








22. Staff costs (continued)

Year Ended 2008 Year Ended 2007
AED’000 AED’000
Staff benefits
Pension 2,923 2,182
End of service benefits (Note 13) 3,218 8,249
Others 1,677 1,014
7,818 11,445

23. Basic earnings per share

The basic earnings per share is calculated by dividing the profit attributable to shareholders by the average number of ordinary shares in issue
during the year. In accordance with IAS 33 “Earnings per Share”, the impact of bonus shares issued has been considered retrospectively while
computing the weighted average number of ordinary shares during all periods presented.

Year Ended 2008 Year Ended 2007
AED’000 AED’000
Profit for the year in AED 283,665,000 333,770,000
Average number of shares in issue 1,263,268,852 1,148,400,000
Basic earnings per share in AED 0.22 0.29

There were no potentially dilutive shares as at December 31, 2008 and 2007.

24. Dividend per share

At the Board meeting held on February 17, 2009 the Board of Directors proposed a cash dividend of 10% amounting to AED 132 million and
share dividend of 10% amounting to AED 132 million in respect of the year ended December 31, 2008 (2007: cash dividend amounting to Nil and
share dividend of 50% amounting to AED 330 million). The above will be accounted for in the financial statements of the Bank in the year ending
December 31, 2009. This proposal is subject to the approval of the shareholders.

25. Related party transactions

The Bank carries out transactions in the ordinary course of business with related parties, defined as shareholders who have a significant equity
interest in the Bank, and all Directors of the Bank and companies in which such shareholders and Directors have a significant interest and key
management personnel of the Bank. During the year, the Bank entered into the following significant transactions with related parties in the ordinary
course of business.

Year Ended 2008 Year Ended 2007
AED’000 AED’000
Interest income 22,441 11,238
Interest expense 921 582
Remuneration of key management personnel 5,413 10,638
Other income 3,327 3,427
Directors’ fees 700 700
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25. Related party transactions (continued)

Outstanding balances at the balance sheet date from transactions with related parties are as follows:

Year Ended 2008 Year Ended 2007
AED’000 AED’000
Loans and advances 813,726 139,844
Customer deposits 122,212 57,911
Irrevocable commitments and contingent liabilities 217,909 237,394
26. Cash and cash equivalents
Year Ended 2008 Year Ended 2007
AED’000 AED’000
Cash in hand (Note 5) 118,168 70,530
Current account with the UAE Central Bank (Note 5) 39,922 81,110
Certificates of deposit with the UAE Central Bank (Note 5) - 2,365,000
Term and demand deposits with other banks (Note 6) 2,072,788 121,269
2,230,878 2,637,909

27. Business segments
The Bank is organised into two main business segments:

Retail and corporate banking - wherein retail banking comprises private customer current accounts, savings accounts, deposits, credit and debit
cards, customer loans and mortgages and corporate banking involves transactions with corporate bodies including government and public bodies
and comprises loans, advances, deposits and trade finance transactions.

Treasury and others - incorporating the activities of the dealing room, related money market, foreign exchange transactions with other banks and
financial institutions including the UAE Central Bank and operations by the Bank’s Head Office as a whole, none of which mutually constitute a
separately reportable segment.

Transactions between the business segments are on normal commercial terms and conditions. There are no material items of income and expense
arising between the business segments. Segment assets and liabilities comprise operating assets and liabilities, being the majority of the balance
sheet items.

Retail and Treasury
. . . corporate banking and others Total

Primary segment information

AED’000 AED’000 AED’000
December 31, 2008
Gross income 608,474 105,703 714177
Segment result 252,850 24,754 277,604
Unallocated income 6,061
Profit for the year 283,665
Segment assets 9,964,508 3,478,220 13,442,728
Unallocated assets 100,128
Total assets 13,542,856
Segment liabilities 6,303,787 3,537,772 9,841,559
Unallocated liabilities 919,149
Total liabilities 10,760,708
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27. Business segments (continued)

Retail and Treasury

Primary segment information (continued) corporate banking and others Total

AED’000 AED’000 AED’000
December 31, 2007
Gross income 436,709 179,853 616,562
Segment result 224,909 104,193 329,102
Unallocated income 4,668
Profit for the year 333,770
Segment assets 5,112,662 3,212,873 8,325,535
Unallocated assets 103,516
Total assets 8,429,051
Segment liabilities 4,754,319 1,949,880 6,704,199
Unallocated liabilities 2,114
Total liabilities 6,706,313

28. Classification and fair value of financial instruments

Loans and Held-to- Held for Available- Non-financial
Assets receivables maturity trading for-sale instruments Total
December 31, 2008 AED’000 AED’000 AED’000 AED’000 AED’000 AED’000
Cash and balances with
the UAE Central Bank 399,740 - - - - 399,740
Due from other banks 2,109,518 - - - - 2,109,518
Loans and advances 9,848,246 - - - - 9,848,246
Investment securities - 378,413 92,781 83,545 - 554,739
Customers’ acceptances 413,710 - - - - 413,710
Property and equipment - - - - 100,128 100,128
Other assets - - - - 116,775 116,775
Total assets 12,771,214 378,413 92,781 83,545 216,903 13,542,856
December 31, 2007
Cash and balances with
the UAE Central Bank 2,673,011 - - - - 2,673,011
Due from other banks 148,817 - - - - 148,817
Loans and advances 4,929,223 - - - - 4,929,223
Investment securities - 62,768 265,057 58,760 - 386,585
Customers’ acceptances 129,115 - - - - 129,115
Property and equipment - - - - 103,516 103,516
Other assets - - - - 58,784 58,784
Total assets 7,880,166 62,768 265,057 58,760 162,300 8,429,051
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28. Classification and fair value of financial instruments (continued)

At amortised Non-financial
cost instruments Total

Liabilities

AED’000 AED’000 AED’000
December 31, 2008
Due to other banks 2,410,437 - 2,410,437
Customers’ deposits 6,822,168 - 6,822,168
Customers’ acceptances 413,710 - 413,710
Other liabilities - 1,114,393 1,114,393
Total liabilities 9,646,315 1,114,393 10,760,708
December 31, 2007
Due to other banks 1,925,741 - 1,925,741
Customers’ deposits 4,532,682 - 4,532,682
Customers’ acceptances 129,115 - 129,115
Other liabilities - 118,775 118,775
Total liabilities 6,587,538 118,775 6,706,313

The directors consider that the carrying amounts of the financial assets and financial liabilities recorded at amortised cost in the consolidated
financial statements approximate their fair values.

29. Financial risk management

The Bank’s activities expose it to a variety of financial risks and those activities involve the analysis, evaluation, acceptance and management of
some degree of risk or combination of risks. Taking risk is core to the financial business, and the operational risks are an inevitable consequence of
being in business. The Bank’s aim is therefore to achieve an appropriate balance between risk and return and minimise potential adverse effects
on the Bank’s financial performance.

Credit risk

The Bank assumes credit risk as part of its lending operations, which is identified as the risk that counterparty will cause a financial loss for the
Bank by failing to discharge an obligation. Credit exposures arise principally in loans and advances, due from banks and investment securities.
There is also credit risk in off-balance sheet financial arrangements such as letters of credit, guarantees and undrawn loan commitments. The
credit risk management and control are centralised in the Credit Risk Department with the following objectives:

¢ To measure, monitor and mitigate risks both at micro as well as macro level.
» To facilitate building and sustaining a high quality credit portfolio and minimise losses.
* Contain non-performing assets through preventive and curative management.

* To identify early warning signals and initiate timely corrective action.

Credit Risk Department has been reorganised to include units for customer
rating, remedial management and risk containment. The Bank is in the process
of setting up the internal risk rating systems to comply with IRB Foundation
norms of Basel |l. Remedial management and risk containment units are
functioning to prevent accretion of nonperforming assets through timely
action and maximise recoveries through vigorous follow-up, classification
of delinquent exposures and negotiate compromise proposals, wherever
required. Note 30 summarises the Bank’s exposure to credit risk.

Credit Risk Mitigation

Collateral - It is a common practice to obtain collateral securities to safeguard
the interest of the Bank in case of default. Such mitigants are backed by
proper documentation and legally binding agreements. The most common
forms of tangible securities accepted by the Bank are land and building, listed
equity shares, fixed deposits under lien, vehicles etc.

Other comforts - personal guarantees and corporate guarantees are also
taken as comfort, wherever deemed essential.
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29. Financial risk management (continued)

Market risk

Market risk for the Bank refers to the risk because of which the value of its on or offbalance sheet positions are adversely affected due to
movements primarily in interest rates, currency exchange rates and investment prices. Thus the volatility in market level of interest rates, foreign
exchange rates and investment prices expose the Bank’s earnings and capital to risk.

The market risk department of the Bank addresses these risks to the Assets and Liability Committee (ALCO) on a regular basis based on stipulated
norms for Asset Liability Management and Investments. The ALCO takes corrective measures as per the Bank’s internal market risk policies and
strategic business directions.

Liquidity risk

Liquidity risk is the risk that the Bank will be unable to meet its liabilities when they fall due. Liquidity risk can be caused by market disruptions
or credit downgrades which may cause certain sources of funding to dry up immediately. To guard against this risk, management endeavors to
diversify funding sources on a continuous basis and manage assets with liquidity in mind. The day-to-day funds management is done at Treasury
so as to maintain satisfactory liquid assets. The liquidity position is monitored and reported to top management on a daily basis. The Bank’s ALCO
has put in place the policies to manage the liquidity risk and monitor the position regularly. Note 31 summarises the Bank’s exposure to liquidity
risk.

Interest rate risk

Interest rate risk is the potential that changes in interest rates may adversely affect the value of a financial instrument or portfolio, or the condition
of the Bank as a whole. Although interest-rate risk arises in all types of financial instruments, it is most pronounced in debt instruments, derivatives
that have debt instruments as their underlying reference asset, and other derivatives whose values are linked to market interest rates. In general,
the values of longer-term instruments are often more sensitive to interest-rate changes than the values of shorter-term instruments. A part of
interest rate risk can be labelled as yield curve risk, which refers to the imperfect correlation of interest rates of different maturities.

The Bank manages its interest rate sensitivity position based on anticipated and actual interest rate movements, in order to maximise net interest
income (“NII”). The Bank analyses its interest rate sensitivity position based on the contractual repricing or maturity dates, whichever is earlier,
regularly. The impact on the sensitivity position is calculated by way of 50 basis points (“bps”) change in interest rates and resultant effect in the
net interest income of the Bank. It is controlled through the limit prescribed for the same. Note 32 summarises the Bank’s exposure to interest rate
risk.

Currency risk

The Bank takes on exposure to the effects of fluctuations in the prevailing foreign currency exchange rates on its financial position and cash flows.
The Board sets limits on the level of exposure by currency and in aggregate for both overnight and intra-day positions, which are monitored by the
Treasury Department. Note 33 summarises the Bank’s exposure to foreign currency exchange risk.

Operational risk

Operational risk is defined as the risk of loss resulting from inadequate or failed internal processes, people and systems, or from external events.
This definition includes legal risk, but excludes strategic and reputational risk. Operational risk is inherent in all business activities and management
of this risk is vital to the strategic objective of the Bank. While operational risk cannot be fully eliminated, management endeavours to minimise the
losses by ensuring effective infrastructure, controls, systems and individuals are in place throughout the organisation.

To accomplish the above objective, the Bank has dedicated operational risk management function, which is proactive in developing and implementing
new methodologies for the identification, assessment, monitoring and control of operational risk. The Bank is developing systems and procedures
with clear segregation of duties and reporting line to reduce operational risk. Compliance with the guidelines is monitored through robust internal
control and comprehensive audit system.

The Bank is currently implementing under-noted processes aimed at monitoring and mitigating operational risks.

. Bottom up approach (Risk and Control Assessment) for identification and assessment of operational risks at all business units.
. Establishing a centralised database for capturing operational risk losses.
. Developing a comprehensive Business Contingency and Continuity Plan to anticipate stress situations and mitigate the risk

associated with them.
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30. Credit risk

Due from Loans Investment in
Asset quality and ageing as on other banks and advances securities
December 31, 2008
Impaired AED’000 AED’000 AED’000
Substandard - 31,398 -
Doubtful - 34,237 -
Loss - 33,150 -
- 98,785 -
Specific allowance for impairment - (62,205) -
= 36,580 B
Amount past due but not impaired
Past due above 60 days - 111,382 -
Past due less than 60 days - 266,179 -
- 377,561 -
Neither past due nor impaired 2,109,518 9,517,175 554,739
Collective allowances for impairment - (83,070) -
2,109,518 9,434,105 554,739
Carrying amount 2,109,518 9,848,246 554,739
Asset quality and ageing as on
December 31, 2007
Impaired
Substandard - 65,238 -
Doubtful - 50,373 -
Loss - 23,354 -
- 138,965 -
Specific allowance for impairment - (74,777) -
- 64,188 -
Amount past due but not impaired
Past due above 60 days - 42,633 -
Past due less than 60 days - 41,394 -
- 84,027 -
Neither past due nor impaired 148,817 4,836,518 386,585
Collective allowances for impairment - (55,510) -
148,817 4,781,008 386,585
Carrying amount 148,817 4,929,223 386,585

Loans and advances are secured by collaterals amounting to AED 5,175 million (2007: AED 2,194 million). The fair value of collaterals on impaired
loans is estimated to AED 60 million (2007 : AED 52 million)




30. Credit risk (continued)

Due from Loans Investment in
other banks and advances securities
Geographical concentration of assets
December 31, 2008 AED’000 AED'000 AED'000
Within U.A.E. 1,998,823 9,803,575 259,267
Within GCC countries 27,133 44,671 295,433
Other countries 83,562 - 39
2,109,518 9,848,246 554,739
December 31, 2007
Within U.A.E. 99,898 4,929,223 69,422
Within GCC countries 17,627 - 317,163
Other countries 31,292 - -
148,817 4,929,223 386,585
Rated and Rated Unrated Total CRM - Eligible Net Exposure Risk Weighted
unrated exposure Exposure Exposure Exposure Collateral after CRM Assets
December 2008 AED’000 AED’000 AED’000 AED’000 AED’000 AED’000
Claims on banks 2,109,238 66,810 2,176,048 10,689 2,165,359 471,745
Claims on sovereigns 369,385 - 369,385 - 369,385 -
Investment securities 346,550 211,717 558,267 - 558,267 216,541
Claims on corporates 328,255 7,775,556 8,103,811 329,116 7,774,695 7,774,695
Retail exposure - 1,341,859 1,341,859 34,452 1,307,407 1,021,634
Past due loans - 329,855 329,855 26,546 303,309 452,356
Other assets 118,167 214,858 333,025 - 333,025 214,858
Off balance sheet exposure 945,668 11,509,683 12,455,351 2,976,898 9,478,453 4,040,756
4,217,263 21,450,338 25,667,601 3,377,701 22,289,900 14,192,585
Rated and
unrated exposure
December 2007
Claims on banks 145,688 - 145,688 - 145,688 42,930
Claims on sovereigns 2,622,742 - 2,622,742 - 2,622,742 -
Investment securities 63,940 323,817 387,757 - 387,757 39,317
Claims on corporates 67,422 3,975,614 4,043,036 246,700 3,796,336 3,799,106
Retail exposure - 813,410 813,410 23,264 790,146 601,015
Past due loans - 108,027 108,027 - 108,027 159,817
Other assets 70,529 161,127 231,656 - 231,656 161,127
Off balance sheet exposure 338,219 6,770,771 7,108,990 1,841,072 5,267,918 2,179,302
3,308,540 12,152,766 15,461,306 2,111,036 13,350,270 6,982,614
December 31,
Exposure risk category-wise
P gory 2008 2007
Risk category AED’000 AED’000
Below 100% risk weight 8,776,492 4,785,346
100 % risk weight 16,566,467 10,572,381
More than 100% risk weight 324,642 103,579
25,667,601 15,461,306
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31. Liquidity risk

Maturity profile 1 Upto ) 1 mont: - 3 r:lonths - 1 year - Over ot
Assets mont 3 months year 5 years 5 years ota
December 2008 AED’000 AED’000 AED’000 AED’000 AED’000 AED’000
Cash and balances with

the UAE Central Bank 158,090 - - 241,650 - 399,740
Due from other banks 1,988,363 6,354 85,417 29,384 - 2,109,518
Loans and advances 1,278,257 586,684 1,794,113 5,392,678 796,514 9,848,246
Investment securities 50,535 - 117,915 287,464 98,825 554,739
Customers’ acceptances 121,106 151,628 61,357 79,619 - 413,710
Property and equipment - - - 50,064 50,064 100,128
Other assets 46,997 - 69,778 - - 116,775
Total 3,643,348 744,666 2,128,580 6,080,859 945,403 13,542,856
December 2007

Cash and balances with

the UAE Central Bank 1,676,640 800,000 40,000 156,371 - 2,673,011
Due from other banks 66,269 55,000 - 27,548 - 148,817
Loans and advances 605,422 316,600 830,771 2,864,741 311,689 4,929,223
Investment securities 97,146 - 241,669 47,770 - 386,585
Customers’ acceptances 64,557 32,279 32,279 - - 129,115
Property and equipment - - - - 103,516 103,516
Other assets 21,824 - 36,960 - - 58,784
Total 2,531,858 1,203,879 1,181,679 3,096,430 415,205 8,429,051
Liabilities, equity and

off balance sheet items

December 2008

Due from other banks 71,098 - 870,139 1,469,200 - 2,410,437
Customers’ deposits 1,740,353 725,580 1,043,807 3,312,252 176 6,822,168
Customers’ acceptances 121,106 151,628 61,357 79,619 - 413,710
Other liabilities 59,861 52,121 84,161 918,250 - 1,114,393
Shareholders’ equity - 132,000 304,442 - 2,345,706 2,782,148
A: Total on balance sheet items 1,992,418 1,061,329 2,363,906 5,779,321 2,345,882 13,542,856
Forward sale 179,937 88,235 670,996 183,650 - 1,122,818
Guarantees 594 - 1,782 - - 2,376
Unavailed limits 1,191,087 186,804 245,215 - - 1,623,106
B: Total off balance sheet items 1,371,618 275,039 917,993 183,650 - 2,748,300
Grand total [A+B] 3,364,036 1,336,368 3,281,899 5,962,971 2,345,882 16,291,156
December 2007

Due from other banks 14,099 55,095 295,522 1,561,025 - 1,925,741
Customers’ deposits 1,443,032 507,134 776,361 1,805,683 472 4,532,682
Customers’ acceptances 129,115 - - - - 129,115
Other liabilities 44,078 43,948 30,749 - - 118,775
Shareholders’ equity - 66,755 441,232 24,045 1,190,706 1,722,738
A :Total on balance sheet items 1,630,324 672,932 1,543,864 3,390,753 1,191,178 8,429,051
Forward sale 38,986 61,159 311,983 - - 412,128
Guarantees 380 - 1,140 - - 1,520
Unavailed limits 1,026,498 75,305 175,709 - - 1,277,512
B: Total off balance sheet items 1,065,864 136,464 488,832 - - 1,691,160
Grand total [A+B] 2,696,188 809,396 2,032,696 3,390,753 1,191,178 10,120,211
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32. Interest rate risk

The Bank is exposed to various risks associated with the effects of fluctuations in the prevailing levels of market interest rates on its financial
position and cash flows. The table below sets out the Bank’s assets and liabilities at carrying amounts, categorised by the earlier of contractual

repricing or maturity dates.

At December 31, 2008 Less than From 3 months Over Non-interest
. . 3 months to 1 year 1 year bearing Total

Financial assets

AED’000 AED’000 AED’000 AED’000 AED’000
Cash and balances with
the UAE Central bank - - - 399,740 399,740
Due from other banks 1,954,352 78,071 - 77,095 2,109,518
Loans and advances 7,662,543 606,628 1,447,136 131,939 9,848,246
Investment securities 309,677 76,611 - 168,451 554,739
Customers’ acceptances - - - 413,710 413,710
Total 9,926,572 761,310 1,447,136 1,190,935 13,325,953
Financial liabilities
Due to other banks 2,317,935 90,480 - 2,022 2,410,437
Customers’ deposits 1,715,664 740,972 599,064 3,766,468 6,822,168
Customers’ acceptances - - - 413,710 413,710
Total 4,033,599 831,452 599,064 4,182,200 9,646,315
On balance sheet interest rate sensitivity gap 5,892,973 (70,142) 848,072 (2,991,265) 3,679,638
At December 31, 2007
Total financial assets 6,296,803 591,688 641,413 736,847 8,266,751
Total financial liabilities 3,355,843 649,354 55,506 2,526,835 6,587,538
On balance sheet interest rate sensitivity gap 2,940,960 (57,666) 585,907 (1,789,988) 1,679,213
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32. Interest rate risk (continued)

Rate sensitivity analysis

At the balance sheet date if interest rates had been 50 bps higher/lower and all the other variables were held constant, the Bank’s:

. Net interest income would have increased/decreased by AED 29 million (2007: AED 13.4 million).

. Other equity reserves would have decreased/increased by AED 21.5 million (2007: AED 11.9 million).

Method and assumptions for sensitivity analysis

. Interest rate may fluctuate by a reasonable +/- 50 bps.

. A 50 bps change is used to give a realistic assessment vis-a-vis prevailing interest rates on the balance sheet date.

o Interest rate change takes place uniformly across all time buckets upto 1 year for net interest income impact.

. Interest rate change takes place at the mid point of each time bucket.

. Other parameters remain unchanged.

. Impact on net interest income upto next 1 year is worked out.

. For impact on equity, weighted modified duration of Rate Sensitive Assets (‘RSA”) and Rate Sensitive Liabilities (“RSL”) for all

buckets has been worked out and its net impact calculated.

. RSA and RSL have been captured based on earlier of the re-pricing or maturity.

33. Currency risk

Concentration of assets and liabilities by currency:

At December 31, 2008 AED usbD Others Total
Financial assets AED'000 AED'000 AED'000 AED'000
Cash and balances with the

UAE Central bank 365,746 33,994 - 399,740
Due from other banks 1,758,130 77,772 273,616 2,109,518
Loans and advances 9,846,138 - 2,108 9,848,246
Investment securities 290,343 140,092 124,304 554,739
Customers’ acceptances 413,710 - - 413,710
Total financial assets 12,674,067 251,858 400,028 13,325,953
Financial liabilities

Due to other banks 83,963 2,138,021 188,453 2,410,437
Customers’ deposits 6,564,707 21,710 235,751 6,822,168
Customers’ acceptances 413,710 - - 413,710
Total financial liabilities 7,062,380 2,159,731 424,204 9,646,315
Net balance sheet position 5,611,687 (1,907,873) (24,176) 3,679,638
Off balance sheet position 10,544,341 989,621 507,679 12,041,641
At December 31, 2007

Total financial assets 7,855,568 107,081 304,102 8,266,751
Total financial liabilities 4,514,023 1,917,725 155,790 6,587,538
Net balance sheet position 3,341,545 (1,810,644) 148,312 1,679,213
Off balance sheet position 6,056,789 511,069 165,866 6,733,724
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33. Currency risk (continued)

Rate sensitivity analysis

Foreign Foreign Net forward Net long/ Impact on
currency currency purchase/ (short) statement of
assets liabilities (sale) position income and equity
Year 2008 AED'000 AED'000 AED'000 AED'000 AED'000
Pegged Currencies
US Dollar 253,957 2,167,740 525,239 (1,388,544) 27,771
Saudi Riyal 24,627 99,032 97,973 23,568 (471)
Bahrain Dinar 506 - - 506 (10)
Omani Riyal 238 - - 238 (5)
Qatar Riyal 121 - - 121 (2)
Other Currencies
Kuwait Dinar 100,234 - - 100,234 (10,023)
Great British Pound 12,468 25,278 10,590 (2,220) 222
Euro 258,232 300,880 44,602 1,954 (195)
Swiss Frank 160 42 - 118 (11)
Japanese Yen 2,830 2,242 - 588 (59)
Indian Rupee 21 2 - 19 (2)
Lankan Rupee 6 1 - 5 (1)
Jordanian Dinar 134 - - 134 (13)
Canadian Dollar 301 1 - 300 (30)
653,835 2,595,218 678,404 (1,262,979)
Total impact if foreign currency fluctuates against AED +-17,171
Year 2007
Pegged Currencies
US Dollar 108,221 1,919,132 137,280 (1,673,631) 33,472
Saudi Riyal 52,331 - - 52,331 (1,047)
Bahrain Dinar 8,151 - - 8,151 (163)
Omani Riyal 15,124 - - 15,124 (302)
Qatar Riyal 343 - - 343 (7)
Other Currencies
Kuwait Dinar 194,542 - - 194,542 (19,454)
Great British Pound 1,675 1,650 - 25 (2)
Euro 23,937 146,561 122,661 37 (4)
Swiss Frank 90 78 - 12 (1)
Japanese Yen 8,125 8,109 - 16 (2)
Indian Rupee 9 - - 9 (1)
Lankan Rupee 6 - - 6 (1)
Canadian Dollar 32 - - 32 3)
412,586 2,075,530 259,941 (1,403,003)
Total impact if foreign currency fluctuates against AED +/-12,485
. Currencies are divided into two categories i) those pegged with USD and ii) all other currencies as on the balance sheet date.
. Exchange rate fluctuation of 2% in AED against the respective pegged foreign currencies and exchange rate fluctuation of 10% in

AED against the respective other foreign currencies have been used to give a realistic assessment as a plausible event.

. Based on these changes the impact on profit or loss and equity has been worked out.
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34. Equity price risk
Sensitivity analysis

At the balance sheet date if the equity prices are 10% higher/lower as per the assumptions mentioned below and all the other variables were held
constant, the Bank’s:

. Statement of income/equity would have increased/decreased by AED 16.85 million (2007 : AED 32.4 million).

Method and assumptions for sensitivity analysis
. The sensitivity analysis has been done based on the exposure to equity price risk as at the balance sheet date.

. As at the balance sheet date if equity prices are 10% higher/lower on the market value uniformly for all equities while all other
variables are held constant, the impact on profit or loss and equity has been shown above.

. A 10% change in equity prices has been used to give a realistic assessment as a plausible event.

35. Capital management

Bank’s capital management policy is to maintain a strong capital base to support the development and growth of business. Current and future
capital requirements are determined on the basis of loan growth expectations for each business unit, expected growth in off-balance sheet
facilities, future sources and uses of funds and Bank’s future dividend policy. The Bank also ensures compliance with externally imposed capital
requirement norms, strong credit ratings and healthy capital ratios in order to support its business and to maximise shareholders’ value. During the
year the Bank had complied in full with all external imposed capital requirements. The UAE Central Bank requires the banks in UAE to maintain a
ratio of total regulatory capital to the risk weighted assets at or above the agreed minimum of 10%.

Capital structure

The table below details the regulatory capital resources of the Bank:

December 31,

2008 2007

AED’000 AED’000
Tier 1 Capital
Share capital 1,320,000 660,000
Statutory reserve 1,019,266 524,266
General reserve 6,440 6,440
Retained earnings 461,652 507,987
Total Tier 1 2,807,358 1,698,693
Tier 2 Capital
Fair value reserve on investment securities available-for-sale (25,210) 10,821
General reserves on unclassified loans and advances to customers 83,070 55,510
Total Tier 2 57,860 66,331
Total Regulatory Capital 2,865,218 1,765,024
Capital adequacy ratios
Risk weighted assets :
Credit risk-weighted assets 14,192,585 6,982,614
Market risk-weighted assets 620,552 842,275
Operations risk-weighted assets 706,887 619,971
Total risk-weighted assets 15,520,024 8,444,860
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35. Capital management (continued)

Capital adequacy ratios (continued) December 31,
2008 2007
Capital requirements : AED’000 AED’000
Credit risk
Claims on banks 471,745 42,930
Investment securities 216,541 39,317
Claims on corporates 7,774,695 3,799,106
Retail exposure 1,021,634 601,015
Past due loans 452,356 159,817
Other assets 214,858 161,127
Off balance sheet exposure 4,040,756 2,179,302
14,192,585 6,982,614
Market risk
Foreign exchange risk 104,351 194,638
Interest rate risk 179,300 -
Equity position risk 336,901 647,637
620,552 842,275
Operations risk 706,887 619,971
Total capital requirements 15,520,024 8,444,860

December 31,

2008 2007
% %
Capital adequacy ratio (percent)
Tier 1 ratio (Tier 1 capital/total risk weighted assets) 18.1 20.1
Tier 2 ratio (Tier 2 capital/Tier 1 capital) 21 3.9
Total capital adequacy ratio (total regulatory capital/total risk weighted assets) 18.5 20.9
Minimum capital adequacy ratio required by the UAE Central Bank 10 % 10 %

36. Approval of consolidated financial statements

The consolidated financial statements were approved by the Board of Directors and authorised for issue on February 17, 2009.

37. Comparative amounts

Certain amounts for the prior year were reclassified to conform to current year presentation.
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