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OPERATING PROFIT BEFORE PROVISIONS* (IN AED MILLIONS)

2014 2013 2012 2014 2013 2012

*OPERATING INCOME - OPERATING EXPENSES AED 1,454.60 AED 1,430.82 AED 1,402.80

NET PROFIT (IN AED MILLIONS)

TOTAL ASSETS (IN AED MILLIONS) DEPOSITS (IN AED MILLIONS)

2014 2013 2012 2014 2013 2012

AED 34,830.16 AED 30,126.77 AED 27,250.14 AED 24,651.41 AED 23,069.15 AED 20,719.73

NET LOANS AND ADVANCES (IN AED MILLIONS) FY 2014 KEY RATIOS

2014 2013 2012 44% 22.2% 83% 2065%  2.4%

AED 25,266.48 AED 21,959.25 AED 20,283.43 RETURN ON ASSETS RETURN ON EQUITY NET INTEREST MARGIN CAPITAL ADEQUACY RATIO NON PERFORMING LOAN




Simply better and better

Our on-going efforts to improve in all areas of our business
were recognized by the industry:

2014 Awards

e 1stin the UAE by Return on Assets and the 17th in the
world according to The Banker’s Top 1000 Bank Rankings
for 2014 based on 2013 financial results

»  Second best performing commercial bank in the GCC
during 2013 according to the 2014 darien analytics survey

e ‘Best Internet Banking Initiative Award’ at The Asian Banker
- Middle East Retail Product Awards 2014 for
‘Click & Collect’

*  ‘Best Core Banking Implementation Project Award in
the Middle East’ at The Asian Banker — Technology
Implementation Awards 2014

e ‘Best Payment Program Award for Small to Medium
Enterprises (SMEs) in the Middle East, Africa, and South
East Asia’ for Titanium Business Credit Card by MasterCard

*  ‘Best New Employer of the Year’ by Higher College of
Technology - Dubai

Outstanding performance: RAKBANK
is the best performing bank in the UAE
by Return on Assets - The Banker’s Top
1000 Bank Rankings for 2014
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CHAIRMAN’S LETTER

H.E. Sheikh Omar Bin Saqr Al Qasimi
Chairman

On behalf of RAKBANK’s Board of Directors, | am happy to present the Audited Financial
Statements of RAKBANK for the year ended 31 December 2014. The Bank continues with its
success story with yet another year of solid performance as it maintains its leadership position in
the UAE in terms of Return on Average Assets and Return on Average Equity.

The Bank’s strong performance in Loans and Advances was in line with the robust growth of the
UAE economy throughout the year, which was supported by higher oil production in the first half
of 2014 and considerable private capital inflows in the second half, according to the Institute

of International Finance (IIF). The UAE also introduced additional economic reforms in 2014 to
facilitate the business growth in the country and continue to attract direct investments.

RAKBANK is an ambitious and secure bank that plays a responsible role in helping its home
emirate of Ras Al Khaimah and the UAE to prosper. With a strategy and business model that form
a strong foundation to build on, in 2014 we rethought our strategy in an effort to broaden our
horizons and ensure our continued growth for years to come. The Bank came a long way from
its re-launch in 20071 and we want to ensure that it remains competitive and profitable.

During the year, the board and management reaffirmed the Bank’s existing banking strategy and
made a few adjustments necessary to enable the Bank to generate sustainable returns in the
long run. This is part of the Bank’s three-year strategic plan, which aims to grow our presence

in the UAE and increase market share. We began to gradually move our way up into SME and
Commercial Banking, even as we remain a predominantly retail bank, to ensure that we retain
our small business customers as they enter different phases of growth. We also explored new
opportunities for revenue growth across Retail Banking, Business Banking, and Islamic Banking,
and we plan on taking advantage of new opportunities along the way deemed to be in the best
interest of our shareholders.

As a result of the Bank’s resilient performance and strategy, | am pleased to report a full year net
profit of AED 1,454.6 million as the underlying business of most of our product lines performed
exceptionally well during 2014 and we saw widespread growth in fee income. In light of the
Bank’s continued healthy financial position and capital base, the Board has recommended a
50% cash dividend, subject to approval by the UAE Central Bank and the shareholders at the
Annual General Meeting.

On behalf of the board, | extend sincere appreciation and gratitude to His Highness Sheikh
Khalifa bin Zayed Al Nahyan, President of the UAE and Ruler of Abu Dhabi, and to

His Highness Sheikh Saud bin Saqr Al Qasimi, Ruler of Ras Al Khaimah and member of the
Supreme Council, and to the UAE Central Bank for its continued support for RAKBANK and its
effort to ensure a sound banking industry. | would also like to thank our shareholders, valued
customers, and the RAKBANK executive management team and employees for their continued
dedication and commitment.
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CEO’S MESSACGE

Peter England
RAKBANK CEO

| am pleased to announce yet another year of solid growth for
RAKBANK. Our top line performance was exceptionally strong
in 2014 due to good performances in just about all of our key
business lines. Overall income grew by AED 405 million to AED
3.6 billion and operating profit surpassed the AED 2 billion
mark for the first time in the Bank’s history

The key contributing factor was a 15% growth in Total Loans
and Advances compared to 2013 with Total Assets increasing
by 15.6%.

With a commitment to ensuring a long-term sustainable
performance, we took the opportunity in 2014 to further
increase precautionary provisions on some of our unsecured
loan portfolios. Provisions for loan impairments amounted to
AED 595.3 million by 31 December 2014 and as a result, our
net profit growth was relatively muted for the year. Given the
nature of our business as a predominately unsecured lender to
individual and small business customers, total credit provisions
and impairments taken by the bank remain quite reasonable
and the increase is simply due to a rise from relatively low levels
in past years and our strong loan growth. Nevertheless, we
continue to be cautious of changing market conditions and
consider it paramount to maintain a prudent credit policy.

Our strategic imperatives for 2014 were to optimize our
balance sheet and drive up profitability by strengthening our
existing platforms and undertaking measured investments in
growth areas. As a result, we increased lending activity to the
SME and Commercial Banking segment, bolstered by our launch
of Asset Based Finance solutions and Trade Finance service
desks across the UAE. Having established strong credentials in
Retail Banking, the additional focus in 2014 was on expanding
products and services for our SME and Commercial clients, with
our traditional Business Banking portfolio more than doubling
from the end of 2013.

We also explored opportunities to increase revenue streams
and market share through acquisitions and we received
shareholder approval to buy a majority stake in Ras Al Khaimah
National Insurance Company (RAKNIC) in mid-2014. We

see tremendous opportunity for the Bank to benefit from
Insurance manufacturing and to increase our influence over
the level of service provided to our customers. In regards to
our Islamic Banking unit, AMAL, we expanded our portfolio of
Sharia-compliant products and services in Retail Banking and
we continue to see healthy growth quarter on quarter since
our launch in early 2013. Moreover, we implemented a cost
optimization program bank-wide and have managed to reduce
our cost to income ratio again in 2014.

To a large extent, 2014 was a year of laying groundwork for

a new chapter at the bank, one that seeks to expand our
horizons by understanding that our long-term success lays in
our ability to build on our strengths while taking advantage of
new opportunities. The 3-year strategic plan we put together
towards the end of the year aims to develop new areas of focus
for the bank and enhance innovation in our existing businesses.
Through these initiatives, we are working towards gradually
shifting our direction to become a broader based Financial
services company.

As we continue with our growth trajectory, we recognize our
growing responsibility to our community. As one of the leading
banks in the country, we are focused on growing people’s

best interest and their trust in us. We believe in delivering
superior service to our customers, investing in the loyalty of
staff, maximizing value to shareholders, and ensuring that we
are responsible members of the community. Our 2014 Social
Responsibility programme saw the Bank engage in several
social and environmental opportunities while supporting
educational and entrepreneurial initiatives.

Looking ahead, we will continue to focus on what has been
responsible for our success so far: our valued customers. We
are committed to finding new ways to continually improve
the customer experience as we build on our values in service
excellence and innovation. With this objective, we will ensure
that we continue to fulfil our commitments to shareholders,
customers and the wider community. We believe that we
have built a business model that has gained considerable
traction over the years in the UAE across the different
segments and RAKBANK is well positioned to continue

with its successful growth.

Our accomplishments were made possible by the continued
support of His Highness Sheikh Saud bin Sagr Al-Qasimi,
Member of the Supreme Council and Ruler of Ras Al Khaimah
and the Government of Ras Al Khaimah, our Chairman, His
Excellency Sheikh Omar bin Saqr Al Qasimi, and the Board of
Directors. | would also like to take this opportunity to extend
my gratitude to our dedicated Management team and all
members of staff for their on-going contribution. Through
our joint and devoted effort, | am confident that the bank will
continue to grow from strength to strength.







Founded in 1976, RAKBANK is a public joint stock company headquartered in the UAE emirate
of Ras Al Khaimah (RAK). The National Bank of Ras al Khaimah (P.S.C), known as RAKBANK,
successfully underwent a major transformation in 20071, rebranding and shifting our focus from
purely corporate banking to include retail and small business banking.

With the heritage that comes from being one of the nation’s oldest financial institutions,
we have emerged as one of the strongest and most recognized retail banking brands in the
UAE. Our reputation, rapid growth and dynamism are a mirror of the tradition and ambition
of our homeland.

At RAKBANK we strive to deliver a simply better banking experience driven by innovative and
progressive technology, product and service innovation and a commitment to offer the very best
service and choice for our customers.

To serve our rapidly growing client base we continue to invest in our retail sales and service
infrastucture which curently stands at 34 branches across the UAE, over 200 ATMs, a direct sales
force, telephone, online, live chat and state-of-the-art mobile banking solutions.

We also provide Sharia-compliant personal and business banking solutions through our dedicated
Islamic Banking division, RAKBANK AMAL.

Reflecting our growing activity across the country, the Bank has
two main offices, one in Al Rifa, Ras Al Khaimah and the other
in Dubai Silicon Oasis in Dubai. RAKBANK operates in the UAE
under a banking licence issued by the Central Bank of the UAE.

Our Group

Ownership

The National Bank of Ras Al Khaimah (P.S.C) comprises the Bank and its four subsidiaries

(known together as the Group). These subsidiaries are RAK Islamic Finance Pvt. J.S.C in which the
Bank owns 99.99%, BOSS FZCO, RAK Technologies FZCO in which the Bank owns 80%,

and RAKFUNDING CAYMAN LTD in which the Bank owns 99.9%.

Launched in 2013, RAK Islamic Finance Pvt. J.S.C has an authorized and issued capital of
AED 100 million, and was incorporated to enable the Bank to sell Sharia-compliant financial
products amid a flourishing market for Islamic finance.

BOSS FZCO and RAK Technologies FZCO have been incorporated to provide back office support
services to the Bank. Both BOSS FZCO and RAK Technologies FZCO have an authorized and
issued share capital of AED 500,000 each and were formed under Dubai Silicon Oasis Authority
guidelines. In mid-2014, the Bank established its RAKFUNDING CAYMAN LTD subsidiary for the
issuance of its most recent bond.

RAKBANK’s authorized and issued share capital is AED 1,676.25 million shares with face value of
AED 1 each. The Government of Ras Al Khaimah holds 52.77% of the Bank’s share capital.

Ownership structure chart as of 31 December 2014:

Government of RAK Group 52.77%
UAE Citizens 27.65%
Foreign Ownership 19.58%
Total 100%
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Business Segments

Our success is built on strategic focus and
continuing innovation

23

Our business comprises three core segments: Retail Banking, Business Banking,
and Treasury.
Retail Banking

Retail Banking is our largest business division accounting for around 88.7% of operating income
and 69.1% of assets as of 31 December 2014. Our retail banking customers are principally small
businesses, business owners and salaried employees. Our loan book remains highly diversified
across industries in the UAE.

For a number of years RAKBANK has focused on the retail sector through consistent
implementation of our consumer-led strategy. As a result we have a strong foothold,
high margins and excellent brand recognition in this segment.

Consistent investment in our consumer-led strategy has given
us a strong foothold, high margins and high levels of brand
recognition in the Retail Banking segment.

Business Banking

While RAKBANK made the decision to reduce its exposure to business banking amid fragile
global economic sentiment in the mid-2000s, the Bank reestablished itself in the SME and
commercial sector in 2014 with growth levels in lending exceeding 130% by yearend.

Business Banking offers fund-based drafts, bills discounting, invoice discounting, loans and
import/export financing. As of 31 December 2014 the division comprised 5.6% of Operating
Income and 6.3% of Assets. The newly launched Asset-based finance for Business Banking
customers managed to cross AED 100 million by yearend in just six months.

Our growth in 2014

Asset Breakdown by Product for Retail and Business Banking
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Treasury makes up 5.7% of Operating Income and 21.7% of Assets, as at 31 December 2014.
The main activities of the division relate to money market transactions, investments in debt
and equity securities, foreign exchange transactions with other banks and financial institutions
including the Central Bank. Treasury is also the custodian of liquidity and primarily supports the
growth of the Retail and Business Banking divisions.
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Islamic Banking

Technology

Tapping into the global trend for Sharia-compliant financial services

RAKBANK launched its Islamic Banking division in January 2013. To ensure we continue to provide

a wealth of choice for all our customers,

AMAL Islamic Banking Services offers Sharia-compliant personal, auto and business finance, as
well as credit and debit cards and Takaful solutions. In 2014, AMAL launched home finance,
instant finance for credit card customers, and service finance based on the Service ljarah
contract, which offers easy payment plans for large expenses like annual rent or education fees.

Our ‘Amal’ Islamic Banking unit was up by 188.9% over the last year as it continues to grow,
achieving an increase of AED 2.2 billion in its financing portfolio. As of 31 December 2014,
gross finance and advances stood at AED 3.4 billion and deposits at AED 2.6 billion.

For the full year of 2014, gross finance and advances grew by 290% compared to 2013
and deposits grew by 32.1%

Using technology to make our range of services more
accessible to more customers, wherever they are.

At RAKBANK we are firmly committed to investing in smarter banking solutions for our
customers. Increasingly those solutions are digital. In 2014 we introduced MobileCash, a service
which allows customers to use RAKBANK Mobile Banking to send money to anyone in the UAE.
The recipient is then able to withdraw money from any RAKBANK ATM without the need for an
account or debit card. We also launched an authenticated live chat facility on our corporate
website and on the Online Banking platform making it even easier for customers to check on
account, credit card balances and other services. We have also made it easier for customers to
open an account with self-service terminals in branches and through online Click and Collect
which only require customers’ Emirates ID. To update their mobile number and Emirates 1D
details, they can now use the extensive RAKBANK ATM network. As a result of these initiatives
usage of the bank’s digital channel increased more than 20% in 2014 alongside rapid growth
in the Mobile Banking customer base.
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We like to think of ourselves as ‘simply better’. We are driven
by the changing and dynamic needs of our customers.
We strive to be better in everything we do — for our business,
for our customers, for our shareholders, for the nation.

Vision, Mission, Values and Strategy

31

Vision
To offer ‘Simply Better’ banking solutions for all our customers across the UAE
Mission

We aim to be a leading customer-focused retail and business bank in the UAE, offering
convenient access to innovative and competitive financial products across multiple channels

Our values
e Clarity: We shy away from what we don’t understand and maintain a prudent
lending policy.

e Action: We believe in getting things done; we consider speed of decision making
to be paramount.

e Service: Service quality is the single biggest factor which differentiates us from our
competitors. We continuously seek opportunities to understand our customers better and
offer them better service.

e Responsibility: We are strongly committed to our home emirate of Ras Al Khaimah as we
invest in creating job opportunities and in developing our UAE Nationals to be future leaders
in the banking sector.

e Integrity: We know trust is fundamental; to be trusted we must be competent, honest and
transparent in everything we do.

e Accountability: We recognize that ultimately we are accountable to our shareholders and
we focus unrelentingly on maximizing shareholder and asset value.

Strategy

We focus on maximizing shareholder value by building long-term relationships with our
customers and employees and establishing a culture built on transparency, accountability,
and service excellence.

Commitment to service excellence

Training and development

Service excellence means putting the customer at the
center of everything we do

We are focused on improving the quality of our service at every touch point. This commitment
to service excellence is ingrained in every function and activity that we undertake and lies at the
heart of our corporate culture.

We are constantly refining our systems and processes to deliver fast, error free service and
making it as easy as possible for customers to access all our products through the most
convenient channels. Our size and structure means we can offer our customers faster response
times, customized solutions and diversified transaction points.

RAKBANK is a proud member of the UAE Banking Federation (UBF). We abide by the UBF
stipulated Customer Charter for all member banks. We adhere to the Customer Charter

to promote trust and best practices across financial services industry, providing customers
with clear guidelines about the standard of service they can expect from us. The RAKBANK
Commitment to Customer is our pledge to ‘walk the talk’ and meet our customer’s financial
needs in a transparent, secure environment.

A key pillar of service excellence is the emphasis we place on learning and skills development
through our dedicated training centre - RAK Academy. The Academy provides a wide range of
professional programs for employees at all levels and grades. The numbers in 2014 testify to this
commitment - we trained an average of 80 employees per day and produced 150 e-learning
courses in total.

We continue to invest in the young UAE Nationals with
excellent opportunities for career development and growth.

Our commitment to the future

In 2014, we identified and developed leadership skills among young, high potential UAE Nationals
for future senior roles within the UAE banking sector. We created 10 supervisory roles specifically
for top performers. Those selected were part of a fast-track, customized management trainee
program, featuring on-the-job learning, intensive supervision and mentorship, and academic study.

More broadly we continue to work with a number of national development organizations
including Tanmia and Emirates Nationals Development Programme (ENDP). Our efforts to
develop our people were recognized when the Higher Colleges of Technology, Dubai voted
RAKBANK ‘Best New Employer of the Year for 2014’
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Community support

Good corporate citizenship is good business. It’s about
sustainable business practices, getting closer to our
communities and giving our customers and employees new
reasons to trust us.

We take pride in being an active and involved member in our communities across the emirates.

In 2014, we lent financial support to local and global charities and initiatives — especially
education and healthcare projects which provide much needed help to people with special
needs. We continue to sponsor the Ras Al Khaimah Autism Centre which provides a rehabilitation
program for autistic children in the northern emirates and prepares them for enrollment and
integration at regular schools. Over the course of the year we also worked with Awladouna
Center, Ajman Club for Disabled, Manzil School for Special Needs, Ibdaa Summer School, Rashed
Paediatric Centre, Emirates Association for the Visually Impaired, Smile Train, and others. We
also continue to work with our partners on social initiatives such as the collaboration with global
insurer Zurich International Life to raise funds for Manzil Centre for Children with Special Needs.

In a different vein, as one of the leading banks in the UAE in small business banking, we lent our
expertise to ‘The RAK Startup Weekend’ in November 2014. Facilitated by Young Arab Leaders
and co-sponsored by the Khalifa Fund, the Weekend provided a platform for local leaders and
budding entrepreneurs from universities in the northern emirates to network, share ideas,
cultivate concepts and launch startups.

In regards to Zakat obligations for the year 2014, RAK IFC and AMAL made a financial
contribution from the Zakat Fund to various charities in Ras Al Khaimah and other emirates.

Integration into the workforce
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In 2014 we extended our community support and took on the responsibility of integrating
students and graduates with special needs into the workforce. The bank opened work placement
and full-time positions across different business functions to train UAE Nationals and residents
with special needs in branch work and back office support. The program develops students’ skills
to prepare them for full-time employment and ensure that they too are given the opportunity to
become productive members of society.

Sustainability

Wild at heart

We continue to honor our sustainability commitments year-on-year by reducing our
consumption of paper, toners and energy. Our two main operation centers in Dubai and RAK run
on sustainable waste management principles and are environmentally sound in both building
design and construction. Thanks to LED light bulbs and motion-sensitive lights, both premises
saved 659,200 kilowatts of power throughout the year, equivalent to 645,000 kilograms of
carbon, despite an increase in staff numbers and consequently an increase in consumption.

By using and treating groundwater from boreholes and having grey water treatment for hand
washbasins, the Bank’s main premises also saved approximately 10 million gallons during the
year, mainly in irrigation. In regards to paper recycling, we worked with Shred-It and Union Paper
Mills to save over 1000 trees throughout the year.

Last year, we strengthened our cooperation with the Wildlife Consultant Organization and
sponsored its wildlife research and conservation project in our home emirate. The project
consists of wildlife research and public education led by a team of veterinarians, biologists,
herpetologists and ornithologists, as well as volunteers and students from the UAEU and AURAK,
all committed to preserving the mountains of Ras Al Khaimah and the iconic species such as
the Arabian Tahr and the Arabian caracals which live there. The project consists of research into
biodiversity and ecology as well as public awareness and data sharing whereby the information
collected during the field surveys are developed into a series of fact sheets and distributed in
educational institutions, governmental entities, and local media.
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CORPORATE GOVERNANCE

Board of Directors

H.E. Sheikh Omar bin Saqr Al Qasimi

Chairman

H.E. Sheikh Omar Al Qasimi was appointed by the government of
Ras Al Khaimah to join the RAKBANK Board of Directors and was elected
Chairman on March 4, 2006.

External appointments:

Chairman of Gulf Cement

H.E. Sheikh Salem bin Sultan Al Qasimi

Director

H.E. Engr. Sheikh Salem Al Qasimi is a member of the Government of
Ras Al Khaimah Executive Council.

External appointments:

Chairman of the RAK Department of Civil Aviation

Member of General Civil Aviation Authority

Founder and Chairman of RAKABELA Catering Company

Chairman of Ras Al Khaimah National Travel Agency (RANTA)

and Ras Al Khaimah Travel agency (RAKTA)

Founder and Chairman of UAE Fencing Federation

Board Member of the UAE National Olympic Committee and Executive Office
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Mr. Hamad Abdulaziz Al Sagar

Director

Mr. Salem Ali Al Sharhan
Director

Mr. Hamad Al Sagar is a former member of the Municipality of Kuwait and a
former member of the Kuwait Planning Board. He was also on the Board of Kuwait
Investment Authority.

External appointment:

Board Member of National Bank of Kuwait
Board Member of Shuaa Capital
Board member in Al Kout Industrial Projects

Mr. Youssef Obaid Bin Essa Al Nuaimi

Director

Mr. Salem Al Sharhan is the former GroupChief Financial Officer of Etisalat.
External appointments:

Board Member of Dubai International Financial Centre Authority
Board Member of Ras Al Khaimah National Insurance Company

Mr. AbdulAziz Abdullah Al Zaabi
Director

Mr. Yousuf Al Nuaimi has 37 years of banking experience with HSBC Group.
External appointments:

Chairman of the Board of RAK Chamber of Commerce and Industry

Board Member of Federal Chamber of Commerce

President of Ras Al Khaimah Reconciliation and Commercial Arbitration Centre
Board Member of Sheikh Saqr Charity

Member of the Human Resources Development Committee in Banking and
Financial Sector

Mr. Ahmed Essa Al Naeem

Director

Mr. Abdul Aziz is the former CEO of Real Estate Bank.
External appointments:

Vice Chairman of RAK Properties and Head of the Executive and Investment Committee
Chairman of Gulf Investments
Chairman of RAK Charity

Mr. John Graham Honeybill
Director
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Mr. Ahmed Al Naeem has 39 years of work experience with the Ras Al Khaimah
government. He is the former Chairman of FEWA, General Manager of RAK
Petroleum & Gas Commission. He is also a former member of the Ras Al Khaimah
Municipal Council and of the Ras Al Khaimah Chamber of Commerce, Industry
and Agriculture and has held many posts of Official representative in various

UAE ministries.

External appointments:

Chairman of RAK Trade Centre

Chairman of Emirates Travel Agency

Chairman of Al Naeem Mall

Vice Chairman of United Insurance Company

Vice Chairman of RAK National Insurance Company

Board Member of Gulf Pharmaceutical Industries (Julphar)
Board Member of Majan Printing & Packaging

Mr. John Honeybill has over 44 years of banking experience in 12 different
countries, with 20 years spent working in various parts of the Gulf region. He
was RAKBANK CEO between 1996 and 2013 for a total of 18 years.
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Executive Management

Peter England
Chief Executive Officer

Peter England became CEO of RAKBANK on November 1, 2013. Before joining
RAKBANK, Peter spent seven years as the Head of Retail Banking at CIMB Bank
Berhad, a subsidiary of CIMB Group and one of the largest banks in ASEAN, where
he managed the business lines of individual and small enterprise customers in
Malaysia, Singapore and Cambodia, and worked on developing a wide range of
conventional and Islamic products and services. Peter was also a director of CIMB’s
Insurance, Takaful, and Asset Management business which were joint ventures
with Aviva and The Principal Group, respectively. Prior to this he headed up the
Retail Financial services business for two other large Malaysian banks and a global
bank based in Singapore. Peter has over 34 years of working experience in all
aspects of retail banking and wealth management and holds a Master’s degree in
Business Administration from the University of Southern Queensland, Australia.

Head of Retail Banking

lan Hodges joined RAKBANK in 2008 as Head of Retail Banking and has been
responsible since for overseeing the Bank’s branches as well as its various business
units including Cards, Small Business Finance, Wealth Management, Mortgages,
Bancassurance, Auto Loans, Payments, and Electronic Channels. He is directly
responsible for guiding the heads of the business units in implementing the
Bank’s Retail and Small Business strategy. lan holds over 25 years of work
experience in banking and formerly served as Director of Retail Branch Network
at Co-operative Financial Services in London. He also spent 10 years with Lloyds
Bank in various positions.

Raghuveer Mehra
Head of Credit for Retail Banking

Raghuveer Mehra was made RAKBANK Head of Credit for Retail Banking in
October 2006 to look after the entire Credit, Collections, and Product for the
Retail Banking portfolio. Raghuveer joined the Bank in 2005 and has held different
positions since including Head of Mortgages and Head of Retail Credit and
Collections. The bulk of his 18 years of work experience is in the UAE where he
was responsible for launching Mashreq bank’s mortgage product in 2003 and
heading Operations and Product Development at Tamweel Home Finance.
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Rahul Oberoi
Head of Business Banking

Rahul Oberoi became RAKBANK’s Head of Business Banking in May 2012 and has
been responsible since for implementing a growth strategy for the Commercial
Banking, Small to Medium Enterprises (SMEs), Trade Finance & Asset backed Finance
across the UAE. Rahul has over 20 years of experience in the banking industry
which includes heading the mid-corporate business at Abu Dhabi Commercial
Bank, launching SME Banking (SME) for Barclays Bank in the UAE and relationship
coverage in corporate & SME banking at Abn Amro Bank & Citibank UAE. Rahul
holds a Master’s degree in Business Administration from Erasmus University.

Mahadevan Radhakanthan
Head of Credit for Business Banking

Deepak Majithia
Chief Financial Officer

Tim Basford
Chief Operating Officer

Mahadevan Radhakanthan joined RAKBANK as Head of Credit for Business
Banking in July 2013 where he is responsible for assessing credit risk relating to
Commercial clients and Small to Medium Enterprises (SMEs). With more than

24 years of work experience in Commercial Banking across India, Japan and the
Middle East, he formerly served as Head of SME Credit at Abu Dhabi Commercial
Bank and at Emirates NBD. He also held several posts with ICICI Bank and State
Bank of India. Mahadevan holds a Master’s degree in Financial Analysis from ICFAI
University in India.

Malcolm D’Souza
Head of Treasury

Deepak Maijithia joined RAKBANK in August 2013 as Chief Financial Officer. Prior to
that, he was the Country Chief Financial Officer at UBS where he was responsible
for the Wealth Management and Investment Banking segments in India, Thailand,
Malaysia, Indonesia, and Philippines. Deepak previously worked in the finance
function of HDFC Bank Limited, India and has over 17 years of experience in the
banking industry, covering Retail Banking, Wholesale Banking, Investment Banking
and Treasury. Deepak is a qualified Chartered Accountant from the Institute of
Chartered Accountants of India.

Malcolm D’Souza is the Head of Treasury at RAKBANK where he is responsible for
Investments in Fixed Income Bonds, Notes, and Foreign Exchange Trading and
Customer flows. He also oversees the Asset Liability Management (ALM) Money
Markets, Nostro Funding, and Liquidity Management bank-wide. Malcolm has
over 35 years of multi-functional experience with many leading banks in India
and the Middle East including Andhra Bank, Banque Indosuez, HSBC, Lloyds, and
Standard Chartered.
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Tim Basford is RAKBANK’s Chief Operating Officer and is responsible for ensuring
that the Bank continues to lead the market in the use of technology especially
with its Mobile and Internet Banking platforms. He is also responsible for
managing the Bank’s Information Security, Business Continuity approach, and full
Back Office Operations including Account Opening, Payments and Treasury. Prior
to working at RAKBANK, Tim spent 23 years in several positions at HSBC including
international postings in Hong Kong, Taiwan, Korea and New York. Tim’s work
experience also includes 9 years at First Direct in the UK, the first no-branch bank.

K.S.RAMAKRISHNAN (Ram)
Head of Audit

Ram joined RAKBANK in April 2009 as Head of Internal Audit, reporting to the
Board Audit and Risk Committee. He has over 30 years of banking experience in
Branch Banking, Credit, Operations, Project Management, and Audit. Previously,
Ram was the Global Head of Credit Risk Control at Standard Chartered Bank in
Singapore and Senior VP, Group Audit of DBS Bank limited also in Singapore. Ram
is a fellow of the Institute of Chartered Accountants of India (FCA), Graduate

of the Institute of Cost and Works Accountants of India (ICWAI), and Certified
Information Systems Auditor (CISA) of the ISACA, USA.
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Hassan Ibrahim Turki on behalf of Sahim Shamte, District Manager Sharjah and East coast Enas Hassan Ali, District Manager, Abu Dhabi & Al Ain

Emad Fawzi Hittini, Head of branches, Southern Emirates Saleh Ali Saleh Al Zaabi, Sr. Manager Northern Emirates
Naimeh Essa Estak, District Manager, Old Dubai Fahad Tawhid, District Manager, New Dubai




Leslie D’Souza, Head of Human Resources, Outsourcing Operations
Banali L Malhorta, Head of Marketing Sabrina Couto, Head of Service Quality

Ahmed Lasheen, Head of Risk Lamis Daoud, Head of Corporate Communications

Susan Gardener, Head of Human Resources Mufaddal Idris Khumri, Head of Islamic Banking (AMAL)




Board Committees:
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The Board regularly reviews the Bank’s financial performance, as well as the performance of
individual business areas. In 2014, the Bank focused on Board engagement and effectiveness by
consolidating the board committees and improving the information flow to and from the Board.
A total of four Board committees were set for 2014, down from 8 committees in 2013.

The Board’s agenda typically includes the following topics:

1. Strategy and risk management, market trends and developments,
and new business opportunities

2. Implications of developments in international sanctions, compliance,
and Central Bank regulations

3. Enhancements in governance structures and processes

1. Credit Committee

Frequency: Weekly

Provides oversight of the risk management framework for controlling credit risk arising from
the businesses undertaken by the Bank’s Retail Banking, Small and Medium Enterprises and
Commercial Banking units; Reviews Credit Policies and Product Programs that govern the Credit
portfolios, and also approves credit facilities in accordance with laid down credit authority;
Reviews and approves Credit grading methodology for the Bank.

Chairman: Salem al Sharhan

Members: John Graham Honeybill, Peter England, Raghuveer Mehra, Mahadevan Radhakanthan.

2. Board Audit and Risk Committee

Frequency: Minimum quarterly

Monitors the appropriateness and integrity of the published financial statements of the Bank
and its subsidiaries; Oversees the Bank’s Internal Audit department, the Regulatory Risk Capital,
key risk policies, matters relating to Anti-Money Laundering (AML), and Internal Controls and
procedures; Approves the terms of engagement of External Auditors and receives and reviews
regulatory inspection reports from UAE Central Bank and other such regulators.

Chairman: John Graham Honeybill
Members: Ahmed Essa al Naeem, Abdul Aziz Abdullah Al Zaabi, K.S.Ramakrishnan (Secretary)

3. Board Strategy Committee

Frequency: Quarterly

Reviews the Bank’s performance at least quarterly against the budget based on reports provided
by Finance Department; Approves the Bank’s branch distribution strategy and specifically the
opening and closing of branches;

Chairman: H.E. Sheikh Salem Bin Sultan Al-Qasimi
Members: Salem Al Sharhan, Yousuf Obaid Bin Essa Al Nuaimi, Peter England

4. Board Nomination and Remuneration Committee

Frequency: Half Yearly

Reviews the structure, size, composition, and performance of the Bank’s Board and its
subsidiaries; Develops and sets the Bank’s remuneration framework covering the Board
members, CEO, management and staff; Reviews and approves the Bank’s policy on staff grading
and the remuneration structure.

Chairman: H.E. Sheikh Omar Al Qasimi
Members: H. E. Sheikh Salem Bin Sultan Al Qasimi, Peter England

Executive Management Committees:

In addition to Board Committees, the Bank has five Management Committees which hold
periodical meetings attended by the Bank’s CEO and members of executive management.

Assets and Liabilities Committee (ALCO)
Frequency: Monthly

Mitigates risk arising out of liquidity and other financial activities that the bank conducts by
monitoring, assessing, reviewing and reporting key financial aspects pertaining to liquidity,
investments, interest rates and foreign exchange sensitivity.

Management Committee (MANCO)
Frequency: Monthly

Comprises of senior management of the Bank; the forum reviews the various initiatives launched
across the Bank, reviews progress made in implementation of the initiatives and keeps relevant
parties informed of the Bank’s future plans and strategies.

Business Continuity Management Committee (BCM)
Frequency: Quarterly

Provides governance and management oversight to the banks’ continuity program; periodically
reviews the banks’ business continuity capability and ensures appropriate procedures are
implemented to respond to external and internal incidents that may impact service continuity.

Operational Risk Management Committees (ORMC)
Frequency: Monthly

Manages the operational risks by maintaining a sound process of Operational Risk Management
which identifies, assesses, mitigates, and manages risk by taking appropriate remedial actions;
responsible for ensuring that senior management become aware of, and are directly accountable
for Operational Risks within their unit/division.

Information Technology Steering Committee (ITSC)
Frequency: Monthly

Establishes the overall Information Technology (IT) governance and control framework to
ensure technology initiatives are in line with business requirements; ensures that IT operations
are effective and efficient and that business information is protected and secure; also ensures
compliance to regulatory requirements and reliability of business information.
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R
CORPORATE GOVERNANCE

Islamic Banking Governance

Islamic Banking at RAKBANK is an independently managed business comprising the Islamic
Banking Division (IBD), a business unit of RAKBANK, and RAK Islamic Finance Company Pvt. J.S.C.
(RAKIFC), a fully owned subsidiary of the Bank with a paid up capital of AED 100 million and its
own Board of Directors.

The Islamic Banking Division and RAKIFC are managed under the brand ‘AMAL, offering Sharia-
compliant financial solutions to individual and corporate customers. RAKBANK IBD and RAKIFC
are regulated by the Central Bank of the UAE and supervised by an independent Fatwa and Sharia
Supervisory Board (FSSB). The Bank has undertaken a range of measures to enhance governance
of its Islamic Business to ensure complete Sharia compliance.

The Credit Card proposition of the business is offered through RAKIFC whereas all other Islamic
Asset and Liability Products are offered through the IBD platform. Sharia governance is carried
out under the guidance of a three-member Fatwa and Sharia Supervisory Board (FSSB),

which meets regularly to supervise the business.

The Islamic business operates in accordance with the Islamic Financial Services Board (IFSB)
standards and guidelines as laid out by the Accounting & Auditing Organisation for Islamic
Financial Institutions (AAQIFI). The Bank works with Dar Al Sharia Legal and Financial Consultancy
Company for day-to-day support and assistance on Sharia-related matters between RAKBANK,
RAKIFC and FSSB.

DAS conducts regular audits to ensure compliance with Sharia regulations. Fatwas (Sharia’ah
pronouncements) are issued by the FSSB for all products and services to certify compliance
with principles of Sharia, which include approving the product structure, the underlying Islamic
contract, legal documentation, operational process flow and all associated product literature.
The product Fatwas issued by the FSSB are published on the Bank’s website and displayed at the
Bank’s branches.

To ensure transparency and clear distinction between conventional and Islamic Business, the
Bank maintains separate sets of product specific Terms & Conditions, legal documentation,
application forms, and service and price guides. A separate tariff board is displayed at branches
and all transaction documentation has Islamic features embedded.

The Bank’s Treasury segment manages Islamic liquidity and asset liability funding distinctly for
Islamic Banking Division and RAKIFC.

Our Islamic Business maintains a separate set of general
ledgers to ensure that the books of accounts for the Islamic
business are accounted for separately and there is no
combining of Islamic funds with conventional funds.
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Credit Risk

We strive to achieve that perfect balance between risk and
return - to minimize potential adverse effects on our
financial performance

RAKBANK aims to achieve an appropriate balance between risk and return and to minimize
potential adverse effects on the Bank’s financial performance. The Bank regularly reviews its risk
management policies and systems to reflect changes in markets, products, and emerging

best practice.

Liquidity Risk

The credit department, including the collections team, is responsible for the recognition and
management of credit risk both at transaction and portfolio levels and for ensuring that risk
procedures are adhered to in @ manner that is consistent with the framework set out in the
credit risk policy, product programs, and credit circulars, and that comply with regulatory norms.
The Bank has a structured limit application for the evaluation of credit risk which requires analysis
under various risk categories. The credit grading is done by quantifying the credit quality of
counterparty in terms of its graded structure, capturing changes in risk profiles as and when they
occur and providing management with an effective tool to monitor the credit portfolio.

The Bank manages its liquidity in accordance with UAE Central Bank requirements and the

Bank’s internal guidelines mandated by the Asset and Liability Committee (“ALCO”). Based on

the directives of the ALCO, the Treasury division manages the liquidity of the Bank. The Treasury
division is responsible for establishing a robust liquidity risk management framework that ensures
sufficient liquidity, including a cushion of unencumbered, high quality liquid assets to withstand
a range of stress events. The Bank monitors its liquidity ratios on a daily basis and has set up
internal management action triggers to take suitable action when required. The liquidity position
is actively supervised by the ALCO.

Market and Interest Rate Risk

Operational Risk

The Bank monitors and manages foreign exchange, interest rate and equity risk.

The responsibility of establishing a robust interest rate risk management framework is primarily
with the Treasury division. This is actively supervised by the ALCO. The most significant
component of interest rate risk for the Bank stems from the differences in tenor for fixed rate
and re-pricing for floating rate of the bank’s assets and liabilities. The Bank monitors this through
an interest rate risk gap report. Detailed analyses and stress tests are conducted to analyse the
impacts of markets on RAKBANK’s position on a monthly basis.

The management of operational risk commence with the adoption of a formal governance
structure under the Operational Risk Management Committee (ORMC) to provide strategic
direction, oversight and monitoring of the Operational Risk Framework. The Framework
incorporates standards for risk that are based on best practice and codify the core governing
principles for operational risk management. It ensures that identification, evaluation, control,
measurement, monitoring and reporting of operational risks are consistent across the bank. The
Operational Risk Management Committee (ORMC) is responsible for all other forms of risks which
are operational in nature. The committee reviews adequacy and effectiveness of internal control
systems, operational risk management procedures and risk assessment methodologies.

The Bank monitors these through an Operational Risk Database (ORDB) and key risk indicators
on a regular basis.
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Financial Performance

We are pleased to present the results of your Bank for the financial year ended

31 December 2014. Net profit for the year amounted to AED 1,454.6 million, a moderate
increase of AED 23.8 million over the previous year, continuing the Bank’s leadership position in
the UAE in terms of Return on Average Assets of 4.4% and Return on Average Equity of 22.2%.
Total assets stood at AED 34.8 billion, increasing by 15.6% compared to 31 December 2013.
Gross loans and advances closed at AED 25.8 billion, up by 15.4% over the previous year.

The underlying business of most of our product lines performed exceptionally well during
2014 and we saw large increases in fee income across the board. In addition to the robust
performance of our Retail Banking division, our 2014 strategy saw a renewed focus on the SME
and Commercial banking segment whose portfolio more than doubled by the end of the year.
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The AED 23.8 million increase in the 2014 net profit over that of 2013 was mainly due to a rise
of AED 404.8 million in operating income, up by 12.9% over the previous year. Operating profit
before impairment losses grew by AED 278.5 million over 2013. This was offset by an increase
of AED 254.7 million in provisions for loan impairment, up by 74.8% from the previous year, as a
result of our decision to take a further conservative stance with regard to loan provisioning.

Total operating income grew by AED 404.8 million to AED 3.56 billion because of an increase
of AED 291.7 million in net interest income and income from Islamic financing, compared to
the previous year, to AED2.76 billion. Interest income from conventional loans and investments
increased by 4% over the previous year, while cost of deposits dropped further by 16.3%.

Net income from Sharia-compliant financing was up by AED 143.5 million which was in line with
the increase in Islamic Financing portfolio.

Non-interest income grew by AED 113.1 million to AED 797.9 million on the back of a 23.5%
increase in net fees and commission income compared to 2013. Foreign exchange and
derivative income was up by AED 12.0 million and other income increased by AED 11.9 million
compared to the previous year. There was an AED 34.9 million decrease in investment income as
the Bank had made a notably large profit from the sale of bonds and equities in 2013.

Operating expenses increased by AED 126.3 million over 2013, up 9.2% as a result of a rise in
employment costs in support of business growth as well as larger investments in information
technology. Despite these investments, the increase in operating costs remained below the total
operating income growth of 12.9% indicating healthy profitability levels with the Bank’s cost to
revenue ratio dropping to 42.3% compared to 43.8% in 2013.

Non-performing loans were steady at 2.4% and net credit losses to average loans and advances
closed at 2.5%. As always, the Bank is well provisioned against loan losses with a conservative
loan loss coverage ratio of 87.2% compared to 73.3% at the end of 2013 and

this coverage ratio does not take into consideration mortgaged properties and other realizable
asset collateral available against the loans.

Ratings

Total assets increased by 15.6% to AED 34.8 billion compared to the end of 2013 with the major
contributions coming from gross loans and advances and the investment portfolio which went
up by 15.4% and 40.4% respectively. The Bank’s investment portfolio at the

end of 2014 stood at AED 3.8 billion and is entirely denominated in USD or AED.

The Business Banking segment, which covers SME and commercial lending, grew by 131.4%
with AED 1.3 billion over the previous year. The newly launched Asset-based finance for Business
Banking customers managed to cross AED 100 million by yearend in just six months. Our ‘Amal’
Islamic Banking unit was up by 188.9% over the last year as it continues to grow, achieving an
increase of AED 2.2 billion in its financing portfolio.

Customer deposits went up by AED 6.9% to AED 24.7 billion compared to 2013. The growth
came mainly from a rise of AED 2 billion in conventional demand deposits, and AED 295.9
million in conventional savings deposits which was offset by AED 1.6 billion drop in conventional
time deposits. Islamic customer deposits grew by AED 627.1 million to AED 2.6 billion compared
to the previous year.

During the first half of 2014, the Bank successfully issued USD 500 million bond under its USD

1 billion medium term note program, through its subsidiary RAKFunding Cayman Ltd, to take
advantage of the low-cost financing opportunities in the bond market, to proactively tackle the
duration mismatch from funding longer tenure loans using short-term deposits, and to diversify
the investor base. The note, which was issued at a discounted rate of 99.275%, matures in 2019
and carries a fixed interest rate of 3.25% per annum.

In August 2014, the Bank received approval from shareholders to acquire a majority stake in Ras
Al Khaimah National Insurance Company (RAKNIC) at AED 3.64 per share. The Bank received the
UAE Central Bank approval on 6th January 2015 and is planning to complete

the transaction during the first quarter of 2015.

The Bank’s Tier 1 ratio as per Basel Il after taking into consideration the profit for 2014 and

the proposed dividend was 26.5% at yearend (subject to shareholders and UAE Central Bank
approval), compared to 29.0% at the end of 2013, against a requirement of 12% set by the UAE
Central Bank. We find that this level of capital provides the Bank with ample room for growth in
2015. The regulatory liquid asset ratio at the end of the year was 20.0%, compared to 19.8% at
the end of 2013, and advances to stable resources ratio stood comfortably at 88.2% compared
to 88.1% at the end of 2013.

The Bank is currently rated by the following leading rating agencies. The ratings have remained
unchanged during the year:

. . Financial
Rating Agency Last Update Deposits strength Support
Moody’s October 2014 Baal/P-2 D+ -

Fitch March 2014 BBB+ [ F2 C

Capital Intelligence August 2014 A-| A2 BBB+
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Dividend and appropriation of profits

Bank Recognition in 2014:

At the board meeting held on 26th January 2015, the Directors recommended a cash dividend
of 50%. The Directors consider that the Bank is well placed to meet the continuing challenges
which will be faced during 2015. The dividend recommendations will result in 42.4% of net profit
being retained within the Bank’s shareholders equity thereby increasing capital and reserves to
strengthen the Bank’s overall position and provide support for future growth.

The Directors propose to increase the general banking risk reserve by AED 100 million, credit
risk reserve by AED 100 million and regulatory credit risk reserve by AED 53 million to align it
at 1.5% of the Bank’s total credit risk weighted assets. These measures will increase the Bank’s
shareholders’ equity to AED 6.3 billion after payment of the proposed cash dividend.
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e 1stin the UAE by Return on Assets and the 17th in the world according to The Banker’s
Top 1000 Bank Rankings for 2014

e Best Internet Banking Initiative Award at the Asian Banker Awards 2014 - Middle East
Retail Product Awards for Click & Collect

e Best Core Banking Implementation Project Award in the Middle East at The Asian
Banker Awards 2014 — Technology Implementation

e Best Payment Program award for Small to Medium Enterprises (SMEs) in the Middle
East, Africa, and South East Asia for Titanium Business Credit Card by MasterCard

e Best New Employer of the Year by HCT Dubai

Outlook for 2015

As the Bank anticipated, the Net Profit growth in 2014 was subdued by higher loan provisioning
due to pre-emptive provisioning on restructured loans in one of our loan portfolios. However,
management was able to successfully drive Asset growth and fee income in 2014 from all of its
other lines of business and ensure very solid growth in the Bank’s top line revenue.

With solid results for 2014, the Bank is in a strong competitive position to increase activity and
market share in the coming year. In addition to introducing enhanced Remittance services, the
Bank plans to launch innovative Retail and Business Banking products and services throughout
the year. We will also strengthen the Bank’s visibility by increasing our branch and ATM network
across the country while continuing to complement it with additional digital banking solutions.
In 2015, our business strategy will see the Bank explore new opportunities for revenue growth
across Retail Banking, Business Banking, and Islamic Banking, and take advantage of new
opportunities along the way deemed to be in the best interest of our shareholders.

We are grateful for the continued full support of His Highness Sheikh Saud bin Sagr Al-Qasimi,
Member of the Supreme Council and Ruler of Ras Al Khaimah and the Government of

Ras Al Khaimah. The Directors also wish to thank the management and staff of the Bank for their
performance during 2014 and the Bank’s customers for their continued support.

H.E. Sheikh Omar Bin Saqr Al Qasimi
Chairman

For and on behalf of Board of Directors
26" January 2015
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Report on the consolidated financial statements

Opinion

We have audited the accompanying consolidated financial statements of The National Bank of
Ras Al Khaimah (P.S.C.) (“the Bank”) and its subsidiaries (together referred to as “Group”),
which comprise the consolidated statements of financial position as of 31 December 2014 and

the consolidated statement of income, comprehensive income, changes in equity and cash flows

for the year then ended, and a summary of significant accounting policies and other
explanatory notes.

Management’s responsibility for the consolidated financial statements

In our opinion, the accompanying consolidated financial statements present fairly, in all
material respects, the financial position of the Group as at 31 December 2014 and its financial
performance and its cash flows for the year then ended in accordance with International
Financial Reporting Standards.

Report on other legal and regulatory requirements

Auditor’s responsibility

Management is responsible for the preparation and fair presentation of these consolidated
financial statements in accordance with International Financial Reporting Standards and for
such internal control as management determines is necessary to enable the preparation of
consolidated financial statements that are free from material misstatement, whether due to
fraud or error.
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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 ethical requirements and plan and perform the
audit to obtain reasonable assurance whether the consolidated financial statements are free
from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the consolidated financial statements. The procedures selected depend on

the auditor’s judgement, including the assessment of the risks of material misstatement of
the consolidated financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity’s preparation and
fair presentation of the consolidated financial statements in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion
on the effectiveness of the entity’s internal control. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of accounting estimates
made by management, as well as evaluating the overall presentation of the consolidated
financial statements.

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

As required by the UAE Federal Law No (8) of 1984, as amended, we report that:

1.
2.

we have obtained all the information we considered necessary for the purpose of our audit;

The consolidated financial statements of the Bank comply, in all material respects, with the
applicable provisions of the UAE Federal Law No. (8) of 1984, as amended and the Articles
of Association of the Bank;

The Bank has maintained proper books of account and the consolidated financial
statements are in agreement therewith;

The financial information included in the Directors’ report is consistent with the books of
account of the Bank;

Nothing has come to our attention, which causes us to believe that the bank has breached
any of the applicable provisions of the UAE Federal Law No (8) of 1984, as amended, or of
its Articles of Association which would materially affect its activities or its financial position
as at 31 December 2014.

Further, as required by the UAE Union Law No (10) of 1980, as amended, we report that we
have obtained all the information and explanations we considered necessary for the purpose
of our audit.

Amin H Nasser
Registered Auditor Number 307
Dubai, United Arab Emirates

PricewaterhouseCoopers
26 January 2015
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CONSOLIDATED STATEMENT
OF FINANCIAL POSITION

At 31 December 2014 2013
Note AED’000 AED’000
Assets
Ezﬂri?gaaak'ames with the UAE 5 4,217,469 3,622,262
Due from other banks 6 305,947 543,899
Loans and advances, net 78 25,266,475 21,959,245
Investment securities 9 3,785,289 2,695,952
Property and equipment, net 10 937,714 1,028,873
Other assets 1 317,263 276,538
Total assets 34,830,157 30,126,769
Liabilities And Shareholders’ Equity Liabilities
Due to other banks 12 761,807 3,357
Due to customers 13,14 24,651,408 23,069,147
Debt securities issued 34 1,667,629 -
Other liabilities 15 545,195 472,745
o ol e 6 mem s
Total liabilities 27,699,036 23,610,699
Shareholders’ Equity
Share capital 17 1,676,245 1,676,245
Share premium 18 110,350 110,350
Retained earnings 1,784,065 1,452,439
Other reserves 19 3,560,461 3,277,036
Equity attributable to 7131121 6,516,070

equity holders of the Bank
Non-controlling interests - S
Total shareholders’ equity 7131121 6,516,070

Total liabilities and

shareholders’ equity 34,830,157 A0 A, (85

These consolidated financial statements were authorised for issue by the Board of Directors on 26
January 2015 and were signed on its behalf by:

Sheikh Omar Bin Saqgr Al Qasimi Peter William England
Chairman Chief Executive Officer
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CONSOLIDATED

INCOME STATEMENT

Year ended 31 December

Interest income

Interest expense

Net interest income
Income from Islamic financing
Islamic profit distribution

Net income from Islamic
financing

Net interest income and income
from Islamic financing

Net fees and commission income

Foreign exchange and derivative
income, net

Investment income

Other operating income
Non-interest income

Operating income

Operating expenses

Operating profit before provision
for impairment

Provision for impairment of loans and
advances net of write backs
Net profit for the year

Attributed to:
Equity holders of the Bank

Non-controlling interests
Net profit for the year

Earnings per share
Basic and diluted in AED

Note
22
22

23
23

24

25

27

2014
AED’000
2,785,319
(207,116)
2,578,203
209,290
(30,287)

179,003

2,757,206
652,945
86,813

6,435
51,753
797,946
3,555,152
(1,505,219)

2,049,933

(595,331)

1,454,602
1,454,602

1,454,602

0.87

2013
AED’000
2,677,480
(247,505)
2,429,975
47116
(11,584)

35,532

2,465,507
528,863
74,800

41,308
39,849
684,820
3,150,327
(1,378,886)

1,771,441

(340,623)

1,430,818
1,430,818

1,430,818

0.85
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CONSOLIDATED STATEMENT
OF COMPREHENSIVE INCOME

Year ended 31 December 2014 2013
Note AED’000 AED’000
Net profit for the year 1,454,602 1,430,818

Items that may be re-classified subsequently
to the income statement

Changes in fair value of available-for-sale

) o 9(b) 2,208 26,156
investment securities

Release of fair value to income statement on

disposal of available-for-sale investment securities A (3636) (EEs7e)
Total other comprehensive income (1,428) (420)
Total comprehensive income for the year 1,453,174 1,430,398
Attributed to:

Equity holders of the Bank 1.453,174 1,430,398
Non-controlling interests - -
Total comprehensive income for the year 1,453,174 1,430,398
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CONSOLIDATED STATEMENT
OF CHANGES IN EQUITY

At 1 January 2013
Total comprehensive income
for the year

Transfer to regulatory credit
risk reserve

Transfer to legal reserve
Transfer to voluntary reserve
Transfer to credit risk reserve

Transfer to general banking
reserve

Issue of bonus shares
Dividend paid to equity
holders of the Bank

At 31 December 2013
Total comprehensive income
for the year

Transfer to regulatory credit
risk reserve

Transfer to legal reserve
Transfer to voluntary reserve
Transfer to credit risk reserve

Transfer to general banking
reserve

Dividend paid to equity
holders of the Bank

At 31 December 2014

19

19
19
19

19

17

19

19
19
19

28

Share
capital

AED’000
1,523,859

152,386

1,676,245

1,676,245

Share
premium

AED’000
110,350

110,350

110,350

Retained
earnings

AED’000
1,183,109

1,430,818

(26,000

)
(143,082)
(30,477)
(100,000)
)

(100,000
(152,386)
(609,543)
1,452,439

1,454,602

(53,000)

(30,386
(1,467

)
)
(100,000)
(100,000)

(838,123)

1,784,065

Other
reserves
(see note
19)

AED’000
2,877,897

(420)

26,000

143,082
30,477
100,000

100,000

3,277,036

(1,428)

53,000

30,386
1,467
100,000

100,000

3,560,461

Equity at-
tributable
to equity
holders of
the Bank

AED’000
5,695,215

1,430,398

(609,543)
6,516,070

1,453,174

(838,123)

7,131,121

\\[o] 3 8
controlling
interests

AED’000

AED’000
5,695,215

1,430,398

(609,543)
6,516,070

1,453,174

(838,123)

7,131,121
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CONSOLIDATED STATEMENT
OF CASH FLOWS

Year ended 31 December

Operating activities

Net profit for the year

Adjustments:

Provision for impairment of loans and advances net of write backs
Depreciation

Provision for employees’ end of service benefits

Gain on disposal of property and equipment

Amortisation of premium relating to securities held to maturity
Gain on sale of held for trading securities

Gain on sale of available for sale investment securities

Loss /(gain) on sale of held to maturity investment securities

Operating cash flows before payment of employees’ end of
service benefits and changes in assets and liabilities

Payment of employees’ end of service benefits
Changes in assets and liabilities:
Statutory deposits with the UAE Central Bank

Certificate of deposits with the UAE Central Bank with original maturities
of over 3 months

Due from other banks with original maturities of three months or over

Loans and advances (net of charge for impairment and amount written
off [ back)

Other assets

Due to other banks (net of amounts due to the UAE Central Bank)
Due to customers

Other liabilities

Net cash generated from operating activities

Investing activities

Purchase of investment securities

Purchase of property and equipment

Proceeds from maturity / disposal of investment securities
Proceeds from disposal of property and equipment

Net cash used in investing activities

Financing activities

Debt securities issued

Dividend paid to equity holders of the Bank

Dividend paid to non- controlling interests

Net cash generated| (used) in financing activities

Net decrease in cash and cash equivalents

Cash and cash equivalents at the beginning of the year
Cash and cash equivalents at the end of the year

Note

11
12
13
15

34
28,17
28,17

30

2014
AED’000

1,454,602

595,331
130,000
17,968
(1,182)
15,784
(1,334)
(3,636)
709

2,208,242
(10,421)

(415,411)
(250,000)

(3,902,561)

(40,725)
758,450
1,582,261
72,450
2,285

(1,253,955)
(45,111)
151,667

7452

(1,139,947)

1,667,629
(838,123)
829,506

(308,156)

1,310,347

1,002,191

2013
AED’000

1,430,818

340,623
126,908
13,776
(465)
13,399
(26,576)
(8,410)

1,890,073
(9,768)

(460,456)

206,952
(2,016,441)

(32,364)
(97,108)
2,349,422
(67,169)
1,763,141

(1,935,575)
(120,343)
847,668
800
(1,207,450)

(609,543)
(609,543)
(53,852)
1,364,199
1,310,347
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1. Incorporation and principal activities

The National Bank of Ras Al Khaimah (“the Bank”) is a public shareholding company incorporated
in the Emirate of Ras Al Khaimah in the United Arab Emirates (“UAE”) in accordance with the UAE
Federal law No. 8 of 1984 (as amended) and listed on the Abu Dhabi Securities Exchange.

The head office of the Bank is located at the National Bank of Ras Al Khaimah building, Al Rifa
area, Exit No. 129, Sheikh Mohammed Bin Zayed road, Ras Al Khaimah, UAE.

The Bank is engaged in providing retail banking and commercial banking, services through a
network of thirty four branches in the UAE.

The National Bank of Ras Al Khaimah (P.S.C) comprises the Bank and four subsidiaries.

These subsidiaries are RAK Islamic Finance Company Pvt. J.S.C, BOSS FZCO, RAK Technologies
FZCO and RAK funding Cayman Limited. (together referred as the “Group”).The consolidated
financial statements comprises the Bank and its subsidiaries. Refer to note 33 for details of
the subsidiaries.

The consolidated financial statements comprises the Bank and its subsidiaries
(together referred to as “the Group”)

2. Significant accounting policies

The significant accounting policies applied in the preparation of these consolidated financial
statements are set out below. These policies have been consistently applied to all the years
presented, unless otherwise stated.

2.1 Basis of preparation

The consolidated financial statements have been prepared on a going concern basis in
accordance with International Financial Reporting Standards(“IFRS”) and IFRS Interpretation
Committee (IFRS IC) interpretations applicable to the companies reporting under IFRS. The
consolidated financial statements are prepared under the historical cost convention except for
held for trading and available-for-sale financial assets and derivative financial instruments which
have been measured at fair value.

The preparation of consolidated financial statements in conformity with IFRS requires the use
of certain critical accounting estimates. It also requires management to exercise its judgment
in the process of applying the Group’s accounting policies. The areas involving a higher degree
of judgment or complexity, or areas where assumptions and estimates are significant to the
consolidated financial statements are disclosed in Note 4.

Standards and amendments to published standards effective for the Group’s
accounting period beginning on 1 January 2014

Topic Key requirements Effective date
Amendments to IFRS
10, 12 and IAS 27 These requirements relate to only investment

on consolidation for entities, therefore do not apply to the Group. 1 January 2014

investment entities
These amendments are to the application
guidance in IAS 32, ‘Financial instruments:
Presentation’, and clarify some of the
requirements for offsetting financial assets and
financial liabilities on the

balance sheet.

Amendment to IAS 36, This amendment addresses the disclosure of
‘Impairment of assets’ information about the recoverable amount of
on recoverable amount impaired assets if that amount is based on fair
disclosures value less costs of disposal.

Amendment to IAS 39,
‘Financial instruments:
recognition and
measurement’ on
novation of derivatives

Amendment to IAS 32,
‘Financial instruments:
Presentation’, on

asset and liability
offsetting

1 January 2014

1 January 2014

This amendment provides relief from
discontinuing hedge accounting when novation
of a hedging instrument to a central counterparty
meets specified criteria.

1 January 2014

Other than the above, there are no other IFRSs or IFRIC interpretations that were effective for the
first time for the financial year beginning January 1, 2014 that have had a material impact on the
Group’s consolidated financial statements.
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2.1 Basis of preparation (continued)

New standards, amendments and interpretations effective for accounting
periods beginning after 1 January 2014 and which have not been
early adopted

Topic Key requirements Effective date

The amendment applies to contributions from
employees or third parties to defined benefit plans
and clarifies the treatment of such contributions.
The amendment distinguishes between
Amendment to IAS 19, contributions that are linked to service only in

‘Employee benefits’ the period in which they arise and those linked to
regarding employee or service in more than one period. The objective of
third party the amendment is to simplify the accounting for 1 July 2014

contributions to the contributions that are independent of the number
defined benefit plans.  of years of employee service, for example employee
contributions that are calculated according to

a fixed percentage of salary. Entities with plans

that require contributions that vary with service

will be required to recognise the benefit of those
contributions over employee’s working lives.

IFRS 13,’Fair value measurement’ is amended to
clarify that the portfolio exception in IFRS 13 applies
to all contracts (including non-financial contracts)
within the scope of IAS 39 or IFRS 9.

IFRS 13, ‘Fair value’ which amended the basis 1 July 2014
of conclusions to clarify that it did not intend

to remove the ability to measure short term
receivables and payables at invoice amounts where
the effect of discounting is immaterial.

IAS 24,'Related party disclosures’ is amended to
include, as a related party, an entity that provides
key management personnel services to the
reporting entity or to the parent of the reporting 1 July 2014
entity (the ‘management entity’). Disclosure of

the amounts charged to the reporting entity is
required.

IFRS 13 ‘Fair value
measurement’

IAS 24, ‘Related party
disclosures’

IFRS 8, ‘Operating segments’ which is amended

to require disclosure of the judgements made by
IFRS 8 ‘Operating management in aggregating operating segments.
segments’ It is also amended to require a reconciliation

of segment assets to the entity’s assets when

segment assets are reported.

1luly 2014

Topic Key requirements

This amendment clarifies that the use of
revenue-based methods to calculate the
depreciation of an asset is not appropriate
because revenue generated by an activity that
includes the use of an asset generally reflects
factors other than the consumption of the
economic benefits embodied in the asset.

Amendment to IAS 16,

‘Property, plant and This has also clarified that revenue is generally

equipment’ and IAS presumed to be an inappropriate basis for

38, Intangible assets’  measuring the consumption of the economic

regarding depreciation benefits embodied in an intangible asset. The

and amortisation. presumption may only be rebutted in certain
limited circumstances. These are where the
intangible asset is expressed as a measure of
revenue; or where it can be demonstrated that
revenue and the consumption of the economic
benefits of the intangible asset are highly
correlated.

IAS 19, ‘Employee benefits’ — The amendment
clarifies that, when determining the discount rate
for post-employment benefit obligations, it is

the currency that the liabilities are denominated
in that is important, not the country where

they arise. The assessment of whether there is a
deep market in high-quality corporate bonds is
based on corporate bonds in that currency, not
corporate bonds in a particular country. Similarly,
where there is no deep market in high-quality
corporate bonds in that currency, government
bonds in the relevant currency should be used.
The amendment is retrospective but limited to the
beginning of the earliest period presented.

IAS 19, ‘Employee
benefits’

Effective date

1 January 2016

1 July 2016
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2. Significant accounting policies (continued)

2.1 Basis of preparation (continued)

Topic Key requirements Effective
date

This is the converged standard on revenue recognition.

It replaces IAS 11, ‘Construction contracts’, IAS 18, Revenue’ and

related interpretations.

Revenue is recognised when a customer obtains control of
IFRS 15 a good or service. A customer obtains control when it has
’ the ability to direct the use of and obtain the benefits from
the good or service. The core principle of IFRS 15 is that an
entity recognises revenue to depict the transfer of promised
with goods or services to customers in an amount that reflects the
customers’ consideration to which the entity expects to be entitled in

exchange for those goods or services.

‘Revenue from
contracts
1 January
2017

IFRS 15 also includes a cohesive set of disclosure requirements

that will result in an entity providing users

of financial statements with comprehensive information

about the nature, amount, timing and uncertainty of

revenue and cash flows arising from the entity’s

contracts with customers.

The complete version of IFRS 9 replaces most of the guidance

in 1AS 39. IFRS 9 retains but simplifies the mixed measurement

model and establishes three primary measurement categories

for financial assets: amortised cost, fair value through OCl and

fair value through P&L. The basis of classification depends on

the entity’s business model and the contractual cash flow

characteristics of the financial asset. Investments in equity

instruments are required to be measured at fair value through

profit or loss with the irrevocable option at inception to present

changes in fair value in OCl. There is now a new expected credit
IFRS 9 losses model that replaces the incurred loss impairment model
) used in IAS 39. 1 January

Financial 5018

instruments”  For financial liabilities there were no changes to classification
and measurement except for the recognition of changes in
own credit risk in other comprehensive income, for liabilities
designated at fair value, through profit or loss.

IFRS 9 relaxes the requirements for hedge effectiveness by
replacing the bright line hedge effectiveness tests. It requires an
economic relationship between the hedged item and hedging
instrument and for the ‘hedged ratio’ to be the same as the
one management actually use for risk management purposes.
Contemporaneous documentation is still required but is
different to that currently prepared under IAS 39.
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Except for IFRS9, the Management anticipates that these new standards and amendments are
not expected to have a material impact on the Group’s consolidated financial statements and
will be adopted in the consolidated financial statements in the initial period when they become
mandatorily effective. The Group is still to assess the impact of adoption of IFRS 9 which is likely
to have more significant impact on the Group’s results once adopted.

2.2. Consolidation

The consolidated financial statements incorporate the consolidated financial statements of
National Bank of Ras Al Khaimah (P.S.C.) and its subsidiaries (collectively referred to as “Group”)
as set in Note 33 below.

Subsidiaries

Subsidiaries are all entities over which the Group has control. The Group controls an entity when
the Group is exposed to, or has rights to, variable returns from its involvement with the entity
and has the ability to affect those returns through its power over the entity. Subsidiaries are fully
consolidated from the date on which control is transferred to the Group.

Transactions eliminated on consolidation

Intra-group balances and income and expenses (except for foreign currency transaction gains
or losses) arising from intra-group transactions, are eliminated in preparing the consolidated
financial statements. Unrealised losses are eliminated in the same way as unrealised gains, but
only to the extent that there is no evidence of impairment.

2.3. Loans and advances and provision for impairment

Loans and advances are non-derivative financial assets with fixed or determinable payments that
are not quoted in an active market. Loans and advances are initially recognized at fair value,
which is the cash consideration to originate or purchase a loan including any transaction costs,
and measured subsequently at amortised cost using the effective interest method.

The Group assesses at each financial position date whether there is objective evidence that loans
and advances are impaired. Loans and advances are impaired and impairment losses are incurred
only if there is objective evidence that the Group will not be able to collect all amounts due.

The criteria that the Group uses to determine that there is objective evidence of an impairment
loss include:

e Delinquency in contractual payments of principal or interest;
e Cash flow difficulties experienced by the borrower;

e Breach of loan covenants or conditions;

e Initiation of bankruptcy proceedings;

e Deterioration of the borrower’s competitive position;

e Deterioration in the value of collateral; and

*  Observable data indicating that there is a measurable decrease in the estimated future
cash flows from a portfolio of financial assets since the initial recognition of those assets,
although the decrease cannot yet be identified with the individual financial assets in the
portfolio, including:

1. adverse changes in the payment status of borrowers in the portfolio and

2. national or local economic conditions that correlate with defaults on
the assets in the portfolio.
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2.3. Loans and advances and provision for impairment (continued)

The Group first assesses whether objective evidence of impairment exists either individually

for financial assets that are individually significant and individually or collectively for financial
assets that are not individually significant. If the Group determines that no objective evidence

of impairment exists for an individually assessed financial asset, whether significant or not,

it includes the asset in a group of financial assets with similar credit risk characteristics and
collectively assesses them for impairment. Assets that are individually assessed for impairment
and for which an impairment loss is or continues to be recognised are not included in a collective
assessment of impairment.

The amount of the loss is measured as the difference between the asset’s carrying amount and
the present value of estimated future cash flows (excluding future credit losses that have not been
incurred) discounted at the financial asset’s original effective interest rate. The carrying amount

of the asset is reduced through the use of an allowance account and the amount of the loss is
recognised in the consolidated income statement. If the amount of impairment subsequently
decreases due to an event occurring after the write down, the release of the provision is credited

to the consolidated income statement. If a loan has a variable interest rate, the discount rate for
measuring any impairment loss is the current effective interest rate determined under the contract.

The calculation of the present value of the estimated future cash flows of a collateralised financial
asset reflects the cash flows that may result from foreclosure less costs for obtaining and selling the
collateral, whether or not foreclosure is probable.

For the purposes of a collective evaluation of impairment, financial assets are grouped on the

basis of similar credit risk characteristics (i.e. on the basis of the Group’s grading process that
considers asset type, industry, collateral type, past-due status and other relevant factors). Those
characteristics are relevant to the estimation of future cash flows for groups of such assets by being
indicative of the debtors’ ability to pay all amounts due according to the contractual terms of the
assets being evaluated.

Future cash flows in a group of financial assets that are collectively evaluated for impairment are
estimated on the basis of the contractual cash flows of the assets and historical loss experience for
assets with similar credit risk characteristics. Historical loss experience is adjusted on the basis of
current observable data to reflect the effects of current conditions that did not affect the period
on which the historical loss experience is based and to remove the effects of conditions in the
historical period that do not currently exist.

Estimates of changes in future cash flows for groups of assets reflect and are directionally
consistent with changes in related observable data from period to period (for example, changes in
unemployment rates, property prices, payment status, or other factors indicative of changes in the
probability of losses and their magnitude). The methodology and assumptions used for estimating
future cash flows are reviewed regularly by the Group to reduce any differences between loss
estimates and actual loss experience.

When a loan is uncollectable, it is written off against the related provision for impairment.

This is normally done within six to twelve month of the loan becoming past due, depending on
type of the loan. Non performing mortgage loans, however, are written off after considering each
individual case. If no related provision exists, it is written off to the consolidated income statement.
Subsequent recoveries are credited to the consolidated income statement.

Loans that are either subject to collective impairment assessment or individually significant and
whose terms have been renegotiated are no longer considered to be past due but are treated
as new loans.

2.4. Islamic financing

The Group engages in Sharia compliant Islamic banking activities through various Islamic
instruments such as Murabaha, Salam, Mudaraba, and Wakala. The accounting policy for initial
recognition, subsequent measurement and derecognition of Islamic financial assets and liabilities
are as per Note 2.3

Murabaha financing

A sale contract whereby the Group sells to a customer commodities and other assets at an
agreed upon profit mark up on cost. The Group purchases the assets based on a promise
received from customer to buy the item purchased according to specific terms and conditions.
Profit from Murabaha is quantifiable at the commencement of the transaction. Such income is
recognised as it accrues over the period of the contract on effective profit rate method on the
balance outstanding.

Salam

Bai Al Salam is a Sale contract where the Customer (Seller) undertakes to deliver/supply a specified
tangible asset to the Group (Buyer) at mutually agreed future date(s) in exchange for an advance
price fully paid on the spot by the buyer.

Revenue on Salam financing is recognised on the effective profit rate basis over the period of the
contract, based on the Salam capital outstanding.

Mudaraba

A contract between the Group and a customer, whereby one party provides the funds (Rab Al
Mal- customer) and the other party (the Mudarib- the Group) invests the funds in a project or a
particular activity and any profits generated are distributed between the parties according to the
profit shares that were pre-agreed in the contract. The Mudarib would bear the loss in case of
default, negligence or violation of any of the terms and conditions of the Mudaraba, otherwise,
losses are borne by the Rab Al Mal.

Wakala

An agreement between the Group and customer whereby one party (Rab Al Mal-principal)
provides a certain sum of money to an agent (Wakil), 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 return the invested amount in case of default, negligence or
violation of any of the terms and conditions of the Wakala. The Group may be Wakil or Rab Al
Mal depending on the nature of the transaction.

Estimated income from Wakala is recognised 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

ljara

ljara financing is a finance lease agreement whereby the Bank (lessor) leases an asset based on
the customer’s (lessee) request and promise to lease the assets for a specific period in lieu of
rental instalments. ljara ends in transferring the ownership of the asset to the lessee at the end
of the lease inclusive of the risks and rewards incident to an ownership of the leased assets. ljara
assets are stated at amounts equal to the net investment outstanding in the lease including the
income earned thereon less impairment provisions.
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2.5. Investment securities

The Group classifies its investment securities in the following categories: Trading securities, Held-
to-maturity and available-for-sale. Management determines the classification of its investments
at initial recognition.

Trading securities: Investment securities held at fair value through profit and loss are those which
are acquired principally for the purpose of trading with the objective of generating profit.

Held-to-maturity: Held-to-maturity investments are non-derivative financial assets with fixed

or determinable payments and fixed maturities that the Group’s management has the positive
intention and ability to hold to maturity. If the Group were to sell other than an insignificant
amount of held-to-maturity assets, the entire category would be reclassified as available for sale
except if sale is due to significant deterioration of the issuer.

Available-for-sale: Available-for-sale investments are those non-derivative financial assets that
are designated as available-for-sale or are not classified as (a) loans and advances, (b) held-to-
maturity investments.

Regular purchases and sales of financial assets at held to maturity and available for sale are
recognised on settlement date.

Financial assets, except assets that are held for trading are initially recognised at fair value plus
transaction costs. For financial assets acquired for trading, transaction costs are charged to

profit and loss. Financial assets are derecognised when the rights to receive cash flows from the
financial assets have expired or where the Group has transferred substantially all risks and rewards
of ownership.

Available-for-sale financial assets are subsequently carried at fair value. Held-to-maturity
investments are carried at amortised cost using the effective interest method.

Gains and losses arising from changes in the fair value of available-for-sale financial assets are
recognised directly in consolidated statement of comprehensive income, until the financial
asset is derecognised or impaired. At this time, the cumulative gain or loss previously
recognised through the consolidated statement of comprehensive income is recognised

in the income statement.

Foreign currency gains and losses arising on available-for-sale monetary financial assets are
directly recognised in the consolidated income statement.

The fair values of quoted investments in active markets are based on current bid prices, as

the Group considers the bid prices to be most representative of fair value, if the market for a
financial asset is not active (and for unlisted securities), the Group establishes fair value by using
valuation techniques.

Interest earned whilst holding investment securities is reported as under interest income in the
consolidated income statement.

Dividends on available-for-sale equity instruments are recognised in the consolidated income
statement when the Group’s right to receive payment
is established.

The Group assesses at each financial position date whether there is objective evidence that

a financial asset is impaired. In the case of equity investments classified as available-for-sale,

a significant or prolonged decline in the fair value of the security below its cost is considered
in determining whether the asset is impaired. If any such evidence exists for available-for-sale
financial assets, the cumulative loss — measured as the difference between the acquisition cost

and the current fair value, less any impairment loss on that financial asset previously recognised
in profit or loss — is removed from equity and recognised in the income statement. Impairment
losses recognised in the income statement on available-for-sale equity instruments are not
reversed through the income statement. Impairment on debt securities classified as available-for-
sale and those held to maturity is assessed as outlined in the accounting policy for impairment of
loans and advances (Note 2.3).

2.6. Due from banks

Amounts due from banks are initially recognized at fair value and measured subsequently at
amortised cost using the effective interest method. Impairment of amount due from banks is
assessed as outlined in the accounting policy for loans and advances (Note 2.3).

2.7. Cash and cash equivalents

In the consolidated statement of cash flows, cash and cash equivalents include cash on hand,
money in current and call accounts and placements with original maturity of less than three
months excluding the statutory deposit required to be maintained with the UAE Central Bank.

2.8. Derivative financial instruments

Derivatives are initially recognised at fair value on the date on which a derivative contract is
entered into and are subsequently remeasured at their fair value. Fair values are obtained from
quoted market prices in active markets, including recent market transactions. The method of
recognising the resulting gain or loss depends on whether the derivative is designated as a
hedging instrument, and if so, the nature of the item being hedged. All derivatives are carried as
assets when fair value is positive and as liabilities when fair value is negative.

The group documents at the inception of the transaction the relationship between hedging
instruments and hedged items, as well as its risk management objectives and strategy for
undertaking various hedging transactions. The group also documents its assessment, both at
hedge inception and on an ongoing basis, of whether the derivatives that are used in
hedging transactions are highly effective in offsetting changes in fair values or cash flows

of hedged items.

The fair values of various derivative instruments are disclosed in note 21.

Fair value hedge

Changes in the fair value of derivatives that are designated and qualify as fair value hedges are
recorded in the income statement, together with any changes in the fair value of the hedged
asset or liability that are attributable to the hedged risk. The group only applies fair value hedge
accounting for hedging fixed interest risk on debt securities issued. The gain or loss relating to
the effective portion of interest rate swaps hedging fixed rate debt securities issued is recognised
in the income statement within ‘Interest expense’.

The gain or loss relating to the ineffective portion is recognised in the income statement within
‘Other operating income’. Changes in the fair value of the hedge fixed rate debt securities issued
attributable to interest rate risk are recognised in the income statement within ‘Interest expense’.

If the hedge no longer meets the criteria for hedge accounting, the adjustment to the carrying
amount of a hedged item for which the effective interest method is used is
amortised to profit or loss over the period to maturity.
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2.9. Debt securities issued

Debt issued is recognised initially at fair value, net of transaction costs incurred.

After initial measurement, debt issued is subsequently measured at amortised cost using the
effective interest rate. Amortised cost is calculated by taking into account any discount or
premium on the issue and costs that are an integral part of the effective interest rate.

2.10. Property and equipment

Land and buildings comprise branches, offices and certain residential premises purchased
for occupation of management and staff. Property and equipment is stated at cost less
accumulated depreciation. Cost includes expenditure that is directly attributable to the
acquisition of the items.

Subsequent expenditures are included in the asset’s carrying amount or are recognised as a
separate asset, as appropriate, only when it is probable that future economic benefits associated
with the item will flow to the Group and the cost of the item can be measured reliably. The
carrying amount of the replaced part is derecognised. All other repair and maintenance costs
are charged to the income statement during the financial period in which they are incurred.

Land is not depreciated as it is deemed to have an infinite life. Depreciation on other assets is
calculated using the straight-line method to write down the cost of assets to their estimated
residual values over their expected useful economic lives as follows:

Years

Buildings 15-30
Computer equipment and software 4-15
Furniture, fixtures and equipment 4-6
Leasehold improvements 2-6
Motor vehicles 2-4

The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at the end
of each reporting period.

Capital work in progress is stated at cost and is transferred to the appropriate asset category
when it is brought into use and is depreciated in accordance with the Group’s accounting policy.

Where the carrying amount of an asset is greater than its estimated recoverable amount, it is
written down immediately to its recoverable amount.

Gains and losses on disposal of property and equipment are determined by comparing the sales
proceeds to the carrying value of the asset disposed and are taken into account in determining
operating income.

2.11. Employee benefits

Defined contribution plan

A defined contribution plan is a post-employment benefit plan under which an entity pays

fixed contributions into a separate entity and will have no legal or constructive obligation to

pay further amounts. Obligations for contributions to defined contribution pension plans are
recognised as an employee benefit expense in consolidated income statement in the periods
during which services are rendered by employees.Pension contributions are made in respect of
UAE national employees to the UAE General Pension and Social Security Authority in accordance
with the UAE Federal Law No (7), 1999 for Pension and Social Security.

Defined benefit plan

The defined benefit obligation is calculated annually using the projected unit credit
method. The present value of the defined benefit obligation is determined by
discounting the estimated future cash outflows using interest rates of high-quality
corporate bonds that are denominated in the currency in which the benefits will be paid,
and that have terms to maturity approximating to the terms of

the related pension obligation

Provision is also made for the end of service benefits due to non-UAE nationals in
accordance with the UAE Labour Law for their periods of service up to the financial
position date and the provision arising is disclosed as ‘provision for employee’s end of
service benefits’ in the statement of financial position.

Short-term employee benefits

Short-term employee benefit obligations are measured on an undiscounted basis and are
expensed as the related service is provided. A liability is recognised for the amount expected
to be paid under short-term if the Group has a present legal or constructive obligation to pay
this amount as a result of past service provided by the employee and the obligation can be
estimated reliably.

A provision is made for the estimated liability for employees’ entitlements to annual leave and
leave passage as a result of services rendered by the employees up to financial position date.
This provision is included in other liabilities.

2.12. Fiduciary assets

Assets and the income arising on the Bank’s fiduciary activities, where it acts in a fiduciary
capacity such as nominee, trustee or agent, are excluded from these consolidated financial
statements. Income earned by the Group from its fiduciary services is recognised in accordance
with the accounting policy on fees and commission income (Note 2.18).
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2.13. Share capital

Share issue costs

Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of new
shares are shown in equity as a deduction from the proceeds.

Dividends on ordinary shares

Dividends on ordinary shares are recognised in equity in the period in which they are
approved by the Bank’s shareholders.

2.14. Provisions and contingent liabilities

Provisions are recognised when the Group has a present legal or constructive obligation as a
result of past events, it is probable that an outflow of resources embodying economic benefits
will be required to settle the obligation, and a reliable estimate of the amount of the obligation
can be made.

When some or all of the economic benefits required to settle a provision are expected to be
recovered from a third party, a receivable is recognised as an asset only if it is virtually certain
that reimbursement will be received and the amount of the receivable can be measured reliably.

Contingent liabilities, which include certain guarantees and letters of credit, are possible
obligations that arise from past events whose existence will be confirmed only by the
occurrence, or non-occurrence, of one or more uncertain future events not wholly within

the Group’s control; or are present obligations that have arisen from past events but are not
recognised because it is not probable that settlement will require outflow of economic benefits,
or because the amount of the obligations cannot be reliably measured. Contingent liabilities
are not recognised in the consolidated financial statements but are disclosed in the notes to the
consolidated financial statements, unless they are remote.

2.15. Due to customers

Due to customers are recognised initially at fair value, net of transaction costs incurred. Due to
customers are subsequently carried at amortised cost using the effective interest method.

2.16. Foreign currencies

Items included in the consolidated financial statements of the Group are measured using

UAE Dirham’s which is the currency of the primary economic environment in which the Group
operates (‘functional currency’). The consolidated financial statements are presented in UAE
Dirham’s. Foreign currency transactions are translated into the UAE Dirham at the rate ruling
on the transaction date. Monetary assets and liabilities denominated in foreign currencies

are translated into UAE Dirham’s at the rates ruling at the consolidated statement of financial
position date. Any resultant gains or losses are accounted for in the income statement other
than for items presented in other comprehensive income.

2.17. Interest income and expense

Interest income and expense are recognised in the income statement for all instruments
measured at amortised cost using the effective interest method. Interest earned whilst holding
investment securities is reported in interest income in the income statement.

The effective interest method is a method of calculating the amortised cost of a financial asset
or a financial liability and of allocating the interest income or interest expense over the relevant
period. The effective interest rate is the rate that exactly discounts estimated future cash
payments or receipts through the expected life of the financial instrument or, when appropriate,
a shorter period to the net carrying amount of the financial asset or financial liability.

Once a financial asset or a group of similar financial assets has been written down as a result of
an impairment loss, interest income is recognised using the rate of interest used to discount the
future cash flows for the purpose of measuring the impairment loss.

2.18. Fee and commission income

Fees and commissions, other than loan arrangement fees, are generally recognised when the
service has been provided. Loan commitment fees for loans that are likely to be drawn down are
deferred and recognised as an adjustment to the effective interest rate on the loan. Portfolio and
other management advisory and service fees are recognised based on the, applicable service
contracts, usually on a time-proportionate basis. Fees earned on the Bank’s fiduciary activities
are recognised over the period in which the service is provided. The same principle is applied to
custody services that are continuously provided over an extended period of time.

2.19. Offsetting financial instruments

Financial assets and liabilities are offset and the net amount reported in the consolidated
statement of financial position when there is a legally enforceable right to offset the recognised
amounts and there is an intention to settle on a net basis, or realise the asset and settle the
liability simultaneously.

2.20. Segment reporting

Operating segments are reported in @ manner consistent with the internal reporting provided to
the chief operating decision-maker. The chief operating decision-maker is the person or group
that allocates resources to and assesses the performance of the operating segments of an entity.
All transactions between business segments are conducted on an arm s length basis, with intra-
segment revenue and costs being eliminated. Income and expenses directly associated with
each segment are included in determining business segment performance. In accordance with
IFRS 8, the Bank has the following business segments: retail banking, business banking

and treasury.
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3.1. Risk management review

The Group’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 services business. The Group’s aim is therefore to achieve an appropriate balance
between risk and return and minimise potential adverse effects on the Group’s financial performance.

The Groups’s risk management policies are designed to identify and analyse these risks, to set
appropriate risk limits and controls, and to monitor the risks and adherence to limits by means of
reliable and up-to-date information systems. The Group regularly reviews its risk management policies
and systems to reflect changes in markets, products and emerging best practice.

3.2. Credit risk

Credit risk is defined as the risk that the Group’s customers, clients or counter parties fail to perform
or are unwilling to pay interest, repay the principal or otherwise to fulfil their contractual obligations
under loan agreements or other credit facilities, thus causing the Group to suffer a financial loss.

Credit risk also arises through the downgrading of counter parties, whose credit instruments are held
by the Group, thereby resulting in the value of the assets to fall. As credit risk is the Group’s most
significant risk, considerable resources, expertise and controls are devoted to managing this risk within
the core departments of the Bank.

The Group’s credit policy provides for the development of a systematic and consistent approach to
identifying and managing borrower and counter party risks contained in all retail, business banking
and SME assets.

The Head of Credit and his team including collections are responsible for recognition and
management of credit risk both at transaction and portfolio levels and to ensure that risk procedures
are adhered to in a manner consistent with the framework set out in the Credit Policy, Product
Programs Cuidelines, Credit circulars and comply with regulatory norms.

The Group manages, limits and controls concentration of credit risk wherever it is identified - in
particular, to individual counterparties and groups, and to industries and countries. The Group has a
Product Program Guide that sets limits of exposure and lending criteria. The Bank also has credit limits
that set out the lending and borrowing limits to/from other banks.

The Group stratifies the levels of credit risk it undertakes by placing limits on the amount of risk
accepted in relation to one borrower, or groups of borrowers, and to geographical and industry
segments. Such risks are monitored on an ongoing basis. Limits on the level of credit risk by product,
industry sector and by country are approved by the Credit Committee and the Board of Directors.

The exposure to any one borrower, including banks, is further restricted by sub-limits covering on- and
off-balance sheet exposures, and daily delivery risk limits in relation to trading items such as forward
foreign exchange contracts. Actual exposures against limits are monitored on an ongoing basis.

The Group has in place policies which govern the determination of eligibility of various collaterals
including credit protection, to be considered for credit risk mitigation which includes the minimum
operational requirements that are required for the specific collateral to be considered as effective
risk mitigants. The Group’s major collaterals are mortgaged properties, investments, vehicles & other
register-able assets.

The collateral is valued periodically ranging from quarterly to annually, depending on the type of
collateral. Specifically for mortgaged property, a framework for valuation of mortgaged properties is
established to ensure adequate policies and procedures are in place for efficient and proper conduct
of valuation of mortgaged properties and other related activities in relation to the interpretation,
monitoring and management of valuation of mortgaged properties.

3.2.17 Maximum exposure to credit risk before collateral held or other
credit enhancements

Maximum exposure

31 December 2014 31 December 2013
AED’000 AED’000
Credit risk exposures relating to on-balance sheet assets are as follows:
Due from banks 305,947 543,899
Loans and advances:
Loans to retail customers 23,091,781 21,035,608
tﬁi?;rz‘;rzus'”ess banking 2,174,694 923,637
Investment securities 3,785,289 2,695,952
Other assets 239,476 195,120
Credit risk exposures relating to off-balance sheet items are as follows:
30,441,799 26,134,829

The above table represents a worst case scenario of credit risk exposure to the Group at

31 December 2014 and 2013 without taking account of any collateral held or other credit
enhancements attached. For on-balance-sheet assets, the exposures set out above are based on
net carrying amounts as reported in the consolidated statement of financial position.

As can be seen above, the most significant exposures arise from loans and advances to customers
(including commitments) and amounts due from banks.

Management is confident in its ability to continue to control and minimise the loss arising from its
exposure to credit risk resulting from its loans and advances portfolio, investment securities
portfolio and amounts due from banks based on the following:

*  93% (2013: 92%) of the loans and advances are categorised in the top grades of the
Bank’s internal grading system.

e Mortgage loans, loan against investments and auto loans, which are backed by collateral
together, represent a significant portion (2014: 29% 2013: 29 %) of loans and advances.

e 7.2% (2013:7.2%) of the loans comprise of restructured loans, where the Group has
aligned its lending rates to current prevailing market lending rates and extended or
modified payment arrangements to manage credit risk.

*  The Bank continuously reviews its credit and credit underwriting policies and changes are
made based on the Management Information System (MIS) reports and the patterns that
emerge from these reports.

*  Asignificant portion of investments securities comprise debt instruments that are issued by
government and reputable quasi-government organisation.
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3.2. Credit risk (continued)

3.2.2. Loans and advances to customers and amounts due from banks

Loans and advances to customers and amounts due from banks are summarised as follows:

31 December 2014 31 December 2013

Loans and Amounts Loans and Amounts

advances to due from advancesto duefrom

customers banks customers banks

AED’000 AED’000 AED’000 AED’000

:\‘nf;lat:ﬁ; dpaSt due nor 24,050,663 305947 20,631,001 543,899

Past due but not impaired 1,136,277 - 1,184,017 -

Individually impaired 618,762 - 539,840 -

Gross 25,805,702 305,947 22,354,858 543,899

Less: .allowance for (539,227) ) (395,613) )
impairment

Net 25,266,475 305,947 21,959,245 543,899

Neither past due nor impaired

31 December 2014 31 December 2013

Loans and Amounts Loans and Amounts
advances to due from advances to due
customers banks customers from banks
AED’000 AED’000 AED’000 AED’000
Loans and advances
- Retail loans 21,894,015 - 19,721,433 -
- Business Banking loans 2,156,648 - 909,568 -
Due from banks - 305,947 - 543,899
Gross 24,050,663 305,947 20,631,001 543,899

Loans and advances

The Group uses the grading of loans into different buckets in assessing the impairment loss

in the Group’s loan portfolio.The credit quality of the portfolio of loans and advances that
were neither past due nor impaired can be assessed by reference to the internal rating system
adopted by the Group.

Retail banking loans are graded into buckets according to the number of installments past due.
All loans that are not in default of interest payment and installment are graded as bucket 0, while
loans and advances that are in default of interest payment and installments are graded upwards
from bucket 1 onwards, depending on the number of days past due. The Business Banking

credit matrix is used to rate Business Banking loans under various characteristics. There are nine
categories of performing loans and one category of non-performing loans.

These ratings are reviewed at least once a year, or more frequently as required. Loans and
advances are classified as delinquent after 90 days of non-payment of interest and installments.
The credit policy has set internal lending limits for various industry exposures. The business
banking loan portfolio is reviewed on a quarterly basis.

Amounts due from banks

The Group held amounts due from banks of AED 306 million (2013: 544 million) which
represents its maximum credit exposure on these assets. The balance due from banks includes
AED 73 million (2013: AED 275 million) placements with banks. Remaining balances due from
banks and other financial institutions are held with reputable organisations within and outside
UAE, where the risk of default is considered low.

Past due but not impaired

Loans and advances less than 90 days past due are not considered impaired, however considered
in a collective assessment. Gross amount of loans and advances by class of customers that were
past due but not impaired are as follows:

31 December 2014 31 December 2013

Business Business
Retail  Banking Retail  Banking
loans loans Total loans loans Total

AED’000 AED’000 AED’000 AED’000 AED’000 AED’000
Past due up to

30 days 691,715 7402 699117 689873 1428 691,301
Past due 268,623 4088 272711 270317 - 270317
31 - 60 days

Past due 163,326 1123 164449 221,870 529 222,399
61-90 days

Total 1,123,664 12,613 1,136,277 1,182,060 1,957 1,184,017
Fair value of 255261 2324 257585 332,984 332 333316
collateral

Fair value of collateral of AED 257.6 million (31 December 2013 : AED 333.3 million) shown
above are primarlily under retail loans and represents fair value of collateral against
mortgage loans.
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3.2. Credit risk (continued)

3.2.2. Loans and advances to customers and amounts due from banks (continued)
Individually Impaired

The breakdown of the gross amount of individually impaired loans and advances, Islamic financing
assets along with the fair value of related collateral held by the bank as security, are as follows:

31 December 2014 31 December 2013

Reraill Business Retail (SR
Banking Total Banking
loans loans Total
loans loans
AED’000 AED’000 AED’000 AED’000 AED’000 AED’000
Individually
impaired 579,918 38,844 618,762 497147 42,693 539,840
loans
Fair value of
collateral (220,415) (9,570)  (229,985)  (246,298) (9,570)  (255,868)
Net 359,503 29,274 388,777 250,849 33,123 283,972

The total impairment provision for loans and advances is AED 539.2 million (2013: AED 395.6
million) of which AED 436.2 million (2013: AED 329.6 million) represents provision in respect of
the individually impaired loans and advances and the remaining AED 103.0 million (2013: AED
66.0 million) represents the portfolio provision to reflect the risk inherent in the Group’s loan
portfolio. AED 220.4 million fair value of collateral shown above under retail loans represents fair
value of collateral against mortgage loans and AED 9.6 million shown under business banking
loans represents cash collateral which is not set-off against outstanding impaired loans.

Restructured loans and advances

Restructuring activities include interest rate adjustments, extended payment arrangements and
modification of payments. The majority of restructuring activity is undertaken to improve cash
flow and is within the terms and conditions of the Group’s product programme guideline.
These policies are kept under continuous review. The Group has reviewed the entire portfolio
and decided to report only restructured loan with financial difficulties under this note. The table
below presents loans restructured during the year 2014 and 2013.

Loans restructured during the year

2014 2013

No of Loan No of Loan

Product Accounts Amount Accounts Amount
AED’000 AED’000

gigzzla)'a'glaago nationals 867 500,058 861 530,810
Mortgage loans 13 34,207 59 114,509
Credit cards 995 37,120 857 28,890
Auto loans 198 15,847 143 6,517
RAK finance business loans 272 113,024 357 128,813
Total 2,345 700,256 2,277 809,539

The table below presents restructured loan portfolio outstanding as at 31 December

31 December 2014 31 December 2013

Loan Loan

Product Nocgz'::; Amount Accch\lL?nct): Amount
AED’000 AED’000

Zi;;?;ltgam to nationals and 2356 1,383,423 1,995 1,025,708
Mortgage loans 75 187,085 154 369,491
Credit cards 3,448 50,798 3,246 42,119
Auto loans 313 20,105 171 8,121
RAK finance business loans 588 208,240 492 168,862
Total 6,780 1,849,651 6,058 1,614,301

3.2.3. Investment securities

Investment securities comprise debt securities issued by the Government, organisations which
are quasi-governmental and local and foreign reputable organisations.

The table below presents an analysis of debt securities by rating agency designation at
31 December 2014 and 2013, based on Moody’s and Fitch ratings or their equivalent.

2014 2013

AED’000 AED’000
AA to A- 1,058,102 781,681
BBB+ to BBB- 1,798,246 1,231,843
Unrated 910,580 682,428
Total 3,766,928 2,695,952

The unrated securities include bonds/ Sukuks of Dubai Department of Finance amounting to
AED 705.7 million (31 December 2013 AED 535.5 million) and Emirates Airlines amounting to
AED 204.9 million (31 December 2013 146.8 million). The management is comfortable with the
above unrated instruments.
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3.2. Credit risk (continued)

3.2.4. Repossessed collateral

The Group occasionally takes possession of mortgaged property which was held as collateral for
loan, as there is no significant possession of collateral during the year no disclosures.

In the case of retail auto loans where the underlying asset is repossessed as a part of recovery
process, these are disposed of in an auction by authorised third parties and the bank does not
carry any such assets in its books.

3.2.5. Concentration of risks of financial assets with credit risk exposure

Concentrations arise when a number of counterparties are engaged in similar business activities,
or activities in the same geographic 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 indicate the relative sensitivity of the bank’s
performance to developments affecting a particular industry or geographical location.

In order to avoid excessive concentrations of risk, the Group’s policies and procedures include
specific guidelines to limit concentrations of exposures to counterparties, geographies and
industries. Identified concentration of credit risk is controlled and managed accordingly.

Geographical risk concentration

The following table breaks down the Group’s credit exposures at their carrying amounts,
categorised by geographical region as of 31 December 2014 and 2013.

For this table, the Group has allocated exposures to regions based on the country of domicile
of its counterparties:

On balance sheet items

UAE OECD Others Total
AED’000 AED’000 AED’000 AED’000
31 December 2014
Due from banks 182,211 114,373 9,363 305,947
Loans and advances
- Retail loans 22,837,965 89,876 163,940 23,091,781
- Business Banking loans 2,169,015 - 5,679 2,174,694
Investment securities
- Held-to-maturity 2,609,385 - 1,115,704 3,725,089
- Available-for-sale 60,200 - - 60,200
Other assets 239,476 - - 239,476
Total 28,098,252 204,249 1,294,686 29,597,187
31 December 2013
Due from banks 373,257 165,230 5,412 543,899
Loans and advances
- Retail loans 20,852,955 66,476 16,177 21,035,608
- Business Banking loans 919,701 1,139 2,797 923,637
Investment securities
- Held-to-maturity 1,957,901 - 695,783 2,653,684
- Available-for-sale 42,268 - - 42,268
Other assets 195,120 - - 195,120
Total 24,341,202 232,845 820,169 25,394,216
Off balance sheet items
UAE OECD Others Total
AED’000 AED’000 AED’000 AED’000

31 December 2014
Credit commitments 35,521 - 548 36,069

Guarantees, acceptances

and other exposures 799,607 3,085 5,851 808,543
835,128 3,085 6,399 844,612

31 December 2013

Credit commitments 77997 - 374 78,371

Guarantees, acceptances

653,579 3,153 5,510 662,242
and other exposures

731,576 3,153 5,884 740,613
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3. Financial risk management (continued) 3.2.7. Individually impaired loans by industry

The breakdown of the gross amount of individually impaired loans and advances by industry are as follows:

3.2. Credit risk (continued)

3.2.6. Concentration of credit risk by industry Specific

Provision

Less than 90 days above 90 Days
The following table breaks down the bank’s credit exposures on loans and advances, debt securities and off balance sheet items

categorised by industry as of 31 December 2014 and 2013. AEDITUL AED’000 EARY AED’000
31 December 2014
Manufacturing = 2,758 2,758 2,689
Loans and Investment Due from Total Off balance Construction 1323 39959 41282 33.913
advances securities banks funded sheet Items ! : : !
Trading 276 47193 47,469 47,469
AED’000 AED’000 AED’000 AED’000 AED’000 AED’000 Transport, storage & communication - 6,436 6,436 6,436
31 Pecember ?014 Financial institution - 157 157 157
aAgtri'\;EiEsrev fishing & related ; - ; ; 126 126 Services | 1,242 23,543 24,785 24,562
- — Retail and consumer banking 5258 480,622 495,875 321,001
gLfgﬂg gas, mining & = - = - 107,607 107,607 Total impaired loans 18,094 600,668 618,762 436,227
Manufacturing 510,706 215,701 - 726,407 35,407 761,814 i;rijﬁzgi:rhigg ted activiics ] 72 ~ .
Electricity & water 4,144 736,577 = 740,721 1,575 742,296 Manufactur’ing i 1379 1379 1379
Construction 490,065 185,212 - 675,277 88,412 763,689 Construction 83 461558 46,641 38’998
Trading 5,374,750 - - 5,374,750 165,353 5,540,103 . ’ - ’
Transport, storage & Trading . 319 38,346 38,665 34,662
communication 1,131,950 365,594 = 1,497,544 24,889 1,522,433 Transport, storage & communication 2 5,093 5,095 5,095
Finandial Institutions 192,006 1,311,012 305,947 1,808,965 95184 1,904,149 Financial institution - 2 2 !
Services 2,711,332 228,322 - 2,939,654 269,868 3,209,522 services 7 7198 4202 7213
Government ) 742,871 _ 742,871 14199 757070 Retail and consumer banking 5,147 435133 440,280 241,700
Retail and consumer banking 15,390,749 - - 15,390,749 41992 15,432,741 Others - 433 - 433
Total exposures 25805702 3,785289 305947 29,896,938 844,612 30,741,550 Total impaired loans 5,626 534,214 539,840 329,613
31 December 2013
fdniture, fishing & related 2,645 - - 2,645 126 2,771 3.2.8. Offsetting financial instruments

rcyrilr%e oil, gas, mining & quar- 26,348 - - 26,348 58,442 84,790 The Group has not entered in significant master netting arrangement with counterparties which enable them to settle transactions
on net basis. In absence of such agreements the financial asset and liabilities are settled on gross basis.

Manufacturing 280,952 178,981 - 459,933 35,809 495,742
Electricity & water 14,699 619,971 = 634,670 1,418 636,088
Construction 1,530,819 - - 1,530,819 60,728 1,591,547
Trading 3,644,261 - - 3,644,261 130222 3,774,483
Jransport, storage & commu- 1,098,113 146,883 - 1,244,996 22,571 1,267,567
Financial Institutions 23,865 992,105 543,899 1,559,869 176,397 1,736,266
Services 410,114 128,187 - 538,301 156,530 694,831
Government - 629,825 - 629,825 14,582 644,407
Retail and

consumer banking 15,323,042 - - 15,323,042 83,788 15,406,830
Total exposures 22,354,858 2,695,952 543,899 25,594,709 740,613 26,335,322
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3. Financial risk management (continued) 3.3.2. Interest rate risk continued
. Less than 3 months Non -interest

3.3. Market risk 3 months to 1 year bearing
The Group takes on exposure to market risk, which is the risk that the fair value or future cash flows AED’000 AED’000 AED’000 AED’000 AED’000 AED’000 AED’000
of a financial instrument will fluctuate because of changes in market prices. Market risks arise from At 31 December 2014
open positions in interest rate, currency and equity instruments, all of which are exposed to general e
and specific market movements and changes in the level of volatility of market rates or prices such Cash and bal ith th
as interest rates, credit spreads, foreign exchange rates and equity prices. UaASE Caenntra? Sgﬁfs wi € - 1,000,000 = - = 3,217,469 4,217,469
The Asset and Liability Committee (ALCO) is chaired by the Chief Executive Officer and comprises Due from other banks 73,460 - - - - 232,487 305,947
of the Heads of Finance, Treasury, Risk, Business Banking and Retail Banking. It meets on a regular Loans and advances 8281631 4024639 7882344 1047607 4.030.254 - 25266475
basis to monitor and manage market risk. Investment securities - 147527 644204 359,779 2615418 18361 3,785,289
ALCO is responsible for formalising the Group’s key financial indicators and ratios, set the Property and equipment
thresholds to manage and monitor the market risk and also analyse the sensitivity of the Group’s and other assets i i i i i 1,254,977 2
interest rate and maturity mis-matches. ALCO also guides the Group’s investment decisions and Total 8,355,091 5,172,166 8,526,548 1,407,386 6,645,672 4,723,294 34,830,157
provides guidance in terms of interest rate and currency movements. Liabilities and
Further the Group does not enter in to derivative trades for speculative purposes. The only shareholders’ equity
exposure to derivatives is in respect of forward exchange contracts which are entered, to meet Due to other banks 744,067 - - - - 17,740 761,807
customer needs or interest rate swaps for hedging purposes. (Note 21). Due to customers 14,724,181 3,238,346 315,000 - 6,373,881 24,651,408
3.3.1. Price risk Debt securities issued1 1,667,629 - - - - - 1,667,629
The Group is exposed to price risk as a result of its holdings in debt securities classified as Srtct]veigigibfigtrii%a;lgyees’ ) ) _ ) ) 618,192 618,192

available-for-sale investment securities. The fair values of investments quoted in active markets
are based on current bid prices Senior management meets regularly to discuss the return on
investment and concentration across the Group’s investment portfolio.

end of service benefits
Shareholders’ equity - - 7131121 7131121

o ) o . . " Total 17,135,877 3,238,346 315,000 - - 14,140,934 34,830,157
The sensitivity analysis for price risk illustrates how changes in the fair value of securities held by

the Group will fluctuate because of changes to market prices whether those changes are caused Is';;(::sriiis\fitr?;ap (8,780,786) 1,933,820 8,211,548 1,407,386 6,645,672 - -
by factors specific to the individual issuer, or factors affecting all similar securities traded in the
market. At 31 December 2014, if market prices had increased/decreased by 5%, with all other

variables held constant, the fair value reserve in equity would have increased/decreased by AED 3 The Group has converted the fixed rate debt securities issued into a floating rate using an interest rate swap.
million (2013: AED 2.1 million).

3.3.2. Interest rate risk

Cash flow interest risk is the risk that the future cash flows of a financial instrument will fluctuate
because of changes in market interest. Fair value interest rate risk is the risk that the value of a
financial instrument will fluctuate because of changes in market interest rates. The Group takes
on exposure to the effects of fluctuations in the prevailing levels of market interest rates on both
its fair value and cash flow risks. Interest margins may increase as a result of such changes but
may reduce losses in the event that unexpected movements arise. The Group monitors interest
rate risk through the use of a detailed gap report and stress tests to analyse the impact of
anticipated movements in interest rates.

Financial assets that are not subject to any interest-rate risk mainly comprise investments in
equity investments, cash, balances with central banks excluding certificates of deposit and
property and equipment and other assets.

The Group uses financial simulation tools to periodically measure and monitor interest-rate
sensitivity. The results are analysed and monitored by the Asset and Liability Committee (ALCO).

The Group 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 Group’s assets and liabilities at carrying amounts, categorised by the earlier of contractual
repricing or maturity dates.
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3.3. Market risk (continued)

3.3.2. Interest rate risk (continued)

Less than 3

months

From 3

months to

1 year

Over 1 year
to 3 years

Over 3
years to 5
years

[\[o])]
-interest
bearing

3.3.3. Currency risk

Currency risk is the risk that the value of a financial instrument will fluctuate due to changes in
foreign exchange rates and arises from financial instruments denominated in a foreign currency.
Positions are closely monitored and strategies are used to ensure positions are maintained within
established limits.

The Group’s assets are typically funded in the same currency as that of the business transacted
in order to eliminate foreign exchange exposure. However, the Group does maintain a US dollar
open position within limits approved by the Bank’s ALCO.

AED’000 AED’000 AED’000 AED’000 AED’000 AED’000 AED’000 At 31 December 2014, the Bank had the following net exposures denominated in
At 31 December 2013 foreign currencies:
Assets
Cash and balances with _ _ _ _ On balance sheet items
the UAE Central Bank 750,000 2,872,262 3,622,262
Due from other banks 275,475 - - - - 268,424 543,899 At 31 December 2014 AED usD Others Total
Loans and advances 7320652 2,722,773 6166290 953004 4,796,526 - 21,959,245 AED’000 AED’000 AED’000 AED’000
Assets
Investment securities 50,000 - 418,106 531,603 1,696,243 - 2,695,952 )
- Cash and balances with the 3,858,092 359,377 ) 4217469
Property and equipment _ ) . ) ) 1305.411 1305.411 UAE Central Bank
and other assets T T Due from other banks 109,332 158,932 37,683 305,947
TotalI _— 7,646,127 3,472,773 6,584,396 1,484,607 6,492,769 4,446,097 30,126,769 Loans and advances 24,394.400 860,469 11,606 25266475
Liabiliti , .
iabilities and shareholders equity Investment securities 18,361 3,766,928 - 3,785,289
Due to other banks - - - - - 3,357 3,357
Due to customers 13,869,433 4,199,338 - - - 5000376 23,069,147 Other assets L8228 55,492 e 239,476
Other liabilities and Total assets 28,564,166 5,201,198 49292 33,814,656
provision for employees’ = - = - = - - Liabilities
end of service benefits
service benefits ) ) ) ) ) 538,195 538195 Due to other banks 751,946 - 9,861 761,807
Shareholders’ equity B B B B B 6,516,070 6,516,070 Due to customers 19,852,916 4,225,968 572,524 24,651,408
Total 13,869,433 4,199,338 - - - 12,057,998 30,126,769 Debt securities issued - 1,667,629 - 1,667,629
ISr(;tncs:SrltteIsvtI trateap (6,223,306)  (726,565) 6,584,396 1,484,607 6,492,769 - - Other liabilities 540,039 4,337 819 545,195
Y9 Total liabilities 21,144,901 5,897,934 583,204 27,626,039
Net position of
fi ial i 7 1 17
Interest rate risk is assessed by measuring the impact of reasonable possible change in interest rate movements. nancial instruments 7,419,265 (696,736) (533912) 6.188,6
The Group assumes a fluctuation in interest rates of 25 basis points (bps) and estimates the following impact on the net profit for At3NBecemberz0ls . i . .
the year and net assets at that date: AED’000 AED’000 AED’000 AED’000
Total assets 24,711,941 4,246,793 57,744 29,016,478
Total labilties 21304049 18777 367023 23545249
AED’000 AED’000 !\Iet position of financial 3,407,892 2.372,616 (309,279) 5,471,229
Fluctuation in interest rates by 25 bps 18,309 16,927 instruments

The interest rate sensitivities set out above are worst case scenarios and employ simplified calculations. They are based on the gap
between AED 13,527 million (2013: AED 11,119 million) of interest bearing assets with maturities within one year and AED 20,374
million (2013: AED 18,069 million) of interest bearing liabilities with maturities within one year. The sensitivity does not incorporate
actions that could be taken by management to mitigate the effect of interest rate moverments.

The Group has no significant exposure to foreign currency risk as its functional currency is
pegged to the USD, the currency in which the Bank has the largest net open position at
31 December 2014 and 2013. All currency positions are within limits laid down by ALCO.
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3. Financial risk management (continued)

m

3.3. Market risk (continued)

3.3.3. Currency risk (continued)

Off-balance sheet items

AED usD Others Total
AED’000 AED’000 AED’000 AED’000
At 31 December 2014
Credit commitments 36,069 - - 36,069
Guarantees, acceptanc-
es, letter of credit and 539,209 220,584 48,750 808,543
other exposures
Total 575,278 220,584 48,750 844,612
At 31 December 2013
Credit commitments 78,371 - - 78,371
Guarantees, letter of
credit, acceptances and 463,090 152,504 46,648 662,242
other exposures
Total 541,461 152,504 46,648 740,613
Foreign exchange contracts
At 31 December 2014 AED usb Others Total
AED’000 AED’000 AED’000 AED’000
At 31 December 2014
tFSarft'g” exchange con- 905 428159 551,051 980,115
At 31 December 2013
Foreign exchange - 166,057 315,233 481,290

contracts

3.4. Liquidity risk

Liquidity risk is the risk that the Group is unable to meet its obligations when they fall due as a
result of customer deposits being withdrawn, cash requirements from contractual commitments,
or other cash outflows, such as debt maturities. Such outflows would deplete available cash
resources for customer lending, trading activities and investments. In extreme circumstances,

lack of liquidity could result in reductions in the balance sheet and sales of assets, or potentially an
inability to fulfil lending commitments. The risk that the Group will be unable to do so is inherent
in all banking operations and can be affected by a range of institution-specific and market-wide
events including, but not limited to, credit events, systemic shocks and natural disasters.

3.4.1. Liquidity risk management process

The Group manages its liquidity in accordance with Central Bank of the U.A.E. requirements and
the Group’s internal guidelines mandated by ALCO. Based on the directives of the ALCO,
the Treasury manages the liquidity of the Bank.

On the funding side, the Group has a large proportion of its funds in the form of own funds which
reduces the requirement for external funds. The Group relies on deposits from its relationship
based retail and business banking customers as its primary source of funding and only on a short
term basis relies on interbank borrowings to fund its assets. The Group’s debt securities typically
are issued with maturities of greater than three years. Deposits from customers generally have
shorter maturities and a large portion of them are repayable on demand as is endemic to these
markets. The short term nature of these deposits increases the Group’s liquidity risk and the bank
manages this risk through maintaining competitive pricing and constant monitoring of market
trends. Also, a most of the deposit customers of the Group are relationship based and based

on past trends these deposits that they maintain are sticky in nature, thus reducing the liquidity
risk to a large extent. The Group not rely on large ticket deposits and its depositor profile is very
diverse leading to a more stable deposit funding. The Group raised USD 500 million under Euro
Medium Term Notes under USD 1 billion EMTN programme launched in June 2014. This helped
the Group achieve long term funding. The Group may raise the balance amount under the
programme should the need arise.

On the deployment side, the Group maintains a portfolio of highly liquid assets largely made

up of balances with the UAE Central Bank, certificates of deposits issued by the Central Bank,
inter-bank facilities and investment securities including investments in local government bonds
which can be repoed to meet short term liquidity mismatches and be offloaded to meet longer
term mismatches. The Central Bank of the U.A.E. has prescribed reserve requirements on deposits
ranging between 1% and 14% on time and demand deposits. As a contingency funding plan, the
Group evaluates and keeps ready debt financing plans which can be quickly executed if required.

The table below analyses assets and liabilities of the Group into relevant maturity groupings based
on the remaining years from the reporting date to the contractual cash flow date. The maturities
of assets and liabilities and the ability to replace, at an acceptable cost, interest-bearing liabilities
as they mature, are important factors in assessing the liquidity of the Group and its exposure to
changes in interest rates and exchange rates.

The Central Bank of the U.A.E. also imposes mandatory 1:1 loans to stable resources ratio (LSRR)
whereby loans and advances (combined with inter-bank placements having a remaining term
of greater than three months) should not exceed stable funds as defined by the Central Bank of
the U.A.E. ALCO monitors loans to stable resources ratios on a daily basis. The Group on a daily
basis also monitors the liquid assets to total assets ratio and the Liquid Asset Ratio and has set
up internal Management Action Triggers to take suitable corrective actions once the internal
thresholds have been reached.
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3. Financial risk management (continued)

13

3.4. Liquidity risk (continued)
3.4.1. Liquidity risk management process (continued)

At 31 December 2014, 21.7 % (31 December 2013 - 22.7 %) of the Group’s total assets was in
liquid assets. The LSRR as at 31 December, 2014 stood at 88.2 % (2013: 88.1%) which is way
significantly lower than maximum requirement of 100%. Similarly the Liquid Assets Ratio of the
Group stood at 20.0 %( 2013: 19.8%) as at 31 December, 2014 which also reflecting a healthy
liquidity position.

Upto3 3-12 1-3 3to5 Over 5
months months years years years

AED’000 AED’000 AED’000 AED’000 AED’000 AED’000
At 31 December 2014
Assets
Cash and
balances ¢ 3217469 1,000,000 - - - 4217469
Central Bank

Total

Due from other 305,947

banks - = - = 305,947

Loans and
advances 4,458,867 4,179,904 8,528,915 1,474,527 6,624,262 25,266,475

Investment
securities 60,206 147533 644,229 359,804 2,573,517 3,785,289

Property and

equipment,

and other 257,925 46,260 9,677 3,401 937,714 1,254,977
assets

Total 8,300,414 5,373,697 9,182,821 1,837,732 10,135,493 34,830,157
Liabilities and shareholders’ equity

Due to other
banks 761,807 - - - - 761,807

Due to

Customers 21,098,062 3,238,346 315,000 - - 24,651,408
Debts security
in issue

Other liabilities

and provision

for employees’ 544,034 1,161 - - 72,997 618,192
end of service

benefits

. - - 1,667,629 - 1667629

Shareholders’
equity - - - - 7,131,121 7,131,121

Total 22,403,903 3,239,507 315,000 1,667,629 7,204,118 34,830,157

Net liquidity B
gap (14,103,489) 2,134,190 8,867,821 170,103 2931375

At 31 December 2013
Total assets 7,817,207 3,703,457 7,127,535 1,860,526 9,618,044 30,126,769

Total
liabilities and 19,425,646 4,119,603 = - 6,581,520 30,126,769
equity

g‘aeg liquidity  (11608439)  (416146) 7127535 1,860,526 3,036,524

The group has a large proportion of its liabilities as demand deposits which do not have a fixed
maturity. Although behaviourally these deposits are stable, these have been grouped under up
to 3 months category in accordance with the UAE Central Bank guideline.

3.4.2. Derivative cash flows

The Group’s derivatives that will be settled on a gross basis comprise foreign
exchange contracts.

The table below analyses the Group’s derivative financial instruments that will be settled on a
gross basis into relevant maturity groupings based on the remaining period at the reporting
date to the contractual maturity date. The amounts disclosed in the table are the contractual
undiscounted cash flows related to foreign exchange contract. Cash flows from interest rate
swap not included in below note.

Since the interest swap does not have any significant impact on liquidity they have not been
considered in the below table:

Uptol 1-3 3-12 1-5 Over 5
month months months years years

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

Total

At 31 December 2014

Foreign exchange contracts

- Outflow 892,663 87,452 = - - 980,115
- Inflow 892,663 87,452 = - - 980,115
At 31 December 2013

Foreign exchange contracts:

- Outflow 471,224 - - - - 47,224
- Inflow 481,291 - = - - 481,291

3.4.3. Off-balance sheet items

No later than Over 5

1 year 1-5 years years Total
AED’000 AED’000 AED’000 AED’000
At 31 December 2014
Credit commitments 35,096 973 - 36,069
Cuarantees, acceptanc-
es and other financial 682,951 125,592 - 808,543
facilities
Total 718,047 126,565 - 844,612
At 31 December 2013
Credit commitments 78,371 - - 78,371
Guarantees, acceptanc-
es and other financial 662,208 34 - 662,242
facilities
Total 740,579 34 - 740,613
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3. Financial risk management (continued)

3.5. Fair values of financial assets and liabilities

Fair value is the price that would be received to sell an asset or paid to transfer a liability in
an orderly transaction between market participants at the measurement date. Consequently,

differences can arise between the carrying values and fair value estimates of financial assets and

liabilities. At 31 December 2014, the carrying value of the Bank’s financial assets and liabilities
measured at amortised cost approximate their fair values, except for the below mentioned
financial asset:

Fair value Carrying value

2014 2013 2014 2013
AED’000 AED’000 AED’000 AED’000

Financial assets
Investment securities 3,916,880 2,631,967 3,785,289 2,695,952

Investment securities

Investment securities comprise mainly of interest-bearing debt instruments that are held-to-
maturity or classified as available-for-sale financial assets and measured at fair value. The fair
value of the debt instruments is based on quoted market prices. Investment in equity shares
is based on quoted prices.

3.6 Financial instruments
Categories of financial instruments

The following tables analyse the Group’s financial assets and financial liabilities in accordance
with categories of financial instruments under IAS 39.

Fair value
Loansand Available Hedging through

receivables for sale derivatives profit or
loss

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

Fair value
Loansand Available Hedging through

receivables for sale derivatives profit or

loss

Liabilities Financial liabilities at amortised cost

Due to banks 761,807 - - - -
Due to customer 26,451,408 - - - -
Debt securities issued 1,667,629 - - - -
Other liabilities 41,728 - - - -
}I;ci)gssil financial liabil- 28,922,572 ) B } )
December 31, 2013

Assets

Investment securities 2,653,684 42,268 - - 2,695,952
Dehative frand : : -
Coapdbabnesuih 622,262 : : - 322282
Due from other Banks 543,899 - - - 543,899
Loans and advances 21,959,245 - - - 21,959,245
Other assets 195,120 - - - 195,120
Total financial assets 28,974,210 42,268 - 375 29,016,853

Liabilities

Financial liabilities at amortised cost

Due to banks 3,357 - _ _ B
Due to customer 23,069,147 - . - -
Other liabilities 48,844 - - R _
Total financial 23.121,348 i i ] )

liabilities

3.7. Fair value hierarchy

The fair value measurements are categorised into different levels in the fair value hierarchy based
on the inputs to valuation techniques used. The different levels are defined as follows:

Quoted market prices - Level 1

15

December 31, 2014
Assets

Investment securities 3,725,089 60,200 - - 3,785,289
Derivative financil - - 12,789 361 13,150
Cash and balances

with the UAE central 4,217,469 - - 4,217,469
Bank

Due from other Banks 305,947 - - - 305,947
Loans and advances 25,266,475 - - - 25,266,475
Other assets 239,476 - = - 239,476
Total financial assets 33,754,456 60,200 12,789 361 33,827,806

Financial instruments are classified as Level 1 if their values are observable in an active market.
Such instruments are valued by reference to unadjusted quoted prices for identical assets or
liabilities in active markets where the quoted price is readily available, and the price represents
actual and regularly occurring market transactions.

Valuation techniques using observable inputs - Level 2

Financial instruments classified as Level 2 have been valued using models whose inputs
are observable in an active market. Valuation based on observable inputs include financial
instruments such as forwards foreign exchange contracts which are valued using market
standard pricing techniques.




NOTES TO THE CONSOLIDATED
FINANCIAL STATEMENTS

3. Financial risk management (continued)

nz

3.7. Fair value hierarchy (continued)

Valuation techniques using significant unobservable inputs - Level 3

Financial instruments are classified as Level 3 if their valuation incorporates significant inputs that
are not based on observable market data (unobservable inputs). A valuation input is considered
observable if it can be directly observed from a transaction in an active market.

Unobservable input levels are generally determined based on observable inputs of a similar
nature, historical observations or other analytical techniques.

This hierarchy requires the use of observable market data when available. The Bank considers
relevant and observable market prices in its valuations where possible. The table below analyses
recurring fair value measurements for assets and liabilities.

The assets measured at fair value as per the hierarchy are disclosed in the table below:

Quoted Observable Significant
market inputs unobservable
pricesLevel 1 Level 2 inputs Level 3
AED’000 AED’000 AED’000 AED’000
31 December 2014
Asset at fair value
Available for sale financial B
assets - = -
Investment securities — debt 41,839 - - 41,839
Investment securities — Equity 18,361 - - 18,361
Foreign exchange contracts = 361 = 361
%eerri]\@tive financial instru- B 12,789 B 12,789
Asset at amortised cost - - - -
Investment securities 3,856,680 - - 3,856,680
3,916,880 13,150 - 3,930,030
31 December 2013
Asset at fair value
Available for sale financial B B B B
assets
Investment securities — debt 42,268 - - 42,268
Foreign exchange contracts = 375 = 375
Derivative financial instru- B B B B
ments
Asset at amortised cost = - = -
Investment securities 2,589,699 - - 2,589,699
2,631,967 375 - 2,632,342

All the investments are quoted except foreign exchange contracts and derivative financial
instruments. There are no transfers between levels during the period hence no Level 3
reconciliation is presented.

3.8. Capital Management

The Bank’s objectives when managing capital, which is a broader concept than the ‘equity’ on
the face of statement of financial position, are:

*  To comply with the capital requirements set by the Central Bank of United Arab Emirates;

*  To safeguard the Bank’s ability to continue as a going concern and increase the returns for
the shareholders; and

e To maintain a strong capital base to support the development of its business.

Capital adequacy and the use of regulatory capital are monitored on a regular basis by the
Bank’s management, employing techniques based on the guidelines developed by the Basel
Committee and the Central Bank of United Arab Emirates. The required information is filed with
the regulators on a regular basis as required under Basel Il standards.

The Bank’s capital management is driven by short- and long-term strategies and organisational
requirements with due consideration to the regulatory, economic and commercial environment
in which the Bank operates.

The Bank seeks to optimise returns on capital, and its objective has always been to maintain
a strong capital base to support business development and to meet regulatory capital
requirements at all times.

3.8.1. Capital structure and capital adequacy as per Basel Il requirement as at
31 December 2014

The Bank is required to report capital resources and risk-weighted assets under the Basel Il Pillar

1 framework, as shown in the following table. The Bank has adopted standardised approach

for calculation of credit risk and market risk capital charge. On operational risk, alternative
standardized approach is followed for capital charge calculation under Pillar1.

AED’000 AED’000
Tier 1 capital
Ordinary share capital 1,676,245 1,676,245
Share premium 110,350 110,350
Statutory and other reserves 3,275,608 2,877477
Retained earnings 614,316 421,180
Total 5,676,519 5,085,252
Tier 2 capital
Total regulatory capital 5,676,519 5,085,252
Risk weighted assets
Credit risk 22,206,238 18,720,220
Market risk 29,590 4,618
Operational risk 1,498,386 849,176
Total risk weighted assets 23,734,214 19,574,014
Capital adequacy ratio on regulatory capital 23.92% 25.98%
Capital adequacy ratio on Tier 1 capital 23.92% 25.98%

18



3. Financial risk management (continued)

3.8. Capital Management (continued)

3.8.1. Capital structure and capital adequacy as per Basel Il requirement as at
31 December 2014 (continued)

The above ratios are computed without considering the current year profits and proposed cash
dividends. On approval of the Consolidated Financial statements by Central Bank of UAE and
thereafter by the shareholders, the capital position and risk assets ratio will be as follows:

AED’000 AED’000
Total Tier 1 capital 6,292,998 5,677,947
Total Tier 2 capital - -
Total capital base 6,292,998 5,677,947
Risk asset ratio on total capital base (%) 26.51% 29.01%
Risk asset ratio on tier 1 capital base (%) 26.51% 29.01%

4. Critical accounting estimates and judgements in applying accounting policies

19

The Group’s consolidated financial statements and its financial results are influenced by
accounting policies, assumptions, estimates and management judgement, which necessarily
have to be made in the course of preparation of the consolidated financial statements. The
Group makes estimates and assumptions that affect the reported amounts of assets and
liabilities within the next financial year. All estimates and assumptions required in conformity
with IFRS are best estimates undertaken in accordance with applicable standards. Estimates

and judgements 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. Accounting policies and management judgement for certain items are especially
critical for the Group’s results and financial situation due to their materiality.

4.1. Impairment losses on loans and advances

The Group reviews its loan portfolio to assess impairment at least on a quarterly basis.

In determining whether an impairment loss should be recorded in the income statement, the
Group makes judgements as to whether there is any observable data indicating that there is

a measurable decrease in the estimated future cash flows from a portfolio of loans before the
decrease can be identified with an individual loan in that portfolio. This evidence may include
observable data indicating that there has been an adverse change in the payment status of
borrowers in a group, or national or local economic conditions that correlate with defaults on
assets in the group. Management takes into account the historical loss experience in estimating
future cash flows in assessing the loan portfolio for impairment. The methodology and assumptions
used for estimating both the amount and timing of future cash flows are reviewed regularly to
reduce any differences between loss estimates and actual loss experience. A +/-5% change in the
provision would increase/decrease the profit by AED 27 million (2013: AED 19.8 million).

4.2. Held-to-maturity investments

The Group follows the guidance of IAS 39 on classifying non-derivative financial assets with fixed
or determinable payments and fixed maturity as held-to-maturity. This classification requires
judgement. In making this judgement, the Group evaluates its intention and ability to hold such
investments to maturity. If the Group fails to hold these investments to maturity other than in
specific circumstances — for example, selling an insignificant amount close to maturity or for
exceptional credit related reasons — it will be required to reclassify the entire class as available-
for-sale. The investments would therefore be measured at fair value not amortised cost.

5. Cash and balances with the UAE Central Bank

6. Due from other banks

AED’000 AED’000

Cash in hand (Note 30) 696,244 568,206
Balances with the UAE Central Bank - 198,242
Statutory deposit with the UAE Central Bank 2,521,225 2,105,814
Certificates of deposit with the UAE Central Bank 1,000,000 750,000
4,217,469 3,622,262

Statutory deposits maintained with the UAE Central Bank represent deposits at stipulated
percentages of the Bank’s demand, savings, time and other deposits. These are only available for
day-to-day operations under certain specified conditions and cannot be withdrawn without the
Central Bank’s prior approval.

Cash in hand, balances and statutory deposit with the UAE Central Bank are non-interest bearing.
Certificates of deposit carry an interest rate of 0.40 % (2013: 0.45%) per annum.

AED’000 AED’000
Placements with other banks 73,460 275,475
Demand deposits 124,036 170,942
Clearing account balances 108,451 97,482
305,947 543,899

Placements with other banks carry an interest rate of 0.20 % (2013: 0.08%) per annum.

The geographical concentration is as follows

AED’000 AED’000
Banks in the UAE 182,211 373,257
Banks outside the UAE 123,736 170,642
305,947 543,899
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7. Loans and advances, net

121

7(a) Loans and advances

Notes 2014 2013

AED’000 AED’000

Retail loans 23,597,597 21,400,640
Business Banking loans 2,208,105 954,218
Total loans and advances 7 (b) 25,805,702 22,354,858
Provision for impairment 7 (c) (539,227) (395,613)
Net loans and advances 25,266,475 21,959,245

7(b) Analysis of loans and advances

2014 2013
AED’000 AED’000
Personal loans to nationals and expatriates 5,329,923 6,441,308
Mortgage loans 3,769,208 3,669,002
Credit cards 2,895,428 2,864,215
Auto loans 1,957,495 1,685,885
RAKfinance business loans 5,116,989 4,641,399
Business banking loans 2,208,105 954,218
Other retail loans 1,125,878 921,137
Islamic financing assets (note 8) 3,402,676 1,177,694
Total loans and advances 25,805,702 22,354,858
7(c) Provision for impairment
: Business
Retail loans Banking loans Total
AED’000 AED’000 AED’000
31 December 2014
Balance brought forward 365,032 30,581 395,613
Impairment charge/ (release) (Note 7(d)) 642,404 3,162 645,566
Written off during the year (501,620) (332) (501,952)
Balance carried forward 505,816 33,411 539,227
31 December 2013
Balance brought forward 292,203 31,907 324,110
Impairment charge/ (release) (Note 7(d)) 393,145 (1,050) 392.095
Written off during the year (320,316) (276) (320,592)
Balance carried forward 365,032 30,581 395,613

8. Islamic financing assets

7(d) Impairment charge/ (release) on loans and advances net of write (back)/off

Retail loans Bankiﬁ;sligaerig Total
AED’000 AED’000 AED’000

31 December 2014
Impairment charge/ (release) 642,404 3,162 645,566
Net recovery during the year (50,235) - (50,235)
592,169 3,162 595,331

31 December 2013
Impairment charge / (release) 393,145 (1,050) 392,095
Net recovery during the year (51,472) - (51,472)
341,673 (1,050) 340,623

Net recovery mainly represents amounts subsequently recovered from fully written off loans.

7(e) Impaired loans and advances provision coverage

2014 2013

AED’000 AED’000

Aggregate impaired loans (as reported to the UAE Central Bank) 618,762 539,840
Provision held 539,227 395,613
Coverage ratio 87.15% 73.28%

The ratio of provision held to aggregate impaired loans (‘coverage ratio) does not take into
account collateral available, including cash, property and other realisable assets. For computation
of above ratio, the bank has considered total impairment provision including the portfolio
provision for risk inherent in the bank’s portfolio (Note 3.2.2).

AED’000  AED’000
Analysis of Islamic financing assets

Islamic Salam personal finance 1,606,126 730,088
Islamic Auto Murabaha 876,169 370,079
Islamic business finance 649,578 34,921
Islamic ljara property finance 128,176 -
Islamic credit cards 142,381 42,589
Islamic finance - Others 246 17
Total Islamic financing assets 3,402,676 1,177,694
Provision for impairment (28,411) (5,312)

3,374,265 1,172,382
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9. Investment securities
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9(a) Total investment securities

2014 2013

AED’000 AED’000
Available-for-sale securities
Quoted equity securities 18,361 -
Quoted debt securities 41,839 42,268
60,200 42,268
Held for trading
Quoted equity securities - -
Held-to-maturity securities
Quoted debt securities 3,725,089 2,653,684
Total 3,785,289 2,695,952

The Group’s investment portfolio is denominated in US dollars or UAE dirhams.
The composition of the investment portfolio by category as follows

31 December 2014 31 December 2013

AED’000 AED’000

Federal and local Government — UAE 705,654 535,545
Government related entity — UAE 1,131,698 835,508
Government — GCC 37,217 94,280
Government related entity - GCC 86,961 -
Banks and financial institutions — UAE 647,020 629,115
Banks and financial institutions — GCC 58,795 58,873
Banks and financial institutions — Non UAE/GCC 605,198 304,117
Public limited companies - UAE 185,213 -
Public limited companies — Non UAE 327533 238,514
3,785,289 2,695,952

9(b) Movement in investment securities

Available -for- Held for Held —‘to

sale securities trading - mattfr]ty

securities
AED’000 AED’000 AED’000 AED’000
At 1 January 2013 42,688 = 1,544,190 1,586,878
Purchases 106,483 - 1,829,092 1,935,575
Disposals */ Maturity (106,483) - (706,199)  (812,682)
Net changes in fair value (420) - - (420)
Amortisation of discount/(premium) - - (13,399) (13,399)
At 31 December 2013 42,268 - 2,653,684 2,695,952
Purchases 50,676 9,359 1,193,920 1,253,955
Disposal* [Maturity (31,210)  (9,359) (106,837)  (147,406)
Net changes in fair value (1,428) - = (1,428)
Amortisation of discount/(premium) (106) - (15,678) (15,784)
At 31 December 2014 60,200 - 3,725,089 3,785,289

*In November 2014 based on feedback from the regulator, the Group exited one held to
maturity bond with carrying value of AED 56.8 million held in the book of RAK Islamic Finance
Company. In April 2013 Management undertook a review of the held to maturity bonds portfolio
and a decision was taken to exit two bonds with carrying value of AED 165.2 million for credit
reasons. All other reductions are due to redemptions at normal maturity date.

9(c) Income from investment securities

2014 2013

AED’000 AED’000

Release of fair value to income statement on maturity/ disposal of 3,636
available-for-sale investment securities 26,576
Release of fair value to income statement on maturity/ disposal of 1,334 -
held for trading investment securities

Profit / (loss) on sale of held to maturity securities (709) 8,410
Dividend and other income 2,174 6,322

6,435 41,308
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10. Property and equipment

11. Other assets
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Cost

1 January 2013
Additions

Transfers
Disposals/write off
31 December 2013
Additions

Transfers
Disposals/write off
31 December 2014
Accumulated depreciation
1 January 2013
Charge for the year
Disposals/write off
31 December 2013
Charge for the year
Disposals/write off
31 December 2014
Net book amount
31 December 2014
31 December 2013

Land and

buildings

AED’000

519,473
38,429
51,485

(225)

609,162
39,778
(5,408)

643,532

48,074
18,342

(161)
66,255
20,954

(533)
86,676

556,856
542,907

Leasehold
improve-
ments
AED’000

105,228
804
15,216
(1,870)
119,378
5,204
(626)
123,956

59,425
15,046
(1,869)
72,602
15,261

(424)
87,439

36,517
46,776

Other
fixed
assets

AED’000

672,990
19,251
74,716
(2,875)
764,082
11,919
19,448
(4,836)
790,613

275,959
93,520
(2,605)

366,874
93,785
(3,643)

457,016

333,597
397,208

Capital
work in
progress

AED’000

121,540
61,859
(141,417)
41982
33,192
(64,430)

10,744

10,744
41,982

AED’000

1,419,231
120,343
(4,970)
1,534,604
45111
(10,870)
1,568,845

383,458
126,908
(4,635)
505,731
130,000
(4,600)
631,131

937,714
1,028,873

Other fixed assets include computer equipment, furniture and fixtures, office equipment and
motor vehicles. The balance of capital work in progress mainly comprises of the costs pertaining
to various system enhancements and set up costs for branches.

12. Due to other banks

Interest receivable

Profit receivable on Islamic financing assets
Prepayments and deposits

Others

2014 2013
AED’000 AED’000
182,985 175,973
36,175 11,941
59,252 54,229
38,851 34,395
317,263 276,538

13. Due to customers

Term deposits
Current account balance with the UAE Central Bank
Demand deposits

2014 2013
AED’000  AED’000
744,067 -
16,946 -
794 3,357
761,807 3,357

(a) The analysis of customers’ deposits is as follows:

Time deposits

Current accounts

Savings deposits

Call deposits

Islamic customer deposits (As per Note 14)

2014 2013
AED’000 AED’000
5,459,454 7,104,006
11,622,189 9,573,066
3,712,889 3,416,942
1,265,324 1,010,673
2,591,552 1,964,460
24,651,408 23,069,147

Time deposits include AED 296 million (2013: AED 255 million) held by the bank as cash

collateral for loans and advances granted to customers.

(b) Analysis by industry sector:

Government

Public sector

Commercial private sector
Personal

Non-banking financial institutions

2014 2013
AED’000 AED’000
1,975,209 1,659,325

495,798 914,162
12,755,889 11,956,010
9,366,587 8,424,746
57,925 114,904
24,651,408 23,069,147
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14. Islamic customer deposits

The analysis of customers’ deposits is as follows:

2014 2013

AED’000 AED’000
Wakala investment deposits 1,534,249 1,017,385
Mudaraba term investment deposits 76,625 55,673
Qard-E-Hasan -current accounts 338,295 145,001
Mudaraba -current accounts 485,852 618,427
Mudaraba -savings deposits 153,499 125,376
Mudaraba-call deposits 3,032 2,598

2,591,552 1,964,460

15. Other liabilities

2014 2013

AED’000 AED’000
Interest payable 26,099 39,738
Profit distributable in Islamic customer deposits 15,629 9,106
Accrued expenses 212,080 155,364
Managers cheques issued 148,036 150,123
Others 143,351 118,414

545,195 472,745

16. Provision for employees’ end of service benefits

2014 2013

AED’000 AED’000
At 1 January 65,450 61,442
Charge for the year (Note 26) 17,968 13,776
Payment during the year (10,421) (9,768)
At 31 December 72,997 65,450

In accordance with the provisions of IAS 19, management has carried out an exercise to assess
the present value of its obligations as at 31 December 2014, using the projected unit credit
method, in respect of employees’ end of service benefits payable under the UAE Labour Law.
The expected liability at the date of leaving the service has been discounted to net present value
using a discount rate of 4.27% (2013: 4.48 %). Under this method an assessment has been
made of an employee’s expected service life with the Group and the expected basic salary at
the date of leaving the service. Management has assumed average annual increment/promotion
costs of 3.5 % (2013: 3%).
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17. Share capital

18. Share premium

The authorised, issued and fully paid share capital comprises 1,676.25 million shares of
AED 1 each (2013: 1,676.25 million shares of AED 1 each).

At the meeting of the shareholders held on 24 March 2014, the shareholders of the Bank
approved a cash dividend of 50% of issued and paid up capital amounting to AED 838.12 million
(2012: AED 609.54 million). These dividends were paid out during the second

quarter of 2014.

19. Other reserves

Share premium represents amounts received from shareholders in excess of the nominal value
of the shares allotted to them. In accordance with the Articles of Association of the Bank, share
premium is not available for distribution.

General Regula-
Volun- Credit tory Fair

tary bankrlir;i risk credit value
reserve reserve risk reserve
reserve
reserve
AED’000 AED’000 AED’000 AED’000 AED’000 AED’000  AED’000
At 1 January 2013

666,122 304,773 700,000 950,000 255,000 2,002 2,877,897

Legal

reserve

Changes
during the 143,082 30,477 100,000 100,000 26,000 (420) 399,139
year
At 31 December 2013
809,204 335,250 800,000 1,050,000 281,000 1,582 3,277,036

Changes

during the 30,386 1,467 100,000 100,000 53,000 (1,428) 283,425
year

At 31 December 2014

839,590 336,717 900,000 1,150,000 334,000 154 3,560,461
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19. Other reserves (continued)

In accordance with the UAE Federal Law No (8) of 1984 as amended, and the UAE Union Law No.
10 of 1980, as amended, 10% of the net profit for the year is transferred to a legal reserve, until
such time as the balance in the reserve equals 50% of the issued share capital. This reserve is not
available for distribution.

In accordance with the Articles of Association of the bank, 10% of the net profit for the year is
transferred to a voluntary reserve until such time as the balance in the reserve equals 20% of the
issued share capital. This reserve is available for distribution.

The Bank maintains a general banking risk reserve to address the risks inherent in the bank’s
operating environment. Contributions to this reserve are made at the discretion of the Directors.
This reserve is available for distribution.

The Bank has also established a special reserve for credit risk. Contributions to this reserve are
voluntary and made at the discretion of the Directors. This reserve is available for distribution.

The Bank has created a non-distributable special reserve titled as ‘Requlatory Credit risk reserve’
and this reserve is maintained at least at a level of 1.5% of the credit risk weighted assets at the
end of each financial year, as instructed by the Central Bank of UAE.

20. Contingencies and commitments

risk associated with the remainder of commitments, the risk is viewed as modest, since it results
firstly from the possibility of the unused portion of loan authorisations being drawn by the
customer, and second, from these drawings subsequently not being repaid as due. The Bank
monitors the term to maturity of credit commitments because longer term commitments
generally have a greater degree of risk than shorter term commitments. Commitments to extend
credit amounting to AED 7,768 million (31 December 2013 AED 6,57 1million) are revocable at
the option of the Group and not included in the above table.

21. Derivative financial instruments

2014 2013

AED’000 AED’000
Irrevocable commitments to extend credit 36,069 78,371
Guarantees 678,812 570,353
Letters of credit 78,868 62,951
Acceptances 50,863 28,938
Capital commitments 10,182 11,937

854,794 752,550

Letters of credit and acceptances are written undertakings by the Group on behalf of a customer
authorising a third party to draw drafts on the Bank, up to a stipulated amount, under specific
terms and conditions. These letters of credit and acceptancs are collateralised by the underlying
shipments of goods to which they relate and therefore have significantly less risk.

Guarantees commit the Group to make payment on behalf of customer’s contingent upon the
production of documents or failure of the customer to perform under the terms of the contract.
Guarantees include AED 100 million guarantee given by the Bank for its subsidiary RAK Islamic
Finance Company.

Cash requirements under guarantees and standby letters of credit are considerably less than the
amount of the commitment because the Bank does not generally expect the third party
to draw funds under the agreement.

Commitments to extend credit represent unused portions of authorisations to extend credit in
the form of loans, guarantees or letters of credit. With respect to credit risk on commitments
to extend credit, the Bank is potentially exposed to loss in an amount equal to the total unused
commitments. However, the likely amount of loss, though not easy to quantify, is considerably
less than the total unused commitments since most commitments to extend credit are
contingent upon customers maintaining specific credit standards. While there is some

The Group enters into various types of derivative transactions that are affected by variables in the
underlying instruments.

A derivative is a financial instrument or other contract which has the following characteristics:

* Its value changes in response to the change in a specified interest rate, foreign exchange
rate, index of prices or rates, credit rating or credit index, or other variable, provided in the
case of a non-financial variable that the variable is not specific to a party to the contract
sometimes called the ‘underlying’);

e Itissettled at a future date.
Derivatives held or issued for hedging purposes

The Group uses derivative financial instruments for hedging purposes as part of its asset and
liability management activities in order to reduce its own exposure to fluctuations in exchange
and interest- rates. The Bank uses foreign-exchange contracts and interest-rate swaps to hedge
exchange rate and interest-rate risks. In all such cases, the hedging relationship and objectives,
including details of the hedged item and hedging instrument, are formally documented and the
transactions are accounted for based on the type of hedge.

Foreign exchange contracts comprise commitments to purchase foreign and domestic
currencies on behalf of customers and in respect of the Bank’s undelivered spot transactions.

The Group had the following currency exchange transactions outstanding.

AED’000 AED’000
31 December 2014 980,115 361
31 December 2013 481,291 375

The fair values of outstanding foreign exchange contracts are recorded in in other assets if
positive, otherwise in other liabilities.

Outstanding interest rate swap transactions at 31 December 2014 and 31 December 2013
are as follows

Contract amount Fair value

AED’000 AED’000
31 December 2014 1,674,888 12,789
31 December 2013 - -
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22. Interest income and expense

2014 2013

Interest income

Personal loans to nationals and expatriates
Mortgage loans

Credit cards

Auto loans

RAKFinance business loans

Business banking loans

Other retail banking loans
Investment securities

Deposits with the UAE Central Bank
Other banks

Interest expense

Due to customers

Debt securities issued
Borrowings from other banks

23. Income from Islamic financing and distribution to depositors

AED’000

477,088
203,473
639,703
141,042
968,897
147,634
44,728
157,068
4576
1,110
2,785,319

189,235
16,450
1,431
207,116

AED’000

669,431
219,706
613,028
121,708
849,411
64,718
26,204
107,058
2,981
3,235
2,677,480

246,703

802
247,505
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2014 2013

Islamic Salam personal finance
Islamic Auto Murabaha

Islamic business finance
Islamic investments

Islamic property finance

Distribution of profit on Islamic
term investment deposits
Distribution of profit on Islamic demand deposits

AED’000
100,742
47,737
58,229
1,333
1,249
209,290

24,624

5,663
30,287

AED’000
33,623
11,358
658
1,477

47,116
8,421

3,163
11,584

24. Net fees and commission income

25. Operating expenses

26. Staff costs

AED’000 AED’000
Personal loans to nationals and expatriates 30,420 25,569
Mortgage loans 33,042 29,703
Credit cards 209,673 176,159
Auto loans 40,035 30,981
RAKFinance business loans 72,787 58,216
Business banking loans 50,809 39,540
Fiduciary income 82,797 75,035
Bancassurance 59,591 52,454
Others retail banking 73,791 41,206

652,945 528,863

AED’000 AED’000
Staff costs (Note 26) 612,814 597,280
Occupancy costs 93,119 90,567
Marketing expenses 35,500 32,514
Depreciation (Note 10) 130,000 126,908
Communication costs 49,209 49,520
Legal and consultancy fees 50,512 53,376
Computer expenses 75,881 65,859
Outsourced staff costs 378,068 295,578
Others 80,116 67,284

1,505,219 1,378,886

27. Earnings per share

AED’000 AED’000
Salaries and allowances 557,162 554,663
Pension 11,594 10,584
End of service benefits (Note 16) 17,968 13,776
Others 26,090 18,257
612,814 597,280

The basic earnings per share are calculated by dividing the net profit attributable to the
shareholders of the Bank by the weighted average number of ordinary shares in issue during the
period. 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.

2014 2013
Net profit for the year in AED 1,454,602,055 1,430,818,246
Weighted average number of shares in issue 1,676,245,428 1,676,245,428
Basic earnings per share in AED 0.87 0.85

There were no potentially dilutive shares as at 31 December 2014 and 2013.
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28. Dividends

30. Cash and cash equivalents

At the meeting held on 26 January 2015, the Board of Directors proposed a cash dividend of
50% amounting to AED 838.12 million of the issued and paid up capital in respect of the year
ended 31 December 2014 (2013: 50% cash dividend amounting to AED 838.12 million).

Dividends are not accounted for until they have been approved at the Annual General Meeting
and, accordingly, the proposed dividend will be accounted for as an appropriation of retained
earnings of the year ended 31 December 2014 after it has been approved by the shareholders.

29. Related party transactions and balances
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Related parties comprise shareholders, key management, businesses controlled by shareholders
and directors as well as businesses over which they exercise significant influence. During the
year, the Group entered into significant transactions with related parties in the ordinary course of
business. The transactions and balances arising from these transactions are as follows:

2014 2013

AED’000 AED’000
Transactions during the year
Interest/profit income 835 955
Interest/profit expense 8,631 11,201
Commission income 1,222 742
Directors’ remuneration 8,286 5,216
EZI:;L;EE;?Um payable to key management 37,221 39104
Balances at 31 December:
Loans and advances:
- Shareholders and their related companies - 25,740
- Directors and their related companies 220 3,875
- Key management personnel 18,186 17,899
18,406 47,514
Due to customers:
- Shareholders and their related companies 1,349,557 1,074,427
- Directors and their related companies 66,728 78,247
- Key management personnel 7,330 9,748
1,423,615 1,162,422
Irrevocable commitments, contingent liabilities and forward contracts
- Shareholders and their related companies 122,860 74,262
- Directors and their related companies 456 6,657
123,316 80,919

31. Segments analysis

2014 2013

AED’000 AED’000
Cash in hand (Note 5) 696,244 568,206
Current account balance with the UAE Central i
Bank (Note 5) 198,242
Due from other banks (Note 6) 305,947 543,899
1,002,191 1,310,347
Less : Due from other banks with original )
maturity of 3 months or more -
1,002,191 1,310,347

Following the management approach of IFRS 8, operating segments are reported in accordance
with the internal reporting to the management, which is responsible for allocating resources to
the reportable segments and assesses its performance. All operating segments used by the
Group meet the definition of a reportable segment under IFRS 8.

The Group has three main business segments:

e Retail banking — incorporating private customer current accounts, savings accounts,
deposits, credit and debit cards, customer loans and mortgages;

e Business banking — incorporating transactions with corporate bodies including government
and public bodies, small and medium entities; and comprising of loans, advances, deposits
and trade finance transactions; and

»  Treasury — incorporating activities of the dealing room, related money market, and foreign
exchange transactions and hedging activities with other banks and financial institutions
including the UAE Central Bank, none of which constitute a separately reportable segment.

The above segments include conventional and Islamic products and services of the Group.

As the Group’s segment operations are all financial with a majority of revenues deriving from
interest and fees and commission income, the management relies primarily on revenue and
segmental results to assess the performance of the segment.

Funds are ordinarily allocated between segments, resulting in funding cost transfers disclosed
in inter-segment revenue. Interest charged for these funds is based on the Bank’s funds transfer
pricing policy. There are no other material items of income or expense between the

business segments.

The Group’s management reporting is based on a measure of net profit comprising net
interest income, loan impairment charges, net fee and commission income, other income and
non-interest expenses.
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31. Segments analysis (continued)

The segment information provided to the management for the reportable segments for the year ended

Retail

banking

Business
banking

Treasury
and others

Unallocated
costs/assets
JUELIAES

31 December 2014 is as follows: AED’000 AED’000 AED’000 AED’000 AED’000
31 December 2013
Net external interest
income 2,348,087 (7,630) 89,518 - 2,429,975
. . Unallocated
Retail Business LLGEN Y costs/assets Net income from Islamic
banking banking and others liabilities financing 37327 (1,795) - - 35,532
AED’000 AED’000 AED’000 AED’000 AED’000 Drarster pricing income/ (67.984) 46,634 21,350 - .
31 December 2014 Neg ilnterest }ncome
Net external interest and income from
income 2,330,219 123,618 124,366 - 2,578,203 Islamic financing 2,317,430 37,209 110,868 - 2,465,507
Net income from Islamic Non-interest income 537,787 67,825 79,208 - 684,820
financing 179,003 - - - 179,003 Operating income 2,855,217 105,034 190,076 - 3,150,327
i Operating expense
Z;ap”;;i;p”c'”g income/ (33,015) 10,359 22,656 - - excluding depreciation (888,948) (79,307) (4,911 (278,812) (1,251,978)
Net interest income Depreciation . (56,233) (2,035) (60) (68,580) (126,908)
and Income from 2,476,207 133,977 147,022 - 2,757,206 gg;‘gnc;ge’at'"g (945,181) (81,342) (4,971) (347,392) (1,378,886)
Islamic financing .
. i Impairment charge net of
Non-interest income 677426 66,187 54,333 - 797946 write off [ recovery (341,673) 1,050 - - (340,623)
Operating income 3,153,633 200,164 201,355 - 3,555,152 Net profit | ( loss) 1,568,363 24,742 185,105 (347,392) 1,430,818
Op(lerat'mg expens'e . (1,032,187) (62,960) (6,102) (273,970) (1,375,219) Segment assets 21,935,133 925,936 6,176,724 - 29,037,793
excluding depreciation Unallocated assets - - - 1,088,976 1,088,976
Depreciation (57.380) (1,547) (58) (71,015) (130,000) Total assets 21,935,133 925,936 6,176,724 1,088,976 30,126,769
expense Unallocated liabilities - - - 392,479 392,479
Impairment charge net of (592,169) (3162) ) ; (595,331) Total liabilities 13,545,444 8,314,559 1,358,217 392,479 23,610,699
write off  recovery
Net profit | ( loss) 1,471,897 132,495 195,195 (344,985) 1,454,602
Segment assets 24,0719975 2,177,868 7,554,542 - 33,812,385 During the year the group has reclassified certain deposits of business customers which were earlier classified in business banking
Unallocated assets = - = 1,017,772 1,017,772 segment to the retail banking segment in accordance with a change in the internal reporting structure. The segmental analysis for
Total assets 24,079,975 2,177,868 7,554,542 1,017,772 34,830,157 the year ended 31 December 2013 has not been reclassified to give the above effect.
Segment liabilities 20,069,666 3,490,635 3,676,715 - 27,237,016
Unallocated liabilities = - = 462,020 462,020 32. Fiduciary activities
Total liabilities 20,069,666 3,490,635 3,676,715 462,020 27,699,036 )

The Group holds assets in a fiduciary capacity for its customers without recourse to itself.
At 31 December 2014, such assets amounted to AED1,775.5million (2013: AED 1,666.6 million)
and are excluded from these consolidated financial statements of the bank.

Business banking liabilities includes customer deposits which were classified under retail banking in year 2013.
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33. List of subsidiaries

34. Debt securities issued

The following entities have been treated as subsidiaries for the purpose of consolidation as per
the Bank’s accounting policy as disclosed in Note 2(b). The Bank’s interests, held directly or
indirectly, in the subsidiaries are as follows:

Authorised

Subsidiary and issued Ow_nershlp Incorporated Principal Activities
: interest
capital
RAK Islamic
Finance AED. 1.00 99.9% UAE To sell sharia compliant financial
Company Pvt. million products
J.S.C
Back office support services
BOSS FZCO AED 500,000 80% UAE
to the Bank
RAK Technological support services
Technologies  AED 500,000 80% UAE gicalsupp
to the Bank
FZCO
. To facilitate the issue of USD 500
Rakfunding million Euro medium term notes
0,
E?%/ir:eadn UsD 100 99.9%  Cayman Island (EMTN) under the Bank’s USD 1

billion EMTN programme.

During the year 2014, BOSS FZCO, RAK technologies FZCO and Rakfunding Cayman Limited
generated nil profit and has negligible net assets hence non-controlling interest deemed
to be immaterial.
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2014 2013

AED’000 AED’000

USD 500 medium term note at discount 1,824,467 -

Less : Own investment in debt security issued (160,553) -

Less : Debt security issue costs (9,074) -
Fair value adjustment on debt securities issued

holged ) 12,789 -

1,667,629 -

The Group issued USD 500 million medium term note in June 2014 under its USD 1 billion
medium term note programme through its subsidiary RAKFunding Cayman Limited. The note
was issued at a discounted rate of 99.275%. These notes mature in 2019 and carry a fixed
interest rate of 3.25% per annum. Interest on these medium term notes is payable
half-yearly in arrears.

35. Legal proceedings

36. Subsequent events

The Bank is involved in various legal proceedings and claims arising in the ordinary course of
business. While the outcome of these matters cannot be predicted with certainty, management
does not believe that these matters will have a material adverse effect on

the Bank’s consolidated financial statements if settled unfavourably.

37. Reclassification

In the Ordinary General Assembly on 18 August 2014, the shareholders of the Bank approved the
acquisition of a majority stake in Ras Al Khaimah National Insurance Company PSC (RAKNIC) at a
cash price of Dh3.64 per share. The bank received approval on 6 January 2015 from the Central
Bank of UAE to proceed with the share purchase offer to the shareholders of RAKNIC.

RAKNIC is listed on the Abu Dhabi Securities Exchange and the Government of Ras Al Khaimah
has a 47 per cent stake in the company. RAKNIC provides general insurance, including fire,
marine, motor and accident cover. The total assets of RAKNIC based on 30 September 2014
unaudited results were AED 511 million and the net profit for the unaudited nine month
period was AED 33.6 million.

Accordingly, it is expected that the acquisition should be completed within the next quarter.

Previous year’s numbers are reclassified and regrouped to conform to the currentyear classification.
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The disclosures given below pertain to National Bank of Ras AL Khaimah P.S.C. and its four

subsidiaries (group) and are in accordance with Basel I, Pillar 3, Market discipline principles where

Banks are required to disclose qualitative and quantitative information of its risk and capital
management. These disclosures are also in compliance with Circular No 27/2009
dated 17th November 2009 issued by the Central Bank of UAE

1. Subsidiaries and Significant investments

2. Capital Structure

4

The National Bank of Ras Al Khaimah (P.S.C) comprises the Bank and four subsidiaries.

These subsidiaries are RAK Islamic Finance Company Pvt. J.S.C, BOSS FZCO, RAK Technologies
FZCO and RAK Funding Cayman Limited. (together referred as the “Group”).The consolidated
financial statements comprises the Bank and its subsidiaries. The Bank’s interests, held directly or
indirectly, in the subsidiaries are as follows:

Authorised ownershi
Subsidiary and issued . P Incorporated Principal Activities
. interest
capital
RAK Islamic
Finance AED 100 99.9% UAE To seII‘sharla compliant
Company Pvt. million financial products
J.S.C
BOSS FZCO AED 500.000 80% UAE Back office support services
’ 0 to the Bank
RAK :
Technological support
. 0,
Technologie  |AED 500,000 80% LA services to the Bank
FzCO
To facilitate the issue of
Rakfunding USD 500 million Euro
Cayman USD 100 99.9% Cayman Island medium term notes (EMTN)
Limited under the Bank’s USD 1

billion EMTN programme.

3. Capital adequacy

Quantitative Disclosure:

The Group’s capital structure is as indicated below.

AED 000

Tier 1 capital
Share capital 1,676,245
Share premium account 110,350
Legal reserves 839,590
\Voluntary reserves 336,717
Ceneral banking reserves 900,000
Credit risk reserves 1,150,000
Regulatory credit reserves 334,000
Fair value reserve 154
Retained earnings 1,784,065
7,131,121
Less: Proposed cash dividend (838,123)
Total eligible capital 6,292,998

3.1. Qualitative Disclosure

National Bank of Ras Al Khaimah P.S.C (The Group) has adopted the Standardized approach
for calculation of credit risk and market risk. For operational risk the group has adopted the
Alternative Standardized Approach (ASA)

The Group’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 services business. The group’s aim is therefore to achieve
an appropriate balance between risk and return and minimise potential adverse effects on the
group’s financial performance.

The Group’s risk management considers a variety of risks. These typically include credit risk,
liquidity risk, concentration risk, market risk, operational risk, Information security risk, business
continuity risk, reputational risk and regulatory and compliance risk. Policies are designed to
identify and analyse these risks, to set appropriate risk limits and controls, and to monitor the
risks and adherence to limits by means of reliable and up-to-date information systems. The
group regularly reviews its risk management policies and systems to reflect changes in markets,
products and emerging best practice.
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3. Capital adequacy (continued)
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The Asset and Liability Committee (ALCO), one of the key committee overseeing balance sheet
risks is chaired by the Chief Executive Officer and comprises of the Heads of Finance, Treasury,
Risk, Business Banking and retail Banking. It meets on a regular basis to monitor and manage
market risk.

ALCO is responsible for formalizing the group’s key financial indicators and ratios, set the
thresholds to manage and monitor these risks. ALCO also guides the group’s investment
decisions and provides guidance in terms of interest rate and currency movements.

The Operational Risk Management Committee (ORMC) is chaired by the Chief Executive Officer
and is responsible for all other forms of risks which are operational in nature. The committee
reviews adequacy and effectiveness of internal control systems, operational risk management
procedures and risk assessment methodologies (viz. key risk indicators (KRI), operational risk self-
assessment (ORSA) and incident management).

The credit committee is responsible for controlling credit risk arising from the business under
taken by retail banking, business banking and lending to banks and investments carried out by
Treasury. The committee comprises of two directors, Chief executive officer, Head of credit and
assets retail banking and Head of credit business banking. The committee reviews and approves
credit facilities which are beyond delegated authorities of mangers of the Group, reviews
periodic credit MIS of all credit portfolios of the Group and monitor the level of delinquent and
non-performing assets.

Board Audit and Risk Committee consists of three directors, Chief Executive officer and Heads
of internal audit, Risk and Internal control. The committee is responsible for the appropriateness
and integrity of the Financial statements and annual reports of the Bank and its subsidiaries.
The committee oversees the Group’s Internal audit department and ensures effectiveness of
the audit process. Committee reviews Group’s risk policies, regulatory risk capital and provides
oversight over matters related to anti money laundering and internal controls.

As per the supervisory review process (SRP) under Basel 2, pillar 2, the Group periodically submits
to the central bank its internal capital adequacy assessment programme (ICAAP) where it sets
out all the risks it is exposed to, how it measures, monitors and where possible how it mitigates
these risks and how the alignment with capital is achieved. It takes into account any feed-back it
gets from its regulator.

The various risks that attract risk assets under Basel 2 are described below:
Credit risk

Credit risk is defined as the risk that the Group’s customers, clients or counter parties fail to
perform or are unwilling to pay interest, repay the principal or otherwise to fulfil their contractual
obligations under loan agreements or other credit facilities, thus causing the group to suffer a
financial loss.

Credit risk also arises through the downgrading of counter parties, whose credit instruments are
held by the group, thereby resulting in the value of the assets to fall. As credit risk is the Group’s
most significant risk, considerable resources, expertise and controls are devoted to managing
this risk within the core departments of the Group.

The Group’s credit policy provides for the development of a systematic and consistent approach
to identifying and managing borrower and counter party risks contained in all retail and business
banking assets.

Market risk

The Group takes on exposure to market risks, which is the risk that the fair value or future cash
flows of a financial instrument will fluctuate because of changes in market prices. Market risks
arise from open positions in interest rate, currency and equity instruments, all of which are
exposed to general and specific market movements and changes in the level of volatility of
market rates or prices such as interest rates, credit spreads, foreign exchange rates and

equity prices.

The Group does not enter in to derivative trades for speculative purposes. The only exposures to
derivatives are in respect of forward exchange contracts which are entered, to meet customer
needs or interest rate swaps for hedging purposes.

Operational risk

Operational risk is the risk of loss arising from inadequate or failed internal processes, people and
systems or from external events, whether intentional, unintentional or natural. It is an inherent
risk faced by all businesses and covers a large number of operational risk events including
business interruption and systems failures, internal and external fraud, employment practices
and workplace safety, customer and business practices, transaction execution and process
management, and damage to physical assets. Whilst operational risk cannot be eliminated in its
entirety, the group endeavours to minimise it by ensuring that a strong control infrastructure is
in place throughout the organisation. The management of operational risk commence with the
adoption of a formal governance structure under the Operational Risk Management Committee
to provide strategic direction oversight and monitoring of the Operational Risk Framework.

The Framework incorporates standards for risk that are based on best practice and codify

the core governing principles for operational risk management. It ensures that identification,
evaluation, control, measurement, monitoring and reporting of operational risks are consistent
across the group.

3.2. Qualitative Disclosure

Risk Weighted Assets

Credit risk 22,206,238
Market risk 29,590
Operational risk 1,498,386
Total Risk Weighted Assets 23,734,214
Total Tier 1 capital
(Excluding current year profit and proposed dividend) i s1E
Total Tier 1 capital
(Including current year profit and post proposed dividend) 6,292,998
Capital adequacy ratio o
(excluding profit and proposed dividend) 23.92%
Capital adequacy ratio 26.51%
(Including profit and post proposed dividend) o
144



4. Credit Risk - Quantitative disclosures
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4.1. Net credit exposure by currency

At 31 December 2014 the Group had the following gross exposures:

AED

AED’000
On balance sheet items
Due from other banks 109,332
Loans and advances 24,394,400
Investment securities 18,361
Total funded 24,522,093
Off-balance sheet items
Irrevocable credit
commitments 36,069
Guarantees,
acceptances and other 539,209
exposures
Total Non - Funded 575,278
Total 25,097,371

USD Other currencies

AED’000

158,932
860,469
3,766,928
4,786,329

220,584

220,584
5,006,913

4.2. Net credit exposure by geography:

AED’000

37,683
11,606

49,289

48,750

48,750
98,039

Total
AED’000

305,947
25,266,475

3,785,289
29,357,711

36,069

808,543

844,612
30,202,323

The Group’s activities are primarily within UAE. Exposure outside UAE are insignificant and are
mainly in the form of Loans and advances, investments and Inter-bank placements amounting to
AED 1.5 billion, roughly 5.1 % of the total credit exposure as at 31st December 2014.

4.3. Gross credit exposure by Industry

On balance sheet items

Loans and
advances
AED’000
31 December 2014
Agriculture, fishing & related )
activities
Crude oil, gas, mining & )
quarrying
Manufacturing 510,706
Electricity & water 4144
Construction 490,065
Trading 5,374,750
commonicaton 1,131,950
Financial Institutions 192,006
Services 2,711,332
Government -
Retail and consumer banking 15,390,749
Total exposures 25,805,702

Investment
securities

AED’000

215,701
736,577
185,212

365,594

1,311,012
228,322
742,871

3,785,289

Due from Total
banks funded

AED’000 AED’000

- 726,407
- 740,721
- 675,277
- 5,374,750

- 1497544
305947 1,808,965
- 2,939,654
- 742,871
- 15,390,749
305,947 29,896,938

4.4. Gross credit exposure by residual contractual maturity

Upto3
months
At 31 December 2014 AED’000
Assets
Due from other banks 305,947
Loans and advances 4,458,867
Investment securities 60,206

Total 4,825,020

3-12
months

AED’000

4,179,904
147,533
4,327,437

1-3years 3tob5 years

AED’000 AED’000

8,528,915 1,474,527
644,229 359,804
9,173,144 1,834,331

Off balance Total
sheet Items

AED’000 AED’000

126 126

107,607 107,607

35,407 761,814

1,575 742,296

88,412 763,689

165,353 5,540,103
24,889 1,522,433

95,184 1,904,149
269,868 3,209,522
14,199 757,070
41,992 15,432,741

844,612 30,741,550

Over 5 years Total
AED’000 AED’000
= 305,947

6,624,262 25,266,475
2,573,517 3,785,289
9,197,779 29,357,711
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4. Credit Risk - Quantitative disclosures (continued)

4.4. Gross credit exposure by residual contractual maturity (continued)

Off-balance sheet items

No later than 1 year 1-5 years Over 5 years Total

AED’000 AED’000 AED’000 AED’000
At 31 December 2014
Credit commitments 35,096 973 - 36,069

Cuarantees, acceptances and other
financial facilities

Total 718,047 126,565 - 844,612

682,951 125,592 = 808,543

5. Impairment and provisioning — Qualitative disclosures

5.1. Past Due and impaired loans with provisioning:

The Group assesses at each financial position date whether there is objective evidence that loans
and advances are impaired. Loans and advances are impaired and impairment losses are incurred
only if there is objective evidence that the Group will not be able to collect all amounts due.

The criteria that the Group uses to determine that there is objective evidence of an
impairment loss include:

e Delinquency in contractual payments of principal or interest;
e Cash flow difficulties experienced by the borrower;

e Breach of loan covenants or conditions;

e Initiation of bankruptcy proceedings;

e Deterioration of the borrower’s competitive position;

e Deterioration in the value of collateral; and

e Observable data indicating that there is a measurable decrease in the estimated future
cash flows from a portfolio of financial assets since the initial recognition of those assets,
although the decrease cannot yet be identified with the individual financial assets in the
portfolio, including:

1. adverse changes in the payment status of borrowers in the portfolio; and

2. national or local economic conditions that correlate with defaults on the
assets in the portfolio.

The Group first assesses whether objective evidence of impairment exists either individually

for financial assets that are individually significant and individually or collectively for financial
assets that are not individually significant. If the Group determines that no objective evidence

of impairment exists for an individually assessed financial asset, whether significant or not,

it includes the asset in a group of financial assets with similar credit risk characteristics and
collectively assesses them for impairment. Assets that are individually assessed for impairment
and for which an impairment loss is or continues to be recognised are not included in a collective
assessment of impairment.
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The amount of the loss is measured as the difference between the asset’s carrying amount and
the present value of estimated future cash flows (excluding future credit losses that have not
been incurred) discounted at the financial asset’s original effective interest rate. The carrying
amount of the asset is reduced through the use of an allowance account and the amount of
the loss is recognised in the consolidated income statement. If the amount of impairment
subsequently decreases due to an event occurring after the write down, the release of the
provision is credited to the consolidated income statement. If a loan has a variable interest
rate, the discount rate for measuring any impairment loss is the current effective interest rate
determined under the contract.

The calculation of the present value of the estimated future cash flows of a collateralised
financial asset reflects the cash flows that may result from foreclosure less costs for obtaining and
selling the collateral, whether or not foreclosure is probable.

For the purposes of a collective evaluation of impairment, financial assets are grouped on the
basis of similar credit risk characteristics (i.e. on the basis of the Group’s grading process that
considers asset type, industry, collateral type, past-due status and other relevant factors). Those
characteristics are relevant to the estimation of future cash flows for groups of such assets by
being indicative of the debtors’ ability to pay all amounts due according to the contractual terms
of the assets being evaluated.

Future cash flows in a group of financial assets that are collectively evaluated for impairment are
estimated on the basis of the contractual cash flows of the assets and historical loss experience
for assets with similar credit risk characteristics. Historical loss experience is adjusted on the basis
of current observable data to reflect the effects of current conditions that did not affect the
period on which the historical loss experience is based and to remove the effects of conditions in
the historical period that do not currently exist.

Estimates of changes in future cash flows for groups of assets reflect and are directionally
consistent with changes in related observable data from period to period (for example, changes
in unemployment rates, property prices, payment status, or other factors indicative of changes
in the probability of losses and their magnitude). The methodology and assumptions used for
estimating future cash flows are reviewed regularly by the Group to reduce any differences
between loss estimates and actual loss experience.

When a loan is uncollectable, it is written off against the related provision for impairment.

This is normally done within six to twelve month of the loan becoming past due, depending on
type of the loan. Non performing mortgage loans, however, are written off after considering
each individual case. If no related provision exists, it is written off to the consolidated income
statement. Subsequent recoveries are credited to the consolidated income statement.
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5.2. Impaired loan by industry segment:

Overdue
AED’000 AED’000

31 December 2014
Manufacturing - 2,758
Construction 1,323 39,959
Trading 276 47193
commnication : 6436
Financial institution - 157
Services 1,242 23,543
Retail and consumer banking 15,253 480,622
Total impaired loans 18,094 600,668

Total Specific Provision
AED’000 AED’000
2,758 2,689
41,282 33,913
47469 47469
6,436 6,436
157 157
24,785 24,562
495,875 321,001
618,762 436,227

5.3. Past Due and impaired loans with provisioning:

The total impairment provision for loans and advances is AED 539.2 million (2013: AED 395.6
million) of which AED 436.2 million (2013: AED 329.6 million) represents provision in respect of
the individually impaired loans and advances and the remaining AED 103.0 million

(2013: AED 66.0 million) represents the portfolio provision to reflect the risk inherent in

the Group’s loan portfolio.

5.4. Impaired loan by geographical distribution:

As at 31st December 2014 the total impaired loans outstanding of nonresident customer is
AED 6.3 million and all of which are mortgage loans backed by collateral.

5.5. Reconciliation of Changes in provision of impaired loans:

Opening Balance as at 01 Jan 2014 Impairment Provisions

Specific AED’000
Opening Balance as at 01 Jan 2014 329,613
Net impairment charge for the year 608,566
Written off during the year (501,952)

Balance as at 31 Dec 2014 436,227

General Portfolio AED’000
66,000
37,000

103,000

6. Credit risk weighted assets — Quantitative disclosures

31 December 2014
Claims on sovereigns
Claims on PSE’s
Claims on banks
Claims on corporates

Claims included in the
regulatory retail portfolio

Claims secured by residen-
tial property

Claims secured by commer-
cial real estate

Past due loans
Other assets
Total claims

Of which :
Rated exposure
Unrated exposure

On and off
balance

sheet Net
outstanding

AED ‘000

4,264,096
551,589
1,577,171
5,470,716

25,851,890

3,574,831

39,924

696,752
2,078,033
44,105,002

Exposure
before CRM

AED ‘000

4,264,096
551,589
1,577,171
5,470,716

25,805,087

3,574,831

39,924

184,887
2,078,033
43,546,334

3,053,780
40,492,554

AED ‘000

203,817
58,467

262,284

After CRM

AED ‘000

4,264,096
551,589
1,577,171
5,266,899

25,746,620

3,574,831

39,924

184,887
2,078,033
43,284,050

Net exposure
after credit
conversion

factors

AED ‘000

4,264,096
551,589
1,577,171
3,778,911
19,583,304

3,538,762

39,924
184,887
2,078,033
35,596,677

The rated exposure pertain to interbank placements and investments. All other exposures are unrated.

Risk
weighed
Assets

AED ‘000

731,811
3,296,891

15,118,543

1,455,812

39,924

268,229
1,295,028
22,206,238

The group has used only those ECAI’s (External Credit Assessment Institutions) which are approved by the Central Bank
of UAE namely Moody’s, Fitch and Standard & Poor’s.
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7. Credit risk mitigation

151

7.1. Qualitative disclosure:

The Head of Credit and his team including Collections are responsible for recognition and
management of credit risk both at transaction and portfolio levels and to ensure that risk
procedures are adhered to in @ manner consistent with the framework set out in the Policy,
Product Programs, Credit circulars and comply with regulatory norms.

The group manages, limits and controls concentration of credit risk wherever it is identified - in
particular, to individual counterparties and groups, and to industries and countries. The group
has a Product Program Guide that sets limits of exposure and lending criteria. The group also has
credit limits that set out the lending and borrowing limits to/from other banks. Further mortgage
loans and auto loans, which together represent a significant portion of loans and advances, are
backed by collateral.

The Group stratifies the levels of credit risk it undertakes by placing limits on the amount of risk
accepted in relation to one borrower, or groups of borrowers, and to geographical and industry
segments. Such risks are monitored on an ongoing basis. Limits on the level of credit risk by
product, industry sector and by country are approved by the Credit Committee and the Board
of Directors.

The exposure to any one borrower, including banks, is further restricted by sub-limits covering
on- and off-balance sheet exposures, and daily delivery risk limits in relation to trading items
such as forward foreign exchange contracts. Actual exposures against limits are monitored on
an ongoing basis.

7.2. Quantitative disclosure:

Risk Weighted

Exposure Assets
AED ‘000 AED ‘000
Gross exposure prior to Credit Risk Mitigation 43,546,334 22,463,236
Less: Exposures covered by eligible financial collateral (262,284) (256,998)
Net Exposures after Credit Risk Mitigation 43,284,050 22,206,238

The eligible financial collaterals above include cash and deposits.

8. Market Risk

9. Operational Risk

8.1. Capital requirement for Market risk under standardized approach:

Risk weighted asset Capital charge

AED ‘000 AED ‘000
Foreign exchange risk 29,590 3,551

Capital charge for year ended 31 December 2014 has been calculated at 12%
Equity risk:

As at 31 December 2014, the Group did not have any equity securities in its trading book or
currency or derivatives. All equity investments are under available for sale category.

Interest rate risk:

Interest rate risk arises due to mismatches of fixed interest rate assets and floating rate interest
rate liabilities. This is monitored through the use of detailed gap report and stress testing. Refer
to Note number 3.3.2 of the audited financial statement for details of Interest rate risk.

Trading and Sales
Commercial Banking
Retail Banking

Operational Risk

Three year

The Group follows Alternative Standardized Approach (ASA) for calculation of operational risk.

The Group has a formal governance structure which is established under the Risk Management
Committee to provide the strategic direction, oversight and monitoring of the Operational Risk
Framework of the group.

The Group endeavours to minimise the operational risk through the framework which
includes risk identification, assessment and control, Key risk indicators and operational risk self
assessments through an operational risk data base.

Calculation of Operational risk:

Capital Capital charge (UAE) RWA = Capital

Average AED Factx Fchizar Charge Basel Capital charge* Charge x 8.333*
’000 AED’000 1.5 AED °000 AED ’000

123,500 - 18% 22,230 33,345 277875
595,651 0.035 15% 3,127 4,691 39,090
22,503,256 0.035 12% 94,514 141,771 1,181,421

- : - - - 1,498,386

* Total Risk weighted assets are determined by multiplying the Capital Charge for Operational
Risk by 8.333 {(i.e. the reciprocal of the minimum capital ratio of 12%) and adding the resulting
figures to sum the risk — weighted assets.
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