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Vision

To be the leading provider of high standard Shari’ah compliant innovative financial

products, quality service and superior value for its customers, shareholders, employees

and the community

Mission

Our 3S mission is to provide innovative & high standard financial products & services

governed by Islamic Shari’ah provision to enrich the society

Service Shari’ah Society
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‘It is the Vision, Values and determined efforts of an organisation that
defines leadership in today’s extremely competitive environment.’
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Message from the Chairman

Emirates Islamic Bank is today recognised for its leadership qualities in the market for

continually delivering outstanding Shari’ah-compliant tools to a diverse range of

businesses and individuals. Presently, we offer a host of Corporate, Retail, Priority and Asset

Management banking products and services to a variety of customers.

Emirates Islamic Bank adheres to the principles of Shari’ah, overseen by scholars of

economics & Islamic law, with products that are responsive to market requirements, while

satisfying the need for highly professional personalised services. 

Going forward, we shall remain fully focused on our strategic priorities and execution

capabilities. We will increase stockholder value and seek new ways to enhance our brand

while ensuring strict compliance to  Shari'ah. 

We will build and nurture relationships that are built on trust, mutual understanding and

on our six important values: Shari'ah, Professionalism, Service, Innovation, Simplicity and

Transparency. 

Finally, I would like to thank everyone involved with Emirates Islamic Bank for helping us

become such a respected institution in such a short space of time. Your support will

continue to be of immense value to us.

Saeed Mohd Al Sharid,
Chairman, Emirates Islamic Bank.
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‘Accept the challenges, so that you may feel the exhilaration of victory.’
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Message from the CEO

The admirable accomplishments of the UAE banking industry as a whole were reported last

year, side-by side with the extraordinary growth of the Islamic finance industry, which was

able to surpass its conventional banking counterpart in almost all respects.

During 2006, Islamic banks as a group continued to outperform conventional banks in

asset, deposit, profits and equity growth.  

During 2006, Islamic banks’ assets have grown at 58 percent.  The growth in Islamic banks’

assets was slightly lower than in previous year, when it was 59 percent.  In comparison,

conventional banks’ assets grew during 2006 at 33 percent. That was a slower level than in

the previous year when they grew at 39 percent, which was their peak growth since the

turn of the century.  

Islamic banks’ deposits have grown during 2006 by 45 percent, compared to 54 percent in

previous year. Despite the decline, deposit growth of Islamic banks remained robust.

Meanwhile, conventional banks’ deposits grew at 28 percent, compared to a peak of 34

percent last year.  Here again, we note consistently higher growth in Islamic banks’

deposits.

Profit growth of Islamic banks peaked last year to 137 percent, compared to 99 percent of

conventional banks’ profits.  This was an exceptional year in many respects, and no one

expected the continuation of such performance.  During 2006, Islamic banks profits still

grew at a very high rate of 91 percent, while conventional banks profits declined by 9

percent.  Once more, profit growth of Islamic banks has demonstrated distinctive and

consistent robustness.  

Profit growth was accompanied by the growth of equity at 29 percent for Islamic banks

and 48 percent for conventional banks.   Such decline in equity growth means that Islamic

banks have relied solely on their retained profits to increase their equity.  Despite that, their

growth rates of assets, deposits and profits continued to exceed the same rates for

conventional banks.
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‘Small opportunities are often the beginning of great enterprises.’
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8

The market share of Islamic finance in the UAE has been consistently rising since the year

2000, regardless of its measurement.  Between 2005 and 2006, the Islamic finance industry

has been able to expand its market share.  The asset share increased from 13.0 to 15.1

percent.  The deposit share increased from 13.9 to 15.5 percent.  The profit share almost

doubled, from 9.6 to 18.4 percent.  Only the equity share declined from 17.2 to 15.4

percent. The dawning of 2007 witnessed the announcements of three new entrants into

Islamic banking.  Naturally, the latest growth in equity share is expected to bounce back

and exceed the growth of the equity of conventional banks.

If we considered the average rates of growth of Islamic finance shares during 2000-2006,

and assumed that such average rates would continue to rule out for the next four years,

we can expect the share of the UAE Islamic finance industry to approach one third by the

year 2010.   This means that the phenomenal growth for Islamic banking will continue for

years to come.  

When the decision of the shareholders to transform the Middle East Bank to the Emirates

Islamic Bank, EIB, was evaluated last year, it was proven timely as well as farsighted.

Further proofs have been manifested in the EIB performance during 2006, which exceeded

the excellent performance record for 2005.  Asset growth reached 118 percent, compared

to 105 percent last year.  

Despite the fact that the deposit growth rate last year, which was 192 percent, was

justified by the EIB being a newly converted Islamic bank, its deposit growth continued to

be high and exceeded 151 percent in 2006.  In addition, deposits rose from more than 4

times to more than 9 times equity.  Similarly, assets when compared to equity exceeded ten

folds in 2006 compared to more that 5 folds in 2005.  

We can therefore say with confidence that the EIB stands well prepared to face the

challenges of more competition in the industry, whether from conventional or Islamic

sources.  The EIB will continue to stand steadfast in guarding the quality of its products,

and in particular their Shari`ah conformity.  This uncompromising stand represents a major

point of strength that has been an important factor behind the strong confidence of our

customers.  We will continue to look forward for further expansion and healthy growth,

which we would be happy to share with the Islamic finance industry.

Ebrahim Fayez Al Shamsi,
Chief Executive Officer.
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Board of Directors
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The Management Team
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Chief Executive Officer

Ebrahim Fayez Al Shamsi

General Manager - Retail
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Faisal Aqil

Chief Financial Officer
Ahmad Fayez Al Shamsi

Head, Credit Division
Zahid Rashid

General Manager - Corporate &
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Shari’ah
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Our guiding spirit is compliance to Shari’ah. This is key to our business model as we do not charge or pay interest

and instead of ordinary credit facilities such as loans and overdrafts, we use Shari’ah-compliant financing

methods such as Murabaha, Ijarah, Ististna, Salam etc.

We believe in sharing profits and risks instead of becoming creditors. This is unlike the interest-based commercial

banking system, where pressure is on the borrower to repay the loan with the agreed interest, regardless of the

success or failure of the individual’s venture. 

In lieu of paying interest on savings accounts or investing customers’ money in interest paying funds, we use

Islamic profit-sharing structures and Islamic investment funds. The result being our customers receive rewarding

banking services at all times and become our partners.

In short, Shari’ah compliance and customer focus is central to everything we do.

14
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Professionalism
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Encouraging equality whilst embracing diversity is about recognising that people from various cultural, ethnic,

racial and gender backgrounds can help enhance our business. Customers and staff from various backgrounds and

nationalities contribute to making Emirates Islamic Bank a forward-thinking organisation with diverse offerings. 

In line with the above belief and our Shari’ah focus we always seek to develop innovative and customer-driven

solutions, keeping in mind their diverse needs. This ensures we remain people driven organisation with a clearly

defined set of values including Shari'ah-compliancy, Professionalism, Service, Innovation, Simplicity and

Transparency.

Internally, we ensure that our employees remember that all customers are important to us and deserve our

complete and equitable attention.

16
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Service
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Our approach to service differs greatly from the norm. While some institutions aim only for customer service,

Emirates Islamic Bank especially aims for customer loyalty on a sustainable basis.  We achieve this by providing

cutting-edge products and a first-rate personalised service that helps improve the quality of our customer’s life.

Our efforts have not gone unrecognised. Ethos Consultants, in their recent customer survey, credited us with

being the Best Islamic Bank for Customer Service in the UAE.    

We value our customers unconditional trust in our service. Equally, we appreciate their feedback which we

continously incorporate towards giving them a better banking experience.  

Another important aspect of ‘Service’ is our contribution to societal wellbeing. Philanthropic activities are an

intrinsic part of our values. Our corporate governance initiatives include donating to charities, sponsoring

sporting events, financing major infrastructural projects and even supporting budding entrepreneurs. These are

just a few ways in which we fullfill our cherished goal of serving the community.

18
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Simplicity
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Simplicity is power. The power to do more of what matters and less of what does not. We believe simplicity works

because it is based on human nature and common sense. Making the right choices fast, in an ever-changing world

is the toughest, but the most delightful part of our work.

In our customer’s context, we believe simplicity is about changing how we add value to our customers’ experience

by providing easy-to-use, value added products and services that help them live their lives with greater

convenience. 

In line with the above belief, we are committed to offering simple, Shari’ah based, user-friendly facilities that

satisfy the varied needs of our customers,  whose endorsements have substiantially contributed to the impressive

growth of our customer base. Today, we are a widely recognised financial institution and an integral part of the

UAE society, simply because we have endevoured to provide solutions to our customers and not merely generic

banking products.

20
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Innovation
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Innovation is not only a key component of our business model but also a major tool for acquiring new business

and effectively serving our existing customers. 

As consumer confidence grows with advanced technology, innovation will continue to thrive. New technology

matters more than ever and is one of the focus areas of our business model. This includes customer convenience

and security measures with Cheque Deposit Machines and Fradulent Device Inhibitors (FDI) in all our ATMs being

a couple of  steps taken in this direction. 

We will further develop our infrastructure to keep pace with international standards of best practices in the world.

In view of the robust growth within the Shari’ah banking sector, our products and services will have to be and will

be, competitive not only within the Islamic banking segment but also against conventional banks. Therefore, we aim

to continually provide unique benefit-driven and high standard financial products and services such as the First
Islamic credit card in the UAE.

It is our strategic intent that we will relentenlessly aim to innovate, so that we bring futuristic financial services to you, today!

22
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Transparency
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Transparency, the sharing of internal practices, processes,  pricing on products, terms and conditions, results with

customers and regulators etc., is of paramount importance to us. Sharing the ‘how’, ‘what’ and ‘why’ of our

procedures and services with customers and business associates has always been an integral part of how we do

business.

The reason we believe in transparency is one of trust. Our customers share a critical part of their personal financial

goals or business dealings with us and are entitled to know exactly what, when and how we work for them. Our

success is rich testimony to our unrelenting commitment to offer superior and highly competitive products and

services with honesty and integrity.

It is our pledge to ourselves and our customers that we will always deliver on what we promise and nurture their

trust in us, more than anything else!

24
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The Year in Review
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Year 2006 saw an impressive growth for Emirates Islamic Bank as it witnessed effective implemention of a robust

strategy both on the Retail and Corporate & Investment banking side. The bank saw astounding growth in profits,

deposits and turnover, as well as a substantial increase in consumer and community awareness in Islamic banking

through diverse initiatives. The domino effect of these initiatives proved to be fruitful to the bank as its customer

and deposit base increased manifold.

RETAIL BANKING

Several Retail promotions and product offerings were implemented throughout 2006. The branches expanded to

18 from 10, ATMs / Deposit Machines to 39 from 16. Credit Cards saw a growth of over 300% and the home

finance division tied up landmark deals with major developers. 

Other retail initiatives included the launch of new businesses such as SME, the re-branding and repositioning of

Ethmar Priority Banking, launch of new investment products, and significant inroads in Real Estate funds.

Customer service noticed new security efforts from the bank’s end with the installation of  FDI (Fraudulent Device

Inhibitor) security devices in ATMs making Emirates Islamic Bank the First Islamic Bank to do so. This was

complemented by community support during Ramadan with charity initiatives, and the relaunch of a user-

friendly website.

The results spoke of the efforts involved, with the bank giving the highest profits in the industry on customer

deposits from the second quarter of 2006 onwards and bagged the Ethos Award 2006 for the Top Islamic
Bank in the UAE for service quality benchmarking in Retail banking.

Cont…

26
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The Year in Review (cont…)
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CORPORATE AND INVESTMENT BANKING

Despite its relatively short period of existence, Emirates Islamic Bank  managed to successfully extend its

Corporate and Investment banking activities, financial and managerial expertise by leading & participating in

many syndications, Sukuk issuance and Investment Funds, both in the Gulf region and worldwide. Among the

most important initiatives was the Amlak Finance Sukuk issuance in Dubai where the Bank acted as a joint lead

manager. Other important projects were the Financial Harbour, Durrat al Bahrain, Al Dar in Kuwait, in addition to

establishing strategic banking ties with some GCC and global banks and institutions to pioneer the latest Islamic

banking services in the region.

In another major strategic move, Emirates Islamic Bank led a syndication with the contribution of other major

financial institutions in the region to commence Musharaka financing for the construction of the Royal

University for Women (RUW) campus - Bahrain's first-ever private university for women, which is totally owned

by a group of economic entities, such as Al Zamel group, Kanoo and Pension Fund in Bahrain.

In 2006, EIB reinforced its progressive steps ahead by taking a managerial role in many deals of which the majority

stakeholders included regional government owned entities. EIB diversified its portfolios further to include

different Islamic Products in line with the Shari’ah compliant market needs and customer requirements such as

Investment Wakala, Sukuk, Islamic Funds, Murabaha and Ijara, Equity Participation and Mudaraba.

During the year an Internet Banking Channel for corporate customers was implemented under the name of “Smart

Business”, enabling corporate customers to perform a wide range of banking transactions such as Payments,

Transfers, Remittances, and Reports etc. from their desk/offices.

Overall, Year 2006 witnessed Emirates Islamic Bank’s Corporate business growth by four folds. The asset base

increased to nearly 400% and the liability showed a jump of 300%. Income level has also shown similar growth.

These figures and achievements for the Bank are just the tip of the bank’s potential, which in the years to come

only look to increase substantially, in line with the Bank’s objective of being a leading player in the market.

28
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The UAE economy, with its liberalized atmosphere, modern social infrastructure, and level playing field has

provided the enabling environment for a highly sophisticated Islamic finance sector, which played an important

role in ensuring continued economic development and improving socio-economic welfare.  Since the turn of the

current century, the UAE Islamic finance thrived, while continuing to provide innovative Islamic financial services

at a high level of excellence.  In this chapter we take the opportunity to review the progress accomplished during

the last seven years and particularly 2006*.

GROWTH INDICATORS:

The UAE Islamic finance sector has recorded high rates of growth during 2001-2006 in assets, deposits, profits

and equity.

ASSET GROWTH

FIGURE 1: GROWTH IN THE UAE ISLAMIC AND CONVENTIONAL FINANCE ASSETS

Figure (1) depicts asset growth for Islamic and conventional finance. Both Islamic and conventional finance have

seen high asset growth during the period.  In addition, asset growth for Islamic finance has been much higher

than that of conventional finance.  This is a testimony to the ability of Islamic finance to create assets.  Such

process is tied in Islamic finance with the production and exchange of real goods and services which would have

real benefits for the whole economy.

The UAE Islamic Finance Industry
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DEPOSIT GROWTH

FIGURE 2: DEPOSIT GROWTH FOR ISLAMIC AND CONVENTIONAL FINANCE IN THE UAE

Figure (2) shows that customer deposits placed with Islamic finance have grown faster than those placed with

conventional finance.  This is an indication of strong demand for Islamic finance services on the side of the sources

of funds.  It is noteworthy that the decline in the growth of deposits with Islamic finance in 2006 has not

influenced very much the gap between Islamic and conventional finance deposit growth.  In addition, Islamic

finance deposits have still been growing at record levels.  Such degree of customers’ loyalty on the liability side

presents an important challenge to Islamic finance that require commensurate efforts on the asset side to create

assets through providing more and better finance services.

PROFIT GROWTH

FIGURE 3: PROFIT GROWTH FOR THE UAE ISLAMIC AND CONVENTIONAL FINANCE

30
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Figure (3) compares the growth in the profits for Islamic and conventional finance.  Profits of Islamic finance

have been calculated net of depositors profit share.  It is clear that profit growth for Islamic finance has been

consistently higher than that of conventional finance.  In addition, profit growth of Islamic finance appears to

be more resilient.  Following the record performance of 2005, the profits of conventional finance dropped by 9%

in 2006.  Meanwhile, profits of Islamic finance continued to grow at the record level of 91%, albeit lower than

the level of 2005. 

EQUITY GROWTH

FIGURE 4: GROWTH IN THE EQUITY OF ISLAMIC AND CONVENTIONAL BANKS IN THE UAE

Figure (4) depicts equity growth for Islamic and conventional finance.   Equity in the Islamic finance sector has

continued to grow faster than equity in the conventional finance sector until 2005.  However, the rate of growth

of Islamic finance equity dropped below the corresponding rate during 2006.  The reason is that Islamic finance

equity was not augmented during 2006 through increases in paid-up capital, but rather through undistributed

profits.

ISLAMIC FINANCE PROFITABILITY

We attempt to measure profitability through two ratios, namely the profit/asset ratio, or rate of return on assets

(ROA), and the profit equity ratio.  It is worth noting that the profitability of Islamic finance, which is mostly new,

and of small size with the profitability of conventional finance, which is of much larger size and longer experience

with established record of accomplishment.

31
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THE PROFIT/ASSET RATIO

FIGURE 5: THE PROFIT/ASSET RATIOS OF ISLAMIC AND CONVENTIONAL BANKS IN THE UAE

Figure (5) compares the profit/asset ratios of Islamic and conventional finance.  We notice that Islamic finance

profit/asset ratios have been below, albeit approaching the ratios of conventional finance.  This should be

expected, given the fact that Islamic finance has been a relatively new phenomenon while conventional finance

have been established a long time before, both in the UAE and in the rest of the world.  The fact that Islamic

finance profit/asset ratios are catching up with those of conventional finance reflects higher profitability with

longer experience.  In 2006, when Islamic finance profits almost doubled, while conventional finance projects

plummeted,   the profit asset ratio of the former group exceeded the latter.  As long as a significant number of

new comers are expected to enter the UAE Islamic finance market, the profit/asset ratio of Islamic finance as a

whole will stay behind the corresponding ratio for conventional finance.  This is expected to be the case during

2007.  it should take a few years after to see the profit/asset ratio of Islamic finance to come to the top.

THE PROFIT/EQUITY RATIO

FIGURE 6: THE PROFIT/EQUITY RATIOS OF ISLAMIC AND CONVENTIONAL BANKS
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Like the profit/asset ratios, the profit/equity ratios for Islamic finance have been below those of conventional

finance.  The explanation should be the same as in the former case.  Islamic finance in the UAE is relatively new

and it should take some time to reach the same level of profitability.  Yet, the profit/equity ratio for Islamic

finance has exceeded the ratio for conventional finance in 2006 because of high profit growth of Islamic finance

on the one hand and decline in profits for conventional finance on the other. 

ISLAMIC FINANCE EFFICIENCY

Efficiency is measured here using the expenditures/asset ratio and the expenditures/income ratio.

EXPENDITURES/ASSET RATIOS

FIGURE 7: THE EXPENDITURES/ASSET RATIOS OF ISLAMIC AND CONVENTIONAL BANKS IN THE UAE

Figure (7) shows the expenditures/asset ratios of Islamic and conventional finance.  Starting with the year of 2000,

the expenditures/asset ratios of Islamic finance, taken as a group were much lower than the corresponding ratios of

conventional finance.  However, conventional finance has been consistently closing the gap with Islamic finance.

Since 2004, the expenditures/asset ratios of Islamic finance became higher than that of conventional finance.  

This can be explained by the entrance of new Islamic banks and finance companies, which embarked upon

spending large sums on their new retail networks and corporate-finance structure.  Obviously, this would increase

spending in addition to other founding costs. However, Islamic finance has been approaching the level of the

expenditures/asset ratio of conventional finance.  In 2006, the gap has been narrowed to less than 0.3%. 

We expect this gap to widen again with the forthcoming entrance of new Islamic banks before the end of 2007.

Then, it would take few more years for Islamic finance to catch up and perhaps surpass the performance of

conventional finance.

33
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EXPENDITURES/INCOME RATIOS

FIGURE 8: EXPENDITURES/INCOME RATIOS FOR ISLAMIC AND CONVENTIONAL BANKS IN THE UAE

Figure (8) shows the  expenditure/income ratios for UAE Islamic and conventional finance. The picture is

expectedly similar to the case of the expenditures/asset ratio.  It started with Islamic finance taking the lead with

lower expenditures/asset ratio, and then falling behind with higher ratios.  However, like the previous case Islamic

finance is catching up quickly.  The explanation should be similar in both cases.

THE MARKET SHARE OF ISLAMIC FINANCE 

FIGURE 9: ASSET AND DEPOSIT SHARES OF THE UAE ISLAMIC FINANCE INDUSTRY
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FIGURE 10: EQUITY AND PROFIT SHARE OF THE UAE ISLAMIC FINANCE INDUSTRY

Figures (9) and (10) show the market share of the Islamic finance in the UAE measured in assets, deposits, equity,

and profit.  The figures show that the market share of Islamic finance is rising over time with a high degree of

robustness and consistency.  The only exception is Islamic finance share in equity in 2006.   During the last year of

our period of analysis, the equity share of the Islamic finance industry declined.  The reason is that there was no

increase in paid-up capital, which implied that Islamic finance relied solely on retained earnings to increase its

equity.  This picture is expected to resume a brighter outlook with the entrants of new Islamic banks during 2007.

CONVERSION TO ISLAMIC FINANCE, THE EIB CASE:

The story of the conversion of the Middle East Bank to the Emirates Islamic Bank bears resemblance to the miracle

of bringing the dead back to life.  The precursor, the Middle East Bank was a lackluster enterprise with a very

limited role and scope of operations.  Once converted to Islamic finance under the name of the Emirates Islamic

Bank, it showed admirable performance.  Switching to Islamic finance enabled the bank to bring substantial

improvements on all fronts.

Its is obvious that conversion has transformed the Middle East Bank to a more dynamic bank with a much greater

profit potential.  It would have been acceptable if the performance of the Emirates Islamic Bank during its first

year of conversion were not so shiny.  However to reach such improvements in such a short time is admittedly

commendable.  Such success can be attributed to two factors.  First, the fact that the EIB is a convert to Islamic

finance, which has proven to enjoy wider acceptability in the region as well as superior profit potential, was a

major factor.  Second, the management team conducting the process of conversion did a well-designed and

highly coordinated job. 
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TABLE 1: THE EMIRATES ISLAMIC BANK BEFORE AND AFTER CONVERSION, MAIN INDICATORS, 2004,2006

Table (1) lists the main indicators of the Emirates Islamic Bank for the years 2004-2006.  This gives a picture of

how the bank has been able to recast its operations into the Islamic modes and to what extent it was able to bring

concrete benefits to its customers and shareholders alike.

It is obvious from the above table and from Figure (11) that the EIB has become a successful Islamic bank after

being converted in 2004.  Its assets have more that doubled each year for two years in a row.  Its deposits

increased by an average of 171% per year or more than seven times in two years, which indicates that the bank

has been able to acquire the confidence of depositors despite the fact that it is operating in a highly competitive

market.  Its income has grown at a faster rate than its expenditures, which leads to a 145% increase in profits per

annum, or close to six times their level in 2004.  

Equity has not significantly increased during the period. This is another indication of the EIB success.  In itself, it

underlines the excellent performance of the bank, as it has not relied heavily so far on its internal resources to

reach such accomplishments.

The growth figures indicated place the EIB in a class by itself.  No Islamic bank in the UAE has been able to match

the rates of growth of the EIB in assets, deposits and profits.  It is therefore the fastest growing Islamic bank in

the country.  Meanwhile, such growth has not been based on products of ill repute.  In particular, the EIB does

not offer personal loans based on tawarruq, which is considered Shari`ah non-compliant by the mainstream

Shari`ah scholars.  Such product implies that the customer declares his intention to obtain cash from the

beginning.   This has been found objectionable by many Fuqaha’, as it is tantamount to exchanging a sum of
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present for a larger sum of future cash. The institutional tawarruq implies that the bank would be assisting its

customers to commit haram.  The EIB has taken, and rightfully so, a dim view of such practice.

FIGURE 11: THE EMIRATES ISLAMIC BANK: ASSETS, DEPOSITS, EQUITY AND PROFITS

* The Islamic finance industry in the UAE includes the four Islamic banks: Abu Dhabi Islamic Bank, Dubai Islamic

Bank, Emirates Islamic Bank and Sharjah Islamic Bank, in addition to the two Islamic Finance Companies:

Tamweel and Amlak. Figures used throughout have been obtained from Islamic banks financial statements, the

consolidated balance sheets of banks and other financial indicators published in the UAE Central Bank Annual

Reports.  Data on income and expenditures until 2005 have been obtained from the publications of the Emirates

Banks Association. Values for income and expenditures for 2006 are preliminary estimates.
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Dear Shareholders,

Peace and blessings be upon you..

The Board of Directors is pleased to present the 2006 year end report on the Bank’s activities. With the Grace of
Almighty Allah, the Bank achieved numerous outstanding results across all its sectors, surpassed more than double
as compared with 2005 figures.

These results are obvious outcome of the success of its planned strategy in a highly competitive environment,
evidencing the strength and diversity of its financing and investments portfolio, enabling the Bank to distribute
the highest profit rates in the UAE.

The Bank continued its endeavor to provide more products and services to meet customers’ needs. The Bank
established a special team to support and finance Small and Medium Enterprises (SME), which are considered a
vital sector of the national economy. Moreover, the Bank launched “MANZILI” home finance, and enhanced its
Credit Card to make it a multi purpose card. The Bank also launched “INTALEQ” as one of the best Vehicle finance
schemes in the local banking sector.

In addition, the management of the Bank expanded the branch and ATM networks, continuing its geographical
expansion plan, aiming to make Bank’s services available to all customers, where eight new branches were opened
during 2006, reaching to eighteen branches by the end of the year (2005: Ten branches). ATMs increased to thirty
nine machines (2005: Sixteen ATMs). The two networks are expected to expand to thirty branches and fifty four
ATMs during 2007, God willing.

The Bank has accelerated steps to reach 40% nationalization target in line with the country’s policy in this respect.
At the end of 2006, the Bank’s national staff accounted for 36% of the total staff (2005: 29%).

Financial performance:

First: Total income amounted to AED 554 Million, compared to AED 199 Million in 2005; an increase of 178%,
represented in the following activities:

Financing and investing activities, AED 295 Million.

Murabaha with Group Holding Company, AED 8 Million.

Commissions and fees, AED 52 Million.

Second: Total expenses (including depreciation of investment properties) amounted to AED 164 Million,
compared to AED 108 Million in 2005, an increase of 52%, due to the following:

Higher staff costs by AED 50 Million as a result of recruits for the eight new branches and salary increments
during the year. 

Increase in other general & administrative expenses by AED 2 Million, due to the expansion of the Bank’s
activities.  

Increase in depreciation charge for the year by AED 4 Million, due to new branches refurbishment.

Third: Net profit for the year (after depositors’ share of profit) raised to AED 117 Million, compared to AED 51
Million in the previous year, a remarkable growth of 131%.
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Fourth: Total assets reached AED 10.5 Billion, from AED 4.8 Billion in the previous year, reflecting an impressive
increase of 118%, represented in the following:

Cash and balances with banks, AED 214 Million (90%).

Financing and investing portfolio (including transactions with the group holding company), AED 5.4 Billion
(125%).

Prepayments and other assets, AED 103 Million (72%). Basically due to increase in: Temporary overdraft (AED 24
Million), acceptances (AED 42 million), Deferred commission (AED 12 million), Private placement on behalf of
customers (AED 15 million).

Fifth: Total customers’ accounts amounted to AED 9 Billion, an extraordinary growth of 151% compared to the
previous year, comprised of: investment accounts (AED 6 Billion), savings accounts (AED 955 Million), and current
accounts and others (AED 2 Billion).  

Sixth: Total Shareholders’ Equity amounted to AED 966 Million, compared to AED 860 Million in the previous
year, an increase of 12%, resulted from the growth in the net profit for the year, after the change in accounting
policy related to the amortization of deferred income

Recommendations:

The Board of Directors recommends the following: 

1. To approve the consolidated Financial Statements for the year ended 31 December 2006.

2. To appropriate the net profit for the year of AED 117 Million as follows:

• Transfer 10% of the net profit to statutory reserve in accordance with Article (72.a) of Articles of Association
- AED 11.7 Million.

• Transfer 10% of the net profit to general reserve in accordance with Article (72.a) of Articles of Association -
AED 9.9 Million.

• Payment of Zakat on Shareholders’ Equity (excluding paid up capital) in accordance with Article (72.g) of
Articles of Association - AED 9.3 Million.

• To approve board of directors’ remuneration - AED 2.1 Million.

• To transfer to Retained Earnings - AED 84.4 Million.

We pray to Almighty Allah to guide us to all that is best.

Board of Directors

Board of Directors’ Report for the year 2006 (Cont.)
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For the year 2006

The Articles of the Association of the “Bank” have entrusted the Fatwa and Shari’ah Supervisory Board (the
“Shari’ah Board”) of the Bank with the task of preparing a detailed annual report on the activities of the Bank
and its transactions for the financial year.  The objective of the report is to determine the extent to which the
Bank is complying with its Articles of Association and the principles of Shari’ah as well as the pronouncements of
the Shari’ah Board.

Supervision and Guidance

1. The Shari’ah Board has supervised the activities of the Bank during the financial year 2006, and it has directed
the various departments of the Bank to adhere to the principles of Shari’ah and the pronouncements of the
Shari’ah Board relating to all activities and dealings of the Bank; in this regard, it has conducted a number of
meetings with the management of the Bank to ensure the fulfillment of these objectives.

2. The Shari’ah Board has inspected the Bank’s books, records and documents, and it has collected the data and
information necessary for the completion of the task of Shari’ah supervision and audit.

3. The Shari’ah Board has reviewed all the transactions and projects referred to it during the year; it has approved
the related contracts and documents, and it has replied to the related inquiries and issued the suitable
resolutions and pronouncements.  It has also developed new contracts and forms to meet up with the
innovative needs of the Bank, and it herby declares that the various departments of the Bank have complied
with and adopted the forms of contracts and documents approved by the Shari’ah Board. 

4. The Shari’ah Board has examined the banking services offered by the Bank, and it declares that these services
as well as the related fees and the charges and commission amounts being charged by the Bank for these
services do not violate the principles of Islamic Shari’ah.

Financial Statements

1. The management of the Bank prepared the financial statements for the financial year ended on December 31st
2006. The balance sheet shows the financial rights and commitments of the shareholders as of the end of the
year 2006. The Shari’ah Board has both reviewed and endorsed these financial statements with regards to the
financial rights and commitments of the shareholders for the said period.

2. The Shari’ah Board has verified the assets and liabilities of the Bank on the basis of the financial statements
presented by the Management of the Bank, and it has reviewed the accounting policies adopted in preparing
the financial statements; it has also reviewed the basis of profit distribution between the shareholders and the
depositors on the one hand, and amongst the depositors on the other hand. The Shari’ah Board confirms that
the accounting policies and the basis of profit distribution don’t violate  the principles of Islamic Shari’ah.

The Shari’ah Board is of the opinion that:

A. On the basis of the information provided by the Management of the Bank, the financial statements fairly
represent the position of the Bank’s assets and income as of the end of 31/12/2006.

B. The profit distribution between the depositors and the shareholders is made in accordance with the policies
approved by the Shari’ah Board in this regard.

Pronouncements and Decisions

1. The Shari’ah Board has replied to the questions and inquiries it received from the various departments of the
Bank, and it has issued in response appropriate resolutions and pronouncements.

2. While confirming that the responsibility for adherence to Shari’ah principles and compliance with the Shari’ah
Board’s pronouncements in all of the Bank's activities rests mainly with the Management of the Bank, the

)
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Shari’ah Board declares that, within the cases presented to it, the information received by it, the audits it has
performed, and the related observations it has made, as well as the positive response of the various
departments of the Bank in complying with these observations, the activities and the transactions of the Bank
during the year 2006 violate neither the principles of Islamic Shari’ah nor the pronouncements issued by the
Shari’ah Board, taking into account the rectifications made to address any observed violations.

The Zakat Account

1. The Shari’ah Board has reviewed the account of Zakat that the Bank should pay out on the shareholders funds
retained by the Bank as per the rules and policies adopted by the Bank. The total amount of Zakat due for the
year 2006 is AED 9,526,000 (Nine Million Five Hundred Twenty Six Thousand Dirham) including the amount
of AED 197,000 (One Hundred Ninety Seven Thousand Dirham), which corresponds to adjustments on the
Zakat amount due for the financial year 2005 resulting from changes in accounting policy for profit
calculation as approved retrospectively by the Shari’ah Board. The Shari’ah Board has verified that the Zakat
calculation is in line with the principles of Shari’ah and the pronouncements of the Shari’ah Board and the
Bank’s approved mechanism. As to the actual amount of Zakat due on the shareholders, the Shari’ah Board
has prepared a letter addressed to the shareholders determining the amount of Zakat due per share.

2. The Shari’ah Board has verified the balance of the Zakat Pool Fund for the year 2006, as well as the amounts
and channels of disbursements made throughout the year and the number of cases that have benefited from
this fund.

Fatwa and Shari’ah Supervisory Board

Fatwa & Shari’ah Supervisory Board’s Report
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Article (72-G) of the Article of Association stipulates that: “The shareholders shall independently provide Zakat
(Alms) for their money (paid up capital) and the Company shall calculate for them the due Zakat per share and
notify them thereof every year. As for the money held by the Company as reserves, retained earnings and others,
on which Zakat is due, the Company shall pay their Zakat as decided by the Fatwa and Shari’ah Supervisory Board,
and transfer such Zakat to the Zakat Fund stipulated in Article (75) of Chapter 10 in the Articles of Association”. 

Shares’ Zakat maybe calculated using one of the following methods:

First Method

Zakat on shares purchased for trading purposes (to sell them when the market value rises) is as follows:

Zakat pool per share = Share quoted value  +  Cash dividends per share for the year

Zakat per share = Zakat pool per share  X  2.5775%

Net Zakat per share = Zakat per share  –  1.4352 Fils (Zakat on reserves and

retained earnings per share, paid by the Bank)

Total Zakat payable on shares = Number of shares  X  Net Zakat per share

* Note: Zakat is calculated at 2.5775% for the Gregorian year, and at 2.5% for Hijri year, due to the eleven days
difference between the two calendars.      

Second Method

Zakat on shares purchased for acquisition (to benefit from the annual return):  

Shares’ Zakat  = Total shares’ dividends for the year  X  10%
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We have audited the accompanying consolidated financial statements of Emirates Islamic Bank PJSC  (“the Bank”)
and its subsidiaries (the Group”), which comprise the consolidated balance sheet as at 31 December 2006, and the
consolidated income statement, the consolidated statement of changes in equity and cash flow statement for the
year then ended, and a summary of significant accounting polices and other explanatory notes.

Management’s responsibility for the financial statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance
with International financial Reporting Standards and the Islamic Shari’ah principles. This responsibility includes:
designing, implementing and maintaining internal control relevant to the preparation and fair presentation of
financial statements that are free from material misstatements, whether due to fraud or error; selecting and
applying appropriate accounting policies; and making accounting estimates that are reasonable in the
circumstances.

Auditors’ responsibility

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

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on our judgment including the assessment of risks of
material misstatement of the financial statements, whether due to fraud or error. In making those risk
assessments, we consider internal control relevant to the entity’s preparation and fair presentation of the
consolidated financial statements in order to design audit procedures that are appropriates in the circumstances,
but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit
includes evaluating the appropriateness of accounting principles used and reasonableness 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
opinion.

Opinion

In our opinion, the consolidated financial statement present fairly, in all material respects, the consolidated
financial position of the Group as at 31 December 2006, and its financial performance and its cash flows for the
year then ended in accordance with International Financial Reporting Standards and comply with the relevant
Articles of the Company and the UAE Federal Law No. 8 of 1984 (as amended).

Report on other legal and regulatory requirements

As required by the Federal Law No.8 of 1984 (as amended), we further confirm that we have obtained all
information and explanations necessary for our audit, that proper financial records have been kept by the Group,
and the contents of the directors’ report which relate to these financial statements are in agreement with the
Group’s financial records. We are not aware of any violation of the above mentioned Law and the Articles of
Association having occurred during the year ended 31 December 2006, which may have had a material adverse
effect on the business of the Group’s or its financial position.

KPMG 23rd January 2007
By Munther Dajani
Registration No.268

Report of the Auditors’ to the Shareholders
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Income Statement (Year ended 31 December 2006)

44

2006
Restated

2005

INCOME Note AED’000 AED’000

Income from financing
activities and investments 4 403,482 99,971
Income from short term Murabaha,
with Group  Holding Company 42,521 34,990
Property related income 19,921 28,716
Commissions, fees and other income, net 5 87,953 35,661

TOTAL INCOME 553,877 199,338

EXPENSES

General and administrative expenses 6 161,695 105,088
Provision for depreciation
of investment properties 2,508 3,200
Impairment allowances net of (Recoveries) 7 33,903 (6,575)

TOTAL EXPENSES 198,106 101,713

NET OPERATING INCOME 355,771 97,625

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

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

Earnings per share (Dirham) 9 0.18 0.08

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

The auditors’ report is set out on page 43.
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Balance Sheet (At 31 December 2006)

45

2006
Restated

2005

ASSETS Note

Cash, and balances with U.A.E Central Bank 10 453,337 238,858
Due from banks and
other financial institutions 38,465 95,088
Due from Group Holding Company 11 1,182,074 1,354,613
Financing receivables 12 6,558,309 2,110,553
Loans and receivables 13 42,472 44,774
Investment securities  14 1,617,299 660,258
Investment properties 15 270,048 128,729
Prepayments and other assets 16 247,280 143,965
Fixed Assets 17 64,466 21,955

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

LIABILITIES
Customers’ accounts 18 9,046,095 3,599,556
Due to banks and other
financial institutions 19 55,983 17,932
Other Liabilities 20 395,187 315,495
Zakat Payable 21 10,613 5,969

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

SHAREHOLDERS’ EQUITY 
Share capital 22 650,000 650,000
Statutory reserve 23 123,746 112,000
General reserve 65,000 55,075
Retained earning 127,126 42,766

TOTAL SHAREHOLDERS’ EQUITY 965,872 859,841

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

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

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

Chairman Director Chief Executive Officer

The attached notes 1 to 33 form part of these financial statements. The auditors’ report is set out on page 43
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Statement of Cash Flows (Year ended 31 December 2006)

46

2006
Restated

2005

OPERATING ACTIVITIES Note AED’000 AED’000

Profit for the year 117,460 50,753
Adjustments:
Impairment allowance on loans and advances - 2,932
Impairment allowances on financing receivables 47,122 5,335
Gain on sale of investments (4,697) -
Gain on sale of investment properties (12,822) (19,730)
Gain on revaluation of investment securities (66,033) (6,587)
Gain on redemption of investment securities (661) (361)
Depreciation on investment properties 2,508 3,200
Depreciation on fixed assets 7,670 3,738
Zakat paid (5,704) (2,080)

Operating profit before changes in assets and liabilities 84,843 37,200
(Increase) in reserve with U.A.E. Central Bank (197,852) (82,716)
(Increase) in due from Group Holding Company (750,473) (158,935)
(Increase) in financing receivables (4,494,878) (1,652,295)
Decrease/(Increase) in loans and receivables 2,302 (7,948)
(Increase) in prepayments and other assets (103,315) (71,476)
Increase in customers’ accounts 5,446,539 2,367,615
Increase in other liabilities 78,528 241,377

Net cash from operating activities 65,694 672,822

INVESTING ACTIVITIES

Purchase of investment properties (241,353) (310,969)
Proceeds from sale of investments properties 110,314 61,289
Purchase of investment securities (916,653) (377,937)
Proceeds from sale of investment securities 31,086 25,743
Additions to property and equipments (50,178) (15,473)
Proceed from sale of fixed assets 31 110

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

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

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

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

The attached notes 1 to 33 form part of these financial statements.
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Statement of Changes in Shareholders’ Equity (Year ended 31 December 2006)

47

Share Statutory General Retained
Capital reserve reserve earnings Total

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

As of January 1, 2005 500,000 106,925 64,857 144,539 816,321
Net income for the year - - - 43,080 43,080
Change in accounting policy - - - 7,673 7,673

Restated net income for the year - - - 50,753 50,753
Transfer to/from reserve (note 23) - 5,075 (9,782) 4,707 -
Issue of bonus shares 150,000 - - (150,000) -
Zakat Payable - - - (5,833) (5,833)
Directors’ remuneration - - - (1,400) (1,400)

Restated balances as of 31 December 2005 650,000 112,000 55,075 42,766 859,841

Opening balances As of January 1, 2006 650,000 112,000 55,075 42,766 859,841
Net income for the year - - - 117,460 117,460
Transfer to/from reserve (Note 23) - 11,746 9,925 (21,671) -
Zakat Payable - -    - (9,329) (9,329)
Directors’ remuneration - - - (2,100) (2,100)

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

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

The attached notes 1 to 33 form part of these financial statements.
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Notes to the Financial Statements (As of 31 December 2006)006)

48

1. ACTIVITIES

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

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

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

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

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

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

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

2. SIGNIFICANT ACCOUNTING POLICIES

Accounting convention

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

Basis of preparation

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

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

Basis of consolidation

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

Inter-company transactions, balances and unrealized gain on transactions between the Bank and the subsidiary are eliminated. Unrealized
losses are also eliminated unless the transaction provides evidence of impairment of the asset transferred.

Annual Report 2006Opt4 22-1.qxd  10/5/09  11:25 AM  Page 48



Notes to the Financial Statements (As of 31 December 2006) Cont.
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Due from banks and other financial institutions 

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

Financial instruments 

(i) Classification

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

Financing receivables 

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

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

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

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

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

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

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

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

Available-for-sale investments

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

(ii) Recognition

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

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

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

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

(iii) Measurement

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

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

(iv) Fair value measurement principles

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

The fair value of financial instruments is based on their quoted market price at the balance sheet date without any deduction
for transaction costs.  If a quoted market price is not available, the fair value of the instrument is estimated using pricing
models or discounted cash flow techniques.
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Where discounted cash flow techniques are used, estimated future cash flows are based on management’s best estimate and the discount
rate is a market related profit rate at the balance sheet date for an instrument with similar terms and conditions.  Where pricing models
are used, inputs are based on market related measures at the balance sheet date.

(v) Gains and losses on subsequent measurement

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

Key accounting estimates and judgments in applying accounting policies

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

Impairment

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

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

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

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

Investment properties

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

Property and equipment

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

* Leasehold improvement 4 years
* Other assets 4 years

Revenue recognition

Murabaha
The profit is quantifiable and contractually determined at the commencement of the contract; profit is recognized as it accrues over the
life of the contract on effective profit rate method on the balance outstanding.

Ijarah

Income from Ijarah is recognized on an accrual basis over the period of the contract.

Wakala

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

Dividend Income is recognized when the right to receive it is declared.

Commissions and fees
Commission and fee income is recognized when the related services are rendered.

Forfeited income

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

Provisions

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

Employees’ end of service benefits

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

With respect to its national employees, the Bank makes contributions to a pension fund established by the General Pension and Social
Security Authority as a percentage of the employees’ salaries. The Bank’s obligations are limited to these contributions, which are
recognized in the statement of income.
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New standards and interpretation not yet adopted

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

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

IFRS 7 Financial Instruments - Disclosures require various qualitative and quantitative information about exposure to risks arising from
financial instruments including specified minimum disclosures about credit risk, liquidity risk and market risk.

IFRIC 10 Interim Financial Reporting and Impairment prohibits the reversal of an impairment loss recognized in a previous interim period
in respect of goodwill, and investment in an equity instrument or a financial asset carried at cost. 

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

Zakat

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

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

• Zakat on shareholders’ equity (except paid up capital) is paid from the net profit of the year.
• Zakat is disbursed to Shari’ah channels through a committee formed by management.
• Shareholders themselves are responsible to pay Zakat on their paid up capital.

Distribution of profit between holders of unrestricted investment deposits and the shareholders according to the instructions of Fatwa
and Shari’ah supervisory board:

Net gains on all items of income and expenses at the end of each month, is the net profit distributable between the shareholders and the
holders with unrestricted investment deposits.

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

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

Cash and cash equivalents 

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

Foreign currencies

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

Contingent liabilities

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

3. CHANGE IN ACCOUNTING POLICY

The Bank has changed its accounting policy related to amortization of deferred income on financing receivables. Previously the Bank used to
amortize its deferred income on straight line basis (equally over the period of the contract). During 2006, the Bank adopted the effective rate
of return method in accordance with IFRS 39. 

The impact of the change in accounting policy on income statement is as follows:

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

The impact on the balance sheet is as follows:         

The financing receivables increased by AED 39,818,000 (2005: AED 10,316,000) and shareholders’ equity increased by AED 18,332,000 after
provision of Zakat of AED 482,000 (2005: AED 7,476,000 on shareholders’ equity and Zakat AED 197,000).
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2006
AED’000

Restated
2005

AED’000

4. INCOME FROM FINANCING ACTIVITIES AND INVESTMENTS

AED’000 AED’000

Financing activities
Commodities Murabaha 53,374 10,293
Vehicles Murabaha 90,531 21,207
Real Estate Murabaha 10,365 3,576
Syndication Murabaha 39,095 17,560
Ijarah 80,426 22,546
Istisnaa 7,263 -

281,054 75,182

Investments
Sukuk & Funds 31,949 8,296
Dividend income 19,088 9,545
Gain on investments 71,391 6,948

122,428 24,789

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

5. COMMISSIONS, FEES AND OTHER INCOME, NET

Commissions and fees, net 30,320 13,863
Foreign exchange gains, net 11,739 4,955
Other income 6,552 15,162
Credit card 14,881 1,681
IPO Processing fees 10,331 -
Fund Management fees 14,130 -

87,953 35,661

6. GENERAL AND ADMINISTRATIVE EXPENSES

Staff related expenses 116,358 66,066
Operating expenses 26,256 22,145
Administrative expenses 11,411 13,139
Depreciation of property and equipment 7,670 3,738

161,695 105,088
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2006
AED’000

Restated
2005

AED’000

7. IMPAIRMENT ALLOWANCES NET OF RECOVERIES

Impairment allowance for loans and receivables - 2,932
Impairment allowance for financing receivables 47,123 5,335
Recoveries (13,220) (14,842)

33,903 (6,575)

8. DEPOSITORS’ SHARE OF PROFIT

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

Paid for the previous quarters 133,611 22,738
Payable for the last quarter 79,748 18,847
Transferred to profit equalization reserve during the year 24,952 5,287

238,311 46,872

9. EARNINGS PER SHARE

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

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

Cash in hand 57,624 44,500
Balances with UAE Central Bank:Current accounts 5,837 2,334
Reserve requirement 389,876 192,024

453,337 238,858

11. DUE FROM GROUP HOLDING COMPANY

Due from Group Holding Company comprise:
Murabaha, short term 1,347,976 664,977
Deposit exchange (profit free), net 47,711 381,414
Other balances (213,613) 308,222

1,182,074 1,354,613
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2006
AED’000

Restated
2005

AED’000

12. FINANCING RECIEVABLES

Financing comprise: 
Commodities  Murabaha 989,023 364,786
Vehicles Murabaha 1, 938,264 812,137
Syndication Murabaha 389,407 328,746
Real Estate Murabaha 126,717 110,916

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

Istisnaa 259,278 15,821
Ijarah 1,753,197 603,582
Credit card receivables 185,192 37,468
Others 881,438 47,968

6,522,516 2,321,424

Less: Deferred income (375,964) (182,246)
Less: Impairment Allowance (94,113) (46,990)

6,052,439 2,092,188

Wakala 505,870 18,365

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

Analysis by Economic Activity
Agriculture and related activities 23,514 26,660
Manufacturing 166,721 130,244
Construction 1,593,222 617,273
Trade 1,429,042 604,668
Transportation and communication 13,059 3,905
Services and personal 3,544,095 936,265
Others 258,733 20,774

7,028,386 2,339,789

Less: Deferred income (375,964) (182,246)
Less: Allowance for impairment (94,113) (46,990)

6,558,309 2,110,553

Movement in allowances for impairment:
Balances at the beginning of the year 46,990 41,655
Impairment allowances made during the year 47,123 5,335

Balance at the end of the year 94,113 46,990

Net impairment of loans and receivables

impairment allowances of financing receivables 47,123 5,335
Recoveries (13,220) (11,910)

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

Notes to the Financial Statements (As of 31 December 2006) Cont.

Annual Report 2006Opt4 22-1.qxd  10/5/09  11:25 AM  Page 57



58

2006
AED’000

Restated
2005

AED’000

13. LOANS AND RECEIVABLES

Overdraft 23,678 25,136
Time loans 71,977 84,191
Loans against trust receipts 10,209 10,508
Bills discounted 2,442 4,091
Others 1,295 1,197

Gross loans and receivables 109,601 125,123
Less: Impairment Allowances (67,129) (80,349)

42,472 44,774

Analysis by Economic Activity
Agriculture and related activities 2,276 2,081
Manufacturing 15,351 14,831
Construction 8,974 5,772
Trade 13,327 11,915
Transportation and communication 41,822 47,689
Services and Personal 27,851 42,835

Gross Loans and receivables 109,601 125,123
Less: Impairment Allowances (67,129) (80,349)

42,472 44,774

Movement in specific and general allowance for impairment loans

Balance at the beginning of the period 80,349 93,922
Charge made during the year - 2,932
Recoveries (13,220) (12,852)
Amount written off - (3,653)

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

During 2004, the Bank transferred some of its corporate and retail loans at book value with associated allowance for impairment to the Holding
Company. Included in the “Others” above are delinquent loans and receivables that were identified at the time of acquisition of Middle East
Bank PJSC by the Holding Company. These are managed in a workout situation. The loan balances on these accounts amounted to AED
233,713,000 (2005: AED 241,180,000) against which provision for impairment of AED 233,713,000 (2005: AED 241,180,000) are applied. Net
recoveries of the AED 909,000 (2005: AED 2,645,000) have been credited to the income statement.

Notes to the Financial Statements (As of 31 December 2006) Cont..
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14. INVESTMENT SECURITIES

At fair value through Profit and Loss 994,914 318,002
Held to Maturity - Sukuk 501,212 305,187
Available for Sale 121,173 37,069

1,617,299 660,258

Investment securities comprise:
Quoted 741,065 368,165
Unquoted 876,234 292,093

Total investments 1,617,299 660,258

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

Revaluation gains- Investments at fair  value 66,033 6,587
Profit on sale of investments & others 5,358 361
Dividend 19,088 9,545
Sukuk Income 31,949 8,296

122,428 24,789

15. INVESTMENT PROPERTIES

Balance at the beginning of the period 128,729 172,455
Property purchased 241,353 310,969
Property sold (98,549) (354,695)
Less: Accumulated depreciation (1,485) -

Balance at the end of the year 270,048 128,729
Investment properties comprise:
Land 142,263 91,829
Buildings, net 127,785 36,900

270,048 128,729

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

2006
AED’000

Restated
2005

AED’000

Notes to the Financial Statements (As of 31 December 2006) Cont.
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2006
AED’000

Restated
2005

AED’000

16. PREPAYMENTS AND OTHER ASSETS

Dividend receivables 9,111 9,545
Overdraft account (profit free) 42,418 18,308
Bills under LC s 29,122 13,155
Prepaid expenses 10,975 6,645
Deferred sales commissions 19,263 7,492
Contingent customer acceptances 108,397 66,187
Goods available for sale 13,087 18,605
Share Application- Private placement 14,525 -
Others 5,087 8,733

251,985 148,670

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

247,280 143,965

Share application-private placements represent share application to ESCAN private placements on the behalf of customers. 

17. PROPERTY & EQUIPMENT

Capital work Other Assets Total
in progress & 

Leasehold Improvement
Cost AED’000 AED’000 AED’000

As of 1 January 2006 15,361 21,803 37,164
Additions 37,860 12,319 50,179
Disposals - (31) (31)

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

Accumulated Depreciation As of 1 January 2006 7,372 7,835 15,207
Charges for the year 3,977 3,693 7,670
Disposals - (31) (31)

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

Net Book Value 31 December 2006 41,872 22,594 64,466

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

Capital work in progress includes civil construction work undertaken amounted to AED 21,772,000.

Included in capital work in progress and leasehold improvements a land received as a gift from the Government of Dubai. This land is valued
at a nominal value of AED1. 

Notes to the Financial Statements (As of 31 December 2006) Cont..
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18. CUSTOMERS’ ACCOUNTS

Current accounts 1,923,983 1,423,280
Saving accounts 955,417 402,168
Investment accounts 6,079,546 1,720,591
Margins 46,069 48,366
Profit Equalization Reserve 41,080 5,151

9,046,095 3,599,556

Movement in profit equalization reserve: 
Balance at the beginning of the year 5,151 -
Transfer from depositors’ share of profit 37,016 5,287
Zakat payable (1,087) (136)

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

Profit equalization reserve has been made in the year 2005 upon
the approval of the Board of Directors and
Fatwa and Shari’ah Supervisory Board.  Zakat on this reserve is
included under Zakat payable (note 21).

19. DUE TO BANKS AND OTHER FINANCIAL INSTITUTIONS

Current Accounts 357 3,732
Clearing accounts with U.A.E Central Bank - 14,200
Overdraft with correspondents 55,626 -

55,983 17,932

20. OTHER LIABILITIES

Depositors’ share of profit 79,748 18,847
Provision for employee benefits 31,884 22,901
Manager Cheques 51,149 138,081
Trade payables 40,616 22,446
Contingent customer acceptances 108,397 66,187
Board of Directors’ remuneration 2,100 1,400
Contracts’ Retentions 22,056 2,872
Forfeited income 214 15
Share application margin - private placements 8,489 -
Tax liability - Egypt, Cairo branch 20,000 20,000
Others 30,534 22,746

395,187 315,495

Share application margins represent margin collected from
customer for share application of ESCAN private placements.

Tax liability of AED 20,000,000 represents a provision for a closed Bank branch in Cairo. The branch was closed during the 1990’s before the
transformation of the Bank’s activities into Islamic Banking. The tax liability is subject to legal jurisdiction. 

2006
AED’000

Restated
2005

AED’000

Notes to the Financial Statements (As of 31 December 2006) Cont.

Annual Report 2006Opt4 22-1.qxd  10/5/09  11:25 AM  Page 61



62

2006
AED’000

Restated
2005

AED’000
21. ZAKAT PAYABLE 

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

Zakat liability due to restatement 197 197

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

10,613 5,969

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

22. SHARE CAPITAL

At the Extraordinary General Meeting of the shareholders of the Bank held on 21 December 2005, the shareholders resolved to split the share

to ten shares of AED 1 each, and to increase the authorized and paid-up capital to AED 650,000,000 by the issuing of bonus shares of AED

150,000,000 at par transferred from the retained earnings at the above mentioned date. Accordingly and after obtaining the necessary

approval from Regulatory Authorities, the authorized and paid-up capital as at 31 December 2006 comprises of 650,000,000 shares of AED 1

each (2005: 650,000,000 of AED 1 each). 

23. STATUTORY AND GENERAL RESERVES

In accordance with the Bank’s Articles of Association, Article (82) of Union Law no. 10 of 1980 and Federal Commercial Companies Law, the

Bank transfers 10% of shareholders’ annual net income, if any, to the statutory reserve until such reserve equals 50% of the paid-up share

capital.  This reserve is not available for distribution.

A further 10% of shareholders’ annual net income, if any, is transferred to a general reserve. Transfer to general reserve is suspended by an

ordinary General Meeting, based on Board of Directors’ recommendation, or if it reaches 10% of the Bank’s paid-up capital. The Board of

Directors proposes the use of the general reserve at its discretion.

During 2005, the general reserve was in excess of the stated limit, the excess of AED 14,857,000 has been transferred to retained earnings.

According to the resolution of the Extraordinary General Meeting mentioned above, the Bank resumed the transfer to the general reserve.   

24. DONATED LAND 

The Government of Dubai has donated non-monetary asset in the form of land, which has been recognized at a nominal value of AED1. 

Such land is included under fixed assets (note 17).

Notes to the Financial Statements (As of 31 December 2006) Cont..
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25. COMMITMENTS AND CONTINGENT LIABILITIES

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

Letters of guarantee 1,113,720 518,580
Letters of credit 440,164 368,335
Other contingent liabilities 85,776 51,217

1,639,660 938,132

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

Cash 57,624 44,500
Current account with UAE Central Bank 5,837 2,334
Due from Group Holding Company
maturing within 3 months 272,666 1,195,678
Due from banks 38,465 95,088
Due to banks (55,983) (17,932)

318,609 1,319,668

27. RELATED PARTY TRANSACTIONS

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

Balance sheet
Due from Group holding company 1,182,074 1,354,613
Investment in EREF 281,708 339,470
Financing assets- Directors  96,350 34,375
Financing assets- Key management personnel 36,903 -
Current/investment accounts- Directors 4,091 6,137

Income Statement
Sale of investment properties EREF 100,482 293,399
Redemption of units in EREF 34,080 18,365
Profit from Murabaha group holding company 42,521 34,990
Key management personal compensations 6,538 4,894
Key management personal compensations- Retirements benefits 200 178

2006
AED’000

Restated
2005

AED’000

Notes to the Financial Statements (As of 31 December 2006) Cont.
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28. SEGMENT REPORTING

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

Corporate and Investment

Within this business segment the Bank provides to corporate customers a range of products and services and accepts their deposits. This

segment invests in investment securities, Sukuk, Funds and Real Estate.

Retail

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

Treasury

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

Subsidiary

The wholly owned subsidiary 'Emirates Islamic Financial Brokerage' (“the subsidiary”), a brokerage company engaged in offering brokerage

services for trading in Islamic Shari’ah compliant shares. The consolidated financial statements included the following relating to the

subsidiary; assets, liabilities and net losses for the year AED 27,603,000, AED 1,215,000 and AED 3,612,000 respectively.

Notes to the Financial Statements (As of 31 December 2006) Cont..
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28. SEGMENT REPORTING (Cont.)

Corporate & Investment Retail Treasury Total

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

Income Statement
Segment income 382,403 130,835 128,953 33,267 42,521 35,236 553,877 199,338
Inter segment wakala income (104,060) (13,513) 104,060 24,379 - (10,866) - -

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

General and administrative expenses (40,600) (27,806) (121,095) (77,282) - - (161,695) (105,088)
Depreciation of investment properties (2,508) (3,200) - - - - (2,508) (3,200)

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

Net operating income 235,235 86,316 111,918 (19,636) 42,521 24,370 389,674 91,050
Impairment allowance net of recoveries 2,757 5,214 (36,660) 1,361 - - (33,903) 6,575

237,992 91,530 75,258 (18,275) 42,521 24,370 355,771 97,625
Depositors' share of profit for the period (92,493) (21,361) (145,818) (25,511) - - (238,311) (46,872)

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

Balance Sheet Assets
Segment assets 6,470,164 2,451,010 2,017,964 784,684 1,182,074 1,046,391 9,670,202 4,282,085
Unallocated assets - - - - - - 803,548 516,708

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

Liabilities
Segment liabilities 3,747,172 1,719,776 5,298,923 1,918,756 965,872 859,841 10,011,967 4,498,373
Unallocated liabilities - - - - - - 461,783 300,420

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

a) Credit risk and concentration of risk 

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

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

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

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

b) Market risk

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

c) Currency risk 

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

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

d) Liquidity risk 

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

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

The maturity profile is monitored by management to ensure adequate liquidity is maintained. 

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

30. FAIR VALUE

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

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

Notes to the Financial Statements (As of 31 December 2006) Cont..
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b) Due from banks

Due from banks includes current accounts with these banks.

c) Due from Group Holding Company

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

d) Financing receivables

- Financing receivables are net of deferred income and impairment allowances.

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

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

e) Loans and receivables

- Loans and receivables are net of impairment allowances.

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

f) Investments securities

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

g) Investment properties

Investment properties are stated at cost. The building was acquired in late December 2005. The fair value of investment properties is disclosed in note 15.

h) Customers’ accounts

A significant portion of customers’ accounts comprise investment accounts with an original maturity up to two years. A significant portion of these deposits
has been maintained with the Bank for a number of years on a roll over basis.

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

i) Due to banks

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

j) Other assets and liabilities

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

31. COMPARATIVE FIGURES

Certain prior year balances have been reclassified to conform to the current year presentation.

Notes to the Financial Statements (As of 31 December 2006) Cont.
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Notes to the Financial Statements (As of 31 December 2006) Cont..

32. GEOGRAPHICAL DISTRIBUTION OF ASSETS AND LIABILITIES

Other North
GCC Middle East Europe America Asia Far East Others Total

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

2006

ASSETS:
Cash, and deposits with
UAE Central Bank 453,337 - - - - - - 453,337
Due from banks and
other financial institutions 29,089 361 5,889 2,081 308 440 297 38,465
Due from Group Holding Company 1,182,074 - - - - - - 1,182,074
Financing receivables
and investments 6,344,592 195,069 - - 18,648 - - 6,558,309
Loans and receivables 42,472 - - - - - - 42,472
Investment securities 1,592,469 - 24,830 - - - - 1,617,299
Investments properties 270,048 - - - - - - 270,048
Prepayment and other assets 247,280 - - - - - - 247,280
Fixed assets 64,466 - - - - - - 64,466

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

LIABILITIES:
Customers’ accounts 9,045,373 - 722 - - - - 9,046,095
Due to banks and
other financial institutions 3,753 - - 52,227 - 3 - 55,983
Other liabilities 395,187 - - - - - - 395,187
Zakat payable 10,613 - - - - - - 10,613
Shareholders’ Equity 965,872 - - - - - - 965,872

TOTAL LIABILITIES AND
SHAREHOLDERS’ EQUITY 10,420,798 - 722 52,227 - 3 - 10,473,750
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Notes to the Financial Statements (As of 31 December 2006) Cont.

32. GEOGRAPHICAL DISTRIBUTION OF ASSETS AND LIABILITIES (continued)

Other North
GCC Middle East Europe America Asia Far East Others Total

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

2005

ASSETS:
Cash, and deposits
with UAE Central Bank 238,858 - - - - - - 238,858
Due from banks and
other financial institutions 2,057 302 5,153 86,395 456 488 237 95,088
Due from Group Holding Company 1,353,059 - 1,532 - 22 - - 1,354,613
Financing receivables 2,027,005 45,983 - - 16,814 - 20,751 2,110,553
Loans and receivables 44,774 - - - - - - 44,774
Investment securities 660,258 - - - - - - 660,258
Investments properties 128,729 - - - - - - 128,729
Prepayment and other assets 141,747 - 279 1,939 - - - 143,965
Fixed assets 21,955 - - - - - - 21,955

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

LIABILITIES:

Customers’ accounts 3,598,867 - 689 - - - - 3,599,556
Due to banks and
other financial institutions 17,805 - - 3 - 124 - 17,932
Other liabilities 315,495 - - - - - - 315,495
Zakat payable 5,969 - - - - - - 5,969
Shareholders’ Equity 859,841 - - - - - - 859,841

TOTAL LIABILITIES AND
SHAREHOLDERS’ EQUITY 4,797,977 - 689 3 - 124 - 4,798,793
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Notes to the Financial Statements (As of 31 December 2006) Cont..

33. MATURITY PROFILE OF ASSETS AND LIABILITIES

Over Over Over
Within 3 months 1 year 3 years Over

3 months to 1 year to 3 years to 5 years 5 years Total
2006 AED’000 AED’000 AED’000 AED’000 AED’000 AED’000

ASSETS:
Cash, and deposits with UAE Central Bank 453,337 - - - - 453,337
Due from banks and other financial institutions 38,465 - - - 38,465
Due from Group Holding Company 273,026 909,048 - - - 1,182,074
Financing receivables 1,634,566 1,049,513 1,936,443 746,378 1,191,409 6,558,309
Loans and receivables 42,472 - - - - 42,472
Investment securities - 486,266 822,359 308,674 - 1,617,299
Investment properties - 270,048 - - - 270,048
Prepayment and other assets 247,280 - - - - 247,280
Fixed assets - - - - 64,466 64,466

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

LIABILITIES:
Customers’ accounts 2,859,382 3,842,879 2,343,834 - - 9,046,095
Due to banks and other financial institutions 55,983 - - - - 55,983
Other liabilities 395,187 - - - - 395,187
Zakat payable 10,613 - - - - 10,613
Shareholders’ Equity - - - - 965,872 965,872

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

Liquidity gap (632,019) (1,128,004) 414,968 1,055,052 290,003

Cumulative Liquidity gap (632,019) (1,760,023) (1,345,055) (290,003) -
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Notes to the Financial Statements (As of 31 December 2006) Cont.

33. MATURITY PROFILE OF ASSETS AND LIABILITIES (continued)

Over Over Over
Within 3 months 1 year 3 years Over

Restated 3 months to 1 year to 3 years to 5 years 5 years Total
2005 AED’000 AED’000 AED’000 AED’000 AED’000 AED’000

ASSETS:
Cash, and deposits with UAE Central Bank 238,858 - - - - 238,858
Due from banks and other financial institutions 95,088 - - - - 95,088
Due from Group Holding Company 1,195,678 158,935 - - - 1,354,613
Financing receivables 314,006 442,662 814,142 421,136 118,607 2,110,553
Loans and receivables 32,240 - - - 12,534 44,774
Investment securities - - 299,636 360,283 339 660,258
Investment properties - 128,729 - - - 128,729
Prepayment and other assets 143,965 - - - - 143,965
Fixed assets - - - - 21,955 21,955

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

LIABILITIES:
Customers’ accounts 1,030,987 1,330,426 1,238,143 - - 3,599,556
Due to banks and other financial institutions 17,932 - - - - 17,932
Other liabilities 315,495 - - - - 315,495
Zakat payable 5,969 - - - - 5,969
Shareholders’ Equity - - - - 859,841 859,841

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

Annual Report 2006Opt4 22-1.qxd  10/5/09  11:25 AM  Page 71



Branches

Main Branch
P.O.Box 6564, Dubai
Tel: +971 4 2131680 Fax: +971 4 2223719

Abu Dhabi Branch
P.O.Box 46077, Abu Dhabi
Tel: +971 2 4464000 Fax: +971 2 4459000

Ajman Branch
P.O.Box 6688, Ajman
Tel: +971 6 7464000 Fax: +971 6 7464400

Al Ain Branch
P.O.Box 15095, Al Ain
Tel: +971 3 7511159 Fax: +971 3 7662954

Al Diyafa Road Branch
P.O.Box 6564, Dubai
Tel: +971 4 3160101 Fax: +971 4 3986700

Al Riqqa Branch
P.O.Box 6564, Dubai
Tel: +971 4 3160101 Fax: +971 4 2225835

Bur Dubai Branch
P.O.Box 6564, Dubai
Tel: +971 4 3160101 Fax: +971 4 3551190

Fujairah Branch
P.O.Box 1472, Fujairah
Tel: +971 9 2223423 Fax: +971 9 2223433

Halwaan Branch
P.O.Box 67621, Sharjah
Tel: +971 6 5663555 Fax: +971 6 5663553

Jebel Ali Branch
P.O.Box 6564, Dubai
Tel: +971 4 8811133 Fax: +971 4 8811159

Khalidiya Branch
P.O.Box 108330, Abu Dhabi
Tel: +971 2 6679000 Fax: +971 2 6656008

Khorfakan Branch
P.O.Box 18969, Sharjah
Tel: +971 9 2371122 Fax: +971 9 2371996

Oud Metha Branch
P.O.Box 6564, Dubai
Tel: +971 4 3373337 Fax: +971 4 3348645

Qasmiya Branch
P.O.Box 67622, Sharjah
Tel: +971 6 5720002 Fax: +971 6 5720006

Ras Al Khaimah Branch
P.O.Box 5198, Ras Al Khaimah
Tel: +971 7 2221366 Fax: +971 7 2222467

Sharjah Branch
P.O.Box 5169, Sharjah
Tel: +971 6 5686166 Fax: +971 6 5683739

Sheikh Zayed Road Branch
P.O.Box 6564, Dubai
Tel: +971 4 3311087 Fax: +971 4 3313937

Umm Al Quwain Branch
P.O.Box 315, Umm Al Quwain
Tel: +971 6 7656050 Fax: +971 6 7656005

.
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