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NOTES TO FINANCIAL STATEMENTS (continued)
FOR THE FINANCIAL YEAR ENDED DECEMBER 31, 2003

38. TAXATION

® There is a legal dispute with the Tax Authority which has not been settled
yet regarding the Bank's profits during the exemption period being
subject to tax. The Bank's management believes that there is no liability
on the Bank due to the strong position of the Bank and his tax exemption
according to the law.

= In accordance with Article No. (26) of Law No. (21) for 1996 regarding
Islamic Banks, the Bank is entitled to privileges and exemptions as stated
in the Investment Law. Accordingly, the Bank is exempted from all taxes
and duties for seven (7) years starting from the date of commencement of
operations on July 20, 1996. This exemption ended on July 20, 2003 and
accordingly the Bank is subject to income tax effective this date.

39. TRANSACTIONS WITH RELATED PARTIES

The bank's activity nature requires to deal with some companies owned
by shareholders and members of the board of directors, such as
financing Murabaha transactions contracts. The following are the nature
and balances of these transactions on the balance sheet date.

2003 2002
o — YR’Millions YR’ Millions
Murabaha financing contracts ! 4,462 5,185
Current and saving accounts 2,842 550

40. COMPARATIVE FIGURES

Some comparative figures were reclassified to conform with this year
classification.
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NOTES TO FINANCIAL STATEMENTS (continued)
FOR THE FINANCIAL YEAR ENDED DECEMBER 31, 2003

36.  DISTRIBUTION OF ASSETS, LIABILITIES, AND CONTINGENT LIABILITIES AND COMMITMENTS

Manu- Construe-

Investments facturing  Trade tion Services. Others Others

YR'Million YR'Million YR'Million YR Million YR Ml YR’Million YR’Million

a. Assets

Financing Murabaha - 8811 12,327 3,583 9,855 1,004 35,670

Financing Istisna' - 880 - - - 8 888

Investments in

Mudaraba 5,194 - 106 - - - 5,300

Investments in

Musharka - - 573 - 25 - 598

Availabe for sale

investments 520 - - - - - 520

Investments in

subsidiaries and

associates 351 - - - - - 351
b. Liabilitie

Current accounts - 4,705 2,794 - - 12,723 20,222

Unrestricted investment

Accounts - 6,505 7,637 - = 37.884 52026
c. Contingent liabilities

L/Gs - 3,173 4815 135 359 837 9.319

L/Cs - 7,235 7,636 - - - 14,871

Irrevocable commitments

for Murabaha, - 8,725 - - - - 8.725

37. SIGNIFICANT CURRENCIES' POSITIONS

To comply with CBY circular No. 6 of 1998, the bank establishes limits for positions in
individual foreign currencies as well as an aggregate limitation for all currencies. These
limits are 15% and 25% of capital and reserves respectively. The following schedule
reflects the bank's significant foreign currencies positions at balance sheet date.

2003 2002
Surplus (deficit) % of capital Surplus (deficit) % of capital
YR 000's & reserves YR 000's & reserves
US Dollar 339,194 8% 538.878 13%
Saudi Riyal 299,137 7% 119,899 5%
Japanese Yen 76,382 2% 2,274 -
Sterling Pound 399,047 10% 17,295 -
Euro ( 165,482) ( 4%) 65804 2%
948,278 23% 744,150 © 20%
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NOTES TO FINANCIAL SfATEMENTS (continued)
FOR THE FINANCIAL YEAR ENDED DECEMBER 31, 2003

34. EARNING PER SHARE

2003 2002
YR000's YR000's
Net profit for the year 522,481 811,833
Board of Directors' remuneration ( 4,500) ( 4,500)
Sharcholders' share in profit 517,981 807,333
Weighted average of number of shares 2,250,000 2.250,0@
Earning per share YR230  YR359

35. MATURITIES OF ASSETS AND LIABILITIES

Due within
Due within Due within  Due within ~ Due within  more than
3months 6months 9 months one year one year Total

YRMillions YRMillions YRMillions YRMillions YRMillions YRMillions

a. Assets
Due from banks 19,708 - - - - 19,708
Financing Murabaha
transactions 10,001 7,058 6,404 7,282 4,925 35,670
Financing Istisna'
transactions - - - - 888 888
Investments in
Mudaraba contracts : - g 5,300 5 5,300
Investments in .
Musharka contracts - - - - 598 598
Available for sale
investments - - - - 520 520

Investments in
subsidiaries and

associales - - - - 351 351
L/Cs debtors 145 - B - - 145
Overdraft 453 - - - i . 1453

30,307 7,058 6404 12,582 7,282 63,633

b. Liabilities

Current accounts 18,569 613 553 487 - 20,222
Investments deposits 4,810 3,368 3,498 6,754 16,386 34,816
Savings accounts 3.467 2,139 3,290 3,843 4,470 17,209
Due to banks 39 - - - - 39

26,885 6,120 7341 11,084 20,856 72,286
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NOTES TO FINANCIAL STATEMENTS (continued)
FOR THE FINANCIAL YEAR ENDED DECEMBER 31, 2003

31. COMMISSIONS AND FEES EXPENSES ON BANKING SERVICES

2003 2002
YR’000's YR000's
Commission expenses and transfer of funds 9,151 10,515
Fees on banking services 4,962 5,662
14113 16177
32. GENERAL AND ADMINISTRATIVE EXPENSES, DEPRECIATION
2003 2002
Note YR000's YR’000's
Wages and salaries 342,117 311,552
Zakat differences 14,048 -
Depreciation ) 17 72,715 65,578
Stationary 19,379 16,342
Communication 22,499 18,826
Water and electricity 16,847 14,570
Rent 58,870 49,997
Repair and maintenance 13,781 9,495
Car expenses 2,704 2,331
Advertisement 30,539 11,926
Transportation 19,704 30,205
Insurance 17,303 15,319
Subscriptions and studies 30,562 18,807
Entertainment expenses 1,413 1,073
Legal expenses and consultancy 2,325 3,240
Cleaning expenses 19,104 15,838
Professional fees 3,502 3,252
Taxes and duties 9,846 7,041
Others 23,795 25,915
721,053 621,307
33. CONTINGENT LIABILITIES AND COMMITMENTS
2003 2002
YR000's YR000's
Commitments for Murabaha 8,724,716 9,690,343
Letters of credit 14,870,662 11,040,182
Letters of guarantee 9,318,526 6,243,162
32,913,904 26,973,687
Less: Margin held ( 2,079.280)  ( 1,764,413)
30,834,624 25,209,274
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NOTES TO FINANCIAL STATEMENTS (continued)
FOR THE FINANCIAL YEAR ENDED DECEMBER 31, 2003

27. REVENUES OF OTHER JOINT INVESTMENTS

2003 2002
YR000's YR’000's
Gain of Mudaraba contracts 291,895 90,317
Gain of Musharaka contracts 21,993 2,265
313,888 92,582

28. COMMISSIONS AND FEES INCOME ON BANKING SERVICES

2003 2002
YR000's YR'000's

Commissions on documentary credits 337,848 284,453
Commissions on letters of guarantee 68,369 34,642
Comimissions on transfer of funds 57818 42,537
Collection charges 17,091 10,743
Services charges 66,787 50,933
Other fees and commissions 24,175 16,931

572,088 440,239

29. GAIN OF FOREIGN CURRENCY TRANSACTIONS

2003 2002
) YR'000's YR000's
Profit of dealing in foreign currencies _ 417,224 823,597
Gain from revaluation of foreign currencies 440,535 72451
857,759 896_._04;3

30. PROVISIONS PROVIDED DURING THE YEAR

2003 2002
YR'000's YR’000's
Investment risk provision - 62,450
End of service compensation provision 23,352 =
Other provisions 53,291 44,000

76,643 106,450
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NOTES TO FINANCIAL STATEMENTS (continued)
FOR THE FINANCIAL YEAR ENDED DECEMBER 31, 2003

22. UNRESTRICTED INVESTMENT AND SAVING ACCOUNTS' HOLDERS

2003 2002
— I e ——— . YR,O["}'S YR’O“[' IS
Return of unrestricted investments accounts and savings 2,800,510 1,835,430
Savings accounts 17,209,855 11,105,815
Deposits for one year 369 2,331
Deposits for more than one year 32,015,235 21,232,164
o - 52,025,969 34,175,740
23. CAPITAL

24.

25.

The authorized, issued and fully paid-up capital is YR 2.25 Billion represented in
2.25 Million shares of nominal value of YR 1,000 each.

STATUTORY RESERVE

According to the Bank's Articles of Association, 15% of the net profit of the year is
transferred to statutory reserve till it equals two times paid-up capital.

ALLOCATION OF INVESTMENT PROFIT

The investment profit allocation between shareholders and customers is based on
the percentage of their participation weighted by numbers. This calculation is
proposed by the budget committee and approved by the Board of Directors. The
profit allocation for 2003 was as follows:

Local Foreign
) B Currency Currency
% %
Ongoing deposits 12.26 337
gng year depotsns 11.54 3.15
aving accounts 10.10 2.70

26. REVENUES OF MURABAHA AND ISTISNA' CONTRACTS FINANCING
2003 2002

: - YR000's  YR’000's

Revenues of local Murabaha contracts 2,323,322 1,727,167
Revenues of foreign Murabaha contracts and

deposits with financial institutions 160,997 213,875

Revenues of Istisna’ contracts - 3,182 2,609

2,487,501 1,943,651
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NOTES TO FINANCIAL STATEMENTS (continued)
FOR THE FINANCIAL YEAR ENDED DECEMBER 31, 2003

21. OTHER PROVISIONS
2003

Provision for  Provisions for

contingent end of service Other

liabilities compensation  Provisions Total

YR'000's YR'000's YR'000's YR'000's
Balance at the beginning of the year 252,093 36,435 44,000 332,528
Provided during the year 56,253 35,741 53,291 145,285
Used during the year - { 28,514 { 44,000) ( 72,514)
Balance at the end of the year 308,346 43,662 53,291 405,299

2002

Provision for  Provisions for

contingent end of service Other
liabilities compensation  Provisions Total
YR'000's YR'000's YR'000's YR'000's
Balance at the beginning of the year 123,291 33,768 48,000 205,059
Provided during the year 128,802 80,165 44,000 252,967
Used during the year - ( 77,498) ( 48,000) ( 125,498)
Balance at the end of the year 252,093 36,435 44,000 332,528
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NOTES TO FINANCIAL STATEMENTS (continued)
FOR THE FINANCIAL YEAR ENDED DECEMBER 31, 2003

18. CURRENT ACCOUNTS AND OTHER DEPOSITS

2003 2002
YR'000's YR'000's
Current accounts 17,922,387 13,916,588
Other deposits 2,299 985 2,333,011

20,222,372 16,249,599

19. DUE TO BANKS AND FINANCIAL INSTITUTIONS i Sow

YR’000's YR000's

Foreign banks

Eur;ent accounts 39,055 4,705,32_9

20. CREDIT BALANCES AND OTHER LIABILITIES

2003 2002
R . YR’000's YR’000's
Income tax for the year 110,365 -
Accrued expenses 42,467 20,309
Creditors and sundry credit balance 85,406 76,802
L/C's received in advance 1,955,351 1,271,456
Prohibited revenues by Sharia'a 8,231 15,808

2,201,820 1,384,375

The following represent revenues from transactions prohibited by the Islamic Shaira'a during the year,
mainly interest on balances with CBY, and its disbursement channels:

2003 2002
o YR’000's YR’000's
Balance at the beginning of the year 15,808 E
Revenues during the year 301,421 230,322

317,229 230,322
Expenses ' 39,947 19,563
Donations 269,051 194,951
Investment risks provision 308,998 214,514

8,231 15,808




—lgall gu“—.u"' el el =,

Tadhamon International Islamic Bank

NOTES TO FINANCIAL STATEMENTS (continued)
FOR THE FINANCIAL YEAR ENDED DECEMBER 31, 2003

15. INVESTMENTS IN SUBSIDIARIES AND ASSOCIATES
Percentage of Percentage of
2003 investment 2002 investment
YR’000's % YR'000's %
Yemen Islamic Insurance Co. 18,238 20 % 20,000 20%
Motive Force Co. Ltd. 92,150 125 % - -
National Company for Cement 189,376 207 % - -
Al-Widad Co. 51,593 100 % - -
351,357 20,000
16. DEBIT BALANCES AND OTHER ASSETS
2003 2002
= . ) YR’000's YR’000's
Overdraft 452,768 150.553
Unpaid L/Cs 145,125 361,940
Assets which titles have been transferred to the Bank - 11,565
Advances 18,660 20,426
Qard Hasan to employees 9,586 20,783
Prepaid expenses 7,513 6,681
Debtors 47,806 51,101
Accrued income 968 1,480
Stationary 12,479 12,039
Property and equipment in stores 7,970 3,175
Others o o - - 640 491
703,515 649,234
Less: Provision for doubtful debts - o 35491) ( 9,683)
668,024 639,551
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NOTES TO FINANCIAL STATEMENTS (continued)
FOR THE FINANCIAL YEAR ENDED DECEMBER 31, 2003

14. AVAILABLE FOR SALE INVESTMENTS

2003 2002

YR'000's YR'000's
Al Sukoor Europ. Portfolio - 185,929
Sudan Free Zone Co. 92,150 89,440
Dar Real Estate Fund 125,306 -
Aman Exchange 23,038 -
MZK Shopping Complex Co. Ltd. 92,150 -
MALC Fund 187,986 -

520,630 275.369
All available for sale investments represent foreign investments.
17. PROPERTY AND EQUIPMENT (NET)

2003 2002
Accumulated
Cost depreciation Net
YR'000's YR'000's YR'000's YR'000's

Land 437,420 - 437,420 124,582
Building 143,642 (6,129 137,513 126,893
Equipment and machinery 197,550 ( 92,208) 105,252 110,916
Vehicles 86,915 ( 44,510) 42,405 25,755
Furniture and fixtures 163,462 ( 75,633) 87,829 98,283
Computers 218,599 ( 128,754) 89,845 61,385
- 1,247,588 ( 347,324) 900,264 547,814

Depreciation amounted to YR 72,715 Thousand for the year 2003 (YR 65,578 Thousand for the year 2002).
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Tadhamon International Islamic Bank

NOTES TO FINANCIAL STATEMENTS (continued)

FOR THE FINANCIAL YEAR ENDED DECEMBER 31, 2003

2003 2002
General  Specific Total General Specific Total
i YR'000's YR’000's  YR000's  YR’000's YR'000's  YR*000's
Balance at the beginning
of the year 14,944 - 14,944 1,993 - 1,993
Provided during
the year 37,923 11,832 49,755 12,951 - 12,951
Balance at the end
of the year 52,867 11,832 64,699 14,944 - 14944
13. INVESTMENTS IN MUSHARAKA CONTRACTS (NET) 2003 2002
YR’000's YR’000's
Gulf Finance House 580,213 147,831
Dar Al-Khibrah Al-Arabi 1,843 10,196
Al Saeed Hospital 22,747 22,078
604,803 180,105
Less: Musharaka transaction provision ( 6,048) ( 1,801)
598,755 178,304
C vis
2003 2002
General  Specific Total General Specific Total
YR'000's YR'000's YR’000's  YR'000's YR’000's  YR'000's
Balance at the beginning
of the year 1,801 - 1,801 287 - 287
Provided during
the year 4,247 - 4,247 1,514 - 1,514
Balance at the end
of the year 6,048 - 6,048 1,801 - 1,801
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Tadhamon International Islamic Bank

NOTES TO FINANCIAL STATEMENTS (continued)
FOR THE FINANCIAL YEAR ENDED DECEMBER 31, 2003

11.  FINANCING ISTISNA' TRANSACTIONS (NET)

2003 2002
YR000's YR’000's
Istisna' 918,729 32,770
Less: Istisna' transactions provision ( 8,974) ( 328)
Less: Deferred revenues - - ( 21,319) ¢ 231
B - - 85&436 32,211
Istisna’ Transactions Provision (proforming)
- 2003 2002
General  Specific Total General Specific Total

YR’000's  YR’000's YR’000's  YR'000's

YR’000's YR’000's

Balance at the beginning

of the year 328 - 328 35 - 35
Provided during
the year 8,646 - 8,646 293 - 293
Eﬁance at the end o o o
of the year 8,974 - 8,974 328 - 328
12. INVESTMENTS IN MUDARABA CONTRACTS (NET)
2003 2002
_ YR000's YR’000's
Qatar Islamic Bank (No. 1) 221,352 859,423
Qatar Islamic Bank (No. 2) 933,626 -
Al Rowad for Financial Services Co. Ltd. 2,124,240 301,635
Financial Investment Bank (investment portfolios) 921,500 894,400
Qatar Islamic Bank (MZK Shopping Complex Co. Ltd.) 1,112,691 -
Al Shamiah Trading Co. - Dubai 27,645 26,832
Financial Investment Bank (Development Fund) 184,300 -
o - 78,883 =
5,604,237 2,082,290
Less: Mudaraba financing contracts provision ( 64,699) ( 14,944)
Less: Deferred profits - ( 238,678) (  51,253)
5,300,860 2_01@




Tadhamon International [slamic Bank

NOTES TO FINANCIAL STATEMENTS (continued)
FOR THE FINANCIAL YEAR ENDED DECEMBER 31, 2003

9. DUE FROM BANKS AND FINANCIAL INSTITUTIONS 2003 2002

YR000's YR000's

a. Central Bank of Yemen
Cirenl accounts 921,591 2,910,755

b. Local banks
_ Current accounts - 127

¢. Foreign banks

Current accounts 18,704,932 14,940,583
Deposits with Islamic financial institutions - 81,585 1,631,729

18,786,517 16,572,312

19708108 19,483,194

10. FINANCING MURABAHA TRANSACTIONS (NET)

2003 2002
YR'000's YR000's
Murabaha - local 36,596,517 25,850,655

Murabaha - foreign 784,069 5,431,642

37,380,586 31,282,297
Less: Murabaha transactions provision ( 431,418) ( 328,086)
Less: Deferred revenues ( 1,278,370) ( 867,441)

_ 35,670,798 30,086,770

Non-performing financing Murabaha transactions amounted to YR 257,925 Thousand
at 31/12/2003 (YR 139,305 Thousand at 31/12/2002).

ura ansacti ovisi rmin on-proformi
2003 2002
General  Specific Total General Specific Total

YR’000's YR’000's YR’000's  YR'000's  YR’000's YR’000's

Balance at the beginning

of the year 248,439 79,647 328,086 152,384 156,573 308,957
Provided during

the year 110,004 12,576 122,580 96,055  ( 76,926) 19,129
Used during

the year - ( 19248) ( 19,248) = e g

Balance at the end
of the year 358,443 72975 431418 248,439 79,647 328,086
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Tadhamon International Islamic Bank

NOTES TO FINANCIAL STATEMENTS (continued)
FOR THE FINANCIAL YEAR ENDED DECEMBER 31, 2003

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 or credit risk.

Note No. (36) to the financial statements indicates the distribution of
assets, liabilities and contingent liabilities and commitments at balance
sheet date.

c¢. Exchange rate risk

Due to the nature of the bank's activity, the bank deals in different foreign
currencies, hence it is exposed to exchange rate risk. In order to
minimize the exposure to exchange rate risk, the bank is trying to
maintain balanced foreign currencies positions in compliance with the
Central Bank of Yemen instructions stated in CBY circular No. 6 of 1998
which specifies that individual foreign currency positions should not
exceed 15% of the bank's capital and reserves, and that the aggregate
open position for all foreign currencies should not exceed 25% of a
bank's capital. Note (37) to the financial statement indicates the
significant foreign currencies' positions as at balance sheet date.

8. CASH ON HAND AND RESERVE BALANCES WITH CENTRAL BANK

2003 2002
YR’000's YR000's
Cash on hand 3,765,564 2,587,596
Reserve balances with Central Bank of Yemen* 10,790,262 4,899,351
Purchased cheques _ - 621

14,555,826 7,487.568

The reserve balances with Central Bank of Yemen represent the minimum reserve
requirements against customers' accounts in Yemeni Rial and US Dollar. These funds
are not available for the Bank's daily business.
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Tadhamon International Islamic Bank

NOTES TO FINANCIAL STATEMENTS (continued)
FOR THE FINANCIAL YEAR ENDED DECEMBER 31, 2003

7. FINANCIAL INSTRUMENTS AND MANAGING THEIR RELATED RISKS
7.1 Financial instruments

a. The bank's financial instruments are represented in financial assets and
liabilities. Financial assets include cash balances, current accounts, deposits with
banks and financing of Murabaha, Istisna', Mudaraba and Musharaka transactions
and related debts, investment financing and particpations. 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 commitments.

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

b. Fair value of financial instruments

Based on valuation basis 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.

c. Forward contracts

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

7.2 Managing related risks

a. Return rate risk

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

b. Credit risk

Financing of Murabaha, Mudaraba and Musharaka transactions and their related
debts, 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. (In addition to the standards mentioned,
additional procedures applied by the bank to minimize the credit risk exposure
should be stated such as):
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Tadhamon International Islamic Bank

NOTES TO FINANCIAL STATEMENTS (continued)
FOR THE FINANCIAL YEAR ENDED DECEMBER 31, 2003

m. 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, application of
International Accounting Standard on income taxes does not usually
result in deferred tax liabilities. In the case that deferred tax assets have
resulted from the application of this standard, these assets are not
booked unless there is an assurance that these assets will be realized in
the near future.

n. Statement of changes in restricted investments

Statement of changes in restricted investments, if any, 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.

0. Prohibited revenues

Revenues prohibited by Islamic Sharia'a (CBY interest) are recorded in a
separate account under "Credit balances and other liabilities” on the
balance sheet. Funds are utilized according to the Sharia' Board approval.

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 regualtions.

5. SHARIA'A BOARD

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

6. ZAKAT

Zakat is computed according to the directions of Sharia'a 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.



gr—gall dlﬂu_nly[ ool il = 5, %

Tadhamon International Islamic Bank

NOTES TO FINANCIAL STATEMENTS (continued)
FOR THE FINANCIAL YEAR ENDED DECEMBER 31, 2003

h. 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 are taken to restricted investment accounts net of
the bank's share for managing these investments,

i. 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 the customers, under
“contingent liabilities and commitments" as they do not represent actual
assets or liabilities at the balance sheet date.

j- 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, ather than reserve balances, and demand deposits with other banks.

k. Property, equipment and depreciation

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

Estimated Useful Lives
Building 50 years
Machinery & equipment 10 years
Motor vehicles 5 years
Furniture and fixtures 5,10 & 40 years
Computer equipment 5 years

I.  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 indication 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 the impairment.
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Tadhamon International Islamic Bank

NOTES TO FINANCIAL STATEMENTS (continued)
FOR THE FINANCIAL YEAR ENDED DECEMBER 31, 2003

d. Valuation of Mudaraba and Musharaka financing transactions

* Mudaraba and Musharaka contracts are recorded on the basis of the
amount paid to the capital of Mudaraba or Musharaka. Inkind 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 statement of income, in order to comply with the requirements
of CBY, provision is provided for specific Mudaraba and Musharaka
contracts which recognized 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 review of the
portfolio and made in accordance with the following rates:

erformin and special ion 1%
Non- ing debts:
Substandard debts 15%
Doubtful debts 45%
Bad debts 100%

= Mudaraba and Musharaka capitals are presented on the balance sheet at
carrying value (cost less recognized losses and related provisions).

e. Valuation of available for sale investments

f.

Available for sale investments are recorded at acquisition cost. At the financial
statements 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.

Valuation of investments in subsidiaries and associates

Investments in subsidiaries which the Bank has control over or associated
companies 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 companies based on the financial statements of these companies.
This adjustment is taken to the statement of income.

Valuation of assets for which titles have been transferred to the bank as a
repayment of loans

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 statement of income. ’
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Tadhamon International Islamic Bank

NOTES TO FINANCIAL STATEMENTS (continued)
FOR THE FINANCIAL YEAR ENDED DECEMBER 31, 2003

2. Mudaraba and Musharaka
= Profits on Mudaraba and Musharaka financing transactions, which initiate
and terminate during the financial year, are recorded in the statement of
income.
= Profits on Mudaraba and Musharaka financing transactions, which last for
more than one financial year, are recorded, based on cash profits
distributed on these transactions during the year.

3. Available for sale investments

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

4. Investments in subsidiaries and associates

Revenues of investments in subsidiaries and associates are recorded when the
financial statements of these companies are approved.

c. Valuation of Murabaha and Istisna' financing transactions

= Debts relating to financing Murabaha and lIstisna’ transactions, whether
short or long-term, are recorded at original cost in addition to agreed upon
Murabaha and Istisna' profits.
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 review of the portfolio and contingent liabilities and made in
accordance with the following rates:

Performing debts and special attention 1%
Non-performing debts:

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

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" transactions are
presented on the balance sheet net of provision, deferred revenues and
uncollected revenues.

25



24

h._l_..Jg:\" t_-_l""“——""l ool el =,

Tadhamon International Islamic Bank

NOTES TO FINANCIAL STATEMENTS
FOR THE FINANCIAL YEAR ENDED DECEMBER 31, 2003

1s

BACKGROUND

Tadhamon International Islamic Bank - a Yemeni joint-stock company - was
established under the name of the 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 the Bank's Article
No. (3) of its Articles of Association which states that the bank performs its
activities in conformity with the precepts of Islamic Sharia'a. The bank started its
activities on July 20, 1996.

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 instructions issued by Central Bank of Yemen.

3. 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
translation are taken to the statement of income.

b. Revenue recognition
1. Murabaha and Istisna'

® Profits on Murabaha and Istisna' 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 period of
contract.

= In order to comply with the requirements of CBY, the bank does not accrue
the revenues relating to non-performing debts.
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Tadhamon International Islamic Bank

STATEMENT OF CHANGES IN SHAREHOLDERS' EQUITY
FOR THE FINANCIAL YEAR ENDED DECEMBER 31, 2003

Paid up Statutory General Retained

Capital Reserve Reserve Earnings Total
2003 YR'000's YR'000's YR'000's YR'000's YR'000's
Balance at beginning of the year 2,250,000 363,590 1,124,693 7,779 3,746,062
Net profit of the year - - - 522,481 522,481
Transfer to reserves - 78,372 277,549 ( 355921) -
Proposed dividends - - - ( 168,750) ( 168,780)
Proposed BOD remuneration - - - { 4,500) ( 4,500)
Balance at end of the year 2,250,000 441,962 1,402,242 1,089 4,005,293
Paid up Statutory General Retained
Capital Reserve Reserve Earnings Total
2002 YR'000's  YR'000's  YR'000's  YR'000's YR'000's
Balance at beginning of the year 2,250,000 241,815 613,828 1,836 3,107,479
Net profit of the year - - - 811,833 811,833
Transfer to reserves - 121,775 510,865 ( 632,640) .

- Dividends - : - - ( 168,750) ( 168,750)
BOD remuneration - - - ( 4,500) ( 4,500)
Balance at end of the year 2,250,000 363.590 1.124.693 7,779 3,746,062

(The accompanying notes on pages 6 to 24 form part of these financial statements)
Chairman Auditor’s report attached

M. Zohdi Mejanni
(KPMG Mejanni, Hazem Hassan & Co.)

General Manager
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Tadhamon International Islamic Bank

STATEMENT OF CASH FLOWS

FOR THE FINANCIAL YEAR ENDED DECEMBER 31, 2003 2003 2002
Note YR’000's YR'000's
Cash flows from operating activities:
Net profit before tax 632,846 811,833
Adjustments to reconcile net profit to cash flows from
operating activities
Depreciation 72,715 65,578
Provisions 17 76,643 106,450
Provision for end of service compensation 12,388 80,164
Gains on sale of assets transferred to the bank ( 2,009) i
Provision used { 91,762) ( 125.498)
Return of unrestricted investment accounts 2,800,510 1,835,430
Operating profit before changes in assets & liabilities related
to operating activities 3,501,331 2,773,957
(Increase) in reserve balances with CBY ( 5,890,911) ( 1,580,797)
(Increase) decrease in debit balances and other assets { 65,846) 1,255,317
Increase in credit balances and other liabilities ] 976,131 1,275,568
Net cash flows (used in) provided by operating activities (1) ( 1.479,295) 3,724,045
Cash flows from investing activities:
(Increase) in Murabaha and Istisna’ financing contracts ( 6,552,231) ( 9,800,988)
(Increase) in investments in Mudaraba contracts ( 3,334,522) ( 1,831,777)
(Increase) in investments in Musharaka contracts ( 424,698) ( 151,897)
(Increase) in available for sale investments ( 245261) ( 141,874
(Increase) in investments in subsidiaries and associates (333,119 ( 19,509)
Decrease in deposits with financial institutions 1,550,143 3,618,085
Proceeds from sale of assets transferred to the bank 13,574 5
Payments to purchase property and equipment ( 425,165) (  132.867)
Net cash flows (used in) investing activities (2) ( 9,751,279) ( 8,460,827
Cash flows from financing activities:
Increase in unrestricted investment and savings accounts 16,885,149 7,349,821
Net increase in current accounts and other deposits 3,972,773 8,506,383
(Decrease) increase in due to banks and financial institutions ( 4,666,265) 4,439,201
Return paid to depositors ( 1,835430) ( 1,219,183)
Dividends paid to shareholders and Board of Directors (173,250) ( 173,250)
Net cash flows provided by financing activities (3) 14,182,977 18,902,972
Net increase in cash and cash equivalent (1+2+43) 2,952,403 14,166,190
Cash and cash equivalent at the beginning of the year 20,439,682 6,273,492
Cash and cash equivalent at end of the year - 23,392,085 20,439,682
Cash and cash equivalent consist of:
Cash on hand and balances, other than reserve, with CBY 3,765,563 2,588,217
Due from banks and financial institutions 19,626,522 17,851,465
Total 23,392,085 20,439,682
(The accompanying notes on pages 6 to 24 form part of these financial statements)
Chairman Auditor’s report attached

General Manager

M. Zohdi Mejanni

(KPMG Mejanni, Hazem Hassan & Co.)
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Tadhamon International Islamic Bank

STATEMENT OF INCOME
FOR THE FINANCIAL YEAR ENDED DECEMBER 31, 2003

2003 2002
Note YR000's YR’000's
Revenues of Murabaha and Istisna' contracts financing 26 2,487,501 1,943,651
Revenues of other joint investments 27 313,888 92,582

2,801,389 2,036,233
Less:

Return on unrestricted investment accounts ( 2,800,510) ( 1,835.430)

879 200,803
Commissions and fees income on banking services 28 572,088 440,239
Gains of foreign currency transactions 29 857,759 896,048
Other operating income 16,650 18.677
Loss on sale investments - . 2,721) o
Operating profits 1,444,655 1,555,767
Less:
Provisions 30 { 76,643) ( 106,450)
Commissions and fees expenses on banking services 31 ( 14,113) «( 16,177)
General and administrative expenses and depreciation 32 ( 721,053) (621, ,307)
Net profit before tax 632,846 811,833
Income tax for the year - (110,365) -
Net profit for the year - - 522481 811,833
Earning pe_ﬂare Ei YR 230_ YR 359

(The accompanying notes on pages 6 to 24 form part of these financial statements)

Chairman Auditor’s report attached

M. Zohdi Mejanni
(KPMG Mejanni, Hazem Hassan & Co.)

General Manager

21
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Tadhamon International Islamic Bank

Balance Sheet
As of December 31,2003
2003 2002

Note YR'000's YR’000's
Assets
Cash on hand & reserve balances with Central Bank 8 14,555,826 7,487,568
Due from banks and financial institutions 9 19,708,108 19,483,194
Financing Murabaha transactions (net) 3¢/10 35,670,798 30,086,770
Financing Istisna' transactions (net) 3¢/11 888,436 32,211
Investments in Mudaraba contracts (net) 3d/12 5,300,860 2,016,093
Investments in Musharaka contracts (net) 3d/13 598,755 178,304
Available for sale investments Je/l4 520,630 275,369
Investments in subsidiaries and associates 3f/15 351,357 20,000
Debit balances & other assets (net) 16 668,024 639,551
Property and equipment (net) 3k/17 900,264 547,814
Total assets 79,163,058 60,766,874
Liabilities, investment accounts and shareholders' equity
Liabilities
Current accounts and other deposits 18 20,222,372 16,249,599
Due to banks and financial institutions 19 39,055 4,705,320
Credit balances & other liabilities 20 2,201,820 1,384,375
Other provisions 21 405,299 332,528
Dividends payable 173,250 173,250
Total liabilities 23,041,796 22,845,072
Unrestricted investment and saving accounts’ holders 22 52,025,969 34,175,740
Shareholders' equity
Capital 23 2,250,000 2,250,000
Statutory reserve 24 441,962 363,590
General reserve 1,402,242 1,124,693
Retained earnings 1,089 7,779
Total shareholders' equity 4,095,293 3,746,062
Total liabilities, investment accounts and shareholders’ equity 79,163,058 60,766,874
Contingent liabilities and commitments 3i/33 30,834,624 25,209,274

(The accompanying notes on pages 6 to 24 form part of these financial statements)

Chairman Auditor’s report attached

General Manager

M. Zohdi Mejanni

(KPMG Mejanni, Hazem Hassan & Co.)
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Tadhamon International Islamic Bank

AUDITOR'S REPORT TO THE SHAREHOLDERS
OF TADHAMON INTERNATIONAL ISLAMIC BANK
SANA'A, REPUBLIC OF YEMEN

We have audited the accompanying financial statements of Tadhamon International
Islamic Bank represented in the balance sheet as of December 31, 2003, the related
statements of income, cash flows, and changes in shareholders' equity, for the year
then ended and the notes to the financial statements in the pages from No. (6) to No.
(24). These financial statements and the bank's undertaking to operate in accordance
with Islamic Sharia'a rules and principles are the responsibility of the Bank's
management. Our responsibility is to express an opinion on these financial statements
based on our audit.

We conducted our audit in accordance with International Standards on Auditing, the
Auditing Standards for Islamic Financial Institutions and the requirements of relevant
Yemeni laws and regulations. Those standards require that we plan and perform the
audit to obtain reasonable assurance about whether the financial statements are free
of material misstatement. An audit includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of Tadhamon International Islamic Bank as of
December 31, 2003, the results of its operation, its cash flows, and changes in
shareholders' equity, for the year then ended, in accordance with the accounting
standards promulgated by the Accounting and Auditing Organization for Islamic
Financial Institutions (AAOIF1) and with applicable local laws and regulations. Also, we
ascertained that none of the transactions undertaken by the bank during the year
ended December 31, 2003 contravened with the Law No. (21) of 1996 regarding
Islamic banks.

M. Zohdi Mejanni

Associated Accountant

Sana‘a, February 24,2004
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Tadhamon International Islamic Bank

Fatwa and Sharia'a Board's Report

Dear, board of directors
Dear, shareholders and depositors
Asslamu Alaikum
We are pleased to present fatwa and Sharia'a board's report regarding bank's
activities and accountings during the year 2003.
We discussed the under mentioned issues through twelve meetings held during the
year under review:

1. Forms of some currently used contracts in order to adjust and format them
according to Sharia'a regulations.

2. Making answers and issuing Fatwas for personnel's enquiries.

3. Revising and approving the bank's Sharia'a guide in order to secularize it for all
personnel to work according to it.

4. Revising and supervising the current procedures in the bank; investigating to
what the extent our Fatwas and instructions are implemented by bank's
different authorities.

5. Instead of being limited to some kinds of contracts, we arrange with the bank's
management for activating all Islamic investment methods such as Musharaka,
Ejara, Salam and estisna'a according to a well-studied plan for ensuring
participation in social development.

6. Fatwa and Sharia'a board assured that the prohibited revenue and expenses
by Islamic Sharia'a were separated to be spent in different charitable fields
according to its Fatwa.
According to the above, we hereby acknowledge that all investment activities, contracts
and dealings carried out during the year 2003 were in harmony with the rules of Islamic
Sharia'a except some mistakes in procedures that we ensured the bank management
of avoiding them so as not to be done again in the future.
We also acknowledge that the method of tolerating losses and distributing profits
between shareholders and investment customers comply with accredited basis that
complies with Islamic Sharia'a regulations.
We acknowledge having witnessed a positive reaction from the bank's management in
implementing Sharia'a in all operations, and we present our thanks to them for helping
us achieving our tasks.

Dr.Mohammed S. Al-Jalal Dr.Ghaleb Al-Qurashi Dr.Hassan Al-Ahdal

Sharia’a Controller Member of Fatwa board Head of Fatwa board
Member of Fatwa board
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These investments yielded respectable profits during 2003 for both depositors and
shareholders. Concerning the next year plan in this field, it will work on varying
investments in a broad way through the geographical distribution, the different
methods, the extent of risks and time. Full consideration and concentration will be
given to the medium and short-term investments in a way that results in better yielding
benefits.

Documentary credits:
A sound progress was recorded by the bank in the documentary credit in 2003. The
total L/Cs amount as at 31.12.03 reached USD 525,411,000 that equals nearly YR

96,975,624,000. And plans are underway to increase the L/Cs transactions volume by
15%.

Branches:

With regard to Branches department, the main concern of this department is to follow
up branches activities, relation with the head office, inter-branch relations in addition to
the level of implementation of recommendations made by the Control and Internal
Audit Department regarding periodic assessments of branches activities. During the
year 2003, studies were made to look for possibilities to open new branches to
enhance spread and presence at the local arena.
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Investment and credit:

1. Local investment:
Total of investment operations done through 2003, which were based on Murabhat,
Estisna'a and other investment methods reached YR67.8 billion against YR53.8
billion in the year 2002 with increasing percentage of 30%. And the outstanding
balance of these processes as at 31.12.03 amounted YR37.6 BIO against YR25.9
BIO in F.Y 2002 with increasing percentage reached about 45%. The current
contingent liabilities and commitments balance amounted to YR 21.2 billion against
YR14.4 billion in 2002, an increase of about 50% with a percentage of the 60% of
invested amounts.

Undoubtedly, the extent of investing activity, according to the methods that comply with
the rule of Sharia'a, is proceeding exceedingly and is increasing from a year to another
due to the great trust the bank gained from customers. Therefore, our future ambitions
are great in varying the investment methods which adhere to the rules of Sharia'a.
From this point, the achievements we are expecting next year, through implementing
many different activities for the development of the fundamental structure of investment
and credit, will all lead to the increase in the bulks of invested amounts.

Foreign invesiment:

The foreign investment is regarded one of the important channels through which the
bank invests the surplus capitals of shareholders or/and depositors and accomplishes
decent profits which contribute to raising the level of annual distributed profits. The
department got activated after assigning a manager who started working in the middle
of 2003.

It is curial to mention that the bank administration makes decision regarding foreign
investments precisely taking care that these investments will be done in compliance
with the rules of Sharia'a.

The foreign investments as at 31.12.2003 amounted $103 millions that equals nearly
YR18 billions distributed in different geographical areas in Europe, USA, Arab Gulf and
Sudan.
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percentage ranging between 25-40% from every account, this percentage may reach
100% in some special cases. All the work done by this department assures the safety
of current procedures and accomplished results of the operations in the accounting and
administrative aspects.

2- Sharia'a control :

From another side, and for the importance of the Islamic Sharia'a rules in all bank's
activities, specially in applying the different Islamic investing methods, as it is known,
there is the Fatwa and Sharia'a control board that plays a role in ensuring the
compliance and abidance of the bank activities by the Islamic Sharia'a.

Therefore, the bank management has assigned one of Fatwa and Sharia'a board
members to be a supervisor during the office hours of the year 2003, and that was to
insure the constant and immediate existence and presence of Sharia'a control to
assure closely the complete adherence and abidance of bank activities by Sharia'a.

The supervisor, also, conducted some lectures to raise personnel religious awareness
in the head office and in some branches through field visits. Moreover, all issued
Fatwas in the past years were put in a booklet as well as issuing the Sharia'a guide.

There is a plan prepared for 2004 through which some specialized courses in Sharia'a
will be conducted for all personnel. There will be, also, visits to some branches to
follow up and check the conducted contracts as well as arranging with bank
departments to activate the Musharaka and Ejara methods and any other Islamic
methods which will vary the present investment methods.

15
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The department, also, commenced preparing the comprehensive quality project of
the bank which we hope to accomplish within the near future. The bank management is
aiming, through this department, at improving the ways of preparing and improving the
personnel ethically and professionally as well as developing systems and regulations
and starting new banking services to cope with the development requirements in
banking sector, which will witness a strong competition through the coming years as a
result of globalization.

Computer Department:

As for the development in computer systems, the bank management paid more
attention to this important section by providing technical professionals and specialists
who are able to cope with the fast technological advancements so as to serve the
different bank activities. As a result of that, phone banking system was installed in
Sana'a branch, and connecting the head office with the branches through swift system.
Also, the department provided an Email accounts for the Managers, and initiated an
internal email system for all users.

Moreover, the bank management is currently working on replacing the old
computer servers and PC's with modern and new ones as well as replacing the old
Database with a new and modern Database, which will provide robust and
state-of-the-art automated services. The IT department will finalize the new web site of
the bank as well as the Inter-branch system beside the ATM services. All these
projects are expected to be fulfilled within the current year.

Internal auditing and Sharia'a control

1- Internal auditing and control:
For controlling and auditing all different activities of the bank, the top management,
from the date of establishing the bank, created a department for internal auditing and
control.
This department plays a major role in the organizing process of the bank. Therefore,
it follows the chairman directly.
For the reports, that show its work results, to be effective and to lead to the
adherence of the executive departments to implement the notes in those reports, an
annual plan has been made which includes investigating and checking the activities
of the head office and the branches through four visits to the big branches and three
to the small ones. The bank activities are checked through a random sampling for a
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A brief view on administrative
Development and banking services

For the purpose of achieving the strategic goals of the bank, including offering
distinctive services for customers in a way that meets their needs, the bank
management, constantly, exerts enormous efforts for the sake of broadening the
capabilities and performance of the bank personnel in different levels of jobs as well as
exploiting all available resources for Operations. The efforts of management are still in
progress for improving all computer systems and machinery to cope with the
development of the bank services and the new products that the bank is aiming to offer
to customers.

Human resources:

Realizing a qualitative development for personnel as well as improving their
administrative and banking skills is one of the bank's strategic goals.

Hence, many new experts and professionals were polarized and joined the bank
during the year 2003. In this context, bank's personnel reached 397 as at end of the
year 2003 against 377 employees during the previous year,

Moreover, the bank management improved and achieved some administrative
policies and procedures such as the authorities, procurements and storing regulations
and we are looking forward to improving more in this field as the bank's future plan
aims at attracting more and more eﬁic'ient administrative specialists in banking. We will,
as well, work on developing and renewing the regulations in a way that enhances the
organizing process of the bank.

Planning and development:

The bank top management, to be on line with the fast progression in banking,
initiated a new department for planning and development in the middle of the year
2003. This department, although still new, could fulfill some of its tasks during the past
short period. In the field of training, for example, many training courses conducted
through the year 2003 involved 615 trainees from all different executive and
administrative levels with increasing percentage of 60% more than the previous year.

13
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and economic changes at the regional and international arenas.

Dear shareholders:

The Board of Directors has reviewed the financial position of the bank as at 31.12.03 and come

to recommend the following profit distribution:

* Statutory Reserves :15% of net profit 78,372,000.00YR

* General Reserves: 277,549,000.00YR
* Shareholders distributions: 7.5% 168,?50,000.00YR
* Board of Directors Remuneration: 4,500,000.00YR
* Forwarded Profit For Next Year: 1,089,000.00YR

And according to article 64 the banks' article of association on profit distributions; the Board

recommends:

1- Approving the bank's balance sheet as stated in the auditor's report for the financial year
ended 31.12.03.

2- Approving recommendations of the board of directors on profit distribution.

3- Absolving the Board of Directors for the year ended 13.12.03

4- Nominating external auditor for the year 2004 and allocating its fees or authorizing the board
of directors.

Finally, I would like to invite you to listen to Fatwa Board report and Auditors' report on the

banks' activities during the financial year ended Dec .31 ,2003 God may bless our efforts.

Thank you,

Abdul Gabbar Hayel Saeed

Chairman
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currencies against 50,425,339,000.00YR in 2002
with only 30,322,642,000.00YR foreign currencies
balance yielding an increase of 39% for Yemeni Riyal

and 46% in foreign currencies.

Investment Deposits profits:

20080000
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The total profits of investment deposits as at 31.12.03 reached 2,800,510,000.00YR against

1,835,430,000.00 YR in 2002 with an increase amounting to 965,080,000.00YR with growth

rate of 53% as follows:

*1,990,356,000.00YR profits of investment deposit in YR and foreign currencies at a profit rate

12.26% for Yemeni Riyal and 3.37% for US Dollar.

* 810,154,000.00YR profits of saving accounts with 10.10% for YR and 2.70% for US Dollar.

Revenues and Expenses:

Total revenues for the year 2003 reached
4,245,165,000.00YR against 3,391,197,000.00YR in
2002 representing an increase amounting to
853,968,000.00YR  with  growth  of  25%.
Administrative and general expenses in addition to

banking services fees reached 811,809,000.00YR

4,500
4,000 -
3,500 -
3,000
2,500 -

1,500 4

S

1997 1908 1999 2000 20001 2002 2003

Oeersrass [ spensen

against 743,934,000.00YR in 2002. (9% increase). By deducting administrative and general

expenses in addition to deposits profits 3,612,319,000.00YR out of the total revenues

4,245,165,000,00YR the net profits for shareholders becomes 632,846,000.00YR added to

7,779,000.00YR revalving profit from last year. The amount distributable for this year comes to

640,645,000.00YR.

Dear Sirs,

Feeling proud of our banks achievements last year despite all challenges and difficulties, |

would like to draw your kind attention to the necessity for joining efforts to overcome all

hardships facing our drive as we are preparing to implement GATT agreement and

globalization. We are in need to adopt competition policies taking into consideration all political

11
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contracts.

(3) As for foreign exchange, the Dealing Room has been supported by two employees beside

the chief dealer.

* Financially:

Balance Sheet Volume:

The net balance sheet as at end of 2003 reached
79,163,058,000.00YR against 60,766,874,000.00 seem
and as 2002 yielding an increase of 30% while off @

balance sheet reached 30,834,694,000.00 500

compared to 25,209,274,000.00 end of 2002 wom

E . s 1997 1998 1999 2000 2001 2002 2
yielding an increase of 22%. bo3

Domestic and foreign investments:-

S0000000 =
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reached 45,406,133,000.00 in 2003 against s |

Total balance of domestic and foreign investments

30000000

33,966,441,000.00 in 2002 with growth rate 34%,  see00 |

20000000
while investments risk provision and contingent "™

10000000
. oo 1o [
commitments reached 854,976,000.00YR in 2003 I

1997 1998 1950 2000 2001 2002 2003

against 719,240,000.00YR in 2002 with 19% Ricmel Wi

=

growth.

Deferred investment profits:

Total deferred investments revenues reached in 31.12.03 1,538,368,000.00YR against
918,925,000.00YR in 31.12.02 yielding an increase of 67%.

Customers' accounts:
Balance of customers' accounts, demand deposits and investment deposits in addition to

other deposits reached 72,248,341,000.00YR of whitch 44,209,817,000.00YR in foreign
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the focal element for any institution especially a services institution like banks. The
management has allocated extra funds to develop and qualify human resources by holding
local and foreign training courses in addition to granting diploma in banking studies for a

number of employees in coordination with a local private university.

Members of the Board of Oirectors
B - Branches :-
The bank's network of branches spread all over the country by 2003, covering most of the
republic's governorates and studies are under way to open new branches to strengthen the
presence at the local arena.
C - Departments :-
As for the central departments, a new department for planning and development has been
established in addition to a new IT manager.
Secondly: - Investmenis
Certain financial and monetary policies do not concern mush about the privacy of Islamic
Banks and apply same criteria applied for other banks. Besides the Central Bank of Yemen has
raised the statutory reserves to 20% instead of 10% on YR and Foreign currencies deposits.
But with all the above mentioned factors being taken into consideration:-
(1) The bank has increased the volume of domestic investment through a set of Islamic

Investment methods such as Murabaha, Musharaka, and Mudharaba.

(2) The bank carried out new foreign investments on the basis of Musharaka and participation
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As fierce competition heats up within the banking sector, we are
making all necessary endeavors to improve our performance
through diversity of services based on quality and speed. The huge
economic and rapid changes in today's world force us to look for

more safe and lucrative investments since Islamic banking is an

essential part of the banking sector, which is not far away from the

Amer M. Tawgan . y
General Manager expected changes in the world. The recent years witnessed

mergers among a number of traditional banks in the United States, Europe and Japan to
stand steadily against challenges of globalization and international trends to reduce expenses
and to expand the use of modern technologies.

Above all the surmount challenge facing the Islamic financial institutions is the technology gap
and slow development in these institutions in comparison with western traditional banks and
with regard to changes and diversity needed by Islamic institutions. Recent statistics predict
the internet users will reach five billion users around the globe by the 2005, which dictates
more development of the banks' staff to go in line with the existing competition and
challenges.

Tadhamon International Islamic bank is occupying a leading position among local banks
based to the following indicatioﬁs:

(1) Our bank has come first with regard to the budget volume among local banks and
second with regard among local and foreign banks operating in the country.

2) The bank has come first in terms of financing transactions which reached 137.8 billion YR.

8) The bank has come second in deposits volume and growth in foreign currency deposits.

Dear Sirs;

Let me review the achievements of the bank for the year 2003:-

Firstly: - At the Domestic level
A - Human Resources:-

The Bank and its executive management paid more concern to human resources, which is

J
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since its circulation for the first time, causing US Dollar to loose by 40% against Euro.

Japanese Yen and British Pound have also raised against the US Dollar to an unprecedented

A

Memhes of the Board of I:Iiracturs .

levels in two years time.

All these factors had a certain impact on Forex markets and economic prosperity. It is expected
that US Dollar will remain at its lowest levels to narrow the gap in the US trade balance deficit
and to enhance competition level of US exports before US presidential elections in 2004.

All of us are aware of challenges facing Islamic banking at the present, and especially after the
September 11th events and its reflections on the international economy in general and Islamic
Banking in particular. One of these challenges is money laundering, and fortunately our country
is not a safe haven for such activities. Nevertheless the issuance of anti-money laundering law
has been an imperative step as Yemen i.s preparing to join the WTO. And among other
challenges facing Islamic banking in the coming years; trends towards liberalization and
globalization of banking services. It is expected that the coming years will witness huge
changes in the banking sector, once the world trade agreement and liberalization of services

come into being, as the banking sector is the greatest influential factor on nations' economies .
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AUDITOR’S REPORT TO THE SHAREHOLDERS

Dear,
Members of the Board of Directors
Shareholders,

General Assembly Members

Representatives of the Central Bank
Representatives of the Ministry of Industry & commerce ""‘*“"GE""‘:Y’:;:“' Saeed
Members of the Fatwa Board.

Auditors,

Attendants;

On behalf of myself and members of the board, | would like to welcome you to the 7th annual
meetings of the General assembly of Tadhamon Int'l Islamic Bank to review the achievements
of the bank for the financial year ended Dec 31st.2003. The bank has notably achieved more
success and progress due to collective cooperation and joint efforts by the board members,
executive management, staff, and customers.

And before reviewing last year's results, | would like to indicate to the economic developments
at the local and international arenas. The government has continued financial and
administrative reforms program which began in 1995 and led to a notable reduction in the
general budget deficit, control inflation, and the reduction of foreign debis from 121% in 1998 to
63% by December 2003. The increase in oil prices has also been of positive impact on trade
exchange balance yielding an increase in foreign currencies reserves to 5 billion US Dollars
which is an unprecedented level, which covers 18 months of national imports. Such huge
reserves in foreign currencies pushed forward relative exchange rate stability with only 5.42%
difference during 2003.

On the other hand, the recent wave of drought had a great negative effect on the agricultural
season, and on the national unemployment level; hence, more suffering for the national
economy.

At the international level, fluctuation in Forex in other currencies affected the economic

performance in several developed countries. The US Dollar reached its lowest against Euro
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Mohammed Bin Abdul-Latif Al-mana

Chairman

Vice - Chairman
Managing Director
Asst. Managing Director
Member

Member

Member

Member
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THE BANK’S OBJECTIVES

Tadhamon Intl. Islamic bank , a Yemeni joint-stock company, is seeking to offer the best
Islamic banking and investment products for customers, domestically at foriegners based on
total quality standards. Through a set of modern and advanced working mechanisms, it looks
forward to achieving good returns for shareholders, investors as well as staff to help in the

economic and social drive of development in the country. Among the supreme goals of the
Rank:-

®  Deepening and strengthening foundadtions of Islamic banking and investment.

= The participation in bringing about real development to promote the economic
performance and to activate the various investment methods.

®  Taking care of human cadre being the essential and real investment.

= Supporting investment operations with regard to low projects and promote living
conditions of low-income categories in the society.

®  Covering all banking services and products to catch up with developments in the
world of economy and information technology.

= Seeking for new investment portfolios in real-estate and trade.
=  Expanding awareness of Islamic banking through different methods.
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BANK’S
BRANCHES

Sana'a Branch

Taiz Branch

Aden Branch

Hodeidah Branch

Mukalla Branch

Shihar Branch

Ibb Branch

Sheikh Othman Branch

(Aden)

Taiz St. (Sana'a)

Sayoon Branch

Dhamar Branch

Hadah Branch

Hauodh Al- Ashraf
Branch

Address : Al-Zubairi St., Al-Saeed . building
Tel 1967 01 203270
Fax 1 967 01 203271

Address : Jamal St. - Deluxe Hotel
Tel 1967 04 252817
Fax 1 967 04 252811

Address : Al-Mualla,
Tel 1 967 02 240536
Fax 1 967 02 240520

Address : Port St.
Tel 1967 03 208844
Fax 1 967 03 208877

Address : Labour Area - Near Hadramout
Chamber of Commerce

Tel 1 967 05 304741

Fax 1 967 05 304740

Address : Hunain St. Omar Bin Maslem Build-
ing

Tel 1 967 03 332826

Fax 1967 05 332021

Address : Al- Odain St.
Tel 1967 04 407553
Fax 196704 401243

Address : Aden - Sheikh Othman
Tel 1 967 02 380781
Fax 1 967 02 380784

Address: Sana’a - Taiz St.
Tel 196701 600723
Fax 1967 01 600718

Address : Main Road - Near Zubairi School.
Tel 1 967 05 405604
Fax 1967 05 405241

Address : Sana'a St.
Tel 1 967 06 509623
Fax 1 967 06 509621

Address : Hadah St. - Sana'a
Tel 1967 01 264063
Fax 1967 01 264062

Address : Hauvodh Al-Ashraf - Taiz
Tel : 967 04 230330
Fax 1 967 04 230376

www.tib.com.ye
E-mail : tib@y.net.ye
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