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NOTES TO FINANCIAL STATEMENTS (continued)
FOR THE FINANCIAL YEAR ENDED DECEMBER 31, 2005

Note (3) to the financial statements includes significant accounting policies
applied for recording and measuring significant financial instruments and their
related revenues and expenses.

Fair value of financial instruments

Based on valuation bases of the bank’s assets and liabilities stated in the notes
to the financial statements, the fair values of the financial instruments do not
differ fundamentally from their book values at the balance sheet date.

Forward contracts

The bank does not engage in forward contracts to meet its obligations in
foreign currencies, nor does it engage in foreign exchange contracts to cover
the risk of future settlement in foreign currencies.

7.2 Managing related risks

Return rate risk

Return due on unrestricted investment and saving accounts is determined on
the basis of Mudaraba contract, which determines profit (loss) sharing basis
during the period. Accordingly, any change in the profitability level will deter-
mine the return ratio that the bank could pay to unrestricted investment and
saving accounts holders. Therefore, the bank is not exposed, directly, to the
risk of change in return rate.

Credit risk

Financing of Murabaha, Mudaraba and Musharaka transactions and their
related debis, current accounts, deposits with banks and rights and obligations
from others are considered financial assets exposed to credit risk. Credit risk
represents the inability of these parties to meet their obligations when they fall
due. In order to comply with CBY requirements, the bank adheres to certain
minimum standards in order to properly manage its credit risk such as:

= Preparing credit studies on customers and banks before dealing with them
and determining their related credit risk rating.

= Obtaining sufficient collaterals to minimize the credit risk exposure
which may result in cases of insolvency of customers and banks.

= Following up and periodical reviews of customers and banks in order to
evaluate their financial positions, credit rating and the required provision
for non-performing debts.

= Distributing credit portfolio and investments over diversified sectors to
minimize concentration of credit risk.

Note No. (44) to the financial statements indicates the distribution of assets,
liabilities and contingent liabilities and commitments at balance sheet date.
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NOTES TO FINANCIAL STATEMENTS (continued)
FOR THE FINANCIAL YEAR ENDED DECEMBER 31, 2005

it Statement of changes in restricted investments

Statement of changes in restricted investments, if applicable, presents investments fully
financed by funds received by the bank from restricted investment accounts holders.
The bank manages restricted investments, as an agent. The bank does not participate in
the investments’ outcome and the movement of restricted investments are presented in
the statement of changes in restricted investments.

5. Prohibited revenues |

Revenues prohibited by Islamic Sharia, which are represented mainly in CBY interest,
are recorded in a separate account under “Credit balances and other liabilities” on the
balance sheet. They are utilized in the areas approved by the Bank’s Sharia’ Board.

4. SUPERVISION OF CENTRAL BANK OF YEMEN

The bank’s activities are subject to the supervision of Central Bank of Yemen in accordance
with the prevailing banking laws and regulations in the Republic of Yemen and those relating
to Islamic banks.

5. SHARIA’ BOARD

The bank’s activities are subject to the supervision of the Sharia’ Board which consists of 3
members appointed by the Bank’s General Assembly to monitor the bank ‘s activities according
to the Islamic Sharia’ rules. -

6. ZAKAT

Zakat is computed according to the directions of the Sharia’ Board of the bank and collected
from the shareholders on behalf of the relevant Government Authority. The amount collected
is remitted to this authority, which decides on the allocation of the Zakat.

7. FINANCIAL INSTRUMENTS AND MANAGING THEIR RELATED RISKS

7.1 Financial instruments !
a. The bank's financial instruments are represented in financial assets and liabili-
ties. Financial assets include cash balances, current accounts, deposits with banks and
financing of Murabaha, Istisna’a, Mudaraba and Musharaka transactions and related
debts, investment property, usufruct, Ijarah Muntahia Bittamleek, available for sale
investments and investments in subsidiaries and associates. Financial liabilities include ‘
current and saving accounts, due to banks and investment accounts. Also, financial
instruments include rights and obligations stated in contingent liabilities and commit- !
ments. |
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NOTES TO FINANCIAL STATEMENTS (continued)
FOR THE FINANCIAL YEAR ENDED DECEMBER 31, 2005

m.

Cash and cash equivalent

For the purpose of preparing the statement of cash flows, cash and cash equivalent consist of
cash on hand, cash balances with Central Bank of Yemen, other than reserve balances, and
demand deposits with other banks.

Property, equipment and depreciation

Property and equipment are stated at cost less accumulated depreciation and impairment
losses, if any. Depreciation of fixed assets is charged to the statement of income on the
straight-line method over the estimated useful lives of these assets which are as follows:

- Estimated Useful Lives

Buildings 40 years
Machinery & equipment 10 years
Motor vehicles 5 years
Furniture and fixtures 5 & 40 years
Computer equipment 5 years
Impairment of assets

The Bank reviews the carrying amounts of the assets, according to its materiality, at the
balance sheet date to determine whether there is any indication of impairment. If such indica-
tion exists, the assets’ recoverable amount is estimated and compared with the carrying
amount and any excess in the carrying amount is charged to the statement of income.

Any increase in the value of the assets is also recognized in the statement of income provided
that the increase does not exceed the original recoverable value of the asset before impair-
ment.

End of service bonus

End of service bonus for uninsured bank employees is calculated at 9% of last comprehensive
wage for each complete month of service. The accrued bonus is included in other provisions.

Taxation

= Corporate tax is calculated in accordance with the prevailing laws and regulations in
Republic of Yemen.

= Due to the characteristics of the tax accounting in Yemen, provision for tax liabilities
relating to deferred taxes is formed. In case of deferred tax assets, these assets are not
certain to be realized in the near future. Accordingly, such assets are not recorded.



alaall gollulll Golall < sy
Tadhamon International Islamic Bank

NOTES TO FINANCIAL STATEMENTS (continued)
FOR THE FINANCIAL YEAR ENDED DECEMBER 31, 2005

E. Usufruct

Usufruct is recorded at acquisition cost less accumulated depreciation and impairment
losses, if any, and depreciated over the usufruct contract term.

h. Valuation of available for sale investments

Available for sale investments are recorded at acquisition cost. At the financial state-
ments date, they are individually valued at fair value. Valuation differences are charged
to the statement of income in accordance with Central Bank of Yemen instructions.

In case that reliable estimate of the fair value of these investments can not be obtained,
due to lack of either quoted market prices or tangible stability in its prices, they are
recorded at cost.

i Valuation of investments in subsidiaries and associates

Investments in subsidiarics which the Bank has control over or associates which the
Bank has significant influence over are recorded at acquisition cost. At the financial
statements date, these investments are adjusted according to the Bank’s share in the
equity of subsidiaries and associates based on the approved financial statements of these
companies. This adjustment is taken to the statement of income. In case the financial
statements of these companies can not be obtained, they are recorded at cost.

i Valuation of assets for which titles have been transferred to the bank as a
repayment of debts
Assets for which titles have been transferred to the Bank are recorded in the balance
sheet under “Debit balances and other assets™ at the values carried by the bank less any |
impairment in its value at the financial statements’ date. This impairment is charged to i
the statement of income.

k. Valuation of restricted investments

Murabaha transactions financed by restricted investment accounts are recorded on the
same valuation basis mentioned above with related profits (losses) and provisions taken
to restricted investment accounts net of the bank’s share for managing these invest-
ments.

L Contingent liabilities and commitments
Contingent liabilities and commitments, in which the bank is a party, are presented off
balance sheet, net of margin held from customers, under “contingent liabilities and

commitments” as they do not represent actual assets or liabilities at the balance sheet
date.
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NOTES TO FINANCIAL STATEMENTS (continued)
FOR THE FINANCIAL YEAR ENDED DECEMBER 31, 2005

¥ Debts relating to financing Murabaha and Istisna’ transactions are written off if
procedures taken toward their collection prove useless, or if directed by CBY
examiners upon review of the portfolio. Proceeds from debts previously written
off in prior years are credited to the provision.

®  Debts relating to financing Murabaha and Istisna’a transactions are presented on
the balance sheet net of provision, and deferred revenues.

d. Valuation of investments in Mudaraba and Musharaka contracts

®  Investments in Mudaraba and Musharaka contracts are recorded on the basis of
the amount paid to the capital of Mudaraba or Musharaka. Investments in in-kind
Mudaraba and Musharaka contracts are recorded based on the agreed-upon value
between the bank and the customer or partner. Accordingly, any differences
between this value and the book value are recorded as profits or losses in the state-
ment of income. In order to comply with the requirements of CBY, provision is
provided for specific Mudaraba and Musharaka contracts which realized losses, in
addition to a percentage for general risk calculated on the total of other Mudaraba
and Musharaka contracts after deducting balances secured by deposits and banks’
guarantees issued by worthy banks.

Provision is determined based on periodical comprehensive reviews of the portfo-
lio and made in accordance with the following minimum rates:

Performing debts including watch list 1%
Non-performing debs: - k

Substandard debts 15%
Doubtful debts 45%
Bad debts 100%

= Investments in Mudaraba and Musharaka contracts are presented on the balance
sheet at carrying value which represents cost less recognized losses and related
provisions (provision for non-performing debts and general risk provision on
performing debts).

c. Tjarah Muntahia Bittamleek
m  Assets acquired for Ijarah are recorded at historical cost less accumulated depre-
ciation and impairment losses. They are depreciated, except for land, over the
Tjarah term.

m  Atthe end of the [jarah term, title of leased assets passes to the lessee, provided
that all Tjarah installments are settled by the lessee.

£ Valuation of investment property
Investment property purchased by the Bank for trading purposes are recorded at
historical cost at financial statement date less impairment losses, if any, according
to CBY instructions. ’
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NOTES TO FINANCIAL STATEMENTS (continued)
FOR THE FINANCIAL YEAR ENDED DECEMBER 31, 2005

2. Mudaraba and Musharaka

m  Profits on investments in Mudaraba and Musharaka contracts, which
initiate and terminate during the financial year, are recorded in the state-
ment of income.

m  Profits on investments in Mudaraba and Musharaka contracts, which last
for more than one financial year, are recorded, based on cash profits
distributed on these transactions during the year.

3. Ijarah Muntahia Bittamleck
The ljarah revenues are recorded over the term of the lease contract.

4. Available for sale investments
Revenues of available for sale investments are recorded based on the cash
dividends received on these investments during the year.

5. Investments in subsidiaries and associates
Revenues of investments in subsidiaries and associates are recorded when the
financial statements of these companies are approved (see Note No. 3/i).

e Valuation of Murabaha and Istisna’a financing transactions

®  Debts relating to financing Murabaha and Istisna’a transactions, whether short or
longterm, are recorded at cost in addition to agreed upon profits stated in Mura-
baha and Istisna‘a contracts.

In order to comply with the requirements of CBY, provision is provided for
specific debts and contingent liabilities, in addition to a percentage for general
risk calculated on the total of other debts and contingent liabilities after deducting
balances secured by deposits and banks’ guarantees issued by worthy banks.
Provision is determined based on periodical comprehensive reviews of the portfo-
lio and contingent liabilities and made in accordance with the following minimum
rates:

Performing debts including watch list 1%

Non-performing debts:

Substandard debts 15%
Doubitful debts 45%
Bad debts 100%%
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NOTES TO FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED DECEMBER 31, 2005

BACKGROUND

Tadhamon International Islamic Bank - a Yemeni joint-stock company - was established under
the name of Yemen Islamic Bank for Investment and Development in accordance with the
Ministerial Decree No. (147) for the year 1995, The name of the Bank has been changed to
Tadhamon Islamic Bank according to the Ministerial Decree No. (169) for the year 1996. The
shareholders extra ordinary meeting decided on March 20, 2002 to change the name of the Bank
to Tadhamon International Islamic Bank. The objectives of the Bank are to finance, invest, and
offer banking services in accordance with Article No. (3) of the Bank’s Articles of Association
which states that the bank performs its activities in conformity with the precepts of Islamic
Shari’a. The bank started its activities July 20th, 1996, through the main branch in Sana’a and
expanded to (14) branches all over the Republic of Yemen.

PREPARATION BASIS OF THE FINANCIAL STATEMENTS

The financial statements are prepared in accordance with Accounting Standards for Islamic
Financial Institutions, local prevailing laws and regulations and in the light of rules and instruc-
tions issued by Central Bank of Yemen (CBY).

SIGNIFICANT ACCOUNTING POLICIES
a. Translation of foreign currencies

The bank maintains its accounting records in Yemeni Rial. Transactions in other currencies are
recorded during the financial year at the prevailing exchange rates at the date of transaction.
Balances of monetary assets and liabilities in other currencies at the end of the financial year are
translated at the prevailing exchange rates on that date. Gains or losses resulting from transla-
tion are taken to the statement of income.

b. Revenue recognition
1: Murabaha and Istisna’a

®  Profits on Murabaha and Istisna’a contracts are recorded on the accrual
basis as all profits at the completion of Murabaha contract are recorded as
deferred revenues and taken to the statement of income, depending on
finance percentage, using the straight line method over the term of
contract.

® In order to comply with the requirements of CBY, the bank does not
accrue the profits relating to non-performing debts.
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STATEMENT OF CASH FLOWS
FOR THE FINANCIAL YEAR ENDED DECEMBER 31, 2005

Paid up Statutory General Retained
Capital Reserve Reserve Earnings Total |
2005 YR'000's _ _YR'000’s YR'000°s YR000's  _YR’000’s ,
Balance at beginning of the year 3,000,000 581,828 1,806,344 1,725 5,389,897 !
Net profit for the year - - - 903,496 903,496
Transfer from general reserve |
to capital 750,000 - { 750,000) - -
Transfer to statutory reserve - 135,524 - ( 135,524) -
Transfer to general reserve - - 388,974 ( 388,974) -
Proposed dividends to
shareholders - - - {375,000y ( 375,000)
Proposed BOD re: ation = = - ( 4,500) (__4.500)
Balance at end of the year 3,750,000 717,352 1,445,318 1,223 5,913,893
Paid up Statutory General Retained |
Capital Reserve Reserve Earnings Total |
2004 YR'000°s YR'000°s YR000’s YR000’s  _YR'000’s
Balance at beginning of the year 2,250,000 441,962 1,402,242 1,089 4,095,293 !
Met profit for the year - - - 657,927 657,927 |
Increase in capital 750,000 - - - 750,000 |
Share premium - 41,177 - - 41,177 !
Transfer to legal reserve - 98,689 - ( 98,689) - |
Transfer to general reserve - - 404,102 ( 404,102) - |
Dividends paid to shareholders - - - ( 150,000) ( 150,000)
BOD remuneration - - - (__4.500) (___4.500) :
Balance at end of the year 3,000,000 581,828 1,806,344 1,725 5,389,897

(The accompanying notes from 1 to 48 form part of these financial statements)

Abdul-Jabbar Hayel Saeed

Chairman Auditor’s report attached.
Omar Abdo Kayed .
Assistant Managing Director M.Zohdi Mejanni |

(KPMG Mejanni, Hazem Hassam & Co.) i
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STATEMENT OF CASH FLOWS (CONTINUED)
FOR THE FINANCIAL YEAR ENDED DECEMBER 31, 2005

Cash flows from financing activities:

Increase in paid-up capital

Increase in share premium

Increase in unrestricted investment and saving accounts
Net increase in current accounts and other deposits

(Decrease) increase in due to banks and financial
institutions

Paid dividends to depositors

Paid dividends to shareholders and Board of Directors
Net cash flows provided by financing activities (3)
Net change in cash and cash equivalent (1+2+3)

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

Cash and cash equivalent consist of:
Cash on hand and balances at CBY, other than reserve

Due from banks and financial institutions

2005 2004
YR000%s YR000°s
= 750,000
- 41,177
11,166,390 17,882,604
12,370,638 5,485,665
( 175,833) 2,297,413

( 3,629,323) (2,800,510
(___154,500) (___173.250)

19,577,372 23,483,099
6,520,022 ( 4,814,923)
18,577,164 23,392,087

=25007.186 _18.577,164

11,361,333 7,207,506
13,735,853 11,369,658

=25.097.186  _18.577,164

(The accompanying notes from 1 to 48 form part of these financial statements)

Abdul-Jabbar Hayel Saeed
Chairman

Omar Abdo Kayed
Assistant Managing Director

Auditor’s report attached.

M.Zohdi Mejanni
(KPMG Mejanni, Hazem Hassam & Co.)
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STATEMENT OF CASH FLOWS
FOR THE FINANCIAL YEAR ENDED DECEMBER 31, 2005

2005 2004
Note YR’000s YR000°s

Cash flows from operating activities:
Net profit before tax 1,273,782 876,853
Adjustments to reconcile net profit to cash flows from

operating activities
Depreciation of fixed assets 25 91,611 85,504
Depreciation of assets acquired for leasing 182,592 58,278
Provisions 39 364,822 157,387
Provision for end of service compensation 16,319 14,556
Income tax paid (  218,926) {  110,365)
Gains on sale of fixed assets ( 92) ( 182,585)
Provisions used { 121,954) ( 76,465)
Return of unrestricted investment and saving accounts 5,554,783 3,629,323
Operating profit before changes in assets & liabilities

related to operating activities 7,142,037 4,452,486
(Increase) in reserve balances with CBY ( 10,048,652) ( 2,584,007)
(Increase) in debit balances and other assets ( 555455) ( 755,529)
Increase in credit balances and other liabilities % 663,713 448,554
Net cash flows (used in) provided by operating activities (1) ( 2,797,457) 1,561,504
Cash flows from investing activities:
Decrease (increase) in financing Murabaha transactions 7,925,259 ( 16,018,567)
(Increase) in financing Istisna’a transactions ( 1,856,824) ( 1,263,966)
(Increase) in investments in Mudaraba contracts ({ 9,770,550) ( 3,105,045)
(Increase) in investments in Musharaka contracts ( 551,247) ( 211,001)
(Increase) in Tjarah Muntahia Bittamleek - (  669,024)
(Increase) in Investment property ( 1,503,918) ( 633,975)
Decrease (increase) in usufruct 666,250 ( 3,591,375)
(Increase) in available for sale investments ( 2,298,135) ( 2,472,819)
(Increase) in investments in subsidiaries and associates (  113,814) (  811,288)
(Increase) decrease in deposits with financial institutions ( 2,399,209) 78,398
Net payments to purchase property and equipment (__ 357,705) ( 1,159,864)
Net cash flows (used in) investing activities (2) ( 10,259,893) ( 29,859,526)




