoted securities 440,305 191,623
Investment in quoted unconsolidated fund 62,929 54,741
Investment in unquoted securities 58,189 65,130
Investment in unquoted unconsolidated fund 31,398 88,230
592,821 399,724
2003 2002
AED 000 AED 000

Investments in associates
Cost of investments 35,856 22,035

Total investments : _ 628,677 421,759

Unquoted equity investments with a value of AED 94 million as of December 31, 2003
(2002 — AED 82 million) are carried at cost less provision for impairment. This is due to the
unpredictable nature of future cash flows and lack of other suitable methods of arriving at a
reliable fair value. These investments consist of private equity holdings in companies in the
manufacturing industry in the United States.

During the year the bank acquired a share in the net assets of new associate ‘Abu Dhabi
National Takaful ’ for the amount of AED 13,821,000.
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6 Investments (continued)

Details of the Bank’s investments in unconsolidated funds at December 31 are as
follows: :

Proportion of

Place of Ownership Proportion of
Name of Subsidiary Incorporation Interest Voting Power  Pringipal activity

2003 . 2002 2003 2002
Al Hilal Fund (qﬁoted) Bermuda 92% 90% 92% 90%  Financial investments

Al ljara Fund (unquoted) Cayman Islands 86% 86% 86% 86%  Finance leasing

Details of the Bank’s investments in associates at December 31 are as follows:

Proportion of

Place of Ownership Proportion of
Name of Associate Incorp oration Interest Voting Power Principal activity

2003 2002 2003 2002

Bosna Bank International d.d  Bosnia 27% 27% 27% 27%  Islamic banking

Abu Dhabi National Takaful Abu Dhabi 23% - 23% - Islamic insurance

7 Other assets

2003 2002

AED 000 AED 000

Prepayments 13,057 10,392
Income receivable on investments 7,320 3,180
Others . 19,249 15,676

39,626 29,248
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8 Furniture, fixtures and equipment

Furniture and

leasehold
improvements
AED 000
Cost
At January 1, 2003 : 22,714
Additions 781
Disposals 3)
Transfer from capital work in progress 4,918
At December 31, 2003 28,410
Accumulated depreciation
At January 1, 2003 11,400
Charge for the year ‘ _ 3,848
Disposals (3)
At Decermiber 31, 2003 ' 15,245
Carrying value
At December 31, 2003 _ 13,165
At December 31, 2002 11,314

Computer and
office
equipment
AED 000

36,658
5,135
(146)
3,196

44,843

25,568
5,833
(145)

31,256

13,587

11,090

Motor
vehicles
AED 000

1,734
240
(327)

977
363
(315)

1,025

622

757

DRAFT

Capital work
in progress
AED 000

5,597
9,900

(8,1 1_4-)

7,383

7,383

5,697

18

Total
AED 000

66,703
16,056
(476)

82,283

37,945
10,044
(463)

47,526

34,757

28,758
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9 Due to banks and financial institutions

2003 2002

AED 000 AED 000

Reverse Murabaha 635,364 653,164
Investment accounts 337,655 389,594
Wikkalah deposits 548,819 150,064
Current a_ccounts _ 63,269 : 28,673
1,585,107 1,221,495

In accordance with Islamic Shari’a, no interest is payable on current accounts and
exchange of deposits.

10 Depositors’ accounts

Depositors’ accounts comprise the following:

2003 2002

AED 000 AED 000

Investment accounts 4,196,028 4,082,319
Non-investment accounts 1,028,290 690,484
Wikkalah deposits : 899,208 : 394,178
Reverse Murabaha accounts - - 33,735

6,123,526 5,200,716

The Bank generally invests all of its investment deposits and savings accounts, adjusted
for Central Bank reserve requirements and the Bank’s liquidity requirements, for limited
periods in respect of deposits and unlimited periods for savings.

The distribution to depositors for the year ended December 31, 2003 amounted to AED
46 million (2002 - AED 63 million). The balance payable is included under other liabilities
(note 11). S
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11 Other liabilities

2003

AED 000

Accounts payable 35,279
Accrued profit distribution payable to depositors 11,992
Others _ : 64,390
111,661

The accrued profit distribution is payable to depositors at maturity.

12 Share capital

2003
AED 000
Authorized, issued and fully paid:
100 million ordinary shares of par value AED 10

each 1,000,000

20

2002
AED 000

18,492

21,849
38,020

78,361

2002
AED 000

1,000,000

There were no movements in the share capital of the Bank during 2003 and 2002.
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13 Reserves
Legal reserve

As required by the UAE Federal Commercial Companies Law of 1984 (as amended) and
the Bank’s Articles of Association, 10% of the net profit for the year is transferred to the
legal reserve. The Bank may resolve to discontinue such annual transfers when the reserve
totals 50% of the paid up share capital. The legal reserve is not available for distribution to
the shareholders.’

General reserve
Under Article 57 (2) of the Bank’s Articles of Association, the General Assembly of the
Bank, upon recommendation of the Board of Directors, have resolved to transfer 10% of the

net profit for the year to the general reserve. This reserve shall be used for purposes as
determined by the General Assembly upon the recommendation of the Board of Directors.

14 Proposed dividends
A dividend of AED 0.70 per share, totaling AED 70 million for the year 2003 (2002 — AED

50 million) has been proposed by the Board of Directors and will be submitted for the
approval of the General Assembly.

15 Revaluation reserve

2003 2002

AED 000 AED 000
At January 1 22,791 25,300
Increase in fair value of available for sale
investments 51,469 5,428
Released on sales / disposal of available for sale
investments (3,682) - (7,937)
At December 31 70,578 22,791
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16 Investment income

2003 2002

AED 000 AED 000

Dividend income ' - 16,192 15,852

Profits from Investments in ljara Fund (note 6) 4,061 7,702
Profits on sales / disposals of available for sale

investments 3,682 7,932

23,935 31,486

17 Fees, commissions and foreign exchange income

2003 2002

AED 000 AED 000

Net fees and commissions 36,421 22,699
Net income from dealing in foreign currencies 3,077 1,879
39,498 24,578

18 Basic earnings per share

Basic eamnings per share are calculated by dividing the net profit for the year by the
weighted average number of shares outstanding during the year.

2003 2002
Net profit for the year (AED 000) ' 100,560 75,628
Weighted average number of shares outstanding

during the year (Thousands of shares) 100,000 100,000

Basic earnings per share (AED) 1.006 0.756
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19 Related parties transactions

23

Balances with related parties arise from commercial transactions in the normal course of
business on an amm’s length basis. Balances with related parties ‘at the balance sheet

comprise:
2003
AED 000
Due from:
Receivables and leased assets
- Members of the Board of Directors 30,508
Other assets:
- Abu Dhabi National Takaful 2,900
33,408
Due to:
Due to banks and financial institutions
-Bosna Bank International d.d.. 83
Depositors’ accounts
-Members of the Board of Directors 14,009
- Abu Dhabi National Takaful 65,890
Other liabilities
-ADIB Sentinel Multi Family Fund -
79,982

Irrevocable commitments and contingencies 26,172

2002
AED 000

49,606

49,606

26,200

4,746

175

31,121

7,963




ABU DHABI ISLAMIC BANK w R ARAE 24
Public Joint Stock Company ’ '

Notes to the financial statements
for the year ended December 31, 2003 (continued)

19 Related parties transactions (continued)

Significant transactions with the related parties are comprised of the following:

2003 2002

AED 000 AED 000

Dividends and other investment income 4,119 11,865
Fees income 1,491 2,755
Income from Murabaha, ljara and Istisna’a 1,455 1,081
Profit distribution to depositors 1,282 76

20 Business and geographical segments

Business segments

For management purposes, the Bank is organised into three major business segments:
- Retail banking

Principally handling  the deposits of lndlwdual customers and smalil businesses, and
providing consumer and commercial type Murabaha and ljara facilities.

- Corporate banking

~ Principally handling Murabaha, ljara and Istisna’a facilities for corporate and institutional
customers.

- Investment and treasury

Principally handling banks and customers’ investments as well as treasury operations which
include intemnational Murabaha and Mudaraba, primarily with financial institutions, as well
as the management of the Bank’s funding operations.
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20 Business and geographical segments (continued)

Business segments information for the year ended December 31, 2003 was as follows:

Investment
Retail Corporate and : _
banking banking treasury - Other Total -

AED 000 AED 000 AED 000 AED 000 AED 000

Revenue and results

Operating income 67,243 114,393 82,660 8,056. 272,352

Unallocated costs (125,737)

Profit from operations ' 146,615

Profit distribution to (46,055)
depositors

Net profit for the year ' 100,560

Balance sheet

Assets

Segmental assets 1,280,807 4,770,848 3,118,517 - 9,170,172
Unallocated assets 50,541
Total assets | o o 9,220,713
Liabilities

Segmental liabilities 3,156,105 3,010,334 1,590,581 - 7,757,020
Unallocated liabilities 63,274

Total liabilities 7,820,294
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20 Business and geographical segments (continued)

6

Business segments information for the year ended December 31, 2002 was as follows:

Investment
Retail Corporate and
banking banking treasury Other Total
AED 000 AED 000 AED 000 AED 000 AED 000
Revenue and resuits
Operating income 42,481 76,584 125,397 6,107 250,569
Unallocated costs (111,703)
' Profit from operations 138,866
Profit distribution to
depositors (63,238)
Net profit for the year 75,628
Balance sheet
Assets
Segmental assets 787,242 2,423,389 4,545,111 - 7,755,742
Unallocated assets 47,802
" Total assets 7,803,544
Liabilities
Segmental liabilities 2,882,638 2,326,488 1,244,379 - 6,453,505
Unallocated liabilities 47,067
Total liabilities 6,500,572
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20 Business and geographical segments (continued)

Geographical segments

Although the management of the Bank is based primarily on major business segments,
the Bank operates in two geographical markets; the United Arab Emirates which is
designated as domestic, and the remainder of the Middle East, Europe, the Far East and
the USA which is designated as international. The following table shows the distribution
of the Bank’s operating income, total assets and capital expenditure by geographical
segments: '

Domestic International Total

2003 AED 000 AED 000 AED 000
Total operating income 190,549 _ 81,804 272,353
Total assets 6,062,374 3,158,339 9,220,713
Total liabilities 7,364,904 455,.390 7,820,294
Capital expenditure 16,056 | ' - 16,056
2002 _

Total operating income 126,343 124,226 250,569
Total assets 3,901,218 3,902,325 " 7,803,543
Total liabilities 6,280,483 220,089 6,500,572
Capital expenditure 11 ,3?;3 - 11,333
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21 Concentration of assets, liabilities and off- balance sheet items

- The distribution by geographic region and industry sector was as follows:

The concentration of assets and liabilities by geographical segment is based primarily upon the location of the counter party.

2003 2002
: Commitment : Commitment
' and - ' and
contingent ' : contingent
Assets Liabllities liabilities Assets Liabilities liabllities
AED 000 AED 000 AED 000 AED 000 AED 000 AED 000
Geographical region . .
UAE 6,062,374 7,364,904 3,604,528 3,901,218 6,280,483 2,698,181
Middle East 1,902,299 265,865 104,428 1,650,821 183,607 182,516
Europe 891,845 184,942 64,583 1,898,039 26,208 130,963
Others 364,195 4,583 43,168 353,466 10,274 48,729
. 9,220,713 7,820,294 3,816,707 7,803,544 6,500,572 3,060,389
Industry sector
Banks and financial institutions 2,703,461 1,707,969 37,635 4,433,943 1,243,578 57,447
Trading and manufacturing 522,392 228,512 200,448 306,288 215,958 146,857
Construction and real estate 437,018 59,607 742,026 322,914 38,975 686,485
Telecommunications 322,099 3,298 5,015 296,170 3,342 68
Energy 2,654,166 598,536 1,630,003 723,069 279,697 1,421,952
Others 2,581,577 5,222,372 1,201,580 1,721,160 4,719,022 747,580
9,220,713 7,820,294 3,816,707 7,803,544 6,500,572 3,060,389
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22 Commitments and contingent liabilities
Credit related commitments -

Credit-related commitments include commitments to extend Islamic credit facilities,
standby letters of credit, guarantees and acceptances, which are designed to meet the
requirements of the Bank’s customers.

Commitments to extend Islamic credit facilities represent contractual commitments under
Islamic financing contracts. Commitments generally have fixed expiration dates, or other
termination clauses. Since commitments may expire without being drawn upon, the total
contract amounts do not necessarily represent future cash requirements.

Standby letters of credit, guarantees and acceptances commit the Bank to make
payments on behalf of customers.

The Bank has the following credit related commltrnents and contingencies other than
capital commitments:

2003 2002
AED 000 AED 000
Letters of credit 158,874 158,477
Letters of guarantee 306,097 245,756
Acceptances 10,891 49,328
475,862 453,561

Irrevoca»ble commitments to extend credits:
Maturing in one year or less 2,403,362 1,424,639
Maturing in one year to three years 676,011 656,283
Maturing over three years 245,910 513,741
3,325,283 2,594,663

Capital commitments

At December 31, 2003, the Bank had capital commitments in respect of furniture and
equipment purchases amounting to AED 14 million (2002 — AED 12 million).

23 Funds under management

The aggregate value of the funds managed in a fiduciary capacity at December 31, 2003
amounted to AED 204 million (2002 — AED' 262 million).
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24 Capital adequacy

The capital adequacy ratio of the Bank as of December 31, 2003 was 24.7 % (2002 —
31.86%). This ratio was calculated according to the instruction guidance of the UAE Central
Bank with a minimum ratio of 10%.

25 Zakat

The Bank’s Articles of Association do not authorise management to pay Zakat directly,
accordingly the responsibility of paying Zakat is that of the shareholders.

Based on Management valuation of the Bank’s net assets, which are subject to Zakat, the
share value (for Zakat purposes based on Gregorian year) was estimated for the year 2003
to be AED 8.65 and accordingly Zakat is estimated at AED 0.22 per share.

26 Financial instruments

The main risks to which the Bank’s assets and liabilities are exposed and the main methods
of risk management are as follows:

Credit 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 Banks’ credit risk is
-primarily attributable to facilities - receivable. The Bank seeks to manage credit risk by
monitoring credit exposures, limiting transactions with specific counterparties and
continually assessing the creditworthiness of counterparties. In addition to monitoring credit-
limits, the Bank also enters into collateral arrangements with counterparties in appropriate
circumstances to limit the duration of exposure.

Concentration of credit risks arises 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. Concentration of credit risk indicates
the relative sensitivity of the Bank’s performance to developments affecting a particular
industry or geographical location.
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26 Financial instruments (continued)
Credit risk (continued)

For. details on the composition of Murabaha, ljara and other Islamic financing portfolio
refer to notes 4 and 5. ‘

For segmental information refer to note 20, and for concentration of assets, liabilities and
off — balance sheet items refer to note 21.

Foreign exchange risk

- Foreign exchange risk is managed on the basis of limits determined by the Board of
Directors and a continuous assessment of the Bank’s open position, current and
expected exchange rate movements. The Bank does not engage in foreign exchange
trading and where necessary matches currency exposures inherent in current assets
with liabilities in the same or a correlated currency. .

Price risks

Price risks comprising market and valuation risks are managed on the basis of pre-
determined asset allocations across various asset categories, a continuous appraisal of
market conditions and trends and management’s estimate of long and short term
changes in fair value.

The Bank is not excessively exposed to interest rate risk as its interest-sensitive assets and
liabilities are repriced frequently.

Market risk

Market risk is the risk that the value of a financial instrument will fluctuate as a result of
changes in market prices, whether those changes are caused by factors specific to the
individual ‘security, or its issuer, or factors affecting all securities traded in the market.
The Bank is exposed to market risk with respect to its investments in marketable
securities. The Bank limits market risks by maintaining a diversified portfolio and by the
continuous monitoring of developments in the market. In addition, the Bank actively
monitors the key factors that affect stock and the market movements, including analysis
of the operational and financial performance of investees.
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26 Financial instruments (continued)
Fair values

In the ordinary course- of business, the Bank uses primary financial instruments such as
cash and balances with or due to banks and other financial institutions, investments in
securities, receivables and payables. The Bank does not make use of denvatlve financial
instruments.

While the Bank prepares its financial statements under the historical cost convention
modified for measurement to fair value of available for sale investments, in the opinion of
management, the estimated carrying values and fair values of those financial assets and
liabilities that are not carried at fair value in the financial statements are not materially
different, since assets and liabilities are either short term in nature or in the case of
financing receivables, frequently repriced. For impaired financing receivable balances,
expected cash flows including anticipated realisation of collateral were discounted using
the original effective profit rates, considering the time of collection and a provision for the
uncertainty of the cash flows.

27 Currency risk

The Bank had the following significant net balances of assets denominated in foreign
currencies:

2003 2002

AED 000 AED 000

US Dollars : . 4,194,536 4,268,458
Qatari Riyal 44,862 52,724

Other currencies 22,937 25,187

28 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 sources of funding to dry up immediately. To guard against this
risk, management have diversified funding sources and assets are managed with
liquidity. in mind, maintaining a healthy balance of cash, cash equivalents and readlly
marketable securities.
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28 Liquidity risk (continued)

The table below summarises the maturity profile of the Bank’s assets and liabilities. 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 liquid funds. The maturity profile is monitored by management to ensure
that adequate liquidity is maintained. The maturity profile of the assets and liabilities at year
end is based on contractual repayment arrangements.

‘The maturity profile of the assets and liabilities at December 31 » 2003 was as follows:

Within 3 3to6- 6to12 1to 3 Over 3
months months months years years Total
AED 000 AED 000 AED 000 AED 000 AED 000 AED 000
Assets
Balances with banks 485,081 - - - - 485,081
and financial '

institutions, Central
Bank and cash

Murabaha with 856,798 619,211 109,627 406,358 - 1,991,994
financial institutions _
Murabaha and other 1,702,372 602,652 635,621 393,042 136,810 3,470,497
Islamic financing _
ljara financing 40,849 39,818 59,244 . 423,877 2,006,293 2,570,081
Investments 1,756 1,786 - 3,668 11,751 609,716 628,677 - -
Other assets 31,534 4,268 3,039 785 - 39,626
Furniture, fixtures and
equipment .- - - - 34,757 34,757

3,118,390 1,267,735 811,199 1,235,813 2,787,576 9,220,713

Liabilities and equity '
Due to banks and 1,348,863 36,725 199,519 - , - 1,585,107

financial institutions :
Depositors’ accounts 5,062,024 487,247 559,812 12,974 1,469 6,123,526
Other liabilites 87,069 5,181 7,387 132 11,892 111,661

Equity : 70,000 - - 1,330,419 1,400,419

6,567,956 529,153 766,718 13,106 1,343,780 9,220,713
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28 L|qu1d|ty risk (continued)

The maturity profile of the assets and liabilities at December 31, 2002

was as follows:

Assets

Balances with banks
and financial
institutions, Central
Bank and cash

Murabaha with
financial institutions

Murabaha and other

Islamic financing
ljara financing

Investments

Other assets

Fumiture, fixtures and

equipment

Liabilities and equity

Due to banks and

financial institutions
Depositors’ accounts
Other liabilities

Equity

Within 3 3to6 6to 12 1to3 Over 3

months months months years years Total
AED 000 AED 000 AED 000 AED 000 AED 000 AED 000
353,162 - < - - 353,162
1,893,918 1,315,247 174,413 472,352 - 3,855,930
492,168 1,025,651 610,426 203,130 48,724 2,380,099
16,898 50,470 108,587 290,535 268,098 734,588
9,849 6,453 5,674 30,085 369,698 421,759
22,732 3,184 2,455 817 60 29,248
- - - - 28,758 28,758
2,788,727 2,401,005 901,555 996,919 715,338 7,803,544
936,895 85,081 199,519 - - 1,221,495
4,017,162 549,737 633,515 302 - 5,200,716
51,326 12,580 8,201 112 6,142 78,361
50,000 - - - 1,262,972 1,302,972
5,055,383 647,398 841,235 414 1,259,114 7,803,544
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29 Employees

The total number of the Bank employees at December 31, 2003 is 483 employees (2002
- 402 employees).

30 Comparative financial information

Certain comparative figures for the prior year have been reclassified, where necessary, to

conform with the current year presentation.

31 Date of authorization for issue

The financial statements were approved by the Board of Directors and authorized for
issue on xx 0000 2004. .
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INDEPENDENT AUDITOR’S REPORT

To the shareholders of
Abu Dhabi Islamic Bank
Abu Dhabi, UAE

We have audited the accompanying balance sheet of Abu Dhabi Islamic Bank — Public Joint Stock
Company as of December 31, 2004 and the related statements of income, changes in shareholders
equity and cash flows for the year then ended. These financial statements are the responsibility of the
Bank’s management. Our 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 plan and perform our audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audit provides a reasonable basis
for our opinion.

In our opinion, the financial statements, referred to above, present fairly, in all material respects, the
financial position of Abu Dhabi Islamic Bank as of December 31, 2004 and the results of its
operations and its cash flows for the year then ended in accordance with International Financial
Reporting Standards.

Also, in our opinion, proper books of account are maintained by the Bank, and the contents of the
accompanying Board of Directors’ report are in agreement with the books of account. We have obtained
all the information and explanations which we considered necessary for the purpose of the audit and
to the best of our knowledge and belief no violations of the UAE Federal Commercial Companies
Law of 1984 (as amended) or the Articles of Association of the Bank have occurred during the year
which would have had a material effect on the financial position of the Bank or on its results of
operations.

The accompanying financial statements have been prepared for submission to the United Arab

Emirates Central Bank and are yet to be approved by the Central Bank. The financial statements
should not be published until such approval is obtained.

for Deloitte & Touche

<< % 1.0 o
A Abu Dhabi - U.AE. /’
0 P.0.Box : 930 Q /
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Registration Number 410
January 19, 2005
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ABU DHABI ISLAMIC BANK
Public Joint Stock Company

Balance sheet
as at December 31, 2004

ASSETS

Balances with banks, financial institutions, Central
Bank and cash

Murabaha with financial institutions

Murabaha and other Islamic financing

[jara financing

Investments

Other assets

Property, plant and equipment

Total assets

LIABILITIES

Due to banks and financial institutions
Depositors’ accounts
QOther liabilities

Total liabilities

SHAREHOLDERS’ EQUITY

Share capital

Legal reserve
General reserve
Accumulated profits
Proposed dividends
Revaluation reserve

Total shareholders’ equity

Total liabilities and shareholders’ equity

Commitments and contingent liabilities

PN I

Mohamed Bin Humooda
Chairman of the Board

Notes

(7]

=B B NNV I <N

10
11

12
13
13

14
15

22

2004
AED 000

611,126
3,461,418
4,588,685
3,126,797

791,777

63,092
44,274

12,687,169

1,435,979
9,568,836
176,711

11,181,526

1,000,000
56,161
56,161

199,529
70,000
123,792

1,505,643

12,687,169

4,177,287

N2

2003
AED 000

485,081
1,991,994
3,470,497
2,570,081

628,677

39,626
34,757

9,220,713

1,585,107
6,123,526
111,661

7,820,294

1,000,000
43,870
43,870

172,101
70,000
70,578

1,400,419

9,220,713

3,816,707

Abdul AziZ Al Mehairi
Acting Chief Executive Officer

The accompanying notes are an integral part of these financial statements.
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Income statement
for the year ended December 31, 2004

Notes
OPERATING INCOME

Income from Murabaha and Mudaraba with

financial institutions, net
Income from Murabaha, [jara and other

Islamic financing, net
Investment income 16
Fees, commissions and foreign exchange

income, net 17
Other operating income

OPERATING EXPENSES

Staff costs

General and administrative expenses

Depreciation 8

Provision for Islamic Financing 4 &5
Impairment of investments 6

Profit from operations, before distribution
to depositors
Distribution to depositors

Net profit for the year

Basic earnings per share 18

2004
AED 000

48,241

377,739
34,084

28,752
1,729

490,545

103,417
42,507
11,895
51,409
14,504

223,732
266,813
(143,903)
122,910

AED 1.229

The accompanying notes are an integral part of these financial statements.

2003
AED 000

54,190

152,846
23,935

39,498
1,883

272,352

78,586
32,187
10,044
3,438
1,482

125,737

146,615

(46,055)

100,560

AED 1.006
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Statement of changes in equity
for the year ended December 31, 2004

Share Legal General  Accumulated Proposed Revaluation
Notes capital reserve reserve profits dividends reserve Total
AED 000 AED 000 AED 000 AED 000 AED 000 AED 000 AED 000
Balance at January 1, 2003 1,000,000 33,814 33,814 162,553 50,000 22,791 1,302,972
Increase in fair values of available for sale
investments 15 - - - - - 51,469 51,469
Released on sales / disposal of available for
sale investments 15 - - - - - (3,682) (3,682)
Net profit for the year - - - 100,560 - - 100,560
Transfer to reserves 13 - 10,056 10,056 (20,112) - - -
Directors’ remuneration - - - (500) - - (900)
Dividends paid - - - - (50,000) - (50,000)
Proposed dividends _ 14 - - - (70,000) 70,000 - -
Balance at January 1, 2004 1,000,000 43,870 43,870 172,101 70,000 70,578 - 1,400,419
Increase in fair values of available for sale
investments 15 - - - - - 57,092 57,092
Released on disposal of available for sale
investments 15 - - - - - (9,686) (9,686)
Released on impairment of available for sale
investments 15 - - - - - 5,808 5,808
Net profit for the year - - - 122910 - - 122,910
Transfer to reserves : 13 - 12,291 12,29] (24,582)- - - -
Directors’ remuneration - - - (900) - - (900)
Dividends paid - - - - (70,000) - (70,000)
Proposed dividends 14 - - - (70,000) 70,000 - -
Balance at December 31, 2004 1,000,000 56,161 56,161 199,529 70,000 123,792 1,505,643

The accompanying notes are an integral part of these financial statements.

P -
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Public Joint Stock Company

Statement of cash flows
for the year ended December 31, 2004

Operating activities
Net profit for the year

Adjustments for:
Depreciation
Provision for impairment of Islamic financing and
investments
Gain on sale of investments
Loss (gain) on disposal of property, plant and equipment

Operating profit before changes in operating assets and
liabilities

(Increase) decrease in Murabaha with financial institutions

Increase in Murabaha and other Islamic financing

Increase in [jara financing

Increase in other assets

Decrease (increase) in due to banks and financial
institutions

Increase in depositors’ accounts

Increase in other liabilities

Cash from (used in) operations
Directors’ remuneration paid

Net cash from (used in ) operating activities

Investing activities

Purchase of investments

Proceeds from sale of investments

Purchase of property, plant and equipment

Proceeds from sale of property, plant and equipment

Net cash used in investing activities

Financing activities
Dividends paid

Net cash used in financing activities

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of the year

Cash and cash equivalents at the end of the year (Note 3)

2004
AED 000

122,910

11,895
65,913

(9,686)
39

191,071
(740,726)
(1,150,418)
(575,895)
(23,466)
(181,448)

3,445,310
65,050

1,029,478
(900)

1,028,578

(150,566)
35,862

(21,527)
76

(136,155)

(70,000)
(70,000)

822,423
(92,047)

730,376

The accompanying notes are an integral part of these financial statements.

2003
AED 000

100,560

10,044
4,920

(3,682)
(13)

111,829
1,249,373
(1,093,836)
(1,835,493)
(10,378)
93,418

922,810
33,300

(528,977)
(900)

(529,877)
(242,414)
85,483

(16,056)
26

(172,961)

(50,000)
(50,000)

(752,838)
660,791

(92,047)

]
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Notes to the financial statements
for the year ended December 31, 2004

1 General

Abu Dhabi Islamic Bank — Public Joint Stock Company (the Bank) is incorporated in the Emirate of
Abu Dhabi - United Arab Emirates in accordance with the provision of UAE Federal Commercial
Companies Law No. (8) of 1984 (as amended) and the Amiri Decree No. 9 of 1997.

The principal activities of the Bank consist of Islamic financing, investments, commercial and other
banking services activities in accordance with Islamic Shari’a as approved by the Bank’s Fatwa and
Shari’a Supervisory Board.

The Bank operates solely in the United Arab Emirates through 16 branches (2003 —14 branches)

The financial statements are presented in UAE Dirhams (AED) since this is the currency in which
the majority of the Bank’s transactions are denominated.

Following are definitions of the main Islamic financing instruments of the Bank:
Murabaha

Murabaha is the sale of commodities at cost plus an agreed upon profit margin, whereby the seller
informs the buyer of the price at which the deal will be completed and also the amount of profit to be
recognised.

Istisna’a

Istisna'a is a sale contract between a contract owner and a contractor, whereby the contractor based on an
order from the contract owner undertakes to manufacture or otherwise acquire the subject matter of the
contract according to specifications, and sells it to the contract owner for an agreed upon price and
method of settlement whether that be in advance, by installments or deferred to a specific future date.

Qard Hasan

Qard Hasan is a non-profit bearing financing intended to allow the borrower to use the loaned funds for a
period of time with the understanding that the same amount of the loaned funds would be repaid at the
end of the Qard period.

Mudaraba
Mudaraba is a contract between the Bank and a client, whereby the Bank extends a certain amount of.

money to the client to be invested in a project or certain activity against a fixed share of the profit
representing the total profit for the project less the client’s share as a Mudarib.

(ot}
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Notes to the financial statements
for the year ended December 31, 2004 (continued)

1 General (continued)

Wakalah

Wakalah is an Islamic transaction involving the Muwakkil (the principal) who wishes to appoint the
Wakkil (the agent) to be the agent of Muwakkil with respect to the investment of the Muwakkil’s
funds in Islamically acceptable transactions.

2 Summary of significant accounting policies

The financial statements have been prepared in accordance with International Financial Reporting
Standards (IFRS) and applicable requirements of the UAE Central Bank regulations.

The financial statements have been prepared based on the historical cost convention, except for the
measurement at fair value of certain financial instruments. The principal accounting policies adopted
are set out below:

Murabaha with financial institutions and Mudaraba

Murabaha and Mudaraba are stated in the balance sheet at cost less any amounts written off and
provision for impairment, if any.

Murabaha and other Islamic financing
These are stated at amortised cost less provision for impairment.

Ijara financing

Tjara financing are finance lease receivables stated at amounts equal to the net investment outstanding in
the leases including the income earned thereon.

Provision for impairment of financial assets

At each balance sheet date, the Bank reviews the carrying amounts of its intangible assets to determine
whether there is any indication that those assets have suffered an impairment loss. If any such indication
exists, the recoverable amount of the asset is estimated in order to determine the extent of the impairment
loss (if any). Where it is not possible to estimate the recoverable amount of an individual asset, the Bank
estimates the recoverable amount of the cash-generating unit to which the asset belongs.

The provision for impairment of Murabahas and others Islamic financing also covers losses where there
is objective evidence that probable losses are present in components of Murabahas and others Islamic
financing portfolio at the balance sheet date. These are estimated based on historical patterns of losses in
each component, and the credit ratings allocated to the borrowers and reflecting the current economic
climate in which the borrowers operate.
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for the year ended December 31, 2004 (continued)

2 Summary of significant accounting policies (continued)
Investments
Held to maturity

Investments which have fixed or determinable payments and are intended to be held to maturity, are
carried at amortised cost, less provision for impairment in value. Amortised cost is calculated by
taking into account any discount or premium on acquisition.

Available for sale investments

Investments are recognised on a trade date basis. Investments classified as “available for sale” are
initially recognised at cost and are measured at fair value at subsequent reporting dates. Increases or
decreases in the fair value of these investments are taken to revaluation reserve under shareholders’
equity, until the security is disposed of or is determined to be impaired, at which time the cumulative
gain or loss previously recognised in equity is included in the income statement for the period.

Investment in subsidiary companies

A subsidiary is defined as an enterprise controlled by the parent. Control is presumed to exist when
the parent owns, directly or indirectly, more than 50% of the voting power of an enterprise or where
the parent has the power to govern the financial and operating policies of the enterprise under a
statute or an agreement.

Subsidiary companies formed or acquired with the intention of resale in the near future are not
consolidated as control is intended to be temporary. The unconsolidated subsidiaries are accounted
for in the same manner as available for sale investments.

Investments in associates

An associate is an enterprise over which the Bank is in a position to exercise significant influence,
but not control, through participation in the financial and operating decisions of the investee.

The results and assets and liabilities of associates are incorporated in these financial statements using
the cost method of accounting. Investment in associates are carried in the balance sheet at cost, less
any impairment in the value of individual investments.

Property, plant and equipment

Property, plant and equipment are stated at cost less accumulated depreciation and any recognised
impairment losses, if any.
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Notes to the financial statements
for the year ended December 31, 2004 (continued)

2 Summary of significant accounting policies (continued)
Property, plant and equipment (continued)

Depreciation is charged so as to write off the cost or valuation of assets, over their estimated useful
lives, using straight-line method at the following annual rates:

Property 20 years
Furniture and leasehold improvements 7 years
Computer and office equipment 4 years
Motor Vehicles 4 years

Capital work in progress is stated at cost and not depreciated, when commissioned, assets under
construction are transferred to the appropriate property, plant and equipment asset category and
depreciated in accordance with the Bank’s policies.

Non-investment accounts

Non-investment accounts represent, in accordance with Islamic Shari’a, Qard Hasan from depositors
to the Bank and take the form of current accounts. These accounts are not entitled to profit nor do
they bear any risk of loss, as the Bank guarantees to pay the related balance on demand. Investing
Qard Hasan is made at the discretion of the Board of Directors of the Bank and the results of such
investments are attributable to the shareholders of the Bank.

Investment accounts

Investment accounts may take the form of investment deposits, which are valid for specified periods
of time ranging from one month to 12 months, and are automatically renewable on maturity for the
same period unless the concerned depositors give written notice to the contrary, or take the form of
investment saving accounts for unspecified periods. In all cases, investment accounts receive a
proportion of the profit and bear a share of loss based on the results of the financial period
determined by the Board of Directors of the Bank.

Reverse Murabaha

Reverse Murabaha is an Islamic transaction involving the Bank’s purchase of an asset from a
counterparty and settlement thereof at cost plus an agreed profit on a deferred payment basis. The
purchase price is payable to the counterparty on maturity. Reverse Murabaha is included in the
balance sheet under counterparty deposits and the accrued profit payable to the counter party is
classified under other liabilities.

&
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Notes to the financial statements
for the year ended December 31, 2004 (continued)

2 Summary of significant accounting policies (continued)

End of service benefits and pension contributions

A provision is made for amounts payable to the employees for end of service benefits, which is
calculated in accordance with the provisions of the Federal Labour Law of the United Arab Emirates.

Pension contributions in respect of UAE nationals are payable to the Finance Department of the Abu
Dhabi Government, and calculated in accordance with Government regulations.

Provisions

Provisions are recognised at the management’s best estimate, when the Bank has a present obligation
(legal or constructive) arising from a past event, and the costs to settle the obligation are both
probable and able to be reliably measured.

Foreign currencies

Transactions in currencies other than UAE Dirhams (AED) are initially recorded at the rates of
exchange prevailing on the dates of the transactions. Monetary assets and liabilities denominated in
such currencies are retranslated at the rates prevailing on the balance sheet date. Profits and losses
arising on exchange are included in the income statement for the period. '

Fiduciary assets

Assets held in trust or in a fiduciary capacity are not treated as assets of the Bank and accordingly are
not included in these financial statements.

Trade and settlement date accounting

All “regular way” purchases and sales of financial assets are recognised on the trade date, i.e. the
date that the entity commits to purchase or to sell the asset. Regular way purchases or sales are
purchases or sales of financial assets that require delivery of assets within the time frame generally
established by regulation or convention in the market place.
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Notes to the financial statements ‘
for the year ended December 31, 2004 (continued)

2 Summary of significant accounting policies (continued)
Revenue recognition

Income from Murabaha, Jjara and other Islamic financing are recognised on a time apportionment
basis.

Income from Istisna’a is recognised on a pattern reflecting a constant periodic return on the net
investment outstanding.

Dividend income is recognised when the right to receive payment is established.
Fees and commission income is recognised at the time the related services are provided.
Cash and cash equivalents

Cash and cash equivalents consist of cash balances with the UAE Central Bank, current accounts

with other banks and financial institutions and short term international Murabaha with and due to -

financial institutions that are maturing within 30 days of the date of acquisition.

Fair values

Fair value of unquoted equity investments is determined by reference to the current market value of
another instrument which is substantially the same or is based on acceptable valuation techniques.

Fair value of quoted equity investments is determined by reference to the Stock Exchange quoted
market bid prices at the close of business on the balance sheet date.

Fair value of financing receivables (net of provisions) is determined based on expected future cash
flows discounted at estimated profit rates for financing receivables with similar terms and risk
characteristics.

Fair value of international Murabaha balances with financial institutions is estimated based on
discounted cash flows using profit rates for items with similar remaining maturity.

Investments with no reliable measure of their fair values and for which no fair value information
could be obtained are carried at their initial cost less impairment in value.

Offsetting

Financial assets and financial liabilities are only offset and the net amount disclosed in the balance
sheet when there is a legally enforceable right to set off the recognised amounts and the Bank intends
to either settle on a net basis, or to realise the asset and settle the liability simultaneously.

i e - o ™
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Notes to the financial statements
for the year ended December 31, 2004 (continued)

3 Cash and cash equivalents
2004 2003
AED 000 AED 000
Balances with UAE Central Bank 540,745 424,657
Balances with other banks and financial institutions 5,603 " 10,496
Cash 64,778 49,928
Balances with Central Bank and other banks, financial -
institutions and cash 611,126 485,081
Short term Murabaha with financial institutions 1,252,261 523,562 \ ! .
Short term due to banks and financial institutions (1,133,011) (1,100,690) b
Cash and cash equivalents 730,376 (92,047)
In accordance with Islamic Shari’a, no interest is receivable on balances with banks and financial ;
institutions.
4 Murabaha and other Islamic financing
2004 2003 i
AED 000 AED 000 5
e
Murabaha 4,398,964 3,480,059 ' .
Istisna’a 79,111 72,433 e
Mudaraba 347,761 52,026 |
Other financing receivables 8,422 8,290 ]
Gross performing Murabaha and other Islamic ;
financing 4,834,258 3,612,808 iy
Gross non- performing Murabaha and other Islamic i
financing - 34,444 17,385 It
S — i
Total Murabaha and other Islamic financing 4,868,702 3,630,193 W
Less: Deferred income (225,132) (136,799) S
Less: Provision for impairment (54,885) (22,897) ;giﬁj

4,588,685 3,470,497
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Notes to the financial statements
for the year ended December 31, 2004 (continued)

4 Murabaha and other Islamic financing (continued)

The composition of the gross financing receivables portfolio is as follows:

Middle Other
UAE East Countries 2004 2003
AED 000 AED 000 AED 000 AED 000 AED 000
Commercial and business 2,338,740 755,310 148,917 3,242,967 2,408,323
Private individuals 1,625,735 - - 1,625,735 1,221,870 !
December 31, 2004 3,964,475 755,310 148,917 4,868,702 - .
December 31, 2003 3,068,480 505,114 56,599 3,630,193 |

The movement in provision for impairment during the year was as follows:

2004 2003
AED 000 AED 000
At January 1 22,897 19,516
Charge for the year 32,230 3,438
Written off during the year (242) 67N )
| I
At December 31 54,885 22,897 0P

The Bank has entered into a share financing agreement with certain customers, pursuant to which the M
formalities” procedures and Murabaha agreement will be signed with those customers.
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Notes to the financial statements
for the year ended December 31, 2004 (continued)

5 Ijara financing

This represents net investments in assets leased for periods which either approximate or cover a major part
of the estimated useful lives of such assets. The lease agreements stipulate that the lessor undertakes to
transfer the leased assets to the lessee upon receiving the final rental payment.

Net value of minimum lease

payments
2004 2003
AED 000 AED 000 _
Amounts receivable under financing leases C
Due within one year 357,508 184,481
Due in the second to fifth year 2,166,409 1,817,605
Due after five years 1,212,231 865,829
3,736,148 2,867,915
Less: Unearned income (588,098) (296,617)
Deferred income 2,074) (1,217)
Provision for impairment (19,179) -
Net value of minimum lease payments receivable 3,126,797 2,570,081
As at December 31, 2004, the non performing Ijara financing amounted to AED 19 million (2003 — ’ ¢ j

Nill).
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6 Investments
2004 2003 -

AED 000 AED 000
Available for sale investments
Fair value at January 1 592,821 399,724
Additions to investments during the year 43,717 \ 228,593
Payments received during the year (7,811) (59,221)
Sales/disposal during the year (28,048) (26,262)
Increase in fair value 57,092 51,469
Impairment of investments (3,188) (1,482)

Fair value at December 31 654,583 592,821

The fair value of the available for sales investments at December 31 are comprised of the following:

Investment in quoted securities 469,097 440,305
Investment in quoted unconsolidated fund 63,416 62,929
Investment in unquoted securities 99,972 58,189
Investment in unquoted unconsolidated fund 22,098 31,398

654,583 592,821

Held to maturity investment
Cost of investments 106,846 -

Investments in associates
Cost of investments 30,348 35,856

Total investments 791,777 628,677

Unquoted investments with a value of AED 130 million as of December 31, 2004 (2003 — AED 94
million) are carried at cost less provision for impairment. This is due to the unpredictable nature of
future cash flows and lack of other suitable methods of arriving at a reliable fair value. These
investments consist mainly of companies in the United States and an equity holding in a private
Islamic bank in Bosnia.
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6 Investments (continued)

16

Details of the Bank’s investments in unconsolidated funds at December 31 are as follows:

Place of

Name of Fund Incorporation

Al Hilal Fund (quoted) Bermuda

Al ljara Fund (unquoted) Cayman Islands

94%

86%

Proportion of
Ownership
Interest

2004 2003

86%

92%

Proportion of
Yoting Power

2004 2003
94% 92%

86% 86%

Principal activity

Financial investments

Finance leasing

Details of the Bank’s investments in associates at December 31 are as follows:

Place of

Name of Associate Incorporation

Bosna Bank International d.d Bosnia

Abu Dhabi National Takaful Abu Dhabi

7 Other assets

Prepayments

Income receivable on investments
Others

Proportion of
Ownership
Interest

2004 2003

27% 27%

23% 23%

Proportion of
YVoting Power

2004 2003

27% 27%

23% 23%

2004
AED 000

15,576

8,505
39,011

63,092

Principal activity

Islamic banking

Islamic insurance

2003
AED 000

13,057

7,320
19,249

39,626
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8 Property, plant and equipment

Furniture and

leasehold
Property  improvements
AED 000 AED 000
Cost
At January 1, 2004 - 28,410
Additions - 2,473
Disposals - (96)
Transfer from capital work in progress 6,196 849
At December 31, 2004 6,196 31,636
Accumulated depreciation
At January 1, 2004 - 15,245
Charge for the year 78 4,479
Disposals - &2))
At December 31, 2004 78 19,673
Net book value
At December 31,2004 6,118 11,963
At December 31, 2003 - 13,165
ey

Computer and
office
equipment
AED 000

44,843
7,897
(1,369)
3,462

54,833

31,256
7,025
(1,359)

36,922

17,911

13,587

Motor
vehicles
AED 000

1,647
202
(355)

57

1,551

1,025
313
(295)

1,043

508

622

17
Capital work
in progress Total
AED 000 AED 000
7,383 82,283
10,955 21,527
- (1,820)
(10,564) -
7,774 101,990
- 47,526
- 11,895
- (1,705)
- 57,716
7,774 44,274
7,383 34,757




ABU DHABI ISLAMIC BANK 18
Public Joint Stock Company

Notes to the financial statements
for the year ended December 31, 2004 (continued)

9 Due to banks and financial institutions
2004 2003
AED 000 AED 000
Reverse Murabaha 222,136 635,364
Investment accounts 127,143 337,655
Wakalah deposits 1,038,703 548,819
Current accounts 47,997 63,269
1,435,979 1,585,107 )

In accordance with Islamic Shari’a, no interest is payable on current accounts.

10 Depositors’ accounts

2004 2003

AED 000 AE