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INDEPENDENT AUDITOR’S REPORT

TO THE SHAREHOLDERS OF
INTERNATIONAL BANK OF YEMEN (Y.S.C))

Report on the Financial Statements

We have audited the accompanying financial statements of the International Bank of Yemen (Y.S.C),
which comprise of the balance sheet as at 31 December 2006, and the income statement, statement of
changes in shareholders’ equity and cash flow statement for the year then ended, and a summary of
significant accounting policies and other explanatory notes.

Management’s responsibility for the financial statements

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

Auditor’s responsibility

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. Those Standards require that we comply
with ethical requirements and plan and perform the audit to obtain reasonable assurance whether the
financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the 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 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 financial statements.

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









INTERNATIONAL BANK OF YEMEN (Y.S.C))

INCOME STATEMENT

FOR THE YEAR ENDED 31 DECEMBER 2006

Interest on loans and due from banks

Notes

22

Interest on treasury bills and certificates of deposit

Cost of deposits and borrowings

Net interest income

Commissions and fees income
Commissions and fees expense
Gain on foreign currency transactions

Other income

Staff costs

General and administrative expenses

Provisions
Zakat

Profit for the year before income tax
Income tax expense — current year

Income tax expense — prior years

Profit for the year

Earnings per share

23

24

25
26

27
28
29

18

30

Year Year
Ended Ended
31December 31 December
2006 2005
YR’000 YR’000
3,025,380 2,030,327
5,371,078 3,761,788
(4,183,808) (3,498,365)
4,212,650 2,293,750
906,992 799,399
(61,930) (103,735)
204,916 195,639
84,347 71,840
5,346,975 3,256,893
(534,389) (398,692)
(672,289) (559,508)
(2,122,910) (736,280)
(50,796) (25,040)
1,966,591 1,537,373
(661,580) (505,848)
(237,718) -
1,067,293 1,031,525
YR44.47 YR 68.77

The attached notes from 1 to 39 form an integral part of these financial statements
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INTERNATIONAL BANK OF YEMEN (Y.S.C))
STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY
FOR THE YEAR ENDED 31 DECEMBER 2006

2005

Balance at 1 January

Net profit for the year

Transfer to statutory reserve (Note 20)
Transfer to share capital (Note 19)
Balance at 31 December

2006

Balance at 1 January

Net profit for the year

Transfer to statutory reserve (Note 20)
Transfer to share capital (Note 19)
Balance at 31 December

The attached notes from 1 to 39 form an integral part of these financial statements

Paid Up Statutory Retained
Capital Reserve Earnings Total
YR’000 YR’000 YR’000 YR’000
1,500,000 132,836 23,978 1,656,814
- - 1,031,525 1,031,525
- 154,729 (154,729) -
750,000 - (750,000) -
2,250,000 287,565 150,774 2,688,339
Paid Up Statutory Retained
Capital Reserve Earnings Total
YR’000 YR’000 YR’000 YR’000
2,250,000 287,565 150,774 2,688,339
- - 1,067,293 1,067,293
- 160,094 (160,094) -
1,150,000 (100,000) (1,050,000) -
3,400,000 347,659 7,973 3,755,632
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INTERNATIONAL BANK OF YEMEN (Y.S.C))
CASH FLOW STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2006

CASH FLOWS FROM OPERATING ACTIVITIES

Profit for the year before income tax
Depreciation
Provisions for loans and advances
Provisions written off
Provisions used during the year
Foreign exchange revaluation differences
Profit on sale of investment
(Gain) loss on disposal of property and equipment
Income tax paid

Operating profit before changes in assets and
liabilities relating to operating activities

Net (increase) decrease in assets

Reserve balances with Central Bank of Yemen
Short term deposits due from banks (blocked)
Treasury bills maturing after three months
Loans and advances to customers

Debit balances and other assets

Net increase (decrease) in liabilities

Due to banks

Customers’ deposits

Credit balances and other liabilities

Net cash generated by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES

Purchases of property and equipment
Proceeds on disposal of property and equipment

Proceeds (purchases) of investments available for sale

Net cash used in investing activities
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Year Ended

31 December

2006
YR’000

1,966,591

176,391
1,932,083

(79,504)
23,216
(5,107)

(780)
(742,014)

3,270,876

(1,945,445)
819,336
564,174

(6,523,490)

(819,165)

761,027
29,979,989
272,129

26,379,431

(270,076)
780
102,647

(166,649)

Year Ended

31 December

2005
YR’000

1,537,373
154,770
736,280

(5,874)
(104,929)
63,465

812

2,381,897

(4,749,746)
(38,808)
1,544,122
(4,370,157)
(154,288)

1,666,480
9,191,141
(94,361)

5,376,280

(328,123)

5,789
(117,048)

(439,382)



INTERNATIONAL BANK OF YEMEN (Y.S.C))

CASH FLOW STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2006 - continued

Year Ended
31 December
2006

YR’000

Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of year

CASH AND CASH EQUIVALENTS AT END OF YEAR

26,212,782
26,011,851

Cash and cash equivalents at end of year comprise of the following:

31 December

2006
YR’000

Cash on hand 939,973
Due from banks 13,477,314
Treasury bills due within three months 10,959,104
Treasury bills under repurchase scheme maturing within three
months 9,048,242
Certificates of deposits maturing within three months 17,800,000

52,224,633
Less: Short term deposits due from banks (blocked) -

52,224,633

52,224,633

Year Ended
31 December
2005

YR’000

4,936,898
21,074,953

26,011,851

31 December

2005
YR’000

1,537,427
8,355,532
5,716,444

8,721,784

2,500,000

26,831,187

(819,336)
26,011,851

The attached notes from 1 to 39 form an integral part of these financial statements
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INTERNATIONAL BANK OF YEMEN (Y.S.C))

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006

GENERAL INFORMATION

The International Bank of Yemen, a closely held Yemeni Shareholding Company (Y.S.C.) (the
Bank) was incorporated in the Republic of Yemen on the 4 January 1979 under the Republican
Decree No. (4) of 1979. The registered office and the Head Office the Bank is located at Zubairi
Street, Sana’a, Republic of Yemen.

The Bank is engaged in commercial banking activities in Republic of Yemen through its Head
Office in Sana’a and branches in Sana’a (Zubairy, Haddah, Bab Al Yemen, Sheraton and Airport),
Hodaidah, Aden, Taiz, Mukalla and Seiyun.

ADOPTION OF NEW AND REVISED INTERNATIONAL FINANCIAL REPORTING
STANDARDS

In the current year, the Bank has adopted all of the new and revised Standards and Interpretations
issued by the International Accounting Standards Board (the IASB) and the International
Financial Reporting Interpretations Committee (the IFRIC) of the IASB that are relevant to its
operations and effective for annual reporting periods beginning on 1 January 2006. The adoption
of these new and revised Standards and Interpretations has not resulted in any material changes to
the presentations and disclosure in the Company’s financial statements.

At the date of authorisation of these financial statements, the following Standards and
Interpretations were issued but not yet effective:

= |FRS 7: Financial instruments:
Disclosures, and Amendment to IAS 1 -
Capital disclosures.

Effective for annual periods beginning on or
after 1 January 2007

= |FRS 8, Operating Segments Effective 1 January 2009

= |FRIC 7: Applying the Restatement
Approach under IAS 29, Financial
Reporting in Hyperinflationary Economies

= IFRIC8: Scope of IFRS 2

Effective for annual periods beginning on or
after 1 March 2006

Effective for annual periods beginning on or
after 1 May 2006

= |FRIC 9 Reassessment of Embedded
Derivatives

» |FRIC 10: Interim Financial Reporting
and Impairment

» |FRIC 11, IFRS 2: Group Treasury Share
Transactions

Effective for annual periods beginning on or
after 1 June 2006

Effective for annual periods beginning on or
after 1 November 2006

Effective for annual periods beginning on or
after 1 March 2007

= |FRIC 12, Service Concession
Arrangements

Effective for annual periods beginning on or
after 1 January 2009
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INTERNATIONAL BANK OF YEMEN (Y.S.C))

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006 — continued

Except for IFRS 7, the management anticipate that the adoption of these Standards and
Interpretations in future periods will have no material financial impact on the financial statements
of the Bank.

The application of IFRS 7 “Financial instruments: Disclosures” which will be effective for the
year ending 31 December 2007 will result in amended and additional disclosures relating to
financial instruments and associated risks.

3. SIGNIFICANT ACCOUNTING POLICIES
Basis of Preparation

The financial statements have been prepared in accordance with International Financial Reporting
Standards and the rules and regulations of the Central Bank of Yemen. These regulations require
adoption of all International Financial Reporting Standards (IFRS) except for the IAS 39
requirement for collective provision, which has been replaced by the Central Bank of Yemen’s
requirement for a minimum general provision as described under the accounting policy for
provision for loans and advances and contingent liabilities.

The financial statements have been prepared on the historical cost basis modified to include the
measurement at fair value of available for sale investments.

The principal accounting policies are set out below:
Foreign Currencies

The Bank maintains its records in Yemeni Riyals. Transactions in foreign currencies are recorded
at the rates of exchange prevailing on the dates of the transactions. At each balance sheet date,
monetary items denominated in foreign currencies are retranslated at the rate of exchange
prevailing at the balance sheet date. Gains or losses on such retranslation are taken to the income
statement.

Revenue and Expense Recognition

Interest income and expense are recognised on a time proportion basis, taking into account the
principal outstanding and the rate applicable. However in order to comply with the requirements
of the Central Bank of Yemen circular No. 6 of 1996, the Bank does not accrue interest on non-
performing loans and advances. When an account is classified as non-performing, all uncollected
interest relating to three months prior to classifying the loan as non-performing is reversed from
income and recorded as uncollected interest. Commission and fee income are accounted for on a
time proportion basis. Other fees receivable or payable are recognised when earned.

Treasury Bills

Treasury bills are presented on the balance sheet at their nominal value less balance of unearned
discount outstanding at the balance sheet date.
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INTERNATIONAL BANK OF YEMEN (Y.S.C))

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006 — continued

Certificates of Deposit

Certificates of deposit issued by the Central Bank of Yemen are presented at cost. The accrued
interest on certificates of deposit is shown under “debit balances and other assets’.

Assets Transferred to the Bank’s Ownership

In accordance with the Yemeni Commercial Bank’s Law No. 38 of 1998 and the rules and
instructions of the Central Bank of Yemen, assets for which title have been transferred to the Bank
or assets that the Bank has otherwise taken possession of are included in the balance sheet under
“debit balances and other assets” using the value at which these assets were acquired by the Bank
less any decline in value. Any decline in value is charged to the income statement. These assts are
subsequently measured at their recorded value or fair value minus selling expenses, which ever is
less.

Investments

Investments are recognised and derecognised on a trade date basis where the purchase or sale of
an investment is under a contract whose terms require delivery of the investment within the
timeframe established by the market concerned, and are initially measured at fair value, plus
directly attributable transaction costs associated with the acquisition of the investment.

At subsequent reporting dates, debt securities that the Bank has the expressed intention and ability
to hold to maturity (held-to-maturity debt securities) are measured at amortised cost using the
effective interest rate method, less any impairment loss recognised to reflect irrecoverable
amounts. An impairment loss is recognised in profit or loss when there is objective evidence that
the asset is impaired, and is measured as the difference between the investment’s carrying amount
and the present value of estimated future cash flows discounted at the effective interest rate
computed at initial recognition. Impairment losses are reversed in subsequent periods when an
increase in the investment’s recoverable amount can be related objectively to an event occurring
after the impairment was recognised, subject to the restriction that the carrying amount of the
investment at the date the impairment is reversed shall not exceed what the amortised cost would
have been had the impairment not been recognised.

Investments other than held-to-maturity debt securities are classified as either investments held for
trading or as available-for-sale, and are measured at subsequent reporting dates at fair value.
Where securities are held for trading purposes, gains and losses arising from changes in fair value
are included in profit or loss for the period. For available-for-sale investments, gains and losses
arising from changes in fair value are recognised directly in shareholders’ equity, until the security
is disposed of or is determined to be impaired, at which time the cumulative gain or loss
previously recognised in shareholders’ equity is included in the profit or loss for the period.
Impairment losses recognised in profit or loss for equity investments classified as available-for-
sale are not subsequently reversed through profit or loss. Impairment losses recognised in profit or
loss for debt instruments classified as available-for-sale are subsequently reversed if an increase in
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INTERNATIONAL BANK OF YEMEN (Y.S.C))

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006 — continued

the fair value of the instrument can be objectively related to an event occurring after the
recognition of the impairment loss.

Loans and Advances

Loans and advances to customers are presented in the balance sheet net of provision and
uncollected interest. Loans and advances are written off if procedures taken towards their
collection prove useless, or if directed by Central Bank of Yemen upon review of the portfolio.
Proceeds from loans and advances previously written off in prior years are credited to other
income.

Provision for Loans and Advances and Contingent Liabilities

In compliance with the Central Bank of Yemen circulars No. 6 of 1996 and No. 5 of 1998,
provision is made for specific loans and advances and contingent liabilities, in addition to a
provision for general risks calculated on the total of other loans and contingent liabilities after
deducting balances secured by deposits, and bank guarantees issued by worthy banks. The
provision is determined based on periodic comprehensive reviews of the loans and advances and
contingent liabilities at the following rates:

Performing loans and advances and contingent liabilities 1%

Non-performing loans and advances:

- Substandard loans and advances 15%
- Doubtful loans and advances 45%
- Bad loans and advances 100%

Contingent Liabilities and Commitments

Contingent liabilities and commitments, in which the Bank is a party, are presented off balance
sheet under “contingent liabilities and commitments’” as they do not represent actual assets or
liabilities at the balance sheet date.

Cash and Cash Equivalents

For the purpose of preparing the cash flow statement, cash and cash equivalents consist of cash on
hand, balances with the Central Bank of Yemen other than statutory reserve balances, balances
due from banks, investments in treasury bills and certificates of deposit maturing within three
months from the issuance date.

Property and Equipment

Property and equipment except land are depreciated on straight-line basis over their expected
useful lives
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INTERNATIONAL BANK OF YEMEN (Y.S.C))

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006 — continued

The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at each
balance sheet date.

Assets that are subject to depreciation are reviewed for impairment whenever events or
circumstances indicate that the carrying amount may not be recoverable. An asset’s carrying
amount is written down immediately to its recoverable amount if the asset’s carrying amount is
greater than its estimated recoverable amount. The recoverable amount is the higher of the asset’s
fair value less costs to sell and value in use.

Gains and losses on disposals are determined by comparing proceeds with carrying amount. These
are included in the income statement.

Impairment and Uncollectability of Financial Assets

At each balance sheet date, the Bank assesses whether there is objective evidence that the
financial assets not carried at fair value through profit or loss are impaired. Financial assets are
impaired when objective evidence demonstrates that the loss event has occurred after the initial
recognition of the asset and the loss event has an impact on the future cash flows on the asset that
can be estimated reliably.

Trade and Settlement Date Accounting

All “regular way” purchases and sales of financial assets are recognised on the trade date, i.e. the
date that the Bank commits to purchase or sell the asset. Regular way purchases or sales are
purchases or sales of financial assets that require delivery of assets within the time frame
generally established by regulation or convention in the market place.

Leasing

Leases are classified as finance leases whenever the terms of the lease transfer substantially all the
risks and rewards of ownership to the lessee. All other leases are classified as operating leases.

To date the leases entered into by the Bank are operating leases. Rentals payable under operating
lease are charged to the income statement on a straight-line basis over the term of the relevant
lease.

Taxation
Income tax expense represents the tax currently payable as per Yemeni Income Tax Laws.

The tax currently payable is based on taxable profit for the year. Taxable profit differs from profit
as reported in the income statement because it excludes items of income or expense that are
taxable or deductible in other years and it further excludes items that are never taxable or
deductible. The Bank’s liability for current tax is calculated using tax rates that have been enacted
at the balance sheet date.
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INTERNATIONAL BANK OF YEMEN (Y.S.C))

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006 — continued

Zakat

The Bank pays Zakat on shareholders’ equity, in accordance with the Zakat Law and based on the
agreement with the Zakat authorities.

4. CRITICAL ACCOUNTING JUDGEMENTS AND KEY SOURCES OF ESTIMATION OF
UNCERTAINTY

The preparation of financial statements in conformity with IFRS requires the use of certain critical
accounting estimates and assumptions that affect the reported amounts assets and liabilities. It also
requires management to exercise its judgment in the process of applying the Bank’s accounting
policies, which are described in Note 3. Such estimates, assumptions and judgements are
continually evaluated and are based on historical experience and other factors including obtaining
professional advices and expectations of future events that are believed to be reasonable under the
circumstances. Significant areas where management has used estimates, assumptions or exercised
judgements are as follows:

Customers’ loans portfolio study

For the purpose of reviewing customers’ loans portfolio and determining the required provision,
loans balances as well as contingent liabilities and commitment are reviewed according to the
rules listed in Central Bank of Yemen circular No. 6 of 1996 and its clarifications.

In addition to the rules listed in CBY circular No. 6 of 1996, the following factors are considered
when conducting the review:

. The results of analyzing the customer’s financial position based on its financial statements
and inquiries of its business and cash flows from the customer’s own sources and its
transactions with the Bank.

" The balancing level of the finance structure of the customer taking into consideration the
relationship between total authorized facilities and the amount used from the Bank or the
banking system as a whole (based on the statement of syndicated banking credit risk at
CBY) and the ownership equity of the customer.

. The level of excess of the authorised limits and its period, if any, in the customer’s accounts
from authorized limits.

. Type of collaterals and its availability for liquidation in the short term and whether these
collaterals are insured in the Bank’s favour. Also the method used to evaluate collaterals
and the excess of the loans balances over the collaterals value, if any.

" The movements of deposits and withdrawals from merchandise offered by the customer as
collateral and whether the goods are expired and the possibilities of damage and
obsolescence.

= The customer’s liabilities position with the Tax Authority and the Social Insurance
Authority.
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INTERNATIONAL BANK OF YEMEN (Y.S.C))

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006 — continued

Property and equipment

The cost of property and equipment is depreciated over the estimated useful life, which is based
on expected usage of the asset, expected physical wear and tear, which depends on operational
factors. The management has not considered any residual value as it is deemed immaterial.

Valuation of unquoted financial instruments

The determination of the cash flows and discount factors for unquoted financial instruments
require significant estimation. There are number of investments, where this estimation cannot be
reliably determined. As a result, these investments are carried at cost less impairment.

5. FINANCIAL INSTRUMENTS AND MANAGING THEIR RELATED RISKS

5.1 Financial Instruments and Fair Value

(a)

(b)

The Bank’s financial instruments are represented in financial assets and liabilities.
Financial assets include cash balances, current accounts and deposits with banks including
balances with Central Bank of Yemen, treasury bills, certificates of deposit and loans and
advances to customers. Financial liabilities include customers’ deposits and balances due to
banks. Also, financial instruments include rights and obligations stated in contingent
liabilities and commitments.

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

Based on the valuation of the Bank’s assets and liabilities stated in the notes to the financial
statements, the fair value of the financial instruments do not differ materially from their
carrying amounts at the balance sheet date.

5.2 Managing Financial Instruments Related Risks

(@)

Interest Rate Risk

Interest rate risk arises from the possibility that changes in interest rates will affect the
value of financial instruments. The Bank performs a number of procedures to limit the
effect of such risk to the minimal level.

Significant procedures applied by the Bank are:

- Correlating interest rates on borrowing with interest rates on lending.

- Considering the discount rates for different currencies when determining interest rates.

- Controlling the matching of maturity dates of financial assets and liabilities.

Notes 31 and 32 to the financial statements state the maturity dates of the Bank’s financial

assets and liabilities and their related average interest rates used during the year,
respectively.
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INTERNATIONAL BANK OF YEMEN (Y.S.C))

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006 — continued

(b) Credit Risk

(©)

Loans and advances to customers, current accounts and deposits with banks and rights and
obligations from others are considered as 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 Central Bank of Yemen circular No. 10 of 1997 relating to the
management of credit risk exposure, the Bank adheres to certain minimum standards in
order to properly manage its credit risk.

The procedures applied by the Bank to minimize the credit risk exposure consist of the
following:

- Preparing credit studies on customers and determining their related credit risk rates prior
to commencing transactions.

- Obtaining sufficient collaterals to minimize the credit risk exposure which may result
from financial problems facing customers or banks.

- Following up and carrying out periodical reviews of customers in order to evaluate their
financial positions and credit rating and the required provision for non-performing loans.

- Distributing credit portfolio and balances with banks over diversified sectors to minimize
concentration of credit risk.

Note 33 to the financial statements indicate the geographical and sectorial distribution of the
Bank’s assets, liabilities, contingent liabilities and commitments.

Exchange Rate Risk

Due to the nature of its activity, the Bank deals in different foreign currencies, hence it is
exposed to exchange rate risk. The Bank attempts to maintain a balanced foreign currency
position in compliance with the Central Bank of Yemen instructions and the requirements
of Central Bank of Yemen circular No. 6 of 1998, which specifies that the individual
foreign currency position shall not exceed 15% of the Bank’s capital and reserves, and that
the aggregate open position for all foreign currencies shall not exceed 25% of the Bank’s
capital and reserves.

Note 34 to the financial statements indicate the significant foreign currencies positions at
the balance sheet date.
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INTERNATIONAL BANK OF YEMEN (Y.S.C))

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006 — continued

6. CASH ON HAND AND RESERVE BALANCES WITH CENTRAL BANK
31 December 31 December
2006 2005
YR’000 YR’000
Cash on hand
Local currency 624,874 884,711
Foreign currencies 315,099 652,716
939,973 1,537,427
Reserve balances with the Central Bank of Yemen
Local currency 5,295,600 3,374,268
Foreign currency 8,237,371 8,213,258
13,532,971 11,587,526
14,472,944 13,124,953

In accordance with the Central Bank of Yemen (CBY) instructions, the Bank is required to
maintain mandatory reserve deposits with the CBY at the rate of 20% and 10% (2005: 30% and
10%) of its customer deposits in foreign currencies and local currency respectively. Reserve
balances in local currency carry an effective interest rate of 13% (2005: 13%) and the balance in

foreign currency is non- interest bearing.

Page 16 of 37



INTERNATIONAL BANK OF YEMEN (Y.S.C))

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006 — continued

7.

DUE FROM BANKS

31 December 31 December
2006 2005
YR’000 YR’000
Current accounts with the Central Bank of Yemen
Local currency 844,251 724,671
Foreign currencies 508,701 349,454
1,352,952 1,074,125
Local banks
Time deposits 43,839 578,227
Foreign banks
Current accounts 1,499,355 990,240
Time deposits 10,656,002 5,807,294
12,155,357 6,797,534
13,552,148 8,449,886
Provision for outstanding reconciling items (74,834) (94,354)
13,477,314 8,355,532

Time deposits with CBY, local banks and foreign banks have variable interest rates while the
current accounts with banks are non-interest bearing.

CERTIFICATES OF DEPOSIT

31 December 31 December
2006 2005
YR’000 YR’000
Certificates of deposit, due within three months 17,800,000 2,500,000

Certificates of deposit issued by the Central Bank of Yemen, bear variable interest rates.
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INTERNATIONAL BANK OF YEMEN (Y.S.C))

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006 — continued

9.

10.

11.

TREASURY BILLS

Yemen Treasury bills:
- Due within 90 days

- Due within 180 days
- Due within 260 days

Unearned discount

31 December

31 December

2006 2005
YR’000 YR’000
11,150,730 6,163,195

4,734,230 4,607,602

6,470,000 6,895,647
22,354,960 17,666,444

(787,044) (777,014)
21,567,916 16,889,430

Treasury bills are debt securities issued by the Central Bank of Yemen on behalf of the Ministry
of Finance, Republic of Yemen. All bills are subject to variable interest rates.

TREASURY BILLS UNDER REPURCHASE SCHEME

31 December

31 December

2006 2005
YR’000 YR’000
Treasury bills under repurchase scheme due within 90 days 9,048,242 8,721,784
Treasury bills under repurchase scheme are charged with variable interest rate.
INVESTMENTS
Percentage 31 December 31 December Industry
of interest 2006 2005 Sector
% YR’000 YR’000
Available for sale
i : General
Investment in Afra'a Company 204 - 97.540 Services
Yemen Financial Services Financial
Company 3.3% 19,851 19,508 services
Yemen Centre for Conciliation 1% 616 616 Legal
and Arbitration Services
20,467 117,664
Provision for impairment (616) (616)
19,851 117,048
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INTERNATIONAL BANK OF YEMEN (Y.S.C))

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006 — continued

12. LOANS AND ADVANCES TO CUSTOMERS

Overdrafts

Short term loans
LC financing
Cheques purchased
Loans to employees

Less:
Performing and non performing loans provision (Note 12.1)
Uncollected interest (Note 12.2)

31 December

31 December

2006 2005
YR’000 YR’000
21,577,295 16,315,938

6,415,971 4,998,283

] 134,662

188,314 5,552
23,679 21,817
28,205,259 21,476,252
(6,410,360) (4,756,039)
(1,206,141) (1,000,624)
(7,616,501) (5,756,663)
20,588,758 15,719,589

At 31 December 2006 non-performing loans and advances amounted to YR 17,158,062,000

(2005: YR 12,762,409,000).

121 PERFORMING AND NON-PERFORMING LOANS PROVISION

2006

General Specific Total

YR’000 YR’000 YR’000
Balance at 1 January 121,742 4,634,297 4,756,039
Exchange rate differences - 23,559 23,559
Provided during the year (Note 29) - 1,710,266 1,710,266
Provisions used during the year - (79,504) (79,504)
Balance at 31 December 121,742 6,288,618 6,410,360
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INTERNATIONAL BANK OF YEMEN (Y.S.C))

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006 — continued

2005

General Specific Total

YR’000 YR’000 YR’000
Balance at 1 January 34,491 4,214,466 4,248,957
Exchange rate differences - 63,465 63,465
Provided during the year (Note 29) 87,251 461,295 548,546
Provisions used during the year - (104,929) (104,929)
Balance at 31 December 121,742 4,634,297 4,756,039

The analysis of specific and general provisions set out above is based on the requirements of the
Central Bank of Yemen. According to the Central Bank of Yemen instructions, a general
provision of 1% on all credit facilities net of certain restricted categories of collateral, which are
not subject to specific provisions, has been made. However, in accordance with 1AS 39, such
“collective” provisions should only be made to cover impairment of specific groups of assets
where there is a measurable decrease in estimated future cash flows.

12.2 UNCOLLECTED INTEREST

2006 2005
YR’000 YR’000
Balance at 1 January 1,000,624 712,232
Uncollected interest used during the year - (7,686)
Released to income (289,122)
Foreign exchange differences 1,532 -
Suspended during the year 493,107 296,078

Balance at 31 December 1,206,141 1,000,624
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INTERNATIONAL BANK OF YEMEN (Y.S.C))

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006 — continued

13. DEBIT BALANCES AND OTHER ASSETS

31 December 31 December
2006 2005
YR’000 YR’000
Interest receivable 413,315 134,744
Advances and prepaid expenses 243275 61,630
Assets transferred to the Bank’s ownership 558,027 135,527
Other debit balances 797,442 670,166
2,012,059 1,002,067
Less: Provision held against other assets (561,390) (370,563)
Movement of provisions held against other assets
2006 2005
YR’000 YR’000
Balance at 1 January 370,563 355,702
Provisions made during the year (Note 29) 190.827 14,861
Balance at 31 December 561,390 370,563

Assets acquired through fore-closure of loans and advances, which are expected to be sold within
twelve months, have been considered as assets held for sale. The proceeds of the disposal of these
assets are expected to exceed the net carrying amount of the assts, and accordingly no impairment
loss has been recognized.
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INTERNATIONAL BANK OF YEMEN (Y.S.C))

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006 — continued

14. PROPERTY AND EQUIPMENT

Cost
At 1 January 2005

Additions during the year

Disposals during the year

At 31 December 2005

Additions during the year
Disposals during the year

At 31 December 2006

Accumulated Depreciation

At 1 January 2005
Charge for the year

Disposals during the year

At 31 December 2005

Charge for the year

Disposals during the year

At 31 December 2006
Carrying Amount

At 31 December 2006

At 31 December 2005

Furniture Machinery Programs
and and Motor and
Land Buildings Fixture Equipment Vehicles Computers Total

YR’000 YR’000 YR’000 YR’000 YR’000 YR’000 YR’000
60,914 1,073,027 139,551 417,848 69,598 206,214 1,967,152
- 208,749 25,492 1,223 18,539 74,120 328,123
- - - (8,125) (8,859) - (16,984)
60,914 1,281,776 165,043 410,946 79,278 280,334 2,278,291
63,159 38,237 14,281 92,314 45,603 16,482 270,076
- - - - (4,784) - (4,784)
124,073 1,320,013 179,324 503,260 120,097 296,816 2,543,583
- 88,400 45,355 258,347 28,342 24,800 445244
- 33,235 18,401 73,174 8,458 21,502 154,770
- - (5,910) (4,473) - (10,383)

- 121,635 63,756 325,611 32,327 46,302 589,631
- 36,035 21,652 67,027 13,868 37,809 176,391
- - - - (4,784) - (4,784)
- 157,670 85,408 392,638 41,411 84,111 761,238
124,073 1,162,343 93,916 110,622 78,686 212,705 1,782,345
60,914 1,160,141 101,287 85,335 46,951 234,032 1,688,660

The following rates are used for the depreciation of property and equipment:

- Buildings and constrictions

- Furniture and fixture

- Machinery and equipment
- Motor vehicles
- Computers

%

25-20

10 -

20

5-20
10-20

20

Improvements and renovation expenses of the Bank's rented branches are amortized over the
lesser of their useful lives or the period of the lease of each branch.
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INTERNATIONAL BANK OF YEMEN (Y.S.C))
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2006 — continued

15.

16.

17.

18.

CUSTOMERS’ DEPOSITS

Time and demand deposits
Current accounts

Savings accounts

LC and LG Margins
Other deposits

CREDIT BALANCES AND OTHER LIABILITIES

Interest payable

Accrued expenses

Salaries and wages tax payable
Due corporate tax

Unpaid dividends

Other liabilities

OTHER PROVISIONS

Provisions for general risk on contingent liabilities
Balance at 1 January
Provided during the year (Note 29)

Balance at 31 December

31 December

31 December

2006 2005
YR’000 YR’000
39,201,029 24,654,472
39,685,631 26,664,378

7,317,458 6,307,852

4,453,366 3,074,518

1,021,738 998,013
91,679,222 61,699,233

31 December

31 December

2006 2005

YR’000 YR’000
700,778 520,004
159,957 118,092
3,270 3,129
661,580 508,513
380 380
222,667 169,101
1,748,632 1,319,219

2006 2005
YR’000 YR’000
272,023 193,504
221,817 78,519
493,840 272,023

Provision for general risk on contingent liabilities is calculated at 1% on the total contingent
liabilities after deducting balances secured by deposits and guarantees issued by high credit rated

banks.

INCOME TAX

Income tax is provided at 35% of the estimated taxable profit for the year.
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INTERNATIONAL BANK OF YEMEN (Y.S.C))

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006 — continued

19.

20.

21.

SHARE CAPITAL
Issued and paid-up share capital:

Issued and paid up share capital of the Bank is YR 3,400,000,000 divided into 34,000,000 shares
of nominal value of YR 100 per share (2005: YR 2,250,000,000 thousand divided into 22,500,000
shares of nominal value of YR 100 per share )

In compliance with the Central Bank of Yemen Circular No. 12/2004, dated 8 December 2004,
during the year, the Bank increased its paid up share capital from YR 2,250,000,000 to
YR 3,400,000,000 by transferring YR 1,050,000,000 from the retained earnings and
YR100,000,000 from the statutory reserve.

The authorized and issued capital as per bank’s Memorandum and Articles of Association is YR
1,250,000,000 and the formalities for amending the Memorandum and Articles of Association and
registering the increase in share capital with government authorities is in progress.

STATUTORY RESERVE

According to the provisions of the Yemeni Banking Law No. (38) of 1998, 15% of the net profit
of the year should be transferred to statutory reserve until the reserve equals two times the paid up
capital. During the financial year, an amount of YR 160,094 thousand (2005: YR154,729
thousand) was transferred to statuary reserve. The Bank can not dispose this reserve without
obtaining prior approval from the Central Bank of Yemen.

Subject to the approval of the general assembly and Central Bank of Yemen, during the year the
Bank transferred an amount YR100,000 thousand from the statutory reserve to the share capital.

CONTINGENT LIABILITIES AND COMMITMENTS

31 December 31 December
2006 2005
YR’000 YR’000

Letters of credit 11,457,308 14,517,278
Letters of guarantee — customers 13,264,033 9,507,632
Letters of guarantee — correspondence banks 11,116,077 10,286,631
35,837,418 34,311,541

Margin deposited by customers (4,453,366) (3,074,518)
31,384,052 31,237,023
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INTERNATIONAL BANK OF YEMEN (Y.S.C))

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006 — continued

22.

23.

INTEREST ON LOANS AND DUE FROM BANKS

Interest earned on loans and advances to customers:

- Loans
- Overdrafts

Interest earned on due from banks:
- Mandatory reserve balances with Central Bank of Yemen
- Balances due from banks

COST OF DEPOSITS AND BORROWINGS

Interest on customers’ deposits:

- Time and demand deposits

- Saving accounts

- Other deposits

Interest on balances due to banks:
- Time deposits
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Year Ended
31 December

2006
YR’000

576,099
1,445,818

2,021,917

464,610
538,853

1,003,463
3,025,380

Year Ended

31 December

2006
YR’000

3,500,016
601,263
26,772
4,128,051

55,757
4,183,808

Year Ended
31 December
2005
YR’000

412,486

1,055,278
1,467,764

406,305
156,258
562,563
2,030,327

Year Ended

31 December

2005
YR’000

2,940,658
502,377
24,818
3,467,853

30,512
3,498,365



INTERNATIONAL BANK OF YEMEN (Y.S.C))

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006 — continued

24.

25.

26.

COMMISSIONS AND FEES INCOME

Commissions on:

- Letters of credit

- Letters of guarantee

- Western Union transfers

- Transfers of funds

- Visa Card

- Commissions on collections
- Other

GAIN ON FOREIGN CURRENCY TRANSACTIONS

Gain on dealing in foreign currencies

Loss on revaluation of foreign currency balances

OTHER INCOME

Provisions written back

Rent revenue

Gain (loss) on disposal of property and equipment
Profit on sale of investments

Other income
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Year Ended Year Ended
31 December 31 December
2006 2005
YR’000 YR’000

191,016 141,706
176,551 243,977
112,725 111,135
282,887 234,856
100,282 22,506
4,841 4,123
38,690 41,096
906,992 799,399
Year Ended Year Ended
31 December 31 December
2006 2005
YR’000 YR’000
206,663 202,687
(1,747) (7,048)
__ 204916 _ 195639
Year Ended Year Ended
31 December 31 December
2006 2005
YR’000 YR’000
19,520 5,874
55,149 47,373
780 (812)
5,107 -
3,791 19,405
84,347 71,840



INTERNATIONAL BANK OF YEMEN (Y.S.C))

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006 — continued

27.

28.

STAFF COSTS

Salaries and allowances
Contribution to social security

Medical expenses

The Bank has 377 employees as of 31 December 2006 (2005: 321 employees).

Year Ended
31 December
2006
YR’000

474,194
30,201

29,994
534,389

GENERAL AND ADMINISTRATIVE EXPENSES

Administrative Expenses

Advertisement

Rent

Utilities

Insurance

Legal fees
Communications
Consultancy and professional fees
Maintenance

Printing and stationary
Transportation
Contract services
Directors’ fees

Miscellaneous expenses

Depreciation

Year Ended
31 December
2006
YR’000

132,401
43,417
42,297
4,714
5,236
31,585
8,881
54,146
41,765
9,986
55,886
17,335
48,249

495,898

176,391
672,289
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Year Ended
31 December
2005
YR’000

365,874
17,320

15,498
398,692

Year Ended

31 December

2005
YR’000

59,217
19,647
30,891
6,154
9,311
23,568
7,462
58,526
36,047
7,208
51,354
10,363
84,990
404,738

154,770
559,508



INTERNATIONAL BANK OF YEMEN (Y.S.C))

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006 — continued

29. PROVISIONS

Year Ended
31 December
2006
YR’000
Provision for:
- Loans and advances (Note 12.1) 1,710,266
- Other assets (Note 13) 190,827
- Contingent liabilities (Note 17) 221,817
- Due from banks outstanding reconciling items (Note 7) -
2,122,910
30. EARNINGS PER SHARE
Year Ended
31 December
2006
Net profit for the year (YR’000) 1,067,293
Weighted average number of shares (thousand shares) 24,000

Earning per share YR 44.47
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Year Ended

31 December

2005
YR’000

548,546
14,861
78,519
94,354

736,280

Year Ended

31 December
2005

1,031,525

15,000

YRG68.77



INTERNATIONAL BANK OF YEMEN (Y.S.C))

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006 — continued

31.

MATURITIES OF ASSETS AND LIABILITIES

The maturity profile of the Bank’s financial assets and liabilities at 31 December 2006 is as

follows:

Assets

Cash on hand and reserve balances with the
Central Bank of Yemen

Due from banks

Certificates of deposit

Treasury bills

Treasury bills under repurchase scheme
Investments available for sale

Loans and advances to customers

Liabilities
Due to banks

Customers’ deposits

Due within
Due within Three to Due within

Three Six Six Months  Due after

Months Months to One Year One Year Total
YR’000 YR’000 YR’000 YR’000 YR’000
14,472,944 14,472,944
13,477,314 - - - 13,477,314
17,800,000 _ . . 17,800,000
10,959,104 4,566,495 6,042,317 - 21,567,916

9,048,242 - - - 9,048,242

- - 19,851 19,851

15,140,597 4,223,907 1,224,254 - 20,588,758
80,898,201 8,790,402 7,266,571 19,851 96,975,025

2,530,713 - - - 2,530,713
69,214,438 15,424,267 7,040,517 - 91,679,222
71,745,151 15,424,267 7,040,517 - 94,209,935
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INTERNATIONAL BANK OF YEMEN (Y.S.C))

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006 — continued

The maturity profile of the Bank’s financial assets and liabilities at 31 December 2005 was as

follows:

Assets

Cash on hand and reserve balances with the
Central Bank of Yemen

Due from banks

Certificates of deposit

Treasury bills

Treasury bills under repurchase scheme
Investments available for sale

Loans and advances to customers

Liabilities
Due to banks

Customers’ deposits

Due within
Due within Three to Due within

Three Six Six Months  Due after

Months Months to One Year One Year Total
YR’000 YR’000 YR’000 YR’000 YR’000
13,124,953 - - - 13,124,953

8,355,532 - - - 8,355,532

2,500,000 - - - 2,500,000

5,716,444 4,582,602 6,590,384 - 16,889,430

8,721,784 - - - 8,721,784

. - - 117,048 117,048

11,559,899 3,224,968 934,722 - 15,719,589
49,978,612 7,807,570 7,525,106 117,048 65,428,336

1,769,686 - - - 1,769,686
46,580,650 10,380,383 4,738,200 - 61,699,233
48,350,336 10,380,383 4,738,200 - 63,468,919
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006 — continued

32.

AVERAGE INTEREST RATES APPLIED DURING THE YEAR

The average interest rates applied on assets and liabilities during the year 2006 is as follows:

Assets

Reserve balances with the Central Bank of Yemen

Due from banks:

- Time deposits

- Certificates of deposit

Treasury bills

Treasury bills under repurchase scheme
Loans to customers:

- Overdrafts

- Loans

Liabilities:

Due to banks

- Time deposits

Customers’ deposits:

- Time deposits

- Saving accounts
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YR uUsD EURO
% % %
13 - -

- 4 2.5

15.72 - -

15.73 - -

15.57 - -
17 8 8
19 8 8

- 5.37 3

13.5 3.5 -

13 35 -



INTERNATIONAL BANK OF YEMEN (Y.S.C))

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006 — continued

The average interest rates applied on assets and liabilities during the year 2005 was as follows:

YR uUSsD EURO
Assets % % %
Reserve balances with the Central Bank of Yemen 13 - -
Due from banks:
- Time deposits 15.5 4 2.5
- Certificates of deposit 14.5 - -
Treasury bills 155 - )
Treasury bills under repurchase scheme 15.5 - -
Loans to customers:
- Overdrafts 17 8 8
- Loans 19 8 8
Liabilities
Due to banks
Time deposits 15.5 3 2
Customers’ deposits:
- Time deposits 135 2.5 -
- Saving accounts 135 2.5 -
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INTERNATIONAL BANK OF YEMEN (Y.S.C))
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2006 — continued

33.

DISTRIBUTION OF ASSETS, LIABILITIES, CONTINGENT LIABILITIES AND

COMMITMENTS

The distribution of assets, liabilities and off balance sheet items by geographical region and
industry sector at 31 December 2006 is as follows:

Geographic Region

Domestic (Republic of Yemen)

Middle East
Asia
Europe
USA

Other

Industry Sector
Financial

Manufacturing

Building and construction
Tourism

Trade, export and import
Other

Contingent
Liabilities and
Assets Liabilities Commitments
YR’000 YR’000 YR’000
86,765,261 93,921,694 17,572,712
4,117,963 - 3,800,426
5,577 - 3,382,762
6,519,509 - 3,830,231
1,275,739 2,530,713 1,704,992
1,523,990 - 1,092,929
100,208,039 96,452,407 31,384,052
76,386,267 2,530,713 11,148,343
2,568,305 10,406,755 2,733,549
856,503 20,808,619 1,735,121
1,367,758 2,820,612 201,932
12,089,680 36,379,521 13,560,216
6,939,526 23,506,187 2,004,891
100,208,039 96,452,407 31,384,052
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006 — continued

The distribution of assets, liabilities and off balance sheet items by geographical region and
industry sector at 31 December 2005 was as follows:

Contingent
Liabilities and
Assets Liabilities Commitments
YR’000 YR’000 YR’000
Geographic Region
Domestic (Republic of Yemen) 60,993,809 64,290,474 10,943,130
Middle East 1,363,811 10,439 5,196,598
Asia 962 - 5,325,495
Europe 4,729,530 70,920 5,296,727
USA 660,388 688,328 2,702,253
Other - - 1,772,819
67,748,500 65,060,161 31,237,023
Industry Sector
Financial 49,708,747 1,769,686 2,847,397
Manufacturing 1,960,910 7,003,646 12,510,404
Building and construction 653,943 14,004,000 383,731
Tourism 1,044,288 1,898,245 1,915,311
Trade, export and import 9,230,513 24,483,067 3,293,549
Other 5,150,099 15,901,517 10,286,631
67,748,500 65,060,161 31,237,023
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006 — continued

34.

35.

SIGNIFICANT FOREIGN CURRENCIES POSITION

To comply with the Central Bank of Yemen circular No. 6 of 1998, the Bank establishes limits of
15% and 25% of capital and reserves for positions in individual foreign currencies as well as an
aggregate limitation for all currencies, respectively. The following schedule reflects the Bank’s
significant foreign currency positions at the balance sheet date. As at 31 December 2006, the
foreign currency position of the Bank has temporarily exceeded the prescribed limits.

31 December 2006 31 December 2005
Percentage
to Capital Percentage to
Surplus and Surplus Capital and
(Deficit) Reserves (Deficit) Reserves
YR’000 % YR’000 %
US Dollars 1,852,181 49.32 (646,618) (24.1)
Sterling Pound (8,954) (0.24) (35,466) (1.3)
Saudi Riyal 115,937 3.09 (8,788) (0.3)
Euro (107,107) (2.85) 56,612 2.1
Others (11,1247) (0.30) (749) (0.0)
1,840,911 49.02 (635,009) (23.6)

RELATED PARTY TRANSACTIONS

A number of banking transactions are entered into with related parties in the normal course of
business. These include loans, deposits and foreign currency transactions. Related party
transactions are governed by the limits set by the Banking law as stipulated in CBY circular No. 4

of 1999.

The Bank has granted credit facilities to certain related parties in excess of the limits prescribed in
Article no. 18 of the Yemeni Banking Law No .38 of 1998, however actions are being taken by
management to recover these facilities and to comply with the limits.

The related party balances outstanding at the year-end, and relating expense and income for the
year are as follows:
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NOTES TO THE FINANCIAL STATEMENTS
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Loans and advances to related parties (directors and executive employees, their families,
associated companies and companies of which they are the principal owners)

31 December 31 December
2006 2005
YR’000 YR’000
Loans and advances 5,045,363 8,565,020
Interest revenue on loans and advances 390,765 488,532

Provisions for doubtful debts related to the amount outstanding from related party amounts to
YR 2,152,911 thousands (2005: YR 3,380,199 thousands).

The loans issued to related parties are repayable monthly over maximum three years and have
variable interest rates.

The overdrafts to related parties are repayable over variable period of time and have variable
interest rates. Certain loans and advances to the directors are collateralised by deposits and bank
guarantees issued by worthy banks.

Deposits from related parties

31 December 31 December
2006 2005
YR’000 YR’000
Customers’ deposits 3,308,046 4.403,214
Interest expenses on customers’ deposits 470,838 316,674

The above deposits are unsecured, carry variable interest rates and are repayable on demand or
maturity.

Compensation of key management personnel:

The remuneration of the key management personnel during the year was as follows:

31 December 31 December
2006 2005
YR’000 YR’000
Short term benefits for key management personnel 14,875 11,982
Directors’ fees 17,335 10,363
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006 — continued

36. CAPITAL ADEQUACY

The capital adequacy is controlled in accordance with the Central Bank of Yemen guidelines by
comparing the fundamental and support capital in the bank financial statements against the total of

the risk weighted assets and liabilities as follows:

31 December 31December
2006 2005
YR’000 YR’000
Capital base 4,371,214 3,082,104
Risk weighted assets 38,486,593 29,055,244
Capital adequacy ratio 11% 11%

37. CONTINGENT LIABILITIES

Certain legal cases have been filed against the Bank amounting to YR 293 million. No provision
has been made, as the directors, based on external legal advice, believe that the cases can be
successfully defended and therefore no losses will be incurred.

38. CAPITAL EXPENDITURE COMMITMENTS

31 December 31December
2006 2005
YR’000 YR’000

97,545

Commitment for the acquiring of property and equipment -

39. COMPARATIVE FIGURES

Certain of the prior year figures were reclassified to conform to the current year presentation.
Such reclassifications do not affect previously reported net profit or shareholders’ equity.
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